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E[ercise 2.A:  
 
2.A.1) GiYeQ a dePaQd fXQcWiRQ b\  𝑝 ൌ 𝑎 െ 𝑏𝑄, deUiYe Whe fRUPXla fRU Whe elaVWiciW\ 
Rf dePaQd, aQd VhRZ WhaW Whe WhiUd SURSeUW\ hRldV 
 
2.A.2) GiYeQ Whe PaUkeW VXSSl\  𝑝 ൌ 𝑐 ൅ 𝑑𝑄 ZheUe  𝑑 ൒  0, VhRZ WhaW  

(i) elaVWiciW\ Rf VXSSl\ iV alZa\V gUeaWeU WhaQ 1 if  c > 0, 
(ii) elaVWiciW\ Rf VXSSl\ iV alZa\V eTaXl WR 1 if  c = 0, 

 (iii) elaVWiciW\ Rf VXSSl\ iV alZa\V leVV WR 1 if  c < 0.  
  
p = a bQ- inverse demand eq .
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E[ample 2.I:  A PRQRSRliVW fiUP faceV Whe PaUkeW dePaQd giYeQ b\  P = 10 - Q.  CRQVideU 
Whe fRllRZiQg TXeVWiRQV if Whe cRVW fXQcWiRQ C(Q) = 4Q. 
 

o WhaW iV Whe UeYeQXe-Pa[iPi]iQg leYel Rf RXWSXW? 
 
 
 
 
 
 
 
 
 
 
 

o WhaW iV Whe bUeak-eYeQ RXWSXW? 
 
 
 
 
 
 
 
 
 
 

o WhaW iV Whe SURfiW-Pa[iPi]iQg leYel Rf RXWSXW? 
 
 
 
 
 
 
 
 
 
 
  

revenue function : R i PCQ) • Q- PCQ) • a = 10 -Q \

When it is at maximum point , DTR = 0 101 \

0 = 10 2 dQ

ZQ = 10

Q = 5 TR

At Q 5
,
IR is maximized at 5 5)

= 25 25- L
Q Q

At Break-even , profit = O TR TC

10 a 12 = 1

121-6Q =0

Q2 601=0

QIQ-61=0
Q = 0, 6

When the profit is maximized , dy = o
dy

MC = MR

dad TC = d
da R

10-201 = 4
Q =3
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E[UciVe 2B. CRQVideU a fXQcWiRQ WhaW UelaWeV Wa[ UeYeQXeV R, iQ billiRQV Rf dRllaUV, WR 
Whe aYeUage Wa[ UaWe W VXch WhaW 𝑅 ൌ  350𝑡 െ  500𝑡ଶ.  
(a) WhaW Wa[ UaWe(V) iV cRQViVWeQW ZiWh UaiViQg Wa[ UeYeQXeV eTXal WR $60 billiRQ?  

(b) WhaW Wa[ UaWe(V) iV cRQViVWeQW ZiWh UaiViQg Wa[ UeYeQXeV eTXal WR $61.25 billiRQ? 

(c) WhaW Wa[ UaWe iV cRQViVWeQW ZiWh Whe Pa[iPXP Wa[ UeYeQXe? 

 
  
a R = 350T - 500-4 b R = 350T 5001-2

60 = 350-1-5001-2 61.25 = 350T 500-4
500-12-350 t -160=0 500-12 -350T -161.25=0
501-2-351--16 = O t = 0.35
t = 0.3 Or t = 0.4

•

•

.

To hit the target , the tax rate would

•

•

.

To hit the target , the tax rate would be 35%
be 30% and 40 •

C When maximized
,
DR

at
350 -100Gt

at
= 0 DR

350 -100Gt =0

350=1,000t
:
.
the government revenue would

be maximized at 35% t = 0.35


