Solutions to SELECTED End of Chapter Exercises

11.1
The opportunity cost of his financial assets = (0.05) (200,000) = $10,000.


The opportunity cost of his labor = $40,000.


Total opportunity cost = $10,000 + $40,000 = $50,000.


Economic profit = TR - explicit cost - opportunity cost 

= 80,000 - 35,000 - 50,000 = -$5,000.


He should return to the teaching profession.
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b.  
Decreasing returns to scale.


c.  
Its long run average cost curve has a positive slope.

11.5  
a.
LRAC = 
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Figure 11.5

      
b.  
LRAC = 200 - 24Q + Q2
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2Q = 24



 Q = 12, at min value of LRAC.


This firm experiences increasing returns to scale over the range Q = 0 to Q = 12.

        
c.
The firm experiences decreasing returns to scale over the range Q = 12 to Q →∞.
11.7
This is an example of economies of scope.  The firms can achieve lower per unit production costs by using their inputs to produce multiple related goods.
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