(9% A firm sclis a product in a perfectly competitive
xm.irl-;e:., wt o prce of $50, The firm has 3 fixved cose of $30.
Fill in the following rable and indicate the level of outpar
that maximizes profit. How would the profit-maximizng
choice of ourpur change if the fixed cost incressted from
#4 m $607 More generally, explain how the level of
lived cost aflects the choice of outpur.
Total | Total Marginal
Outpat | Reveows | Coxt Rlevenus
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B12. > There are currently 10 identical firms in the per-
Scth mmpeuaw gadger manufacturing industry. Each
] upﬂ’nh::-, in the short run with a toral fixed cost of F
ad total variable cost of 20, where ( is the number of
pidgets produced by each firm, The marginal cost for
tiach firm is MO = 4. Fach firm also has nonsunk fixed
pists of 128, Fach firm would just break even (earn zero
toonomic profit) it the marker price were 40, (Noge; The
itguilibrivm price is not necessarily 40 when there are 10
ms in the market.)

- The marker demand for gadgers is Q= 180 —
U, where (hy s the amount purchased m the entire
rI'I

I:Lrg'e are the total fixed costs tor each firm?

_Whar would be the shurdown price for each firm?
-m

4 Draw a graph of the short-run supply schedule for
this irm. Label it clearly.

i) What is the equilibvium price when there are 10
fims currently in the market?

¢ With the cost structure assumed for each firm in this
sroblem, how many firms would be in the marker ar an
gquilibrium in which every firm’s economic profits are



9.24. ] Suppose that the world market for calcium #
‘pe[fef:)liy competitive and that, as a first approximation
all existng producers and porential eéntrants are ulents
cal. Consider the following information about the prig
of calcium: o

= Between 1990 and 1995, the market price was
stable at abour 52 per pound.

# In the first three months of 1996, the market price
doubled, reaching a high of $4 per poand, whers it
remained for the rest of 19946

s Throughout 1997 and 1998, the market price of
caleium declined, eventually reaching $2 per pouil
by the end of 1998,

= Between 1998 and 2002, the market price was
stable at about $2 per pound.
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Assuming that the technology for producing calcium dy
not change between 1990 and 2002 and that inpur pries
faced by calcium producers have remained consom
what explains the pattern of prices that prevailed B
tween 1990 and 20027 Ts it likely thar there are maf
producers of caleium in 2002 than there were in 199
Fewer? the same number? Explan vour answer.
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10.4: When gasoline prices recenty reached 2 P'"‘*'F
sm& per gallon, public policy makers considerst =
ting excise taxes by $0.10 per gallon to lererer pr
the consumer. In discussing the effects of the proj
tax reducton, 1 news cotnmentator stated that the!
of tax reduction should lead o a price of about BL
ga]_h:m, EIl.rl, that it the p['j.m: did not dr-'_!p h}' a5 M ;
would he evidence that gil campanies are someho¥ =
spiring to keep gasoline prices high, Evaluate this €5

%



ippose that the market for cigarettes in a partic-
IIIE the ’ﬁ:ullmung supply and demand curves:
1 D= 50— P, where the quantties are mea-
s :u:uis ﬁfumlz E‘IIFPGEE that the town coun-
o raise $300,000 in revenue and decides to do
ng the cigarette marker. What should the
be in order to raise the required amount of

10 The domestc demand curve for po
dips is given by Q7 = 5000 — 100F, wher
number of radios that would be purchas
price is . The domestic supply curve for radios ¥
by @ = 150P, where (' is the quantity of radi
would be produced domestically if the price We
Suppose radios can be obuained in the world ma
g price of 810 per radio. Domestic radio pr
have successfully lobbied Congress to impose o 6
$5 per radio.
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