Supply Theory/Maximizing Profit


John Palmer states that profit is what is left over after the revenue subtracts the costs. During a short-run there are some fixed factors and during a long-run there are no factors. When a firm increases their amount of labor then their total output produce also rises. If a firm hires one person then they will not receive one benefit due to the fact that one worker can not do all of the tasks; but if they hire a few workers then there will be enough people to have designated tasks to complete. When a firm hires to many employees then there is not enough equipment for all the workers to be working at one time. This is an example of the law of diminishing returns. John Palmer defines the law of diminishing returns as beyond some point, additional units of the variable input yield smaller increases in output. 


A firm has an optimal hiring rule which states that they will only hire as many workers they need and no more than that. A firm does this by using a marginal product curve and the wage line. The first employee that they hire then the marginal product is much greater than the wage line. A firm should hire as many people up until the point in which the marginal product curve and the wage line intersect. John Palmer define the optimal hiring rule as to hire any factor up to the point that the value of its marginal product is just equal to the price that must be paid for that factor.


To maximize a company’s profit then you must have an understanding of a graph that displays the information needed to collaborate. The total revenue is equal to the quantity sold multiplied by price. When the total cost curve is above the total revenue line then the company is losing money. When the slope of the total cost curve is parallel to the total revenue line then that is the maximum point of profit. John Palmer states that the slope of the total revenue line is equal to marginal revenue divided by the slope of the total cost curve which equals marginal cost. John Palmer also states that profit minus maximizing output occurs where marginal revenue=marginal cost. 


The taxes that governments impose on firms may or may not have significant influence in a firm’s future. When a firm has to pay a license fee then the total cost curve moves up and the amount of profit that a firm did make is cut and the company makes less money. If a firm didn’t continue to produce good at the rate they did before the license tax went into effect then they would lose money. The average cost curve is u-shaped. The marginal cost curve is also u-shaped. A firm’s long run is a summary of the short run. A monopoly is not a competitive market so we can not take about a long—run look at the curve in a market.
