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1. Assumed both a product market and a labor market are]perfectly competitive{a table of marginal

product is given below.

L7 Unit of labor Marginal product of labor | (mP)
2 - 12
2! —> 8
4 —» 6
5 — 4
6 - 2

This product can be sold in the market for(SlZ eacl)while 1abor(wage is S48,)answer the following

questions clearly. (mR) —

1.a) Figure out how many units of labor this firm will choose as input for its production to

maximize profit. [llustrate a(graph)to support your answer and explain.

L mRP = vmP in perfett comp,

= In P"hteci' COMPCHOYI"’ mp = Price (mnp-.: Demand for For)
(Price talier) Ly MRP # Shows how many worker
? wage il $H will be hired @ 9iven wqge...
fevedue demand for FOP (for his £irm only) —
N /7 LR = MMk mpp = wage
144 1 MKP=(MP)(19\) 6t:ondl’-h'on to
o 1 .I/ mayi mize 0!
1 MC. (MFC) and worker » mee= (12)-12 =144
4t ! mRPzymp - keep decreasing 3rd worker - mas - M)y = 94
i ; ; ; 6 = Labor 4th worlier - mRe = (12) -, = 1
T comparing between the benedit | f:: W°'“h€f* me< (1) - 4 = 48
Cost already!! WIrLer » mhe- (12).9 = 94 ¥

.. This firm will choase 5 vnifs of inpvt

for ils prodvction To mayimize préfit. Ly T+ will not mabe sense 40 hire ¢ vnits of

Workers because at ¢dh labo; the, mRP 1524

Since at the 5th worh,er/labor/fhe mRP which is lower than The canstant wage

s 48 which is equal o 1he labor wage of ratethat cah be idendified as me, / mFe,

$43. Lmpe= Wage = MGy, b Hiring (abor & fo 440 wil still give frhl
fitm v wnd @ e Shh js when it

L’ MRP’? MFC is mayimized, [ firmshovldn} go over)

anr eqval



1.b) Supposed that there is a sudden economic recession driving consumers’ purchasing
power downward, what would happen to the units of labor hired by this firm? Support your
answer with illustrations that also show a connection between product market and labor

market.

=2 Sudden economic rocession» Consumer's purchasing pow er -»gaes down

- Units of Labor hired bﬂ this £irm!

(factor me) .
Ly(Labor market can by determingd as the derived demind for labor

dye to the demand of gads | services in he production market.

(o #irm)
(ProdvcHM mk.) (Fad-or ml.-'la.bor)
Price Revenue
Supply A
NN s,
\'\\ MFcz)'
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RQC@”IO" 7 det.fram N
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goes downward) - having inflation (fo0 high) (shifts) (labor mu.)
d d": m1h ih 1his Case il
pmdvcﬁr’;(,);nmh.r;aes dgwn 35 mFCl =0 ol | b"" |
Then, (Q¥,P}) o M¥y e frim l to 1
b Theunits of labor hired by thisirm oy T il deaease Jom |y To Ly firsh vt
will decreas dt o e dectne 1 79 B4 then if will increase but nob @ The
n .
Fevenwvt fdeC‘l’ or 1he rcvehv: J\::: :,pali(lz the Same Or“’hm’ la.bor of a firm at !2.

praducd dve to the recessio
Price goes down.



2. In a telecommunication sector where there are 3 companies namely A, D and T, at first, these
companies can capture 50%, 20% and 30% of market share respectively. All of them share the
same marginal cost of §0.2]on average for a unit of service per minute. Answer the following

questions

2.a) If company A can charge users for S1 on average for a unit of service, figure out the

Lerner’s index for company A. r9.227/383
2.b) Figure out the|HHI index|for this industry at the current state.
2.¢) If D and T decide to merge their companies, figure out thejnew HHI index. |

b A=50+ B=207 (=307 of morket share
b All companies’ marginal cost = $ 0.2

M:) lerner's indey for (ompany al

L=F-mt| 5 | = f1-02 . 0§
—_— = = =0.9
,, o1, 01
TLE[S, 1] s Leyner's index for Company A is 0.3 which leans 4o the
monopoly market gince a.g is closer o 1.
2 Tn this case, the marginal costis ¢ 0.2 but if it is o, Then
it will possess mll the market power.

(determing how much compedition in 1his indvsiry)

ab) HHI indeX for this indus%ry |

_<an .
Ly Symmation of each firm mariet Share Sqare. HH1 =27, 5

® L 1 © 2
(0.5)" 4(0.2) 4(03) = [0.38,

a¢) Compan y Dy T decides tomerge their company.

Ly Nw HHT index =!
@,  (me eJ)
HHI = (0-5) + (. 5) = 025+0.25 =[0.5
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3. Consider these statements and indicate which one of the choices fits with each statement and
roughly explain why.

Choices

1. Not a market failure

2. Market power

3. Externalities

4. Public goods

5. Moral hazard

6. Adverse selection

3.a) People feel that price level is hiking.

3.b) Morpheus always hears a loud fight coming from a room next to his.

3.c) Trinity does not receive her(full-beneﬁt)until her first 3-month of her work position.

3.d) In Chiang Mai, there is no earthquake alarming system.

3.e)\Starbucks coffee)is more expensive than Amazon coffee.

kkhkkkkkkhkkkik

3a) Market power: Monapolist contral the price whighis hiking
in this case.

i ' ¢ o (3rd party)
3b) eyterhalities ¢ Mor phtus hears the neise &5 A d{md: A 4:5/:/5

which he dges not have anyﬂ.lin] 1o
itis a ne3a+ire ey+ranaln+y.

3¢) moral hazard : Trinh‘y had a[conira cﬂwiﬂ thg company She worh
Jor but she doeS not recelve her Hull bene #it

an4il her first 3-month. She had her advantagt/
penedit +aken.



EE211 Principles of Microeconomics Section 1 Weerawat Phattarasukkumjorn
Assignment 3
Assigned on Apr 29", 2022. To be submitted on May 6%, 2022 before midnight

3. Consider these statements and indicate which one of the choices fits with each statement and
roughly explain why.

Choices

1. Not a market failure

2. Market power

3. Externalities

4. Public goods

5. Moral hazard

6. Adverse selection

3.a) People feel that price level is hiking.

3.b) Morpheus always hears a loud fight coming from a room next to his.

3.c) Trinity does not receive her full-benefit until her first 3-month of her work position.
3.d) In Chiang Mali, there is no earthquake alarming system.

3.e) Starbucks coffee is more expensive than Amazon coffee.

kkhkkkkkkhkkkik

3d) Public goods © There is ho arganization fo allow Chiangm ai t0

have earthquake alarming systems as 7he public
9oods 1hat (S Cateyorized in clvh goods for residents

who pay taxes {nother Oréas.

3¢) nota market failvre : Starbucks cotfee and amazon coffee
set the price in Their awn firm.

S0, it is nof relevant



