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a) The firm receives a lump sum subsidy for 20,000

TFC decreases

TCLQI = TFC (Q) -1 TVC (Q)

d- Tc'lQ) = TFC' (Q ) + TVC (Q)
da

2 ¥ ( TFC (Q) -20,000 1-TVCCQ))

TFC
/
( Q)

q
=
TFCCQI

-
20,000

Q Q

AFC
/
(Q) = AFC (Q) - 20,000

Q

bath
profit before

Mt
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subsidy

i
AAÉC Po =ARo=MRo

-
profit After

subsidy

at Q

i. Eq. quantity Q* does not change because MCSMR not

Q* still satisfy the
eq. conditions but profit increase . = the amout of lower fixed cost

= 20,000
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b) MC

profit before
subsidy

MÉACAVC
Po = ARo = MRO

AÉAVC'

profit after
subsidy 20 / unit

subsidy
p will raise the quantity
20 and profit

d

Q*\Q'

Q'- I

1) MRCQ" ) = MCIQ't)

before subsidy : Eq. is at a
't

2) Slope MR 10,1+1=0 C Slope MCCQ't)

1) MRCQ 'T = MCIQT

after subsidy : Eq. is at a
'

2) Slope MRCQT :O C Slope MCCQJ

TCCQ) : TFC (Q) 1- TVC (Q )

Tc'(Q1 = TFC (Q) + TVC
'

(Q)

= TFC (Q) 1- TVC (Q) - 20cal

AVÉCQ) : AVCCQI -20

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

MC'CQ) : MC (Q ) - 20

i. To maximize its profit , the firm will increase its production to a
' and gain higher profit . The firm will

also receive subsidy more than 20,000 ,
due to the quantity it produces . However

,
if the firm

produce more than Q
"
the cost will be higher and gain less revenue because when MR > me i. QT

MR c MC : Qd

MR = MC : stop

slope MR c slope MC

Po = ARo=MRo

6*-5 G*


