Assignment 2
Due date: Thursday, 25th novembre

Please submit your own assignment

2.1

A perfectly competitive firm’s output @ is determined by

_ Lo a2 _Q
Q = z{" 252 .2m

where z; is its usage of input 7 and o; > 0 is a parameter i = 1,2, ... m, such
e
that Z,}=1 vy = 0.

1. IFind the long-run marginal cost and conditional input demand functions
for this firm. Under what conditions will marginal cost rise with ontput?

2. Assume that in the short run only A& of the inputs are variable. Find the
short-run marginal cost and conditional input demand functions.

3. Find the firm’s short-run elasticity of supply and its short-run (own-price)
elasticity of conditional demand for input 7. Show that the smaller is k.
the smaller (in absolute terms) are these elasticities.

2.2
A firm has a fixed cost /7 and marginal costs
¢ = a + b()

where Q is output. If the firm were a price-taker, what is the lowest price at
which it would be prepared to produce a positive amount of output? If the
competitive price were above this level, find the amount of output @@~ that the
firm would produce.






