
This is Microeconomics 

F·rms and 
i>eople, ~ .; N{arkets 
N{onopol1es I 

1. this chapter is about the interaction of consumers/buyers and firms/ 
businesses in competitive markets, the expansion and contraction of 
markets/industries in the long-run (4-5 years out), and the existence of all­
powerful monopolies 



The 4 Market Structures 
Perfect/Pure Competition 
1. profit max. and Q: P=MC and MR=MC 
2. P is constant 
3. no DWL or excess costs/capacity 
4. one product /many close substitutes 
5. many producers 
6. no barriers to entry /exit 
7. no market power /price taker 
8. perfectly elastic D curve 
9. no LR profit 
10. example: stock market 

Oligopoly (imperfect competition) 
1. profit max. determined by strategic heh. 
2. P decreases, P>MC, & MR<P 
3. DWL and excess costs/capacity 
4. standardized/differentiated products 
5. a few big producers 
6. barriers to entry/exit 
7. market power/price maker 
8. sloping D curve 
9. LR profit 
10. example: sneaker market 

Monopolistic Competition (imperfect) 
1. profit max. and Q : MC=MR 
2. P decreases, P>MC, & MR<P 
3. DWL & excess costs/capacity 
4. differentiated products 
5. many producers 
6. no barriers to entry /exit 
7. market power /price maker 
8. sloping D curve 
9. no LR profit 
10. example: cereal market 
Monopoly (imperfect competition) 
1. profit max. and Q: MC=MR 
2. P decreases, P>MC, & MR<P 
3. DWL and excess costs/capacity 
4. one product /no close substitutes 
5. one big producer 
6. barriers to entry /exit 
7. market power /price maker 
8. sloping D curve 
9. LR profit with economies of scales 
10. example: US Steel/FPL (oat. mono.) 



Forei2n Trade and Tariffs 
1. to see how much a country will import of something at a certain price (P) 

to decrease a shortage, like when the quantity (Q) produced is at a set price 
or the world price instead of market equilibrium (Me), find the shortage 
before any imports are included 

A Market in Short- run Eguilibrium 
Foreign Trade and Tariffs 
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Forei2n Trade and Tariffs (cont.) 
1. at the world price of $1.50, 8 are demanded but only 2 are supplied; 6 will 

be imported; if the tariff (a tax on imports) is $10 per unit, then the tax 
collected by the country from the tariff would be $60 (6 x $10) 

2. at $2 (the world price plus a tariff of $.50), domestic production is now 
only 4 short (7-3); 4 will be imported and the tax collected by the country 
from the tariff would be $40 (4 x $10) 

A Market in Short- run Equilibrium 
Foreign Trade and Tariffs 
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Forei2n Trade and Tariffs (cont.) 
1. with a $2 binding price ceiling, quantity demanded (Qd) exceeds quantity 

supplied (Qs) by 4 (7-3) and 4 will be imported 
2. with a tariff of $100 per unit, the government will receive $400 in tariff 

revenue ( 4 x $100) 
A Market in Short-run Equilibrium 

Foreign Trade and Tariffs 
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Forei2n Trade and Tariffs (cont.) 
1. with an original market price of $3, the original consumer surplus (CS) 

was $5 (price (P) = $2 ($5-$3 = $2) and quantity demanded (Qd) was 5, so 
$2 x 5 divided by 2 = $5 

2. because of the binding/effective price ceiling, consumer surplus and 
producer surplus (PS) both lose some of the original total surplus, but 
consumers gain back some because the price decreased 

A. the total surplus is the consumer surplus plus the producer surplus 
A Market in Short-run Equilibrium 

Forehm Trade and Tariffs 
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Microeconomics Do-Now 
Please do this: 
1. 

Sugar is free ly traded in the world marke t. Ass ume that a country, Loriland , is a price taker in the world market 
for sugar. Some o f the sugar consumed in Loriland is prod uced domestically while the rest is im ported . The 
world price of sugar is $2 per pound. The graph be low shows Lori land 's sugar marke t, and Pw repr esents the 
world price . 
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(a) At the wor ld price of $2 per pound, how much sugar is Lori land importing? 

(b) Suppose that Loriland imposes a pe r-unit tari ff on sugar imports and the new domestic price inc luding the 
tariff is $4 . 

(i) Ident ify the new leve l of domestic production. 

~ii) Ocdculato l4:c do.:1cstio cc:.su,110: sm plus fc: lsc.ilw :d. You 10081 she , 3 aw ee sale. 

~iii) Galea late tilw total tm iff :e sass collecteel 153 ti.a go CL?L?:.c::t. You n:ust aha 3 au: o:lt. 

(c) Given the world price o f $2, what per-u nit tariff maximi zes the sum of Loril and 's domes tic co nsumer 
surplus and producer surplu s? 



Microeconomics Do-Now 

1. 
4 points (1 + 2 + 1) 

(a) 1 point: 
• One point is earned for stating that Loriland is importing 12 million pounds . 

(b) 2 points: 
• One point is earned for identifying the new level of domestic production as 6 million pounds . 
• Q,.8 ~8iA' HI 8~88 !8f 8!M8"!M!l,ifl!f 1ih8 88M88M8 88ft!HHfl8f 8\!15f!I~ ss 1Szll5 M~8ft ~8 .!!A8. M!f 

lfle uoeflt. Zt !(!68 $1 ) >t 18l $2:5 
• Ona pohtL is em11eei for caiculultlng tits reue ii ae front h<lte lz:tiff as $8 nti:tiion w rd shooohtg tits 

.u srh: (IS 1 &;2:) (18 6) &;Q. 

(c) 1 point : 
• One poin t is earned for identifying the per-unit tariff that maximizes the sum of consumer and 

producer surplus as $0. 



Deadwei&ht Loss 
1. deadweight loss (DWL) is what happens to consumer surplus (CS) and 

producer surplus (PS) when the efficient level of production does not 
occur: when too little or too much is produced 

A. deadweight loss is always a triangle in shape (base x height / 2) 
2. because of the price ceiling, the sum of consumer and producer surplus 

(total surplus) is now less and both loose surplus; no one gets it 
micro. A Market total surplus 
formula P Deadweight Loss was 

#13 10 D / MB $40 (S X $lO 12) 
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The Deadwei1:ht Loss from Taxation 
1. a tax on sales is a payment that must be made to the government by the seller 

of a product, of which some part of it is always passed along to consumers 
A. the tax may be a percentage of the dollar value spent on the products sold, 

in which case it is called an ad valorem tax or a lump sum tax, like a 6% 
state tax on purchases 

B. the tax may be proportional to the number of items sold, a per-unit tax, in 
which case the tax is called a specific tax or an excise tax, like a tax on 
gasoline of $.08 per gallon 

2. when taxes are created, the tax benefit created for the government is the area 
from the current price (P) to the new price 

3. if consumers (D) and firms (S) are equally elastic , the cost of a tax is split 
equally, and if one is more elastic than the other, the inelastic will pay more 

4. the immediate impact of the tax is to add to the marginal cost (MC) of 
producing a product, and the supply (S) curve shifts to the left 



The Deadweie;ht Loss from Taxation (cont.) 
1. the supply curve below has shifted to the left because of a $2 tax 
2. the $4 tax can be determined: the new price buyers (PB) will pay is $6 and the 

new price sellers (PS) will receive is $4 ... $6- $4 = $2 tax 
3. the new price the seller will receive is the intersection of the old supply curve 

and the new quantity (Q) of 5 
4. the total taxes paid are taken 50% from each, $1 from consumers and $1 from 

sellers because the gray rectangular box below is split evenly by the old price 
A Market 

Deadweight loss (DWL) and Tax Revenue 
(buyers and sellers pay the same amount of the tax: $1) 

total tax 
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The Deadwei1:ht Loss from Taxation (cont.) 
1. $10 in tax revenue goes to the government because the tax revenue is the 

tax times the number of items sold, shown by the gray rectangle ($2 x 5) 
2. some of the producer surplus and some of the consumer surplus went to the 

government, but the deadweight loss (DWL ), is also no longer available 
A Market 

Deadweight loss (DWL) and Tax Revenue 
(buyers and sellers pay the same amount of the tax: $1) 

total tax 
revenue = $10 

($2 X 5) 
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Microeconomics Do-Now 
Please do this: 
1. Draw a graph showing a competitive market or pure market in perfect competition in 

short-run equlibrium). Label the socially optimal point SO. 
2. Insert a binding price ceiling and label it PC, then label the new quantity supplied and 

quantity demanded Qs and Qd. 
3. Using small numbers like 1, 2, 3, etc., calculate what the shortage would be in a country in a 

situation if an established quota remained binding. 
4. Label where CS and PS were originally before the price ceiling and still remains. Label any 

lost CS or PS any new CS and PS because of the price ceiling. 

