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Suppose that the market is in a Long-Run equilibrium where the price is at @and each firm
produceng“; With the given SRMC; and SRAC, and LRMC and LRAC, the market price
increases from P* to Py,
a) Show how the firm will change its output in Short Run and Long Run.
b) Indicate the profit the firm receives in Short Run and Long Run.
c¢) Explain why the profit in Long Run is bigger than profit in Short Run.

P (Hirm) LRMC
At P, LRAC
Profst n SR :
Profit in LR /
PI \ : D,r,'I = P1 : AR, = MR,

¢

Df = P*: AR = MR

A Q, LR Prohit > (BRAFRR Q" &, @, Q
=Lk+ﬁ.&+a¢a1

0 In Short Run J W the warkel price increases - " b Py

We frm will changes s otput hu wmosi mize pnk’f.
.+ Bq.owill c\nange fom A 4o B where e Hrm wil produce wore

fam G ko @, and subishy e e Conditiog
) MR (G,) = P, = mC(a,)
2) Slope MR (Q,) =0 < Slope mC(Ry) B

In Lonj Run
Eq. will change fom A to C whee e fim wil produce more

fom 65 fo @, and sabihy he eq. Conditig
1) MR (6,) = LRMC (@)

2) Slope Mr(R,) < Slope LRM( (Q,)



C)LR Prob} ot Qy is not moxivmum
becawse ot Q,, MR (Q,) LRme (G,)

Pro—c\\- 5 waximized at Q'L where ™R (Q.L) = LRM( (Ql)
and S\ope MR(G.,_) < S\ape LRM( (&1)

0°°LR Profit ot Q, > LR Probit ot Q,

v SR fobk @t g, O



