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2005 AP Micro Question #1: Perfectly Competitive Firm 

 

FRQ #1 

Assume that in a perfectly competitive industry with equilibrium price of $25, a firm has the 

following characteristics: 

  Marginal Cost = Average Variable Cost at $20 

  Marginal Cost = Average Total Cost at $30 

  Output = 100 Units 

a. Draw a graph for the industry and the firm  

i. Label AVC, ATC, MC, and MR 

ii. Label Short-run supply curve 

iii. Label shut down price 

iv. Approximately how much is the total profit or loss? How do you know? 

b. With a new set of graphs, explain what you would expect to happen to this industry in the 

long-run. 

i. Explain what happens to price, quantity, and profit/loss for the firm in the 

long-run. 

ii. Explain what happens to price and quantity for the industry in the long-run.  

 



Accounting vs economic Costs 

 
A firm pays $200,000 in wages, $50,000 in interest on borrowed money capital, and $70,000 for the yearly rental 

of its factory building.  If the entrepreneur worked for somebody else as a manager he would earn at most $40,000 

per year, and if he lent out his money capital to somebody else in a similarly risky business, he would at most 

receive $10,000 per year.  He owns no land or building.   

 Calculate the entrepreneur's profit if he received $400,000 from selling his year's output. 

 How much profit is the entrepreneur earning from the point of view of the man in the street (accounting 

profit)?  To what is the difference in the results due? 

 What would happen if the entrepreneur's total revenue were $360,000?  What advice would you give to 

this business person?  What would this mean in terms of supply? 
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Perfect Competition 
Price=$70 

 
Output Total 

Cost 
TFC TVC AFC AVC ATC MC MR TR Profits/ 

Losses 

0 $120          

1 $180          

2 $200          

3 $210          

4 $225          

5 $260          

6 $330          
 
 

A.  Complete the table showing total cost, total average cost, total fixed cost, average fixed cost, 
total variable cost, average variable cost, and marginal cost 

B.  At what points does diminishing returns set in? 
C.  Why are the MC, AVC, and ATC curves U shaped? 
D.  Why does the MC curve intersect the AVC  and ATC curve at their respective lowest points? 
E. Draw  a hypothetical  “mirror” graph of the production, using the same quantity “x-axis”  to 

complete B  Remember these significant questions:  (a) where is MP when MC is at its 
minimum (b); where is AP and MP when MC=AVC? 

 
Total, Marginal, and Average Costs 

        TP TFC TVC TC MC AFC AVC ATC 

0      $    6.00          

1      $   11.00          

2      $   14.00          

3      $   17.00          

4      $   22.00          

5      $   29.00          

6      $   38.00          

7      $   49.00          

        

        Perfectly Competitive Firm 
 

        Q Price TR TC Profit MR MC 
 0  $       11     $   16.00        
 1      $   22.00        
 2      $   27.50        
 3      $   34.00        
 4      $   42.00        
 5      $   53.00        
 6      $   65.00        
  


