Answers: Profit (short and long run)
Q1 Looking back
The answer relies on the idea that Mary should be taking her opportunity cost into account as well as the running costs of her business. So, while accounting profit is a healthy £70,000, this does not take into account the next best use of Mary’s time which has been foregone – the opportunity cost of lost income. Economic costs are therefore £160,000, meaning that Mary is not earning enough revenue to cover her total economic costs, and is not making Normal Profit. Therefore, her resources are not being put to their most allocatively efficient use. Her resources are scarce, and the economic problem – making the best choice about the allocation of those resources amongst all the competing uses for them – has not been solved efficiently.
Q2 Calculating profit
(a) Sales are 1,000 at £10.00 per t-shirt
Profit = £2,700
(b) Sales are 2,500 at £7.50 per t-shirt
Profit = £2,000
(c) Sales are 3,500 at £6.75 per t-shirt
Profit = £575
(d) Without calculating the PED coefficient, what can you assume about the price elasticity of demand?
PED must be inelastic as, although demand rises as price falls, profit is falling – therefore the rise in demand must be proportionately less than the fall in price.

Q3 True or False?
	
	True
	False

	Supernormal profit can only be made by monopolies
	
	F

	Supernormal profit attracts new entrants to an industry
	T
	

	Supernormal profit is not available to businesses in competitive markets in the long run
	
	F

	Supernormal profit eliminates consumer welfare
	
	F

	Supernormal profit may not be the chief objective of a profit-seeking business
	T
	

	Supernormal profit can only be made where MC=MR
	
	F

	Supernormal profit will be a result of Economies of Scale
	
	F



Q4 Shut down point in the short run
(a) The short run is the period in which at least one of the factors of production, probably land or capital, is fixed. In this case, that is likely to be shop rent and business rates, insurance, salaries of staff on permanent contracts, equipment such as hairdryers, gowns, scissors and brushes, basins and so on.
(b) [bookmark: _GoBack]None of the businesses can cover fixed costs, but must continue to pay those in the short run whether they are open for business or not.
Sean’s Shears does not cover variable costs - in the short term, £2,000 variable costs are lost each week. Therefore, it should close down immediately.
Mullets does cover variable costs. They should continue to operate, at least in the short term, thus pleasing their clients and workforce.
Fringe Benefits not only covers all of the variable costs but also makes a contribution of £1,000 to the fixed costs. Therefore they should remain open in the short run.
(c) Both Mullets and Fringe Benefits can only remain in business if they can find ways either to cut costs or to boost revenue, so that all costs are covered in the long run.
Q5 Shut down point in the Long Run
At P1, AC is equal to AR so the business is covering all of its costs including Opportunity cost, making Normal profit, indicating that it is making the best possible use of its resources. At P2, although more output is being sold, AC is greater than AR which means that the business cannot cover all of its costs and so should shut down so that a better use can be made of the resources.
