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Problem 1
Q= 5000-25P
TC= 1500+20Q+0.02Q2 
a. Inverse demand function= 200-0.04Q=P
P(Q)=200Q-0.04Q2 = Total Revenue
Marginal Revenue= 200-0.02Q
Marginal Cost= 20+0.04Q
Profit Maximizing Output= 200-0.02Q=20+0.04Q
				180=0.06Q
 Q=3000

\



b. Economic profits that will be made in the first year will be calculated as
Total Revenue- (Explicit costs+ Implicit Costs)
This economic profit will be given by=[200Q-0.04Q2 ]-[1500+20Q+0.02Q2]
=180Q-0.06Q2 -1500
c. I expect the economic profit to increase in the subsequent years. This is because the explicit and implicit costs are likely to reduce when the company reaches the breakeven point.
Problem 2
a. Ag = 1.5; Ab = 1.2; Pbw = 2,100; Yw = 60,000 Qw= 2,100 − 6.25Pgw + (3)(2,100) + (2,100)(1.5) − (1,500)(1.2) + (0.2)(60,000) Qw = 2,100 + −6.25Pgw + 6,300 + 3,150 + −1,800 + 12,000 Qw = 2,100 + −6.25Pgw + 6,300 + 3,150 + −1,800 + 12,000 
Therefore, the equation for West is 
Qw = (−6.25Pgw) + (2,100 + 6,300 + 3,150 + −1,800 + 12,000) 
Qw = −6.25Pgw + 21,750 
The inverse demand curve for the West market is=3,480 – 0.16Qw
b. The  demand for GGC’s East Market is: Qe = 36,620 - 25Pge + 7Pbe + 1,180Ag - 950Ab + 0.085Ye
 We then have to use the given numbers to complete the equation: Ag = 1.5; Ab = 1.2; Pbe = 2,100; Ye = 30,000 Qe = 36,620 – 25Pge + 7(2,100) + 1,180(1.5) – 950(1.2) + 0.085(30,000) Qe = 36,620 - 25Pge + 14,700 + 1,770 – 1140 + 2550 
Qe = -25Pge + 36,620 + 14,700 +1,770 – 1140 + 2550
Qe=54,500-25Pge
Inverse of the demand= Pge= 2180+0.04Qe

c. Total demand= Demand of GGC+ demand of BLG
GGC installed 60% of the total installations.
The total demand of GGC= (54,500-25Pge)+(-6.25Pgw + 21,750)
			=76,250-31.25P= 60%
Therefore, 100% will be [100×(76, 250-31.25P)]/60%
Total demand= 127, 083- 52P
Price of the market= inverse of the quantity demanded
Price= -0.0192Q+2443.9
d. Elasticity of demand in East= dQ/dP= 54,500-25Pge dPge
=-25
Elasticity of demand in west market=−6.25Pgw + 21,750. dPgw
=-6.25
The quantity demanded of the product in the east and west is very responsive to any slight change in the prices of the products.
e. The market is very responsive to changes in price. Therefore, the prices must be set at a level which enables competition. The current price is not likely to enhance proper competition should the competitor resolve to start price war. It may not be sustainable.
	
Marginal Cost
Quantity	24	28	32	36	40	100	200	300	400	500	Quantity
price
Demand Curve
Price	-1500	0	2500	5000	30	20	10	0	Marginal Revenue
Price	202	204	206	208	100	200	300	400	