Some Final Notes and A Review for Exam 2 (Wed. 11.7.07)

1. Calculating profit from a graph

a. Perfect Competition (price is constant)

· Find the output level where P = MC

· Calculate total revenue by multiplying price by output.

· Calculate total cost by multiplying average cost by output.

· Subtract total cost from total revenue.

· Examples

                                                        a)                                               
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Profit(a) = ______                              Profit(b) =_________                      Profit(c) =_____

· The firm is earning economic profits in graph _______

· New firms will enter the market in graph ______

· The firm is making zero economic profit in graph ______

· Firms may leave the market in graph _____

· The firm is most likely in long-run equilibrium in graph _____

b. Monopoly (firm can set price)

· Find the output level where MR = MC

· Calculate total revenue by multiplying price by output (read price off of demand curve)

· Calculate total cost by multiplying average cost by output

· Subtract total cost from total revenue

· Examples

                                                 a)      
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                                                      b)

   Profit(a) = _______                                             Profit(b) = ______

· The firm is in long-run equilibrium in graph _____

2. Why is monopoly inefficient? 

3. Demonstrate with a graph how monopoly transfers consumer surplus to itself.

Review

Terms

             Price discrimination

             Economies of scale


   Economic profit


   Normal profit


   Consumer surplus


   Producer surplus


   Diminishing marginal returns

             Marginal revenue

             Marginal cost

             Long-run equilibrium in perfect competition

             Deadweight loss

             Short run

             Long run

             Monopoly

             Perfect competition

             Division of labor

Questions


Why would a firm operate with zero economic profits?

           In what way does Microsoft engage in monopoly practices?

           Name a few key points made in the film The Corporation

