
ECON 101: Principles of Microeconomics Spring 2015

Discussion Section 9 - Solutions

QUESTION 1 (Cost function)

The graph below illustrates cost curves of a firm in a perfectly competitive industry. The

short run equilibrium price is $30.

(a) In the short run, what is the profit maximizing level of output for this firm? At this

quantity, what is the marginal revenue?

The profit maximizing level is 35, when marginal cost equals marginal revenue:

30

(b) In the short run, how much is the total cost for this firm at the profit maximizing level

of output?

The total cost is the Average Total cost at that point, 40 times the quantity,

35, so it is 1400.

(c) What is the break-even price for this firm? What is the shutdown price for this firm?

The break-even point is the price at which the marginal cost equals the min-

imum level of the average total cost, i.e. a price of 38. And the shutdown

price is the price at which the marginal cost equals the minimum level of the

average variable cost, i.e. a price of 15.

(d) In the short run, will the firm make (economic) profit or suffer loss? How much? Should

the firm shutdown?

It will suffer loss, since the total cost is 1400 and the total revenue is (30)*(35)=1050

QUESTION 2 (Perfect competition)

In a perfectly competitive industry, all the potential firms have identical technology and

thus, have the same cost function. Total cost is given by 6q2 + 2q + 96 and marginal cost is

given by 12q + 2.

TA: Gabriel Martinez 1 4/10/2015



ECON 101: Principles of Microeconomics Spring 2015

(a) Find fixed cost, average total cost and average variable cost.

Fixed cost = 96, average total cost= 6q +2+96/q, and average variable

cost=6q+2

(b) Suppose there are 12 firms in the short-run. Derive the short-run market supply curve.

The marginal cost gives the individual supply curve, q=p/12-1/6, by adding

the 12 individual supply curves, we get Q=P-2

Market demand is given by P = 114–Q. In the short-run, firms cannot enter the market

and hence number of firm remains 12.

(c) What is the short run market price? How much goods does each firm produce?

By making supply and demand equal: P=58, Q=56, so each firm produces

56/12=14/3

(d) What is the long-run market price and how much goods does each firm produce in the

long-run equilibrium? How many firms will enter the market in the long-run?

The long run market price is the break-eve price =50, since each firm is willing

to offer 4 units at that price, and the market demands 64 units, there must

be 16 firms.
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