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Assignment 2

MRTS,,,
= AK = MPL = 6 = 3 = 0.75
AL MPK 8 4

i. Marginal rate of technical substitution is 3 #
4

cost minimization conditions happend when
MPL = MPK
w r

MPL = W

MPK r

MRTS = MRMS #

MRMSL,,
= AK = W

AL r

3 = 3

4 r

r = 3×4

3

i. Interest rate is 4 #

TC = rk-1Wh
K

TC
,
= 4K-13L

Tcz = 4K -14L
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cost minimization conditions : K

MRTS = MRMS TO = rk + WL
sk = w = 201501+101200 )
AL tr

E- 3%4=150 °O°

-35¥
=

1¥
=

1-
= 0.5

To product the same
amount of output as two = 30*0=300

<

1 machine
,
it requires 2 labors . #

At equilibrium K = 50
,
L = 200 → MPK = 8

MPL = AK = W

MPK AL r

MPL = 10
8 20

MP,
= 4 bottles of wine #

IT

TO = rk + WL
= 201501+151200 )"

=
"° = "°

r 20 9150 = 4,000

TC = 4000 = 266.67 300
(

W 15 I

• Short - run production means that there is at least one fixed factor utilized ,
a factor which assumed to be constant in the short- run .

• On the other hand
, long-run production occurs when a firm can adjust the

amount of all factors of production .
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Profit -maximizing condition :MR=MC

Li150 ;
#

P=AR=MR

i

9*1=20
9

AC

AFC

Average variable cost : total revenue : Total Cost : Profit :

AC=AFC+AVC TR =P - g AC=TC IT = TR - TC

AVC = AC - AFC = 150×20 9 = 3,000-3,600
= 180-60 = 3,000$ # tc-AC.cl = -600131 #
= 120131 # = 180×20

= 3,600$ #

From part b TRLTC and 11-40 mean that the firm has loss but P > AVCI 15071201
In short-run firm can't adjust the amount of fixed factor at

'

all
.

Even though there is no production , firm must pay for fixed cost .
In this case the firm should stay in the market , producing and selling at q*
Because when P > AVC

,
the difference between Pandava is apart of revenue

and it can be used to pay for fixed cost . Making the firm in Least Loss situation

when new market price decreases
P

g
P MC to 120131 per unit , making F- AVC .

In this situation
,
the firm can

decide to stay in the market
P - - - - - ;

- -
- - - - - - ago ;

p producing and selling atq*, or
↓p ' - - - -• - t - - - - - - - - - no p

' do zero - unit production . Because

both options give indifferentt
,

i D ' Do
,

I 1

Q' Q q*q*=zo
A result

Equilibrium priced quantity Equilibrium quantity & profit
in market decrease of the firm also decrease
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- When government gives a lump sum subsidy to the farmers , the fixed
costs will be lower

.

It mats LRAC curve shift down to LRAC
'

because

the long run average cost has been reduced .

' LRMC does not change because lump sum subsidy affects only the average
total cost I fixed cost 1

The lump sum subsidy will not change any profit maximizing quantity
because lump sum subsidy only lowers the fixed cost
there is an excess profit because the average cost is less than profit .
P > AC at Qo on SAC .

The excess profit = IP - Act . Qo

SMC

LRAC
'

p •

Excess Profit SAC

AC
- - - - - - - - - - - - -

- - - •



When there is an excess profit and no barrier to entry the market , it will attract
new farmers to compete in the market . The supply will increases 1graph shift to
the rights causing the decrease in price level and the rising in optimal quantity
to maximize profit .
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Total Revenue :

Go TR = PIQ ) - Q = (60-0.601.01=609-0.6012

Marginal Revenue :,,a , µ, , µ, = go , , , ,
dQ

MR D=P=AR

50 100 Q

p

13=60-0.6130 )

60 60-1.201=24 / = 42

" = ,÷i÷"É↑
""

"É!mi⇔n⇔-1.201=-36

Profit : IT __ 1pm
"
-

Pg ) . Q*I
, MR D=P=AR

= (42-24)-30
30 50 100 Q

= 540 million - baht #

p
Ideal Price : set price at P=MC → 10=24

go
At ideal price , Pm reduce to Pi but Qm increase to Qi

42=1'm - -

'
- - -

; Before intervention / IAfterinterrentiony.%3f.FI?gW#Pi--2↓tc
I MR ! D=P=AR At this Ideal Price

,

after intervention
,

30 50 ,Qi 100 Q
HL will not earn any profit .Am It gives advantage to consumers and
removes the deadweight loss from market
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pm - - - - - - - - - - i.
2 I 3 pm> LRAC > LRMC

Pc - - - - - - - - - - i. - - - - - -
1

1

00

I MR

Q#

- Q* is where MR = MC → MR = LRMC

p # = Pm → Pm> LRAC > LRMC
- Profit : 2 or IT = ( Pm - Pg ) . Q*
• Deadweight loss : 3

pm > MC Lerner 's index : L = P - MC

50 > 70
,

P

L = 50-10 = 40 = 4 = 0.8 #
50 50 5

Ideal Price : set price at P
-

- Mc → set P = 10$

The firm will not earn any profit
at this Ideal Price

.

The firm will

I
face loss situation

.

It gives advantage to consumersPm - - - - - - -
,

i
consumer surplus = 1-12-13

2 ' 3

PC
- - -

- - - - -

I
- -

- - -

iPIdeal
I MR



Fair Price : set price at P = AC → set P > 10$

The firm will not earn any profit
at this Ideal Price

.

The firm will
I face loss situation

.

Pm - - - - - - -
,

It gives advantage to consumers

2 ! 3
Consumer surplus = 1-12-13

PC
- - -

- - - - -
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