A Market in Short-run Equilibrium 
Forehm Trade and Tariffs 
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Microeconomics Do-Now 
Please do this: 
1. Draw a graph of a market in short-run equilibrium. 
2. Indicate a shift in the supply curve that shows a decrease in quantity 

supplied (Qs) due to a $2 tax. 
3. Shade in the deadweight loss (DWL) and label the new price the 

buyers will pay PB and sellers will receive/ charge PS because of the 
tax. Both the buyer and seller are equally elastic. 

Al\farket 
Deadweight loss (DWL) and Tax Revenue 

(buyers and sellers pay the same amount of the tax: $1) 

total tax 
revenue = $10 
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Microeconomics Do-Now 
Please do this: 
1. Draw side-by-side graphs of a firm/business in a perfectly competitive 

or pure market/industry showing a negative profit ( a loss) (2 graphs 
total). Shade in the negative profit (the loss). In the market, label the 
socially optimal point SO. In the firm, label the average revenue AR. 

I 
I 



A Firm in a Perfe~ Co~ titive/Pure Market 
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The Deadwei1:ht Loss from Taxation (cont.) 
1. if either side was more elastic than the other, the sensitive party would pay 

a smaller portion of the taxes and the less sensitive a larger portion 
2. the left graph shows buyers being more inelastic than sellers and buyers 

have/pay more of the gray area (the total tax); sellers are elastic and will 
pay less of the tax 

A Market 
Deadweight loss (DWL) and Tax Revenue 
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The Deadwei1:ht Loss from Taxation (cont.) 
1. the right graph shows sellers being more inelastic than consumers and 

sellers have/pay more of the gray area; buyers are elastic and will pay less 
of the tax 

2. to draw a graph to show who will pay more of the tax, angle the demand 
curve more vertically to show buyers paying more or more horizontally to 
show sellers paying more 
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Microeconomics Do-Now 
Please do this: 
1. 
Assume that gasoline is old in a competitive market in which demand is relatively inelastic and supply is 
relatively elastic. 

(a) Draw a correctly labeled graph of the gasoline market. On your graph show the equilibrium price and 
quantity of gasoline, labeled PE and QE. 

(b) Suppose the government imposes a $2 per unit tax on the producers of ga oline. On your graph from 
part (a), show each of the following after the tax is imposed. 

(i) The price paid by buyers, labeled P
8 

(ii) The after-tax price received by ellers, labeled Ps 

(iii) The quantity, labeled Qr 

\{e out )lour 
-p\ease ta . -practice; 

\tip\e cno1ce 
mu go to #51 

(c) Using the labeling on your graph, explain how to calculate the total tax revenue collected by the 
government. 

(d) Will the tax burden fall entirely on buyers entirely on sellers, more on buyers and less on sellers, more on 
sellers and less on buyer , or equally on buyers and sellers? Explain. Lab 



1. 

Microeconomics Do-Now 
6 points (1 + 3 + 1 + 1) 

S+Tn x 

s 

D 

QUAST ITY 

(a) 1 point 
• O ne point is earned for draw i ng a oorrec Uy labeled graph of Iha gasoline ma r ket s howing 

the equilibrium price . PL. and quan ti ty, Cl_. 

(b) 3 points· 
• One point is earned for showing P., above P._. derived from the D curve at Or 
• O ne point is earned forshowing Ps below P., denved from the S cuNe at Or 
• One point is earned for showing Or less than Q 

Ifs ts ft lS not 1tccwsa1; w ebaes zhc 8 t 5fttx cwsu . a wx cecdgo app .. uc:oh m accupwl5lo 

(c) 1 point · 
• O ne point is earned for oorrecUy calculating the total tax revenue based on the labeling o f 

the graph 
All of the lollowmg are acceptable when P., and Ps are correct 

'"~ ,u '"" Q.) o (F~ F,j 8 1 
0 2><0r 
o Tax x 0, 

(d) 1 point 
• O ne point is earned 1or explaining that lhe tax burden will fall more on buyers a n d less on 

seUers because the demand curve is more inelastic than the supply curve 



MarKinal Cost 
1. observe that marginal cost (MC) declines at low levels of production and 

then begins to increase again 
A. this is due to the increase of variable costs (labor) as more is made 

Quantity 
(pianos moved Total Fixed Variable Average Average Average Marginal 

per day) Costs Costs Costs Total Cost Fixed Cost Variable Cost 
(Q) (TC) (FC) (VC) (ATC) (AFC) Cost (AVC) (MC) 

0 300 300 0 
1 450 300 150 450 300 150 150 
2 570 300 270 285 150 135 120 

rn 670 300 370 223 100 123 11 oo I 
4 780 300 480 195 75 120 1 1 0 
5 900 300 600 180 60 120 120 
6 1,04 0 300 740 173 50 123 140 
7 1,200 300 900 1 71 43 128 160 
8 1,390 300 1,090 1 74 38 136 190 
9 1,640 300 1,340 182 33 149 250 

10 1,960 300 1,660 196 30 166 320 
1 1 2,460 300 2, 160 223 27 196 500 



Averaa:e Total Cost, Averaa:e Fixed Cost, and Averaa:e Variable Cost 
1. the average total cost (ATC) or cost per unit is the total cost (TC) of 

production divided by the quantity (0) produced 
A. if the total cost of producing 5 items is $900, then the average total cost 

or cost per unit is $180 ($900/5) 
B. ATC first decreases then increases as variable costs increase 

2. the average fixed cost (AFC) is fixed costs divided by the quantity 
produced 

3. the average variable cost (AVC) is variable costs divided by the quantity 
produced 

micro. 
formu\as 
#14, #15, 
and #16 

Qu a n tity 
(pian o s moved 

per day) 
(Q) 

0 
l 
2 
3 -:. 
~ 
§. 
7 
8 

T o ta l F ixed V ar ia b le 
C osts !Co sts Costs 
(TC) (FC ) CVC) 

300 300 0 
450 300 150 
570 300 270 
670 3 00 370 

1780 1 3 00 480 
900 um 600 

1 ,040 300 izEI 
1 ,200 300 900 
1 ,390 300 1,090 

Average Average Average Margina l 
Total C o st Fixed C o st V ariab le C o st 

(ATC ) ( AFC) Cost ( AVC l (MC) 

- - - -
450 3 00 150 150 
285 15 0 135 120 
223 100 123 100 

crm .~s. 120 1 1 0 
180 120 120 
173 50 [DI 140 
171 43 128 160 
1 74 38 136 190 



Average Total Cost, Average Fixed Cost, and Average Variable Cost- ?s 
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Average Total Cost, Average Fixed Cost, and Average Variable Cost- ?s 

I. A fir111 i pr du in0 1 unit f utput ta t tal 
t f 4 . Th - f i r111' av r g a ti ab I t i 

r unit. hat i th firm' t tal fi d r. 

TC = $400 and the variable cost (VC) is 
$300 (100 x $3). TC = VC - FC ($400- $300). 



Average Total Cost, Average Fixed Cost, and Average Variable Cost- ?s 
Quantity of Output 

(unit s) 

0 

I 

2 

3 

4 

Total Variable Cost 

$0 

$40 

$50 

$65 

$90 

53. Assume that the fixed cos t is $50 . Based on the 
cost and output data in the table above, what is the 
marginal cos t when the firm increa es its outpu t 
from three to four units and the average total cost 
of producing 4 units? 

Marginal Cost Average Total Cost 

(A) $35 $40 
(B) $35 $35 
(C) $25 $35 
(D) $25 $25 
(E) $10 $25 



Average Total Cost, Average Fixed Cost, and Average Variable Cost- ?s 
Quantity of Output Fixed Tota l Variable Cost Total 

(units) Costs Costs 

0 

2 

3 

4 

$50 

$50 

$50 

$50 

$0 

$40 

$50 

$65 

$90 

53. Assume that the fixed cost is $50. Based on the 
cos t and output data in the table above, what is the 
marginal cost when the firm increases its output 
from three to four units and the average total cost 
of producing 4 units? 

