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[No.6] Consider a perfectly competitive industry which is made up of an arbitrary large number of small

identical firms. Each firm has the total cost function TC(X)=200+XZ—2,

when producing and selling x units of the product (x>0). In the long-run, firms enter or leave the industry
freely, that is, firms incur the fixed cost only if they are actively producing (T'C(0)=0). Let p be the market
price. Suppose that the demand function of the product is given by D(p)=1200—10p. Find the number of

active firms in the long-run competitive equilibrium.
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[No.13] In the quantity theory of money, we assume that the real money demand function is
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M
7 =450+Y — 1000
where Mdis the nominal money demand, P is the price level, Y is the real income and 1is the nominal interest
rate. Starting from a set of the values of the variables P=100, Y=100, 1=0.1, consider how the velocity of
circulation of money will change when each of the following cases happens.
A) Change from P=100 to P=50
B) Change from Y=100 to Y=50
C) Change from i=0.1 to i=0.05

Find the correct value of the velocity of circulation of money after these changes in the variables.

1 In case A),
2 In case A),
3 In case B),
4 In case C),
5 In case C),
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