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INSTRUCTION: Answer ALL questions.

Please use the answer booklet provided.

Question 1

When markets for goods or services gain access to the Internet, more consumers and more

businesses participate in the market. Use supply and demand analysis to predict the effect of

e-commerce on equilibrium output and equilibrium price of products gaining'a presence on

the Internet. Explain your answer by sketching a graph showing the appropriate demand and

supply analysis.

(25 marks)

Question 2

Assume that the demand for cosmetic or plastic surgery is price inelastic. Are the following

statements true or false? Explain your answer.

(a)

(b)

(d)

(e)

When the price of plastic surgery increases, the number of operations decreases.

The percentage change in the price of plastic surgery is less than the percentage change
in quantity demanded.

Changes in the price of plastic surgery do not affect the number of operations.

Quantity demanded is quite responsive to changes in price.

If more plastic surgery is performed, expenditures on plastic surgery will decrease.
(25 marks)
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Question 3

The chief economist for Argus Corporation, a large appliance manufacturer, estimated the
firm’s short-run cost function for vacuum cleaners using an average variable cost function of
the form:

AVC =a + bQ + cQ?

where AVC = dollars per vacuum cleaner and Q = number of vacuum cleaners produced each
month. Total fixed cost each month is $180,000. The following results were obtained:

DEPENDENT VARIABLE: AVC R-SQUARE F-RATIO P-VALUE ONF

OBSERVATIONS: 19 0.7360 39.428 " 0.0001
PARAMETER STANDARD:
VARIABLE ESTIMATE ERROR T-RATIO P-VALUE
INTERCEPT 191.93 54.65 3.512 0.0029
Q —0.0305 0.00789 23.866 0.0014
Q2 0.0000024 0.00000098 2.449 0.0262

(a) Arethe estimates a, b, andc statistically significant at the 2 percent level of significance?

(b) Do the results indicate that the average variable cost curve is U-shaped? How do you
know?

(c)  If Argus Corporation produces 8,000 vacuum cleaners per month, what is the estimated
average variable cost? Marginal cost? Total variable cost? Total cost?

(d) At what level of output will average variable cost be at a minimum? What is minimum
average variable cost?

(25 marks)
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Question 4
a) Explain the key difference between perfect competition and monopolistic competition.
b) In the short run, firms that seek to maximise their market share will tend to charge a

lower price for their products than firms that seek to maximise their profit. Do youagree

with this statement? Explain your answer.
(25 marks)

END OF EXAMINATION PAPER
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