Problems Micro #6
1.) What assumptions are made regarding perfectly competitive markets?

2.) Explain in one sentence why a perfectly competitive firm’s marginal revenue is the equilibrium price.
3.)  On a graph of a representative firm, include a price and quantity at which a perfectly competitive firm is maximizing profit and earning positive economic profit.  Also include a price and quantity at which a perfectly competitive firm is maximizing profit but is earning negative.
4. Assume a firm operates in a perfectly competitive industry where the equilibrium price is $20. 

Use the table below to answer the following questions:

a.) At what quantity does the firm produce?

b.) What is profit at this quantity?

c.) Is this the long-run/short-run?  Explain in one sentence.

	Quantity
	Total Revenue
	Total 

Cost
	Marginal Revenue
	Marginal Cost
	Profit

	0
	
	1
	-
	-
	

	1
	
	3
	
	
	

	2
	
	9
	
	
	

	3
	
	14
	
	
	

	4
	
	22
	
	
	

	5
	
	32
	
	
	

	6
	
	51
	
	
	

	7
	
	72
	
	
	

	8
	
	94
	
	
	

	9
	
	193
	
	
	

	10
	
	293
	
	
	

	11
	
	394
	
	
	

	12
	
	594
	
	
	

	13
	
	795
	
	
	

	14
	
	1096
	
	
	

	15
	
	1300
	
	
	

	16
	
	1700
	
	
	


5.)

a.)Assume that the graph below represents a perfectly competitive firm.  Carefully label the lowest price at which the firm will continue operating in the short-run (the shut-down point). Would the firm continue to operate at this price in the long-run?  Explain.

b.) Carefully label the firm’s short-run supply curve. 
 
[image: image1]
6.) In perfect competition firms are price takers and cannot choose equilibrium price.  Provide one example of why a firm might be able to increase its price.

7.) Agree or disagree with the following statement and explain your answer in one/two sentences: “Because perfectly competitive firms earn zero profit in the long-run, there is no incentive for these firms to utilize new technology.”
8.) Is perfect competitive efficient?  Explain in one/two sentences.

9.) Suppose an industry is in long-run equilibrium where all firms earn zero economic profit.  If demand increases and the industry experiences constant returns to scale, what does the industry long-run supply curve look like?  Provide a one/two sentence explanation, or use graphs to show the long-run supply curve.
10. Why does a monopolist have a downward sloping demand curve, while a perfectly competitive firm does not?  Explain in one sentence.

11. Name one assumption made in monopoly that is not made in perfect competition.

12. Explain the difference between MR in monopoly and perfect competition.

You should also know the meaning and application of the following terms:

Chapter 14
Price Taker
Barriers to entry

Chapter 15
Barriers to entry

Natural Monopoly

Market Power
ATC


AVC





MC





P





q