Mar2inal Cost A vera2e Tota l Cost 

(A) $35 $40 
(B) $35 $35 

• $25 $35 
(D) $25 $25 
(E) $ 10 $25 

Marginal 
Cost 



Averai:e Product of Labor 
1. the average product of labor is the quantity produced, or total product, 

divided by the total amount of labor input 
2. be careful to distinguish between the average product of labor and the 

marginal product of labor ... the marginal product of labor is the difference 
in production due to one more unit of labor 



The Generic Cost Curves- Graphin2 the Status of Firms 
1. the three graphed curves on the right use exactly the same information as 

the table on the left, but are more useful and easier to understand 
2. the curves are called the marginal cost curve (MC/S), the average total 

cost curve (ATC), and the average variable cost curve (AVC) 
3. the three cost curves visually show the status of a firm, but the average 

variable cost curve is only needed when graphing shutdown for a firm 
Quantity IJOIJ.IRS 

(pianos moved Total Fixed Variable Average Average Average Marginal 500 

per dayt Costs Costs Costs Total Cost Fixed Cost Variable Cost 
(Qt (TCt (Fct (VCt (ATO (AFC) Cost (AVCl (MC) 

400 

0 300 300 0 
I 450 300 150 450 300 150 150 
2 170 300 270 285 150 135 120 300 

3 670 300 370 223 100 123 100 
4 780 300 480 195 75 120 110 
5 900 300 600 180 60 120 120 200 

6 1,040 300 740 173 50 123 140 
7 1,200 300 900 171 43 128 160 

100 
8 1,390 300 1,090 174 38 136 190 
9 1,640 300 1,340 182 33 149 250 
10 1,960 300 1,660 196 30 166 320 
II 2,460 300 2,160 223 27 196 500 I 2 3 4 6 6 7 8 0 10 II 

Ql'A.11\T\' 

Pie 
1.1 

] 

2_ l 



The Generic Cost Curves- Graphin2 the Status of Firms (cont.) 
1. the distance between the average total cost (ATC) curve and the average 

variable cost (AVC) curve gets smaller as production increases because 
fixed costs (FC) are a smaller proportion of the total cost (TC) as 
production increases and more labor is needed, either workers or hours 

p MC / S 

Q 



The Generic Cost Curves- Graphin2 the Status of Firms (cont.) 
1. the marginal cost curve (MC/S) intersects both the average variable cost (AVC) 

curve and the average total cost curve (ATC) at their minimum points because 
this shows that firms in perfectly competitive markets are productively efficient 

2. the perfectly horizontal market price line is also the firm's demand (D) curve 
because competitive firms are price-takers ... they charge the market's price 

A Firm 

p 

MC / S 
MR / D / 

Pe ..... _____ ............ ___ ft"' AR / P / 

MB 

Qe Q 



The Generic Cost Curves- Graphin2 the Status of Firms (cont.) 
1. where the demand curve intersects with the marginal cost curve (MC/S) 

establishes the equilibrium price (Pe) ($4) and equilibrium quantity (Qe) (5) 
2. at the intersection of the demand and the marginal cost curve is the 

socially optimal (SO), allocatively and productively efficient (APE), and 
profit maximizing point (PMP) 

A. SO, APE, and PMP will all have the same price ($4) and quantity (5) 
AFirm 

p 

5 MC / S 
MR / D / AR / P 

Pe ......... / MB 

3 

2 

1 

1 2 3 4 Q 
Qe 



Firms: Profit 
1. profit occurs when total revenue (TR) is greater than total cost (TC), and 

the areas of total revenue and total cost will always each be a rectangle 
A. the area of a rectangle is height (P) width (Q) 

2. the revenue rectangle's height (quantity)(lO) and width (price)($6) are 
determined by the intersection of the marginal cost curve/supply curve 
(MC/S) and the demand curve (D), which also determines the equilibrium 
quantity and the equilibrium price/market price 
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Firms: Profit (cont.) 
1. the total cost rectangle always encompasses at least part of the revenue 

rectangle (the area from the ATC price of $4 down and with a quantity of 
10) 

2. $60 is the total revenue (10 x $6) and the total cost is $40 ( 4 x $10), which 
means the profit A Firm 

TR= 
$60 
(6 X 

$10) 
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Profit© 

Qe 
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AR / P / 
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Firms: Profit (cont.) 
1. where the average total cost curve (ATC) intersects the quantity produced 

(10), the average total cost or cost per unit ($4) is determined 
2. at the quantity of production of 10, average total cost of $4 is below the 

equilibrium price/market price of $6 
A. there will be a positive profit because the price (P) charged by the firm 

($6) is greater than the average total cost or cost per unit ($4): P > ATC 
AFirm 

TR= 
$60 
(6 X 

$10) 
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Firms: N ei:ative Profit (Losses) 
1. negative profit (a loss) occurs when total revenue (TR) is less than total 

cost (TC) 
2. $60 is the total revenue (10 x $6), but the average total cost curve (ATC) 

intersects the quantity produced (10) at $8 
3. there will be a loss because the price (P) charged by the firm ($6) is less 

than the average total cost or cost per unit ($8) to make each item: P < ATC 
AFirm 

Negative Profit (Losses) ® 
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Firms: N ei:ative Profit (Losses) (cont.) 
1. $60 is the total revenue (10 x $6) but the total cost is $80 (8 x $10), which 

means the negative profit is $20 (TR of $60- TC of $80= $20 loss) 
2. firms continue to operate in the short-run even with losses because of the 

concept of a sunk cost ( a cost that you have committed to pay and that you 
cannot recover), like property rental payments 

AFirm 
Nei:ative Profit (Losses) ® 
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TR= 
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(6 X 
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Microeconomics Do-Now 
Please do this: 
1. 

Assume that the market for avocados is perfectly competitive. The typical firm is earning po itive economic 
profit in the hort-run equilibrium. 

(a) Draw a correctly labeled graph for the typical firm illu trating the hort-run equilibrium and labeling the 
equilibrium market price and output PE and QE respectively. 

(b) As ume there i an increa e in the market wage rate for labor a variable input. Show on your graph in 
part (a) the effect of the wage increase on the marginal cost curve in the short nm. 



1. 
Microeconomics Do-Now 

tl.l u 
0:: 
Q.. 

0 

MC' 

ATC 

QUANTITY 

(a} 3 points : 
• One point is earned for a correctly labeled graph with a horizontal d emand curve at the equilibr ium 

price , PE. 
• One point is earned for showing the equilibrium quantity , OE, at MR = MC. 



Microeconomics Do-Now 
Please do this: 
2. 
Com is u ed a food and as an input in the production o f ethanol. an alternative fuel. A s ume com i produced in 
a perfecll y competit ive market. 

(a) Draw correct ly labeled ide-by-side graph for the com market and a repre entative com farmer. On your 
graphs show each o f the followi ng. 

( i) T he equilibr ium price and quanti ty in the com market. labeled PM and QM. re pcc1ively 

(i i) T he profi t-maximizing quanli ly of com produced by the represental ive farmer earning 1..ero economic 
profil , labeled QF 

(b) A sume the demand for ethanol increa cs. On your graphs in part (a) show what w i ll happen to each of lhc 
fo ll ow ing in the hort run. 

( i) T he market pr ice and quanti ty of com. labeled P' and Q' 

( ii ) The area of lhc profit or los earned by the rcprc cntativc corn farmer. shaded complctclv 

(c) Rclal ivc to your answer in parl (b), stale whal w ill happen 10 lhc market equil ibri um pri ce and quan1i1y of 
corn in the long run. Exp lain. 

(d) Soybeans arc produced in a pcrfcc1ly compc1i1ivc market. Assume farmers can grow ei ther corn or soybeans 
on the amc land. Whal happen to lhc price of oybcans in U1c next planlin g ca on if the price of corn 
increase ? Exp lain. 

(e) ssurnc instead thal the government sets a binding price cei l ing in the corn market. Draw a new correctl y 
labeled graph for lhe com market and show each of lhe follow ing. 

( i) The bindi ng price cei li ng. labeled Pc 

( ii ) T he quanti ty purcha ed by con umer in the corn market. labeled QP 



2. 9 points (3 + 2 + 1 + 1 + 2) 

MA RK ET 

(a) 3 points : 

Microeconomics Do-Now 

FIRM 

MC ATC 

QUANTITY QUA TTTY 

• One point is earned for drawing a correc tly labeled graph of the com market with PM and OM. Th e 
market de mand curve must be downward sloping and the mar ket supply curve must be upward 
sloping . 

