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a) (5 points) Calculate the marginal rate of technical substitution (MRTS) and state the cost-
—_—
minimization conditions of this firm, given that the required output is fixed at Q.. If the

market wage rate (w) is $3, what is the interest rate at the equilibrium?
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b) (5 points) Suppose now that the wage_rate (w) increases to $4, ceteris paribus. Draw a
diagram to illustrate the changes in the cost-minimizing combination of inputs.
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TALARY
@ a) The governmen lump sum subsidy to every farmer. How will this change the
LRAC? Explain why LRMC does not change.

The LRAC will decrense because the fammers howe \owr TFG  bub LRNG dees wat
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b) Will the lump sum subsidy change the quantity the farmer wants to produce to maximize

his profit? Show in the graph that the farmer now earns an Excess Profit. Explain.
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¢) Demonstrate how this Excess Profit will affect the market price in the Long Run that

allows new entry to the market.
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@ a) How many units of this product will be produced that maximizes monopolist’s profit in

the short-run? Also, how much does this product cost? Show your argument clearly.
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b) How much is the total variable cost when the monopolist’s profit is maximized?

10 = (b0 wsume A0 in chort wn
T0= TRCA TV

V= 0 xTV(

T™NC= 1ol

¢) Ifthis monopolist has a fixed cost of $160, how much is the monopolist’s profit?

T0= TRCATVC
103 o+ W0

T70= Vol lbe
(=320

P= 10-5() =P gox g =450
P> 100-4e Profib < 4te-21q : \(,Q#
P2 o



@ a) Figure out how many units of labor this firm will choose as input for its production to

maximize profit. Illustrate a graph to support your answer and explain.
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b) Supposed that there is a sudden economic recession driving consumers’ purchasing
power downward, what would happen to the units of labor hired by this firm? Support

your answer with illustrations that also show a connection between product market and

labor market.
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h) Mok a morket doiluee becawe teonewmic situabion offigient dicbribubion
of aooa: ond services in the free movlet.
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