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The Jitm s Proii{-maximizing ) thus
Ty = TRepd - Teeg)

T < MR - meg’) <0 = MRt - meeg’) |

The Jirm chooses q such thal MR(g*) - mccq*) , and  the Jim is curfen{lﬂ
obtains the POsi’ﬂ've profit since AR(4") > Accg . The Proii{ of the firm is represented
by {he gellow-shaded gte3 on the graph above.



HW#11, Due May 6, 2021 Analyze the case the firm receives subsidy for the following two
different cases to find out how the firm’s quantity and profit change.
a) The government gives a lump sum subsidy of 20,000 bahts to each firm.

8)  When the lump-sum subsidy is given | then

TG = TFC( ;éﬂ t TVEC  lump-sum svbsidy - T8 20,000
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AC, () = AFC(Q) - % + Avecq) < ACcg) = AFC(P+ AVC(Q)
me, () - dTSJccp . meeg)
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we can see that the Aeep e wil be shifted lower because A, (g) < ACcy>
due 1o the fact that subsidy reduces the fixed cost of the firm . However, the me, cg)
remains unchanged , fe Me gy = meeyd
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However, the dirm alil choosgs Yo Producc, at q* since émacq*) s mcgtq*) X

bu’c Now ijt fecieves a higher mei{ Compared to ‘“\c case “wi{hou{ '.W!IP-SUm Su%s;c{y.
#



b) Suppose that the firm was producing 1,000 units and the government gives a subsidy of 20
bahts/unit so the total subsidy is also 20,000 bahts if the firm does not change its production of
1,000 units. Do you think, to maximize its profit with the subsidy of 20 bahts/unit, the firm will
increase/decrease its production from 1,000 units? Does the firm receive higher profit? Does the
firm receive more/less subsidy than 20,000 bahts?

by luhen the per-unit subsidy is given,

Te, ()= Treep + (Tveep - 5, )
ac, () = AFcp +(Ave - §) < ACp

mey gy - decq, (9 - Mcy) -5y < M (g)
Al cost curves ¢ AC L), ME, (), AVE, (g ) will be  shifted lower thyn before.
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Suppose , withaut the  S,= Tezo per unit subsidy | the Jim produces g* = 1,000 unils
so thel its profi{ is maximized.

Then | when per- unit Subsidy is implemen{ed ’ the firm o longer Maximizes its Profi{
ol ¢ < oo units since MRe™ > meeq™ . The Jirm has an incentive o produce more

thus | the Jirm produces it f]\ > q‘=1,oo<) units insteadl because mau?) = mcbu}‘).



Moreaver . the firm oblains higher mei'c Compared fo the case when there is no subsidy.
fis the firm produces more than 1900 wnits | the dim actually gels the clolaly subsidy
more than T8 20,000 . 4



