Expanded Solutions To Review Problems I

1.1 To solve this problem we must equate marginal revenue and marginal cost, or
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Profit = 600,000 - 210,000 = 390,000

1.2 (a)
The key to this problem is "The firm is able to charge different prices…".  This means we are picking two output levels, 
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x

x

.  Since there is no constraint on output, we use the rule: equate the marginal profits of each activity to zero.
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or 
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Marginal costs are
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Similar calculations show 
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Solving 
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 (which we cannot further reduce)
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or

[image: image17.wmf]2

1

5

.

3

000

,

20

C

+

C

=




[image: image18.wmf])

2

5000

(

5

.

3

1

1

x

-

+

=

C

    using what we know from MR1=MC1
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We get 
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 from 5000 - 2 (1,250) = 2500
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Profit = 18.75 (1250) + 23.75 (2500) - 1000
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1.2(a)
The firm has two choice variables 
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 and no constraint.  We should follow the approach of 1.2 (a) and set
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This problem differs from 1.2 (a) in that the inverse demand for m depends on the output 
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.  How does this change the analysis?  First, we write out profit.


Profit = 
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Pm = 100 - 26 - 28 = 46



Pn = 150 - 56 = 94



Profits are easily computed.

    (b)
Part (b) is a long-winded way of saying we have the constraint 
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Why?  See the Lecture 2 notes.


Solving
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= 3 (6000-Xn) - 3Xn


9000 = 6
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Prices and profit are easily found from here.

1.10 There is no money left over, so we equate the bangs for the buck.
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Dropping S, and resolving
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Dropping C
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