• One point is earned for showing a horizontal demand curve on the firm's graph extended from the 
market equilibrium price, PM. 

• One point is earned for identifying the firm's profit-maximizing quantity , OF, at marginal cost equal 
to marginal revenue (MC=MR1). 

a 0R8 Jl8int is 88:FM88 fer she•, ifl.~ tih@ Hfn/ ! au @Hl§e @et.re!I east (i\'I'O) om u e cn1e:i 11ru1gh1ai cost (lofO) 
r,ae21it1~ tlaoaglz tits ntitt1nw11 pohrt of 1\'fO , mrd F ltfO lolO at Op. 



Microeconomics Do-Now 

2. 
(b) 2 points : 

• One point is earned for showing a rightward shift of the market demand curve and a higher price 
and quantity , p· and o·. 

• One point is earned for completely shading the area representing the profit for a representative 
com fanne r. 

(c) 1 point : 

• One point is earned for stating that the market quantity will increase and the market 's price will 
decrease in the long run , and for explaining that new com farmers will enter the market , which will 
increase the market supply curve . 

ke out your 
n\ease ta . nractice; 
r . \ c\lo,ce r 

mu\ttp e #9 
goto 



Microeconomics Do-Now 

2. 
(d) 1 point: 

• One po in t is earned for stating that the price of soybeans in the next planting season will increase , 
and for explaining that the supply of soybeans will dec rease because the hi ghe r price of com 
encowages farmers to substitute com for soybeans in productio n . 

Supp ly 

Deman d 

QUAN"fffY 

(e) 2 points : 

• One po in t is earned for showing a correctly labeled graph of the com mark .et , with the price ceiling, 
Pc, below the equilibrium price of com. 

• One point is earned for showing the quantity pwchased by consumers in the com market labeled 
as Op w h ere Pc inte rsects the supply curve. 



Firms: Breakin& Even 
1. if the minimum point on the average total cost curve ( ATC) intersects the 

marginal cost curve/supply curve (MC/S) and the demand curve (D) at the 
same point, the firm is at the breakeven point 

2. the revenue rectangle's width (quantity) is 10 and the height (market price) 
is $6, but the average total cost curve (ATC) also intersects the MC/Sand 
demand curves at $6 

3. at the breakeven point, a firm's average total cost per unit ($6) equals the 
price ($6) they are selling it at: the total revenue (TR) rectangle and the 
total cost (TC) rectangle are exactly the same and economic profits are 
zero: p = ATC A Firm 

Breakeven © 
p 

MC / S 

ATC 

Qe 

MR/D i 
AR /Pi 
MB 

Q 



Firms: Shuttin& Down 
1. if the price (P) charged by the firm falls below where the average variable 

cost curve (AVC) intersects the quantity produced, this is referred to as the 
shutdown point: P < AVC 

2. the AVC intersects the quantity produced (10) at $7, but the price (P) 
charged by the firm ($6) is less than the average variable cost ($7) of 
paying the workers 

3. this is the only situation vou need to use the average variable cost curve for 
· A Firm 

take out 
\ease 

P \tip\e our mu 
'j . e nractice ; 

c\\OlC r #Sl 
goto 

p 
Shutdown l 

MC/S ATC 

Pem1-~~~~~~~ 
MR / D / 

Qe 

AR / P / 
MB 

Q 



A Firm in a Perf ectl 
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Firms: Shuttin2 Down- Questions 
. A pr fit-111a ir11izing fir111 will hut d 
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Firms: Shuttin& Down- Questions 
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Firms: Shuttin& Down- Questions 

5 2. In th h rt run, if a firm pr du th I v I f 
utput at whi h marginal r · nu i 

marginal t but pri i I than a ra 
t tal t th firm will 
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Firms: Shuttin& Down- Questions 

52. In th h rt run, if a firm pr du th I V I f 
utput at whi h marginal r 

marginal t but pri i I 
t tal t th firm will 

A alway hut d wn pr d U ti n +- nope, only when P < AVC 

B xpand utput t 1 w r it a rao 
0 fix d t 

• ntinu t rat if pri 
. 

r at r than it l nope, 

a r g ariabl t MR 
already 

D d r a utput until pri qual it =MC 

t t 1 t 
E 

. 
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. 
tn r a 1n r a r v nu 



Microeconomics Do-Now 
Please do this: 
1. 
A typical profit-maximizing firm in a perfectly competitive constant-cost industry is earning a positive economic 
profit. 

(a) ls the market price greater than, less than, or equal lo the finn's price? Explain. 

(b) Draw correctly labeled side-by-side graphs for both the market and a typical finn and show each of the 
following. 

(i) Market price and quantity, labeled Pm and Qm 

(ii) The firm's quantity, labeled Q, 

(iii) The firm's average revenue curve, labeled AR 

(iv) The firm's average total cost curve, labeled ATC 

(v) The area representing total cost, shaded completely 

(c) If one finn in the market were to raise its price, what will happen to its total revenue? Explain. 

(d) Now suppose the market is in long-run equilibrium. The government gives a lump-sum subsidy to each finn 
producing in the industry. Indicate whether each of the following will increase, decrease, or remain the 
same. 

(i) The firm's quantity in the short run. Explain. 

(ii) The market price and quantity in the long run. Explain. 



Microeconomics Do-Now 
1. 

10 po in ts (1+5+1+3) 

(a) 1 point : 
• One point is earned for stating that the firm's price is equal to the market price be cause th e firm is 

a price taker. 

MARKET FIRM 
UJ Lt.l 
!::! s, u 
°' c2 M C a.. a.. 

AT C 

AR 

o, 
Qm QUA TI TY Qr QUA T ITY 

(b) 5 points: 
• One point is earned for drawing a co rrectly labe led graph of the market with Pm, (1,, , 

a downward-sloping demand curve , and an upward-sloping su pply curve . 
• One point is earned for identifying th e firm's profit -maximizing quantity, 0 1 at marginal cost (MC) 

equal to price or demand , or marginal reve n ue, or average reven u e. 
• One point is earned for showing the firm 's average revenue curve, labeled AR , which is horizontal 

at the price determined by the market. 
• One point is earned for showing the firm 's average total cos t (ATC) curve, such th at the MC curve 

is passing through the minimum of the ATC curve , and P > ATC . 
• One point is earned for showing the area representing total cost shaded complete ly . 



Microeconomics Do-Now 
1. 
(c) 1 point : 

• One point is earned for stating that the firm's total revenue will fall to zero, because quantity 
decreases to zero, or because the firm is a price taker , or because the firm is facing a perfectly 
elastic demand , or the firm loses all of its customers, or the finn has no market power. 

(d) 3 points: 

• One point is earned for stating that the firm's quantity will remain the same in the short run and for 
explaining that MR or MC will not change in the short run . (Or. because the lump sum subsidy has 
no effect on marginal revenue and/or marginal cost, or that only fixed costs will be affected.) 

• One point is earned for stating that the market price will decrease and the quantity will increase . 

• One point is earned for the explanati on that positive profits lead to entry of new firms that will 
increase the industry supply. 



Microeconomics Do-Now 
Please do this: 
1. Graph the long-run average total cost curve (LRATC) and label 

economies of scale, constant returns to scale, minimum efficient scale, 
and diseconomies of scale. 

