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.

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?



)

MC

AC

)

AC

ANC

AR=MR =P,
Profit without su\,s'd,
Peofit with subsidy

TCc = TFC-20000+TNC

T_CT : TF_C‘ +TvC Whea Ffirm get su\w.'dj from government | Average total cost
a e a
will reduce by 20000 B . So, the AC curve will wove down
AC = AFC +AVC vmt‘.c.«ll; . Thon whow cost is less, the profit will increone .
b)
MC
I AC
MC
NC
AC’
\\ / / / AR=MR=P,
Ave' '
e,
TC(@ « TR+ Tve i
TC(a) = TEC+ TVC -20(Q) NSt Whon firm veceive subsidy fov 20§ por wat, Ity AVC wil
g [ TC@ = TRC+ TvC! dacreones that also decvesre AC as well-So i shifts down
&7 Ac'(a) = aPc t AVC Verdically - Thn, to maximize profit | Fiern should produce

move akpits ot @y . The frm will gain higher profid.
The Fiere will definitely  gain subsidy more than 20,000 §.



