Chapter 7: Numerical Exercise #2

Consider a competitive constant-cost industry in which each firm’s marginal and average costs are given by the formulas MC=4q and AC= 2q + 50/q.

1. Determine the quantity supplied by each firm in long-run equilibrium. ______

2. Determine the firms’ break-even price. _______

Suppose the market demand for the good produced by this industry is given by the formula P=320 – 2Q, where P is the market price and Q is the market quantity. 

3. If the industry is in long-run competitive equilibrium, what is the market quantity? ______

4. How many firms will be in the industry? _______
Suppose that industry demand increases to P= 330 - 2Q. In the short run it is impossible to manufacture any more units. 

5. What will the price of the units be? _____
6. How much profit will each firm earn? ____