The Lon2-Run Avera2e Total Cost Curve (LRATC) 
Cost 
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Quantity 



Microeconomics Do-Now 
Please do this: 
1. Draw side-by-side graphs of a firm in a perfectly competitive market in 

the short-run. On both graphs, label the profit maximizing point. 
2. Draw side-by-side graphs of a firm in a perfectly competitive market 

breaking even/in long-run equilibrium. On both graphs, label the 
SOCially Optimal point. AP Classroom : class code- 34XYM7 due 

A Firm in a Perfectly Competitive/Pure Market A Firm in a Perfectly Competitive/Pure Market 
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The Lon1:-Run ATC Curve 
1. the thick light green curve is tracing the long-run average total cost curve 

(LRATC) ... the curve that traces out the lowest points on the average total 
cost curves over time 

2. the line tells firms what the average total cost is in the long-run when 
considering different business options 
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The Lon1:-Run ATC Curve (cont.) 
1. the long-run average total cost curve describes what happens to a firm's 

average total cost when its scale (size) increases 
2. when all of a firm's inputs increase, like physical and human capital, we 

say that the scale of the firm increases 
A. for example: if the number of workers at the firm doubles, the number of 

trucks doubles, the number of buildings doubles, then we say that the 
scale of the firm doubles 

\{e out )'our 
p\ease ta . practice; 

\tip\e cbo1ce 
mu go to #'7 



Economies and Diseconomies of Scale 
1. there are economies of scale , or increasing returns to scale/size, if the 

long-run average total cost (LRATC) decreases as the scale increases 
2. there are diseconomies of scale , or decreasing returns to scale/size, if the 

long-run average total cost increases as the scale increases 
3. the minimum efficient scale or constant returns to scale is the situation 

in the middle (dot to dot) where the long-run average total cost is flat and 
at the minimum and is when a firm's output increases at the same rate the 
firm is utilizing its inputs The Lon2-Run Avera2e Total Cost Curve (LRATC) 
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Quantity 



Economies and Diseconomies of Scale- Questions 
7. Whi 11 of th following rnu t b true if a firm i 

n mi f al . 

A All o t ar xpli it. 
B Long-run av rag total o t d r a a th 

firm utput in r a . 
C E onorni profit d rea tl1 firtn 

output in r a . 
D Long-run av rage total co tr rnain on tar1t 

a th firm' output de r a . 
E Prop rtionat in r a in input r ult in 

1 -tl1an-proportionat in r a in outpt1t. 



Economies and Diseconomies of Scale- Questions 
7. Whi 11 of th following rnu t b true if a firm i 

x n mi f al . 

A Al I O t ar X p Ii it.~ costs being clearly known has no relevance 

• Long-run av rag total o t d r a a th 
firm utput in r a . 

C E onorni profit d rea tl1 firtn 
output in r a . 

D Long-run av rage total co tr rnain 
a th firm' output de r a . 

E Prop rtionat in r a in input r 
1 -tl1an-proportionat in r a in outpt1t. 

these are 
negative 
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economies 
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reaction 



Economies and Diseconomies of Scale- Questions 
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Economies and Diseconomies of Scale- Questions 

6. If tl1 
ubl 

ut1 ut f a 1r111 ub 1 \ 11 n tl1 fir111 

11 fit input. , tl1 firn1 111t1 t b 
. . 

'P rt n tn 
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• 
n 1111 J ..--this is about ATC decreasing when 

a firm's scale or sales increase 

• 1n fi tur11 
f • n 1111 a I +=- - this is about ATC increasing when 

a firm's scale or sales increase 



Internal and External Economies and Diseconomies of Scale 
1. internal economies of scale occur when the long-run average total cost 

(LRATC) decreases because of a reason internal to a firm, such as a grape 
firm hiring a specialist 

2. external diseconomies of scale occur when the long-run average total cost 
(LRATC) increases because of a reason external to a firm, such as an 
increase in water prices for farmers 

The Lon~-Run Avera~e Total Cost Curve (LRATC) 
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Internal and External Economies and Diseconomies of Scale (cont.) 
1. both external and internal economies of scale can occur at the same time 

A. Federal Express achieved internal economies of scale by improving its 
computer tracking system and the industry achieved external economies 
of scale by using the scanners Federal Express pioneered 

The Lon2-Run Avera2e Total Cost Curve (LRATC) 
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Short-Run Equilibrium 
1. below is a graph showing a typical market with its market supply (S) and 

demand (D) curve and a firm in that market with a flat demand curve 
2. where price (P) = marginal costs (MC), the profit maximizing price and 

quantity are determined for a firm 
3. there are no generic cost curves below because this is short-run equilibrium 

(1 year or less) A Firm in a Perfectly Competitive /Pure Market 
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Loni:-Run Equilibrium 
1. now we'll talk about the expansion and contraction of markets /industries 

over time (the long-run, 4-5 years out), like the cell phone or car market 
2. long-run equilibrium is a situation in a market when the average total 

cost curve (ATC) intersects the price line, profits are zero, and there is no 
incentive for any firm to enter or exit the market/industry 

A. during long-run equilibrium, firms are at the breakeven point 
A Firm in a Perfectly Competitive/Pure Market 

Breakeven/Long-run Equilibrium @ 
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Short and Lon2-Run Equilibrium 
1. the addition of generic cost curves is the only difference between short-run 

equilibrium and long-run equilibrium 

A Firm in a Perfectly Competitive /Pure Market 
(Short-run Equilibrium) 
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From LR Equilibrium to Expansion then back the LR Equilibrium 
1. the long-run equilibrium model can be used to explain the expansion of a 

market and the firms in that market 
2. demand (D) increases in the market from D to D 1 (purple to green) Plea 
3. as firms make profit, the supply (S) curve for the whole market shifts to 1. D 

the right from S to S 1 ( from green to orange) because now there are firms lo 
entering the industry to make a profit, increasing supply 2. G 

A Market UnL Keq, mb,ium • A Firm d« 2.Q••• 
Expansion © 
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From LR Equilibrium to Expansion then back the LR Equilibrium (cont.) 
1. as supply increases from green to orange, it intersects the market demand 

curve at a lower price (P), causing the market to return to long-run 
equilibrium and zero profit 

A. markets might expand, but they always return to long-run equilibrium 

A Market 
Expansion © 
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From LR Equilibrium to Expansion then back the LR Equilibrium- Os 
COR MARK ET 
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From LR Equilibrium to Expansion then back the LR Equilibrium- Os 
COR MARK ET 

UJ u 
~ 

D' 
D 

0 OUT PUT 

39. Ass um e that th e co rn mark et is initi all y in long ­
run equilibrium at po int R. Wh at are th e sho rt - run 
and long- run pri ces o f co m if mo re co m is used as 
a so ur ce of alt e m ati ve energy? 

Sho rt Run 

(A ) p 
(B ) p 
(C) P, 

i p2 
P, 

Lo ng Run 

P,::--=---in the short-run P doesn't stay the same or decrease 
p2 
P2~in the short-run P doesn't decrease 
P, +-in the long-run P returns to equilibrium , not decrease further 
p 



From LR Equilibrium to Contraction then back the LR Equilibrium 
1. the long-run equilibrium model can also be used to explain the contraction 

of a market and the firms in that market 
2. demand (D) decreases in the market from D to Dl (orange to black) 
3. as firms make negative profit (losses), the supply (S) curve for the whole 

market shifts to the left from S to Sl (from black to purple) because now 
there are firms leaving the market because of their losses, decreasing supply 

A Market ;:~/ t :' "ilib,ium • A Firm 
3.P+ e 

Contraction ® 4.Q,+ • Contraction ® 
5.P + e 
6. back ro l.R equilibrium • 
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From LR Equilibrium to Contraction then back the LR Equilibrium 
1. as supply decreases from black to purple, it intersects the market demand 

curve at a higher price (P), causing the market to return to long-run 
equilibrium and zero profit 

A. markets might contract, but they always return to long-run equilibrium 
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Accountin1: Profit versus Economic Profit 
1. accounting profit ( also called bookkeeping profit) for a firm consists of 

total revenue minus explicit costs , a firm's expenses) 

roicro. 
forrou\a accounting profit= total revenue (TR) - explicit costs 

#11 
2. for an accountant, the total costs do not include the implicit costs (the 

opportunity cost of the owner's time, money, or the firm's resources) 
3. an accountant only cares about the difference between total revenue and 

explicit costs 



Accountin1: Profit versus Economic Profit (cont) 
1. economic profit is a more accurate and more used measure of the 

incentive for a firm to stay in business or enter a market because it takes 
into account all of the important financial factors 
·cro. 

tnl u\a economic profit = 
for.:is total revenue (TR) - total costs (implicit and explicit) 

2. assume the profits for a bakery are $40,000 a year after deducting explicit 
costs like electricity and dough 

3. now assume the owner of the bakery could earn $35,000 a year working at 
another job and invest money and earn $3,000 per year (implicit costs= 
$38,000) 

4. economists would say the owner would have an economic profit of $2,000 
keeping his bakery ($40,000 - $38,000), which is enough of an incentive 
for the firm to stay in business versus doing something else. 

