Answers to the Problems

2.
Explicit costs are $23,000. Explicit costs are all the costs for which there is a payment. Explicit costs are the sum the wages paid ($18,000) and the goods and services bought from other firms ($5,000).
Implicit costs are the sum of the costs that do not involve a payment. Implicit costs are the sum of the interest forgone on the $70,000 put into the firm; the $22,000 income forgone by Moffat not working at her previous job; $20,000, which is the value of 1,000 hours of Spieder's leisure (20 hours a week for 50 weeks); and the economic depreciation of $3,000 ($40,000 minus $37,000).

10.
a.
The Herfindahl-Hirschman Index is 5,838.

The Herfindahl-Hirschman Index equals the sum of the squares of the market shares of the 50 largest firms or of all firms if there are less than 50 firms. The Herfindahl-Hirschman Index equals 752 + 102 + 82 + 72, which equals 5,838.


b.
This industry is not competitive because the Herfindahl-Hirschman Index exceeds 1,800.

