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1. What is the difference between the long run and the short run?





2. Briefly explain when a firm should shut down.
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3. Would it ever be reasonable for a firm to continue to operate even though it is losing money?



4. Describe the firm’s short run supply curve.



5. Explain why economists like perfect competition.


ANSWERS

1. The short run is a period of time in which there is a least one fixed cost. This means that in the short run, it is impossible for a firm to avoid the fixed cost by shutting down. In the long run, all costs are variable.

2.  Any firm losing money should shut down in the long run. In the short run, a firm should continue to operate, even if it is losing money, as long as the price is above the average variable cost. This will result in making the loss smaller than it otherwise would be. If the price falls below the average variable cost, the firm should shut down in the short run


3. Yes, in the short run, it would make sense for the firm to continue to operate as long as the price is above the average variable cost. This would make the loss smaller than it otherwise would be if the firm shut down.

4. The firm’s short run supply curve is the portion of the marginal cost curve above the minimum point on the average variable cost curve. 

5. Economists like perfect competition because in the long run the price just equals the average total cost. This means that consumers are paying a price that just covers the cost of production- including the opportunity cost – but no more. In addition, economists like perfect competition because it does not result in a dead weight loss. All of the trading between buyers and sellers that should take place is accomplished. 