5. accountants don't care about implicit costs and would say that the 
accounting profit is $40,000 



Accountin1: Profit versus Economic Profit (cont) 
1. the term normal profit is an economic condition that occurs when 

economic profits equal zero; the minimum level of profit needed for a 
company to remain in business (long-run equilibrium or the breakeven 
point when total revenue (TR)= total costs (TC) 

A. if a firm's economic total revenue (TR) is $40,000 and their total costs 
(TC) ( explicit and implicit) equal $40,000, their economic profit and thus 
their normal profit would be $0. 

micro. 
formula 

#19 

take out )'our 
p\ease . practice; 

\tip\e cnoice 
rou go to #35 



Accountin1: Profit versus Economic Profit- Questions 

5. E n tni pr fit an b al ulat d a a t1nting 
pr fit minu wl1i h f tl1 f 11 \\ring? 

Fix d t 
Impli it 
Marginal 
Expli it t 
T tal t 



Accountine; Profit versus Economic Profit- Questions 

5. E n tni pr fit an b al ulat d a a 
pr fit minu wl1i h f tl1 f 11 \\ring? 

t1nting 

A Fix d t 
(9 Impli it 
C Marginal 
D Expli it t 

(E T tal t 

straight definition 

accounting profit = total revdenue (TR) - explicit costs 

an 1· ·t d 
(TR) _ total costs (imp tCI an 

economic profit = total revenue .. 
explicit) 



Accountin1: Profit versus Economic Profit- Questions 
22. Sh lby i an entr preneur who ha decided to 

op n a 1nall adverti ing firm. She rents offic 
pac at a co t of $25 000 per year he ha 

employ d an a i tant at a alary of $30,000 
per y ar, and he incurs annual utility and office 
upply exp n e of $20 000 . Her be t alternative 

i to work el ewh r and to earn a alary of 
$50 000 per year. How much annual revenue 
mu t her firm receive o that helby earn zero 
economic profit? 

(A) $50,000 
(B) $75,000 
(C) $100,000 
(D) $125,000 
(E) $150,000 



Accountin1: Profit versus Economic Profit- Questions 
22. Sh lby i an entr preneur who ha decided to 

op n a 1nall adverti ing firm. She rents offic 
pac at a co t of $25 000 per year he ha 

employ d an a i tant at a alary of $30,000 
per y ar, and he incurs annual utility and office 
upply exp n e of $20 000 . Her be t alternative 

i to work el ewh r and to earn a alary of 
$50 000 per year. How much annual revenue 
mu t her firm receive o that helby earn zero 

implicit costs 
economic profit? sso,ooo 

(A) $50,000 
(B) $75,000 
(C) $100,000 

$25,000 
r it costs $30,000 

exp ,c +$20,000 

$75,000 

ce) $125,000 $? (TR) - $125,000 (TC)= $0 

(E) $150,000 

l. ·t costs 
$75,000 exp ,c, 

+$50,000 implicit 
$125,000 costs 

f 
total costs 



Accountin1: Profit versus Economic Profit- Questions 

23. A firn1 pr du O b k and II a h b k 
f r 1 . If th pli it f pr du ing th b k 
i 5 0 and th i n1 p Ii it t i I 00, th 
fi11n' n n1i pr fit i 

A 0 
B 500 

I 0 
(D I 5 0 
(E 0 



Accountin1: Profit versus Economic Profit- Questions 

23. A firn1 pr du O b k and II a h b k 
f r 1 . If th pli it f pr du ing th b k 
i 5 0 and th i n1 p Ii it t i I 00, th 
fi11n' n n1i pr fit i 

A 0 
• 5 00 +-- 400 x $15= $6,000 and $6,000 - $4,500 - $1,000= $500 

(D 
(E 



Accountin1: Profit versus Economic Profit- Questions 
24. F rap r~ tly c n1p titiv fit1n pr ducing th 

pr fit-1naxin1izing quantity, th av rao t talc t 
i $10 and th av rao variabl ti $8. If th 
mark t pric f r it pr duct i $10, whi h f th 
f II wing i tru for th firm? 

A It i u tainino a I and h uld hut d wn. 
B It i arning z r pr fit and will 

r n1ain in bu in 
C It ac untin pr fit ex d itnplicit t . 
D It will t n1p ra1ily hut d wn until pric ri 
E It i inaking an n mi pr fit that will 

attra t th r firm t th indu try. 



Accountine; Profits versus Economic Profit- Questions 
24. F rap r~ tly c n1p titiv fit1n pr ducing th 

pr fit-1naxin1izing quantity, th av rao t talc t 
i $10 and th av rao variabl ti $8. If th 
mark t pric f r it pr duct i $10, whi h f th 
f II wing i tru for th firm? 

nope, P= $10 

A It i u tainino a I and h uld hut d wn~ and 
• It i arning z r n mi pr fit and will ~~~a~!::n 

r n1ain in bu in point) 
,cannot be determined 

C It ac untin pr fit ex d itnplicit t .with this inro. 

D It will t n1p ra1ily hut d wn until pric ri . 
E I . k" . f. h " I} \ nope, P = $10 and t l lTia lflg an n ml pr lt t at Wl ~ATC=$10(breakeven 

attfa t th f firm t th ifldU try. point),notP<AVC 
(shutdown point) 



Monopolies 
1. finally, we'll talk about monopolies and how they decide what price (P) to 

charge their customers and what quantity (Q) to produce /sell, because 
profit is their one and only goal 

A. even though monopolies are illegal, sometimes they exist for the benefit 
of society, like having only one water company or one electric company . 
man area 



The 4 Market Structures 
Perfect/Pure Competition 
1. profit max. and Q: P=MC and MR=MC 
2. P is constant 
3. no DWL or excess costs/capacity 
4. one product /many close substitutes 
5. many producers 
6. no barriers to entry /exit 
7. no market power /price taker 
8. perfectly elastic D curve 
9. no LR profit 
10. example: stock market 

Oligopoly (imperfect competition) 
1. profit max. determined by strategic heh. 
2. P decreases, P>MC, & MR<P 
3. DWL and excess costs/capacity 
4. standardized/differentiated products 
5. a few big producers 
6. barriers to entry/exit 
7. market power/price maker 
8. sloping D curve 
9. LR profit 
10. example: sneaker market 

Monopolistic Competition (imperfect) 
1. profit max. and Q : MC=MR 
2. P decreases, P>MC, & MR<P 
3. DWL & excess costs/capacity 
4. differentiated products 
5. many producers 
6. no barriers to entry /exit 
7. market power /price maker 
8. sloping D curve 
9. no LR profit 
10. example: cereal market 
Monopoly (imperfect competition) 
1. profit max. and Q: MC=MR 
2. P decreases, P>MC, & MR<P 
3. DWL and excess costs/capacity 
4. one product /no close substitutes 
5. one big producer 
6. barriers to entry /exit 
7. market power /price maker 
8. sloping D curve 
9. LR profit with economies of scales 
10. example: US Steel/FPL (oat. mono.) 



Monopolies (cont.) 
1. a monopoly occurs when there is only one firm in a market selling a 

product for which there are no close substitutes 
2. monopolies create barriers to entry (when monopolies take active action 

to prevent other firms from entering the market they are in) 
3. monopolies have market power 

A. monopolies are price-makers and not price-takers and there is no 
company that can undercut a monopoly's price, and what a monopoly 
does with its production levels can greatly impact its prices 



Mar1:inal Cost and Mar1:inal Revenue 
1. to maximize profit, the monopoly should produce the quantity where 

marginal cost equals marginal revenue: MC = MR, which is 5 
2. the marginal revenue curve becoming negative shows that as total revenue 

continues to fall, at some point marginal revenue will become negative 
3. where marginal revenue= 0, total revenue (TR) is at its maximum 

A Monopoly: MC & MR 

p 
Monopoly 

price (P) 
10 

maxed 

D 



Mar1:inal Cost and Mar1:inal Revenue (cont.) 
1. where marginal revenue (MR) equals/intersects marginal cost (MC), a 

monopoly's profit maximizing quantity produced is determined ... 5 
2. where the monopoly's quantity produced intersects with demand (D), the 

profit maximizing and monopoly's price is determined ... 10 
A Monopoly: MC & MR 

5 
Quanti 
produced 

Q 

maxed 



Mar1:inal Cost and Mar1:inal Revenue (cont.) 
1. for a monopoly, its marginal revenue (MR) is always less than the price (P) 

it charges for their products because a monopoly has to decrease the price 
of their products to sell more 

2. when marginal cost (MC) becomes greater than marginal revenue (MR) at 
4 produced/sold, the profit maximizing quantity of 3 has been surpassed 

Ouantity l Price I Total MarJi!inal Total MarJi!inal Total Total Profit 
Produced Revenue Revenue Costs Costs Revenue Costs 

0 at $ 0 = $ 0 $ 0 $ 70 $ 0 $ 0 - $ 70 = -$ 70 
at $150 = $150 $150 $ 80 $10 $150 - $ 80 = $ 70 
at $125 = $250 $100 $ 85 $ 5 $250 - $ 85 = $165 
at $100 = $300 $ 50 $100 $15 $300 - $100 = $200 
at $ 75 = $300 $ 0 $120 $20 $300 - $120 = $180 
at $ 50 = $250 -$ 50 $150 $30 $250 - $150 = $100 



Mar1:inal Cost and Mar1:inal Revenue (cont.) 

