



































































































































toduction production inthetimeframelong
enoughtochangeevery input no fixed cost

i e in LR if Q o Total cost O

There are two problems in LR that eachfirmfaces
max A output f Chik

co

Max Q

undertheconstraint SE W Lte K Co

ofgiven cost

min cost c I mins Ia
under the constraint

ofautainingoutputQo

Q fC k is theproductionfunction
w wage priceof L
e interest priceof K

Ltk co is a

line calledIsocostbecause everypointon this
line

is thequantity Lak that the firm has b pay
the same cost Co

wL rK Co
Cq o 1 0 L Cola
r so K Cole

slopeofisocost wz






































































































































Changein Isocost
Fc 2 w increases

K

K l
L

L

Isoquant A curve whose every point is Ltk

that produce the same output
Q

Iwquant
1 Eachpointof ik there is exactly I Isoquant
passing through it

There are infinitnumanof
isoquants

2 Iso quarts count intersect
or be tangent

to each other

3 HigherIsoquant means higheroutput

4 Isoquiantalways
has negativeslopes

slopeof Isoquat MPI
MPK

Mariginal Rate ofTechnical Substitution
MRTS






































































































































C
5 Diminishing MRTS as we increase L

E ium

1 Maximized max Q fC4k
St uLtrK Co

Theequilibrium is at E
Cho Ko

because
1 Eison Isoeostgiven

uEaEm sooum
attainable givenCoamo

we have IzhterrgentIsocost
Lo L

Mph

Equilibrium conditions atE c Mk
1 whotrko do or Isocoot

CNET.la E.HfE nIe3
ThehastB
tpentofL
gives the

same outputas
thelastB spentokk






































































































































2 Minimizing Costd min C wLtrk
St FCL k7 Qo

K
Equilibrium is ate Chak

because
7 L and K can produce

µ q a because is

I on Io.thatgimsQo

L
L 2 Isocost2 is the

lowest.isocostwe
caustotyon and
still producedo

Equilibrium onoeiTiorsatE Ch.k

e FCL KD Qo Chik isonthegiven

Iff F
moment








chouige myuim.maxa fa.ie
St whtek do

D Coinereoisestodi 2 image
L

F

i
I I 1 Iot l l l

4

y.s.ammionqmz.gg

increases

Exactly the same as in

higher income incomtunthi but no discussionof
but no discussionof subs Income Effuscts

necessaryfluxinggoods
Change in Equilibrium min cost _altrk

St FCL k Oo
Rouioreases EQ higherwage

K K
F

Icon
Icao

L L


