
Answer Key 

1. D  2. C   3. B   4. E   5. D 

6. C  7. B   8. C   9. C   10. C 

11. E  12. B   13. D   14. D   15. D 
1. The table above gives the short-run total cost function for a firm in perfect competition. Complete the table. 

Quantity Produced Total Cost ($) MC ($) 

0 20 -- 

1 27 7 

2 38 11 

3 53 15 

4 72 19 

5 95 23 

6 122 27 

a) What is the dollar value of the firm’s fixed cost? 

$20…fixed cost = cost at zero before any production happens 
 

b) After the production of which unit does the firm experience diminishing marginal returns to their inputs of 

production? Explain. 

After the 1st.  MC increases by 4 instead of 7 (7 to 11 < 0 to 7) as Diminishing Marginal 

Returns occurs 
 

c) If the price the firm receives for its product is $20, indicate the firm’s profit-maximizing quantity of output and 

explain how you determined your answer. 

4 Units.  At 4th unit MR = $20 and MC = $19 …MR ≥MC 
 

d) If the price rises to $25.00 in the marketplace, indicate the firm’s profit-maximizing quantity of output and 

determine (show calculations) whether the firm earns a profit or suffers a loss.   

5 units…profit of +$30 5 x $25 = $125 (Total Revenue) - $95 (Total Cost) = $30 
 

e) At the quantity of 3 units, AVC = $11.00.  If the price in the market place falls to $10.00, what will the firm do in 

the short run?   

Shut Down/Stop Production.  AVC at 3rd unit ($11) is GREATER THAN Price/Marginal 

Revenue ($10)…If MC > MR it is irrational for company to operate and lose money 
 

f) At the quantity of 3 units, ATC = $17.66.  If the price in the market place falls to $15.00, what will the firm do in 

the long run?   

Exit the market in the long run.  Because $15 (price) is LESS THAN ATC $17.67…no 

quantity of production will be economically rational. 
 

g) If the government places a per-unit tax on the producers of this product, what will happen to the level of output?  

Increase, decrease or remain constant?  Why? 

A tax will cause Marginal Costs to Increase, so output will decrease. 


