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Question 1 – Positive Externalities
	
A. Social Value Function:  Qd = 120 – 2P




B. Private Market Equilibrium Price = $27.5 
Private Market Equilibrium Quantity = 55






C. Socially Optimal Price = 30 Rose Bushes
Socially optimal Quantity = 60 Rose Bushes









	D)












	E) If the town wanted the residents to plant the socially optimal number of rose bushes they should place a subsidy on them of $2.50.  





Question 2 – Cost of a firm

	A)
	Bob's Computers Productions Costs

	# of Computers
	TC
	FC
	VC
	Average FC
	Average VC
	Average TC
	Marginal Cost

	0
	100
	100
	 
	 
	 
	 
	 

	1
	132
	100
	32
	100.00
	32
	132.00
	32

	2
	166
	100
	66
	50.00
	33
	83.00
	34

	3
	202
	100
	102
	33.33
	34
	67.33
	36

	4
	240
	100
	140
	25.00
	35
	60.00
	38

	5
	280
	100
	180
	20.00
	36
	56.00
	40

	6
	322
	100
	222
	16.67
	37
	53.67
	42

	7
	366
	100
	266
	14.29
	38
	52.29
	44

	8
	412
	100
	312
	12.50
	39
	51.50
	46

	9
	460
	100
	360
	11.11
	40
	51.11
	48

	10
	510
	100
	410
	10.00
	41
	51.00
	50

	11
	562
	100
	462
	9.09
	42
	51.09
	52

	12
	616
	100
	516
	8.33
	43
	51.33
	54

	13
	672
	100
	572
	7.69
	44
	51.69
	56

	14
	730
	100
	630
	7.14
	45
	52.14
	58

	15
	790
	100
	690
	6.67
	46
	52.67
	60






















	B)
	 


	C) In order to minimize production costs per computer he should produce 10 computers each week.  At this quantity he will achieve the lowest marginal cost ($50) and the lowest average total cost ($51). 







Question 3 - Perfectly Competitive Firms

A) It tells me and Susan that our current price is Above the average total cost. No, we would not be producing coffee at the lowest average total cost, we would be producing where the price interest the marginal cost to obtain the highest profit. 
	B)














C) No, we cannot expect to continue to earn this economic profit in the long run because firms will acknowledge the opportunity and with few barriers to entry can set up their own firms.

	D) The supply curve will shift left as new firms enter the market causing the price to return to the original long-term market price. This would reduce the economic profit of out firm to 0 and push our prices to the long term price. 

[bookmark: _GoBack]	E)In the long run I would expect the sales rise in order to satisfy the increased demand of the market. 
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