
























































Total cost = Fc + VC

TC = ( FC -20,000 ) + VC

TC = Fcz 1-VC

ATC
,
= AFC 2 + AVC

i. FC decreases → AFC decreases
VC doesn't change → AVC doesn't change
MC doesn't change
TC decreases → ATC decreases

p
Without subsidy

^
MC

ATC Maximum Profit at MC=MR

Total Revenue =p ✗ Q*
p • MR

Profit it) 1 Total cost = ATC ✗ Q*
PATC- - - - - - 1-

Total cost !
I

> Q
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with subsidyp
^

MC
ATC

ATCa MC doesn't change so

maximum profit it) remain the same
at Q*

.
But with subsidy To decreaseP

Profit after subsidy &• MR
meaning , having more profits

PATC 2 - - - - - - →

Tc after subsidy !
I

> Q
q*

In conclusion
, firm won't change its production since receiving lumb sum subsidy

i. F = MT so Q* doesn't change but ATC decreases and profit increases
TT - Tct : total revenue remain the same and total cost decrease

.


