HW#16

Suppose that the market is in a Long-Run equilibrium where the price is at P* and each firm
produces Q*. With the given SRMC; and SRAC; and LRMC and LRAC, the market price
increases from P* to P;,

a) Show how the firm will change its output in Short Run and Long Run.

b) Indicate the profit the firm receives in Short Run and Long Run.

c) Explain why the profit in Long Run is bigger than profit in Short Run.

(Firm)

/o




®)
« Shor} Buw

— e oldk equilioriom ( Toivit )
Price = P+
Ovtpey = Q*
ZYuiribyinva Covdinidv

N Me(85) = seme (8)
2) Sope & ML (OF) £ slope of SEMC (O*)

When Price intrease dowy P2 Pr o new eavivibrivn o of privty §
— Mot b
Price = Py
ww\ = 01
quiribrive Covdinidn

D Me(G) = Seame ( Q)
2) S\oped' M- (@) ¢ SlOpeB?SY—MC ( Q")

¢ LOVIb bon - The w)fp-A voemg doew QR Q1 i St
— i e oldk equilioriom (Vm‘v& N
Price = p* When Price intvease dowy P2 Py new eaviribriun i ot privy
Outpst < Q* — Mopint C
Eyuiribyigv Condindv Price = P
Outpt= @ 3
N Me(87) = seme (8Y) gyuiribrivv Condivin

2) Sope & ME- (&*) £ slope of SEMC (Q*)
D) N\?-(Q‘L) = S L&L)

2) S\OPQ ¢ ML (By) ¢ Slape of SEMe (OL)
» The oot uoeae b QR e G iw L2




C)

\V\ ‘.ov@ Pan o} flae Svme Price 0f Swerk Ry The Buaaiihg 1> Wiy

Lovg) Buv)
Pratc =0, x | Lot (5) - Loat @y

Shork Buv
Pobi}= 0, x[mmc (&) - &wum)]



