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Q2: Explain the fallacies in each of the following statements.  

a) Average costs are minimized when marginal costs are at their lowest points. 
b) Because fixed costs never change, average cost is a constant for each level of output. 
c) Average cost is rising whenever marginal cost is rising. 
d) A competitive firm will produce output up to the point where price equals average variable 

cost. 
e) A firm’s shutdown point comes where price is less than minimum average cost. 

 
Q3: a) Suppose two of your friends are having arguments. One says that the demand curve 

shows What quantities people will buy at various possible prices? The other argues that a 
demand curves shows the prices people will pay for various possible quantities. Which of your 
friend is correct? 

 
Q3: b) Suppose two of your friends are having arguments. One says that an increase   in demand 

means that people will buy a larger quantity at any given price. The   other argues that it 
means that people will be willing to pay a higher price for a given quantity. Who is right? 
Explain. 

 
Q4: What would effect on equilibrium price and quantity if  

i) demand increases and   supply remain unchanged 
ii) demand and supply both increase  
iii) demand increases and supply decreases. 

 
Q5: What is perfect competition? What are it assumptions? Do producer always earn super 

normal profit under perfect competition? 
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