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. To produce the Same amount of oufput firm needs fo sacrifice
055 units of capital to get 1 uni} of labor 4
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when | =0 : 3000 = 20k 3 K =150
k=0 : 8000= 15L ; L = 200
“uging less labor due To wh but move eapital
., The productine becomey more capfal - intansive

2.4) Tn shorb-vun fheveis at least 1 factor is Fixed ag firm fake dime to expand.

Ivn Iov\g -Yun, Al Patyors axe variable and can be M\Jvm‘od.
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= 10 - 60 =150 - 2.0 = 13020 =3000-3§00
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C) " Nag, the firm can ol otay in the shovk-run mavicer althoug Py facing loss.
This is becavse  Price still more than avevade cost (P> AVE), Fiymg ron

compesate The fixed cot by using the difference between P and AV,
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when prico markef drops o 120 the equilibrium guankily and profit will dvop.

So P =AVC , wheter keep producing at ?f or otop ave indiffevent.



) oubsiy will decvease TO (80 fhis make LRAG dvopg

Betause favmerit 3 price hker in the pevfect comperition , The competitve price

and %f reman Condlant §o, LE-mg hay no change 3 ther is no change in 1

¢.b) N0, since the profit maximizavion i when P=LFMC. Here both Pand Lhmg do ngt
Qm“ggl’rm, op¥imal quaniity o maximize p\roFi‘r will bethe Jamg (&)
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Market Farmer

P>0 fhevis excess profit

.0) In long-run, €Xcess profit will abtragh new farmas o mavkel 6o supply increase.
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5.3)  when D e linewr, MR i5 2 Fines rheaper
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7.b)  Profid - maximizing condifion
p= 60— 106 (30) =42

MR =M
50-1.2(8) =2¢ CoProfit = (P-0) - O = (#2-24)
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o before inkeyvention

- oY =4
Ho=Ac Py =2 (1)
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o after Inkervention
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g guilibrium QMR = LEMG
0§ =1

DwL = 3

produtev's profit =2
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i= P-mc = 50-10
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106 ( af P, firm facing loss dve o P < LHAC)
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6.5) Leovnary index -

p.c) Ldeal price — P=m( <

6.4) Far price — P = LHaC Cab Pp no PWL as firm is al novmal profit)



