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Answer all questions; marks are shown in the parentheses.

1. (7 marks) State whether you agree or disagree with each of the following
statements. Using appropriate diagrams, explain your response.
a. Producing at MC=MR does not guarantee that a firm will make a profit.
b. A profit maximizing monopolist must operate on the inelastic portion of the
demand curve.

2. a.(3) What is the law of supply? Using diagrams, explain how would you derive
the supply curve of a competitive firm.

b. (4) i. Explain the relationship between AR and MR of a competitive firm.

Suppose a competitive firm’s short runt total cost curve is: C =5 + 10q + 0.5¢°.
ii) If P= $20, find the profit of the firm.
iii. Find the supply equation of the firm, and show it on a diagram.

iv) If there are 2 identical firms, find the equation of the market supply curve
and show it on a diagram.

3. a. (2) Define the following concepts: i. Consumer surplus, ii. Producer surplus.
b. (2) What is deadweight loss? Using diagrams, explain how a monopolist creates a
deadweight loss.
b. (3) The demand and cost functions for Wayless (monopolist), a dietary supplement,
are as follows

Q =220- 20P; C(Q)=100+0.5Q*
i. Calculate profit maximizing price, quantity and profit.

ii. Find the elasticity of demand at the profit maximizing level of output.
iii. Calculate the deadweight loss due to monopoly.
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