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(@). Folse. IRS olpes net imply hmﬂ‘e”‘\ﬁy
for example, S )= 4y 14
F2m2%) =oy 4207420 > aqy+ a9

S H203%) > 24 g.)

50 fp) Is IRS but not homothesic.
(b). Tue. cps pmdumon )[un thons are homoymam of ofegpee 4.
(c). Folse. Honw‘thetc‘d'fg in preduckion does not contro| scale effethss on/y
fedlor peslstsh proportions.
. True. Fuy= GI40] s o homothepic when fx) is homogerecus of degree
1 and G0 is o strdly inureasing function.

FOC n o5t —minimizedion :
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)f;w) is homo genesus of degree ©
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As [0"9 a3 the prite redho )s constant , the MRTS is constamt

Tor e85t —minimization ingut choias Jor any scaling factor suck
that x— A% .
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for leontief pwduckon Junchion:

slpe = afp
(j: n’l}ﬂ [O‘Xn; bYl)
the optimal input rodio is given by :
X 4
% b L

For any price ratio, o change in imput choice raio & dos not depersl on 4he
prie rotio . And of an optimumn (tost minimization), we know fom FoC thot
price rodio = MRTS . Thus +he z(qﬂ?d-fy.gf subshtution 5.

0. = dlﬁzlﬁfld{x:loa) _ o talteju)

g

ol (MeT3) [ (MRTS) ol n( pi[p2)

Since  more Mrs are mebile I the Lang run (Le), +he total LR costs

are smaller than <total Shot Hn(SR) costs. There must be some op timum

W Aor whick LRC(W) =SRC(w), and after this the olifference inureases
with w, 50, define

Rw)= IRC(W)- SRC(w) , h IS ooncaw in w.
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4 Profit madmizing
Jd P
max = /Py" wd~ WhXa = tp‘% SN2 - Wy N~ Wala
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FOCs. R, P'd‘%d’/bp-l/ui =0
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Solve M end % )L"-% the above twp oquadions
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T}'IQA’L we 9# the P}Oﬁ‘t fun@-ion:
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For o weul- d@f\}neo( produckion }unwm. we must have Y'>o ond y'<o

80 L - P 2%y
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aﬂi >01 3% - d(o"’i)/xl - e "CO

ol>0 and oi<d

&‘miiarhj, it orequires  p>0 ond p<d

The inpuds In the follawing technvlogy are perfert substituches .
Y= ._Z&Cddft‘
=

S0 (st minimizedion aenteyls the hpu with €he [owest
Ingudt price wil be used.
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Thus Y= ot = 4(;-.-_37
{
Thus clw, Yy) =min 4w;g&‘5= md‘n{ %';l‘_g)}

gu.yeradofiﬂvi'fy of cost funekion means:

Cw'+w?, y) > o Y +C (W y)

By definition of the cost Junction, thera must be some cost minimizing bund/es

dor each prie veetor,
C(W+w? ¢) =in | witw. o) se fim=y
Cw' y) :h,:“"{ wha' b st fuy=y
AW g) =min hw' k| cq Jup=y

From cost minimizedion

L g

clwh y) <. x
cw Y) < w o
cwhid y) = Whtw?)- o = wha'+ us-&F > clwiy) +CUAy)

Hene,  cw'tw? ) 2 Clwhy) +C(wy)
To shaw the cost Junehion 1S nen-decreasing in w:
Suppose aw 0 , it could be  vi aWi30 of I¢ sl 30

Tor awi=0 , we hawe ¢ (awts Y) =0

Then by superadditivity .
Clwtaw, y) > Clw Y) ~clow Y)

Clw+al, Y) 2 ¢ Y)
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