HW#13 Due May 13, 2021

Suppose that the market is in a Long-Run equilibrium where the price is at P* and each firm
produces Q*. With the given SRMC, and SRAC; and LRMC and LRAC, the market price

increases from P* to P,

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

In SR . There 15 Tixed cosh: Cﬂp\*a\ )

*
Skt P orwe
Pmd\ltt ol Q" % wo ?vor'x\
(normal) pvoM\

P (Firm) LRMC
SRMC,
LRAC
/
\\/ e
Q Q
offee P1 - ;
P (Firm) LRMC
SRMC,
LRAC

SRAC,

\
vofid /
1~ ___\Np_ ._X _j// -
\_/‘;L_R* ’
e

Q" OmBuw Q
nate . TR = P *Q
1C: AL @
W: (P-ALYRG-

P1 - &% drom o* 1o Bt

— profid increose 1 Pyseac

oooexcess ool

= LRMC '
- LR] KL both arc Va1t
LRAC cos? |50 fixzm  can mdbuﬂ
SRAC, Minimise cost
\\ \\ 7 Py
//
/ *
! Dy =P
1 LR
ISR
ﬁ
Q* a”\a\-k Q
Lk
e* < me

-, produce o} a*
% no profit

(noymol wo?'\\r)

P = LRMC * LRAC : SRMC
= SRAC

0\“:\* 4

*
P1 o &% from 0 Yo Oy
— profi} increase @ Py LRAC
. excess okt

bt we \ong 4§ new u\\n:\“ , ? wad drop *0\’} 0goin




