
PROBLEM #1 
A small company produces specialty chocolates.  The company currently owns a building, with two 
fully equipped kitchens, where it produces the chocolates (measured in boxes of two dozen).  After 
carefully monitoring production over several weeks, the owner determines that the daily production 
function of chocolate is represented by the following table.     

       Labor     Total Product Marginal Product  Average Product 
    (# of Workers) (Output, Boxes)        Of Labor        Of Labor 

0     0 

 1  14 

 2  32 

 3  56 

 4  72 

 5  80 

 6  84 

 7  86 

a. Does this table represent a short-run or a long-run production function?
b. Find the marginal product and average product, using the information above, for each

level of labor (complete the table).
c. Compare the marginal product of the second, third, fourth, and fifth workers.  With

which worker do diminishing marginal returns set in?



PROBLEM #2 
The specialty chocolatier in Problem #1 is considering adding a third fully equipped kitchen to their 
production process.  Suppose that after further analysis, the owner concludes that the average total 
cost curve will be generally higher as a result of this expansion.  Based on this information, 
determine whether expanding the operation from two to three kitchens results in diseconomies of 
scale or diminishing marginal returns.  Briefly explain your answer. 

PROBLEM #3 
A small manufacturing firm faces the following total fixed and total variable costs (TFC and TVC, 
respectively) in the short run.  Complete the table below by finding the following:  total cost (TC); 
marginal cost (MC); and average total cost (ATC).  

Quantity (q)  TFC    TVC     TC MC ATC 
0  140.00          0.00 

1  140.00      35.00 

2  140.00      55.00 

3  140.00      65.00 

4  140.00    125.00 

 5  140.00  230.00 

a. Find the output level at which diminishing marginal returns set in.
b. This manufacturing firm sells its product in a perfectly competitive market; the current

equilibrium market price is $80.  Find the quantity that will maximize the firm’s profits.
You may use any valid method for finding the profit-maximization choice.

PROBLEM #4 
A local bagel shop, operating in a perfectly competitive market, faces the cost curves represented on 
the graph on the next page.  The current market equilibrium price for bagels is $2.00.  The goal of 
the shop’s owner is to maximize profits. 

a. Will the owner operate or shut down?
b. If the owner operates, what quantity will yield the highest possible profits?
c. Shade the region that represents profits.  Are these profits positive, negative, or zero?
d. As the market adjusts to the profit situation described in part c, will the industry experience

entry or exit?
e. When the entry or exit process from part d is complete, what quantity will each firm

produce?



PROBLEM #4  (CONTINUED) 

PROBLEM #5 
The graph on the following page shows the short-run costs curves for a company in a perfectly 
competitive industry.  The firm’s goal is to maximize profits.   

a. Will this firm operate if the price is $5?  Will profits be positive, negative, or zero?
b. Will this firm operate if the price is $2?  Will profits be positive, negative, or zero?
c. Will this firm operate if the price is $1?  Will profits be positive, negative, or zero?
d. Briefly explain why the long-run equilibrium price in this market will be approximately $3.



PROBLEM #5  (CONTINUED) 

PROBLEM #6 
In a small town, an independent bookstore is the only bookseller, and so has a monopoly.  The 
demand for books is shown in the table below.  In addition, the bookseller’s costs are given.  Price 
and costs are in dollars; quantity measures the number of books.  

P Qd TR MR   TC MC 
45.00  0   15.00 

35.00  1   30.00 

25.00  2   37.00 

15.00  3   52.00 

  5.00  4   73.00 

a. Complete the table by finding total revenue for each quantity, and marginal revenue and
marginal cost for each change in quantity.

b. If the goal of the bookstore owner is to maximize profits, find the quantity they will sell and
the price that they will charge per book.  You may use any valid solution method to find your
answer.   (Assume that this is a single-pricing monopolist, who charges the same price per
book to all customers.)


