Answers to the Problems

2.
a.
The Stiff Shirt produces 40 shirts an hour.

To maximize profit, the Stiff Shirt produces the quantity at which marginal revenue equals marginal cost. 


b.
The Stiff Shirt charges $80 a shirt.

To maximize profit, the Stiff Shirt charges the highest price for which it cam sell 40 shirts, as read from the demand curve.


c.
The Stiff Shirt makes a profit of $800 a hour.

Economic profit equals total revenue minus total cost. The price is $80 a shirt and the quantity sold is 40 shirts, so total revenue is $3,200. Average total cost is $60 a shirt, so total cost equals $2,400. Economic profit equals $3,200 minus $2,400, which is $800 an hour.

10.
The prisoners’ dilemma is described on pages 298–299.

