
Answers  (Practice: Production in the Long run)  

 

Question 1 

Cost minimization is necessary but not sufficient for profit maximization. To see this, note that profits 
() equal revenues (R) minus costs (C) , or 

  R C  

For any given level of output, Q, profit maximization therefore requires that the difference between 
R(Q) and C(Q) be maximized. If the firm is not minimizing its costs, then profits can be increased for 
any given R(Q). Thus cost minimization is necessary for profit maximization. 

To see why cost minimization is not sufficient for profit maximization, imagine a situation in which 
the firm has minimized C(Q) for any given level of Q. But if the firm has not maximized R(Q) for that 
same level of Q, then profits will not be maximized. 

Question 2  

a. The ratios of marginal products to factor prices in this case are: 
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 This firm is not minimizing its costs; to do so it should use more K and less L. 

b. The ratios in this case are: 
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 This firm is minimizing its costs. No further substitution is required. 

c. The ratios in this case are: 

: / 80/40 2
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 This firm is not minimizing its costs; to do so it should use less K and more L. 

Question 3 

a. Both price changes are working in the same direction—increasing the price of labor relative to 
computers. Firms are predicted to substitute away from labor and toward computers, as has been 
occurring in many industries in the past several years. 

b. Buildings are predicted to get taller over time. This tendency toward high-rise construction in big 
cities has in fact occurred.  

c. The higher relative wages in the United States suggests that new plants will be built in China and 
U.S. plants will be phased out. 
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