Economics for CED

Problem Set #3

1. Read Chapter 7 of Essential Principles of Economics online 

(http://william-king.www.drexel.edu/top/prin/txt/MPCh/Ch6ToC.html), and then do all of the “check your understanding” questions. These are on Supply and Productivity.

2. Read Chapter 8 of Essential Principles of Economics online 

(http://william-king.www.drexel.edu/top/prin/txt/Cost/Ch7ToC.html), and then do all the “check your understanding” questions. These are on Supply and Costs.

3. This question is from Prof. Stephen Marglin’s Social Analysis 72 class, problem set #2, question 1. 

The company International Widget (IW), one of the many widget companies in the perfectly competitive widget market, needs your help. None of the staff has ever taken an economics course (!), and they are having trouble determining their proper production level. They hire you (…thus increasing their costs, so you’d better do a good job…) as a consultant, and give you the following information:

	Widgets Produced
	Fixed Costs
	Variable Costs

	0
	$4.00
	$0.00

	1
	4.00
	3.00

	2
	4.00
	5.40

	3
	4.00
	7.20

	4
	4.00
	8.40

	5
	4.00
	9.60

	6
	4.00
	11.40

	7
	4.00
	13.80

	8
	4.00
	16.80

	9
	4.00
	20.40

	10
	4.00
	24.60

	11
	4.00
	29.40

	12
	4.00
	34.80

	13
	4.00
	40.80

	14
	4.00
	47.40


a) What information will you need to draw IW’s short-run supply curve?

Calculate this information and draw a graph of the short-run supply curve.

b) What relationship does average total cost have to the supply curve?

Why?

c) The CEO reports to you that the going price for Widgets is $2.50. How many Widgets should the company produce? Will they earn profits? If so, how much?

d) An inexplicable international craving has developed for the type of wholesome, family entertainment provided by Widgets. This drives the price up to $5.40. How many Widgets should the company produce? Will they earn profits? If so, how much?

