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: He choose to go to Maldives 2 times 0k he has enough money

and he will gain twice utility if he choose Maldives.
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When gov. provides lump-sum subsidy , fixed cost will

decrease which will result in lower TC
.
Thus

,
AC also goes

down
.
LRMC does not change b/c lump-sum subsidy is

a fixed amount of money that will decreases farmer's

fixed cost not the variable cost
.
Therefore

,
there is no

effect on MC
.
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In SR production
,
the cost of production will decrease b/c farmers receive

lump-sum subsidy .
It results in higher TR when comparing to TC .

There

will be excess profit I P > c) .

Farmers will be producing at q where MR = MC
.
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When there is an excess profit ,
there will be new competitors

enter the market bk there is no cost of entering perfectly
competitive market . This will shift the supply curve to
the right from s

,
to sz .

The price will decrease from
P to P

, where MR = MC as a new equilibrium .

Thus
,

the firm will receive a normal profit in LR
.



Profit maximization ; MR -

- MC
me = me

produce at Q=8

P = 100 - SQ
TR = P . Q = 100 Q - SQZ 100-106--20

= 100-40

MR = DTR - 1OQ= -80

Iq
= 100 - IOQ

a=g
= $60

TVC = Mc . q

= 20.8

=

160

IT -_ TR - TC

TR =P . Q

TC = TVCTTFC

TR = 60×8 TC = 160-1160 IT = 480-320

= 480 = 320
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rev
.

MRP = MP - MR

At maximum profit , MFC = MRP and W= MFC

meaning that MFC = 48 and MR =P = 12

48 MFC when MFC = MRP

48 = 12 . MPL

MPL = 4

when MPL = 4
,
firms hired at 5 units of L

.

MRP -_ MFC L

i. To maximize profit , firms need to hired at 5 units of inputs .
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When there is a sudden decrease in purchasing power ,
the demand for G&S will be lower from D

,
to Dz , which

makes the prices of product drop from P to Py .

In labor market
,
since MRP = MR. MP

,
when P drop me will

also drop which makes MRP shifts leftward from MRP, to

MRPZ .

The firms new equilibrium for hiring is now at lower
unit of labor from 4 to Lz .



Not Market failure A : speculation & inflation are normal circumstances

in the market .

Market power E : Starbuck has more market power when comparing to
Amazon

,
so it can set price at higher level IP > Mc )

Externalities 0 : There is a negative externalities from neighbor 's room .

Public good D : The earthquake alarming system is public goods 01C
it benefits & available for everyone.

Moral hazard C : Trinity might has an incentive to do risky thing
since she doesn't bear full cost of that risk.


