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Q1
Suppose that each firm in the perfectly competitive photographic services industry has costs as given in Table 2-1. Consider the profit-maximizing output decision of each firm in the industry at alternative prices.

Table 1-1
A Photography Studio: Costs

	Quantity (portraits per day)
	TC ($)
	TVC ($)
	ATC ($)
	AVC ($)
	MC ($)

	0
	100
	
	
	
	

	1
	150
	
	
	
	

	2
	190
	
	
	
	

	3
	240
	
	
	
	

	4
	300
	
	
	
	

	5
	380
	
	
	
	

	6
	480
	
	
	
	


a) How many portraits will each firm do it the going fee for a portrait is $40? 

b) How many portraits will each firm do it the going fee for a portrait is $45?

c) How many portraits will each firm do it the going fee for a portrait is $55?

d) How many portraits will each firm do it the going fee for a portrait is $75?
e) How many portraits will each firm do it the going fee for a portrait is $90?

f) Draw the supply curve of a typical photography studio.

Q2
Assume that a purely competitive firm has the schedule of average and marginal costs given in the table below.



Output
AFC
AVC
ATC
 MC 



0



1
$600
$200
$800
$200



2
300
150
450
100



3
200
140
340
120



4
150
145
295
160



5
120
160
280
220



6
100
180
280
280



7
86
205
291
360



8
76
232
314
460



9
66
276
342
580



10
60
320
380
720
a)  
In the table below, complete the supply schedule for the competitive firm and state what the economic profit will be at each price.

	
	Quantity
	Profit (+)

	Price
	supplied
	or loss (–)

	
$580
	
	

	
460
	
	

	
360
	
	

	
280
	
	

	
220
	
	

	
160
	
	

	
120
	
	


b)
If there are 100 firms in the industry and all have the same cost schedule, complete the market supply schedule in the table below.
	Quantity

demanded
	Price
	Quantity

supplied

	
500
	
$580
	

	
600
	
460
	

	
700
	
360
	

	
800
	
280
	

	
900
	
220
	

	
1,000
	
160
	

	
1,100
	
120
	


c)

Answer the following questions:  

(i) What will the equilibrium price and quantity of the product be?

(ii) What will the profits of each firm be? 
(iii) Will firms tend to enter or leave the industry in the long run?  Explain.































































PAGE  
1

