Answers to the Problems

2.
a.
Burma’s total revenue schedule lists the total revenue at each quantity sold. For example, Burma’s can sell 2 rubies for $700 each, which gives it a total revenue of $1,400 at the quantity 2 rubies.


b.
Burma’s marginal revenue schedule lists the marginal revenue that results from increasing the quantity sold by 1 ruby. For example, Burma’s can sell 1 ruby for $900, which is total revenue of $900 at the quantity of 1 ruby. Burma’s can sell 2 rubies for $700 each, which is $1,4000 of total revenue at the quantity 2 rubies. So by increasing the quantity sold from 1 to 2 rubies, marginal revenue is $500 per ruby ($1,400 minus $900).

4.
a.
Burma’s marginal cost when output is increased from 1 ruby to 2 rubies a day is $80. The total cost of producing 1 ruby is $1,220 and the total cost of producing 2 rubies is $1,300, so the marginal cost of an additional ruby is $80.


b.
Burma’s profit-maximizing output is 2.5 rubies a day.

The marginal cost of increasing the quantity from 2 rubies to 3 rubies is $100 ($1,300 minus $1,400). That is, the marginal cost of producing the 2.5th ruby is $100. The marginal revenue of increasing the quantity sold from 2 to 3 rubies is $100 ($1,400 minus $1,500). So the marginal revenue from selling the 2.5th ruby is $100. Profit is maximized when the quantity produced makes the marginal cost equal to marginal revenue. The profit-maximizing output is 2.5 rubies per day.


c.
Burma’s profit-maximizing price is $600 a ruby.

The profit-maximizing price is the highest price that Burma’s can sell the profit-maximizing output of 2.5 rubies a day. Burma’s can sell 2 rubies for $700 each and 3 rubies for $500 each, so it can sell 2.5 rubies for $600 each.


d.
Burma’s economic profit is $150.

Economic profit equals total revenue minus total cost. Total revenue equals price ($600 a ruby) multiplied by quantity (2.5 rubies), which is $1,500. Total cost of producing 2 rubies is $1,300 and the total cost of producing 3 rubies is $1,400, so the total cost of producing 2.5 rubies is $1,350. Profit equals $1,500 minus $1,350, which is $150.


f.
Burma’s is inefficient. Burma’s charges a price of $600 a ruby, so consumers get a marginal benefit of $600 a ruby. Burma’s marginal cost is $100 a ruby. That is, consumers’ marginal benefit exceeds Burma’s marginal cost. 

