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A) The government gives 20,00013 as lump sum subsidy
thus

,
TFC decreases

.

• TVC is unchanged
TC (Q) = TFC (Q) + TVC (Q) because MC (a) =D I CCQ)

TC '(Q) = TFC
'

(a) + TVC (Q)
dQ

d TC
'

(a) = ( TFC (Q) - 20,000 + TVC (Q))
dQ

TFC
'

/Q) = TFC '(Q) 20,000

Q Q

AFC 'lQ) = AFC (Q) 20,800

B

MC
AC
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'

Profit after subsidy
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Equilibrium Q* does not change because MC and MR do not

Q* still satisfies the equilibrium conditions .

But the profit increases = amount of lower fixed cost

which is 20,000
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B

Profit before Mc
'
At

Avc

2013 Ad
Ave

'
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subsidy = 2013 per unit

i. quantity and profit increases .

Q * Q
' Q

• Before subsidy : Equilibrium is at Q*

Where • MR (Q*) = MC (①
*
)

• slope MRCQ
*

) = 0 < Slope MC (Q*)

• After subsidy : Equilibrium is at Q
'

where • MRCQ 't = Mc coil

• slope MRCQ
'

) = 0 < slope MCCQ
'

)

i. To maximize the profit , the firm need to higher its production to
Q
'

l > 1000 units ) and gain higher profit . The firm will also receive subsidy more

than 20,000 baht according to the quantity that produces .

However
,
if the firm produces more than Q

'

the cost will be higher and gain less revenue

TC (Q ) = TFC (Q) + TVC (Q )

TC
'

(Q ) = TFC (Q) + TVC
'

( Q )

= TFC (Q) + TVC (Q) - 20Q

AVC
'

(Q) = AVC (Q) - 20

Ac
'

(Q) = AFC (Q) + AVC (Q) - 20 = ACCQ ) - 20

MCÉQ ) = MC (Q ) - 20


