Chapter 5

Production function

Q=f(L,K)

Production factor

(Land) (Labor, L) (Capital, K)
(Rent) (Wage,w Pp) (interest rate, r, Pk) (profit, K3 )
(1) (real capital)
(2) (financial capital)
Short run
( )
| Fixed factor — Fixed cost (PxxK=FC)
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u Variable factor — Variable cost (PLxL=VC)

(1) L— ( ) PLxL(=wxL) Variable Cost, VC
(2) K— ( ) PxxK Fixed Cost, FC
o Q =f(LK

Long run

Total product, TP or g
Q=TP=f(L)
Average output, AP,

Labor productive
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(1) L AP
() L MP
(3) AP MP>AP
AP @ AP AP>MP
. (5) MP MP>AP
(6) AP MP
(7) MP AP
() Law of diminishing marginal returns
() Iso-quant
2
u (K,L )
K . |
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isoquant
> L
() ISO cost

C = wxL + rxK = PLxL+PgxK , | m | =w/r
K »

C=wxL + rxK
N

> L
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() Marginal rate of technical substitution, MRTS «

MRTSLK—> 1
B MRTSk Law of diminishing MRTS; x>
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/ iso-quant

ST =100
e

1S0 cost
C=wxL + rxK

MRS=MU,/MU,
U=U(x,y)
au

gl
d[_] - —d:":‘-,—d‘f
dX Y

0 = MU, * dX 4+ MU, * dY - MU, *dX = —MU, * dy
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dy MU,

dX MUy
dY MU MU
MRS = |—| = ‘— 2= —=
dx MU, MU,
MRTS=MP_/MPg
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