Economics for CED

Problem Set #4

1. Read Chapter 9 of Essential Principles of Economics online 

(http://william-king.www.drexel.edu/top/prin/txt/Comp/Ch8ToC.html), and then do all of the “check your understanding” questions. These are on Competition and Equilibrium.

2. If you haven’t already, read Chapter 10 of Essential Principles of Economics online 

(http://william-king.www.drexel.edu/top/prin/txt/eqapps/Ch12ToC.html). There are no “check your understanding” questions, so this is just for your information. The applications are very interesting.

3. Optional: Read Chapter 11 of Essential Principles of Economics online 

(http://william-king.www.drexel.edu/top/prin/txt/Effch/Ch9ToC.html), and then do all of the “check your understanding” questions. These are on Efficient Allocation, a fairly esoteric and theoretical topic, but the questions are pretty easy.

4. This question is from Prof. Stephen Marglin’s Social Analysis 72 class, problem set #2, question 2. (Chapter 9 in the online text will be useful for answering this question.)

Assume that Widgets, Inc. operates in a competitive market, as shown below in graphs for the entire market and the individual firm.
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a) Is the line labeled “Supply” in the first graph above the short-run or long-run supply curve? How do you know?

b) How and why do a firm’s long- and short-run supply curves in differ (in a competitive market)? Explain and show graphically.

c) Now assume that the demand for Widget increases suddenly. Show below the short-run shift in demand in the market, and then show how this affects Widgets, Inc. in its individual firm decisions, labeling the cost curves based on the old and new market price. Label the new (short-run) equilibrium price and quantity, and then show any profits that Widgets, Inc. has, if any.
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d) Now graph the long-run effects on the market and on Widget, Inc.’s production. Show below the long-run shift in demand in the market, and then show how this affects Widgets, Inc. in its individual firm decisions, labeling the cost curves based on the old and new market price. Label the new (long-run) equilibrium price and quantity, and then show any profits that Widgets, Inc. has, if any.
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