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1. Suppose a competitive firm maximizes its profit by selling 500 units of its product at the
given market price of $7 per unit. el

a. (2 points) State the profit-maximizing condition for this firm.

nR - P = NC 9y NP7
b. (6 points) Suppose that at the profit-maximizing level of output, the firm’s total cost
"~ (TC) is $2,500 and its total variable cost is (TVC) is $2,000. Calculate the firm’s
total fixed cost (TFC),.average total cost (ATC), and average variable cost (AVC) at
this equilibrium quantity.
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c. (2 points) At the given market price of $10 per unit and the costs given in (b),
calculate the firm’s profit. ? < |0

a’ - (p-ATCI»@Q = (o - S)xSo0 = 250

d. (2 points) Suppose now that there is an increase in market supply, and the equilibrium
market price decreases to $5. Should the firm continue selling its good in the market,
or should it shut down? Justify your answer.
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2. In aperfectly competitive market, suppose that a firm’s marginal cost (MC) and average

variable cost (AVC) and average total cost (ATC) curves are given below.
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a. (2 points) Suppose that the equilibrium market prices is at Py Indicate the profit-

maximizing level of output in the above diagram. Does this firm make any profit?

Mlustrate. Wo) 'Ff\f‘m " ‘I e los,.

b. (6 points) If the government gives a subsidy of s baht/unit to the firm, everything else_
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constant, how will the marginal cost (MC) and average variable cost (AVC) of this firm

change? Draw another diagram to illustrate these changes, if any. Assuming the market

price is still fixed at Py, how will the profit-maximizing output level and the corresponding

fit level change? ' » 4
profit level change @* 9
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