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Due Wednesday, October 25
1.  What are the characteristics of a perfectly competitive market?  What are the implications for accounting profit in a perfectly competitive market?  What about economic profit?

2.  How does a firm decide how much to produce?  Explain how this decision is similar and different for monopolies and perfectly competitive firms.

3.  Using a graph of the market and another graph of the firm’s cost curves, show a firm making short-run positive economic profits.

4.  What is the relationship between a firm's total revenue, profit, and total cost?

5.  Consider the following data for a fictional pizzeria.

	Q (dozens)
	0
	1
	2
	3
	4
	5
	6

	Total Cost
	300
	350
	390
	420
	450
	490
	540

	Variable Cost
	0
	50
	90
	120
	150
	190
	240


a) What is the pizzeria's fixed cost?

b) Construct a table in which you calculate the marginal cost per dozen pizzas using the information on total cost.  Also calculate the marginal cost per dozen pizzas using the information on variable cost.  What is the relationship between these sets of numbers?

6.   True/False/Uncertain and Explain: There is no significant difference between competition and monopoly, just who gets the consumer surplus.

7. If a monopolist faces a demand curve Qd = 10 - Pd and has constant marginal cost equal to 2, how much will it produce, and what price will it charge?  What is the dead-weight loss from the monopolist? 

8. What is the difference between monopoly, oligopoly, and monopolistic competition?  On a chart, describe the following characteristics by market structure: numbers of firms, long-run profits, market power over price, profit-maximizing rule, and efficiency.

9.  What is the prisoner's dilemma?  To which industry structure does it best apply?

10. Consider the following matrix.  Sven and Ole have competing bookstores on Grand Avenue, and are considering whether or not to agree on book prices.

	
	
	Sven’s Strategy

	
	
	Agree
	Cheat

	Ole’s Strategy
	Agree
	Sven’s profits $6K

Ole’s profits $6K
	Sven’s profits $10K

Ole’s loss $1K

	
	Cheat
	Sven’s loss $2K

Ole’s profits $8K
	Sven’s profits $2K

Ole’s profits $2K


a) What is the dominant strategy for Sven? For Ole? Why?

b) What strategy should each choose to maximize the joint gain?

c) What strategy do you think that each will choose?  Is that realistic?  Why or why not?

d) What is "antitrust" policy?  What federal statute(s) would affect Sven and Ole’s decision in question 2?  Explain.

11. In the context of monopolistic competition, what effect does brand-name loyalty have on the demand curve?  On the elasticity of demand?

12. Draw and explain a diagram to show the long-run equilibrium in a monopolistically competitive market.
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