Chapter 7 (Microeconomics, Katz and Rosen, 3rd Edition)
Q7.1

Suppose that a young chef opened his own restaurant. To do so, he quit his job, which was paying $28,000 per year; cashed in a $5,000 certificate of deposit that was yielding 5 percent (to purchase equipment); and took over a building owned by his wife which has been rented out for $1,000 per month. His expenses for the first year amounted to $50,000 for food, $40,000 for extra help, and $4,000 for utilities.

The chef is trying to figure out whether he would have been better off not being in business last year. He knows how to calculate his revenues, but he needs help with the cost side of the picture? What were the chef’s total economic costs?

Q7.2

Suppose that you have opened your own word processing service. You bought an IBM-compatible machine based on the Intel Pentium chip. You paid $5,000 for the machine. As a result of increased competition in the personal computer market, the price of new Pentium machines has fallen to $2,500 and the price at which you could sell your used machine has fallen to $1,000. If you were not word processing, you could earn $20,000 per year. You have the opportunity to hire one assistant (he can do everything that you can do and could replace you) for $20,000 per year. It turns out that one person using one computer can produce 11,000 pages per year of typing service (it is impossible for two people to share one machine). Typing services can be sold for $2 per page.
Should you expand your business, shrink it but keep it running, or shut it down entirely?