A non-regulated tJ 

profit maximixing 
monopoly: 
MC=MR 

(U.S. Steel) 

0 

erag Ti taJ m,t 

Demand 

TITY 

1. GraJ 
2. Lab, 
'l T .... 1... 



MC = MR for a Monopoly vs. P = MC for a Competitive Firm 
1. unlike a firm in a perfectly competitive market, monopolies charge a higher 

price and produce a smaller quantity and therefore have excess capacity, 
are inefficient, create deadweight loss (DWL), and are not socially optimal 
in their business structure 

2. on a graph of a monopoly, you can determine the socially optimal (SO), 
allocatively and productively efficient (APE), profit maximizing point 
(PMP) and the equilibrium quantity (8) equilibrium price ($7) for a firm 

A Monopoly: DWL ® 

Monopoly 

D 

Q 

maxed 



MC = MR for a Monopoly vs. P = MC for a Competitive Firm- Questions 
~ 
~ 
Q.. 

Average Total Cos t 

D ema nd 

0 QUANTI TY 

57. If th e mono po li st is unr egul ated. it s profit­
max imi z in g pri ce and output leve l wo ul d lead 
to a deadw eig ht loss equ al to area 

(A) RUY 
(B) RTY 
(C) RTW 
( D) TUY 
(E) UYW 



MC = MR for a Monopoly vs. P = MC for a Competitive Firm- Questions 
~ 
~ 
Q.. 

Average Total Cos t 

D ema nd 

0 QUANTI TY 

57. If th e mono po li st is unr egul ated. it s profit­
max imi z in g pri ce and output leve l wo ul d lead 
to a deadw eig ht loss equ al to area 

(A) RUY 
• RTY 
(C) RTW 
( D) TUY 
(E) UYW 



MC = MR for a Monopoly vs. P = MC for a Competitive Firm- Questions 

8. Whi h f th f 11 wing i m t lik ly t tlr if a 
ingl -pri m n p Ii t i r pla d by a p rt tly 

rnp titiv rnark t. 

Pri will in r a . 
Th d adweight lo will d r 
Pr fit will i11 r a . 
Output will d r a . 

• 

Tl1 firrn t urv will hift upward. 



MC = MR for a Monopoly vs. P = MC for a Competitive Firm- Questions 

8. Whi h f th f 11 wing i m t lik ly t tlr if a 
ingl -pri m n p Ii t i r pla d by a p rt tly 

rnp titiv rnark t. 

A Pri 
(9 Th d adweight lo will d r • 

Pr fit will htcreas@ . .-decrease because monopolies set a higher P 

Output will decrease ~increase because monopolies produce 1ess 

Tl1 firrn t urv will hift upward.+-downward; more 
efficient 



The Elastic and Inelastic Ran&es (areas) 
1. where marginal revenue (MR)= 0, the demand (D) curve is divided 

between the elastic range ( sensitive area) and the inelastic range 
(insensitive area) 

2. in the elastic range (PED or PES > 1 ), consumers are sensitive to increases 
in prices and will pay less of any increase in price; producers will pay more 

3. in the inelastic range (PED or PES > 1 ), consumers are insensitive to 
increases in prices and will pay more of any increase in price; producers 
will pay less A Monopoly: The Elastic 

and Inelastic Ran2es 

p 
Monopoly 

maxed 

' ' e out \ease ta~ 
p {l\U\tip\e your .. 

. practice, 
cbotce #32 

got o 



The Elastic and Inelastic Ran&es (areas)- Questions 
~ 
o2 
0.. 

Demand 

32. In the figure above, at which of the give n points is 
demand most elastic? 

(A) X 
(B) y 
(C) Z 
(D) The elasticity is the same for all points. 
(E) The relative elasticity cannot be determined 

with the given information . 



The Elastic and Inelastic Ran&es (areas)- Questions 
~ 
o2 
0.. 

Demand 

32. In the figure above, at which of the give n points is 
demand most elastic? 

(A) X 
(B) y 
(e ) Z D is most sensitive for anyone at the highest possible P 
(D) The elasticity is the same for all points. 
(E) The relative elasticity cannot be determined 

with the given information . 



The Elastic and Inelastic Ran&es (areas)- Questions 
9. A ingle -price monopoli ti currently producing in 

the inela tic portion of i market demand curve. In 
order to maximize profi , the monopoli t hould 
change the price and output in which of the 
following way ? 

Price Output 

A Increa e [ncrea e 
B Increa e Oecrea e 
C Increa e Not change 

(D Decrea e [ncrea e 
(E Not change [ncrea e 



The Elastic and Inelastic Ran&es (areas)- Questions 
9. A ingle-price monopoli ti currently producing in 

the inela tic portion of i market demand curve. In 
order to maximize profi , the monopoli t hould 
change the price and output in which of the 
following way ? 

Price 

Increa e 
Increa e 
Increa e 
Decrea e 
Not change 

Output 

[ncrea e .... ~--increase P, but increasing output 
counters the P increase by increasing S 

Oecrea e 
N t h .,...-increase P, but not changing output leads 0 C an g e to 1ess than tota1 profit maximization 

[n Crea e ... decreasing P and increasing output both 1ower prom 

[ncrea e ~ this will only further decrease p 



Monopolies: Profit 
1. at a production quantity of 5, the monopoly's price (P) would be $10 and 

total revenue (TR), which is always a rectangle, would be $50 (5 x $10) 
2. the average total cost curve (ATC) intersects the monopoly's quantity 

produced (5) at $6, so the total costs (TC), also always a rectangle, would 
be $30 (5 X $6) 

3. economic profit would be $20 because TR ($50) - TC ($30)= $20, which is 
the difference between the area of the two rectangles 

A Monopoly : Profit © 



Monopolies: Profit- Questions 

1 . l1i h f th f 11 i ng i n ari I)' tru at a 
111 n p Ii t ' pr fit-in~ irnizin 0 I I f utput ? 

B 

D 
E 

Marbinal r • nu I 

ut gr at r than pri 
arbinal r nu 
ut I tha11 pri • 

r inal r v nu • 
I 

t and pri • 

rag t tal t j 
• I v rag var1a 

qua) t in~ rginal L 
• 

qua) t rnarginal t 

qua) t th rnar inal 

• • • d . ITillll ITIIZ 

t i • • • d. 1111 n 11111 z 



Monopolies: Profit- Questions 

1 . l1i h f th f 11 i ng i n ari I)' tru at a 
111 n p Ii t ' pr fit-in~ irnizin 0 I I f utput ? 

Marbinal r • qua) t in~ rginal L nu I 

ut gr at r than pri ' this is a loss 
• 

• arbinal r nu qua) t rnarginal t 
ut I tha11 pri • 

inal r • qua) t th rnargin l~ r v nu I 
this is the 

t and pri • 
a monopoly's ATC breakeven 
is not minimized point 

D t tal t j • • • d~ rag ITillll ITIIZ 

E • I t i • • • d ~ this has nothing 
V rag var1a 1111 n 11111 z • to do with the 

question 



Monopolies: Nei:ative Profit Oosses) 
1. at a production quantity of 5, the monopoly's price (P) would be $8 and 

total revenue (TR) would be $40 (5 x $8) 
2. but, the average total cost curve (ATC) intersects the monopoly's quantity 

produced (5) at $10, so the total costs (TC) would be $50 (5 x $10) 
3. in this case, the price is below average total cost: negative profit (losses) 
3. like a competitive firm, a monopoly with negative profits will only 

shutdown if the price is less than the average variable cost (AVC) 
A Monopoly: Neg;ative Profit 

(Losses) ® 

TR 

MC / S 

&TR is 
maxed 

D 

Q 



A Monopoly: Profit © 
p 

Monopoly 
p 

produced 
maxed 

D 

Q 

A Monopoly: Breakeven © 
p 

Monopoly 
p 

produced 
Q 

maxed 

A Monopoly: Losses ® 
p 

Monopoly 
p 

produc ed 

MC / S 

&TR is 
maxed 

D 

Q 

A Monopoly: Shutdown :!: 
p 

Monopoly • 
p 

Q 
produced &TR is 

maxed 

Q 



Microeconomics Do-Now 
Please do this: 
1. 
In the early twentieth century. limited tran ponation option and the lack of effective ub tilllte gave ingle 
Cinema monopoly power in a mall to\ n. A ·ume that Single Cinema i a profit-maximizing firm and currently 
operate at a negative economic profit in the hon run. 

