***    
go over recitation and homework problems and study the following concepts
Ch. 18: Profit Maximization
1. the concept of opportunity costs

2. the definition of fixed inputs and variable inputs

3. the concepts of short run and long run

4. profit maximization (You will be given a specific problem.  See the handout for MT4)

4. What is the profit expression?

4. What are the givens in the profit expression?

4. What are the choice variables in the profit expression?

4. What is the equation for the optimal condition?

4. What is the interpretation of the optimal condition?

4. How to use the optimal conditions to solve for the profit-maximizing input usages? 

4. What are the factors determining the profit-maximizing input usages?

4. Given the profit-maximizing input usages, how to find the corresponding profit-maximizing output supply?

5. comparative static

5. How would the profit-maximizing usage of a variable input change if there is an increase in the price of that input?  Justify your answer in words.

5. How would the profit-maximizing usage of a variable input change if there is an increase in the price of output?  Justify your answer in words.

5. How would the profit-maximizing usage of a variable input be changed if there is an increase in the prices of fixed inputs?

Ch. 19: Cost Minimization (skip page 19)

1. cost minimization (You will be given a specific problem.  See the handout for MT4)

1. What is the cost expression?

1. What is the constraint in the cost minimization problem?

1. What are the givens in the cost minimization problem?

1. What are the choice variables in the cost minimization problem?

1. What is the equation for the optimal condition?

1. What is the interpretation of the optimal condition?

1. Graphical presentation the optimal condition.  Explain your graph.

1. How to use the optimal condition to solve for the cost-minimizing input usages?  (Note: to solve for two unknowns, you need two equations.) 

1. What are the factors determining the cost-minimizing input usages?

1. Given the cost-minimizing input usages, how to derive the corresponding minimum cost as a function of output quantity (i.e., the cost function)?

1. Explain in words the difference between the cost expression and cost function.

2. comparison between cost minimization and profit maximization

2. Explain in words the difference between the problem of profit maximization and that of cost minimization.

2. Explain in words the difference between the profit-maximizing input demand function and the cost-minimizing input demand function.  

3. special cases

3. Do you know how to solve for the cost-minimizing input demands under the case where the inputs are perfect substitutes?

3. Do you know how to solve for the cost-minimizing input demands under the case where the inputs are perfect complements?

4. returns to scale

4. Do you know how to decide if a given technology is of increasing, constant, or decreasing?  Do you know the definition of those terms?

4. What would the cost function look like if the underlying technology is of constant returns to scale?  What is the definition of the so-called unit cost function?

4. What would the cost function look like if the underlying technology is of increasing returns to scale?

4. What would the cost function look like if the underlying technology is of decreasing returns to scale?

5. Do you know the difference between fixed cost and sunk costs?  Can you give some examples to illustrate the point?

Ch. 20: Cost Curves (skip pages 20 ~ 30)

fixed cost,

variable cost,


total cost, 

average fixed cost, 
average variable cost, 
average total cost, 

marginal cost

1. definitions, properties and graphs of different cost curves (see Hints for Quiz #5 in the Web)

2. What does the area below a marginal cost curve represent?  Explain.

3. Allocation of a given output quantity between two plants, with the goal of minimizing the total costs of producing the output.  (You will be given a specific example.)

3. Write the expression of your objective.

3. What are the givens?

3. What are the choice variables?

3. What is the optimal condition?

3. How to use the optimal condition to solve for the cost-minimizing output allocation between plants?  (Note: to solve for two unknowns, you need two equations.)  

Ch. 21: Firm Supply (skip pages 24 ~ 27)

1. Explain the difference between the market demand and demand facing a competitive firm.  Graphically illustrate your point and explain your graph.

2. Choosing the optimal output supply, given the cost function [i.e., C(y)]

2. Write the expression of your objective.

2. What are the givens?

2. What are the choice variables?

2. What is the optimal condition in general?  Expalin.

2. What is the optimal condition for a competitive firm?  Explain.

2. But, refresh my memory, how did you obtain the cost function, C(y)?

3. Comparison between


1-step procedure:
maximizing profit via choosing the optimal input usages, and

2-step procedure:
maximizing profit via choosing the optimal output supply, given the cost function, 

where the cost function is derived via choosing the cost-minimizing input demands for a give output level.

Make sure you understand both.

4. Supply Curve

4. Explain why the marginal cost is the supply curve.  Graphically illustrate your point.

4. Explain why the supply curve does not include the downward sloping portion of the marginal cost curve.

4. As far as the upward sloping portion of the marginal cost curve goes, explain why the short-run supply curve does not include the segment of the marginal cost curve that is below the average variable cost curve.

4. As far as the upward sloping portion of the marginal cost curve goes, explain why the long-run supply curve does not include the segment of the marginal cost curve that is below the average total cost curve.

5. Discuss the relationship between profit and producer surplus.

Ch. 22: Industry Supply
1. Explain why in the short-run it is possible for the industry as a whole to make a negative or positive economic profit.

2. Explain why in the long-run it is not possible for a competitive industry to have a negative or positive economic profit.

3. What is the difference between accounting profits and economic profits?

4. Explain the concept of economic rent and its source.

5. Own-price supply elasticity and input-price supply elasticity

5. formula

5. interpretation

5. computation

5. application: prediction

Ch. 23: Monopoly  (study pages 2 ~ 26, but skip pages 14 ~18)

1. Choosing the optimal output supply of a monopolist, given his cost function [i.e., C(y)] (You will be given a specific example.)

1. Write the expression of your objective.

1. What are the givens?

1. What are the choice variables?

1. The optimal condition is again MR = MC.  But, unlike the perfect competition case where MR = P, what is the expression for MR in the case of monopoly?

1. Can you write this optimal condition in an alternative form involving the demand elasticity?

1. Explain mathematically why a profit-maximizing monopolist will never operate at an output level at which the demand is inelastic.

1. Explain intuitively why a profit-maximizing monopolist will never operate at an output level at which the demand is inelastic.

1. Graphically illustrate how one can determine the optimal output supply of a monopolist and the corresponding price to charge the consumers.  Explain.

2. Inefficiency of Monopoly

2. Define Pareto efficiency.

2. Argue that a monopoly solution is not Pareto efficiency.

2. Comparing to the case of perfect competition, what is the effect on consumer surplus of the monopoly?  Graphically illustrate.

2. Comparing to the case of perfect competition, what is the effect on producer surplus of the monopoly?  Graphically illustrate.

2. Comparing to the case of perfect competition, what is the deadweight lose of the monopoly?  Graphically illustrate.

