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FE461 Practice Problem

Second Homework Set

Due Jan. 22nd 
Chapter 2: The Firm and Its Costs

1. Find the total fixed costs, total variable cost, average variable cost, and marginal cost for the following cost function: C(q) = 1000 + 20q2 + 5q.  Does this cost curve represent the short-run or the long-run?

2. The Q & H Company produces a number of products including shampoo, qS, and toothpaste qT. Suppose the cost functions for these products are given by
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a. Does the production of shampoo exhibit economies of scale? Explain your reasoning.

b. Does the production of toothpaste exhibit economies of scale? Explain your reasoning.

c. Are there economies of scope associated with producing shampoo and toothpaste? Explain your reasoning.

Chapter 3: Competition and Monopoly
3. The market for economic textbooks can be described by the following demand curve: 

Q = 400 – 10P 

a. If each firm's marginal cost is 5, calculate the market output and price under perfect competition. 

b. Assume that a single firm can monopolize the market, but this firm has higher marginal costs, MC = 7. Calculate market output and price for the monopoly. 

c. Calculate the total loss of consumer surplus from monopolization. Calculate the loss of efficiency resulting from the monopolization. 

4. Video-A-Phone is the sole producer of cellular video-picture phones. The daily demand for cellular video-picture phones is D(p) = 15300 – 100P. The cost function for producing cellular video-picture phones s is C(q) = q2/2.

a. What is Video-A-Phone’s total revenue schedule?

b. What is Video-A-Phone’s marginal revenue schedule?

c. What is the profit-maximizing quantity (per day)?

d. What is the profit-maximizing price? 

e. What is its daily profit?

f. Graph the firm – the demand, marginal revenue, and marginal cost curves. Also show profits (if any).
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