(a) Ora\ a correctly labeled graph for ingle Cinema, and . ho\ each of the following. 

(i) The profit-maximiLing price and quantity of ticket , labeled a · Pm and Qm, re~pcctively 

(i i) The area repre enting the negative economic profit. haded completely 

(b) Explain why ingle Cinema continue to operate in the short nm despite earning negative e onomic profit in 
the hon run. 

(c) Would ingle inema' total revenue increa e, decrea e, or tay the ame if it decide to sell one fewer 
ticket than Om? Explain. 

(d) ingle Cinema hire worker in a perfectly competitive labor market with a downward- loping demand 
curve. uppo e the number of worker available in the market decrca c . 

(i) What will happen to the wage rate? Explain. 

(i i) What will happen to the marginal revenue product of the la t worker hired? Explain. I 



Microeconomics Do-Now 
1. (a) 5 points : 

One point is earned for drawing a correctly labeled graph for a monopoly showing a downward sloping 
demand (0) curve with the marginal revenue (MR) curve below the demand curve _ 

ATC 

One point is earned for showing the marginal cost (MC) curve rising and passing through the minimum 
of the average total cost (ATC) curve . 

One point is earned for showing the profit-maximizing quantity , Q,., where MR = MC. 

One point is earned for showing the price , P ,... from the demand curve at Q,.. 



1. 
Microeconomics Do-Now 

P,n 

One point is earned fo r completdy shading the area repr~enting negative «:onomic profit and showing 
the ATC curve above the demand curve for all quantities. 

(b) l point 

One point is earned tor stating that the price must be greater than average variable cost. OR total revenue 
must be greater than total varta.ble cost . OR the firm' s current economic loss is less than its fixed cost. 
which is equal to the !inn 's loss if it shuts down. 

(c) l point 

One point is earned fo r stating that total revenue will d~eas:e and explainE.g with one of the following 
re.a.sons. 

o The monopolist is operating on the elastic Portion of the demand curv e . 

o The quantity e:ff~ is greater than the price effect. 

o The percentage cbange in quantity demanded is greater than the ~rcent:age change in price + 

o MR is positive . 

(d) 2 points , 

One point is earned fo r stating or graphically showing that the wage rate will increase beatuse the 
markM supply of labor deaease s (shifts left). 

One point is earned for stating the margin.al revenu e product (MRP) o f the last worker hired will increase 
and e:zplaining with on e of the following reasons . 

o The firm is hiring fewer workt:rs now and thudore the marginal product of the last workr:r hired 
increases (diminishing marginal product) . 

o The market wage (marginal factor cost or MFC) increased and the profit -maximizing firm will 
hire where MRP • MFC . 

o There is an upward mo v emen t along the firm 's MRP curv e as wage or MFC increases (shifts up). 



Microeconomics Do-Now 
1. 

0 Q11.rn1it, . l 'I 
l La r 



Natural Monopolies 
1. natural monopolies exist when the average total cost (ATC) in a market is 

declining and the possible production is more than the market needs, like a 
water or electric company 

2. the prices charged by many natural monopolies are regulated by the 
government and are set equal to the firm's ATC (P ATC) 

A. the purpose of the regulation is to keep the price below what a monopoly 
would charge and closer to the competitive price 

A non-regulated 
profit maximixing 

monopoly: 
MC-MR 

(U.S. Steel) 

0 

Average Tota l Cost A government 
..._ ____ regulated 

Demand 

QUANTITY 

natural 
monopoly: 

P-ATC 
(FPL) 



Natural Monopolies- Questions 
15. If t11 g al f g rn rr1 n t r u lat r 

111 n p I i t r du d acJw igl1t l 
fa natural 

with ut 
ub idizin th 111 n p li t, ~ rn111 nt 

r gulat r uld ta I ri qual t 

A a rao b riabl t 
B a ra b t tal t 
C rao b fi d l 

D rt-run 111ar inal t 
E I nb-run 111aretinal t 



Natural Monopolies- Questions 
15. If t11 g al f g rn rr1 n t r u lat r fa natural 

with ut 111 n p I i t r du d acJw igl1t l 
ub idizin th 111 n p li t, ~ rn111 nt 

r gulat r uld t a I ri qual t 

a 
a 

rao b 

ra b 

riabl 
t tal 

rao fi b d 

t this would put the monopoly on the 
~ shutdown point 

l ~ this decreases P and increases Q 

l ~this doesn't take into account variable costs 

rt-run 111ar inal 
I nb-run 111aretinal 

l> monopolies set their P 
l above MC to earn profit 



Price Discrimination 
1. in some cases, monopolies charge different people different prices for the 

same product in order to make more profit 
A. this is called price discrimination or perfect price discrimination 

i. like senior citizen discounts at movie theaters 
2. to maximize their profits when they price discriminate, monopolies set their 

price (P) and quantity (Q) equal to MC-D/MR/P, just like a firm in a 
perfectly competitive market 

3. extra profit is earned because MR is now the same as D, which is an increase 
A Monopoly 

Perfect Price Discrimination 
p 

Monopoly 
price (P) 

D / MR / P 

Quantity Q 
produced 



Profit-Maximizin2 vs. Government Re2ulated vs. Price 
Discriminatin2 Monopolies 

A non-regulated 
profit maximixing 

monopoly: 
MC-MR 

(U.S. Steel) 

A price 
discriminating 

monopoly: 
MC=D/MR 

(movies) 

A government 
..._ _____ regulated 

Dem and 

natural 
monopoly: 

P==ATC 
(FPL) 



Price Discrimination- Questions 
Ul u 
c,: 
Q., 

25. The profit-maximizing combinati on of output 
and price for a single-price monopoly is 

(A) Q1 and P1 
(B) Q1 and P2 

(C) Q1 and P4 

(0 ) Q2 and P3 
(E) Q3 and P2 

D 

QUA TJTY 

26. I f the monopolist could engage in perfect price 
discrimin ati on, the monopoli st's total output and 
the price charged for the last unit of output sold 
would be 

(A) Q1 and P1 
(B) Q1 and P2 
(C) Q1 and P4 

(D) Q2 and P3 

(E) Q3 and P2 



Price Discrimination- Questions 
Ul u 
c,: 
Q., 

25. The profit-maximizing combinati on of output 
and price for a single-price monopoly is 

(A) Q1 and P1 
(B) Q1 and P2 

• Q1 and P4 

(0 ) Q2 and P3 
(E) Q3 and P2 

D 

QUA TJTY 

26. I f the monopolist could engage in perfect price 
discrimin ati on, the monopoli st's total output and 
the price charged for the last unit of output sold 
would be 

(A) Q1 and P1 
(B) Q1 and P2 
(C) Q1 and P4 

) Q2 and P3 

(E) Q3 and P2 



Price Discrimination- Questions 

40. firm with m ket p er en 
i crimin ti n o 

e n a hi her pr fit 
incre e c n umer urplu 
decrea e de d ei ht lo 

• • e 1n price 

make it lemand m re ela tic 
(E make i clemand m re inel tic 



Price Discrimination- Questions 

40. f inn with m ket p 
i crimin ti n o 

e n a hi her pr fit 

• • eren e 1n price 

• mere e c n umer urplu 

why would a business 
care about increasing 

/ their consumer's 
purchasing power?? 

(E 

decrea e de d htlo • e1 +-- DWL doesn't help firms 

make it 
make i 

lemand m 
clemand m 

I • why would a business re e a tic +--want to make itself more 
sensitive to P changes?? 

re inel tic~ 
why would a business want to make 
itself more insensitive to P changes 
and its consumers more sensitive?? 


