Econ 364 M. Muniagurria

Homework 0
Answer Key

(D) Consider the following two production functions for cheese and wine. Labor (L) is the only
input:

Cheese: C=4L
Wine: V=2L
a) Plot both production functions. Use the horizontal axes for labor

C 4 VA
c f !

|
e = >
2 9 ¢ L v -

b) Calculate and plot the Marginal and Average Products of Labor in the production of cheese
(Use the horizontal axis for labor).
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c) Calculate and plot the Marginal and Average Products of Labor in the production of wine
(Use the horizontal axis for labor).
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d) What is the Unit Labor Coefficient in the production of cheese?



Now suppose that you are told that a country has a total of has 20 workers and that the country
can only produce two goods (Cheese and Wine ) according to the production functions specified
above.

f) Write down the full employment condition.
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g) Use this condition to plot the PPF.
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Now suppose that the wage is $2.
h) What is that average cost of producing Cheese? Wine?
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I) Will a profit maximizing firm produce any cheese if the price of cheese is ¥3? Justify briefly.
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j) Will a profit maximizing firm produce any wine if the price of wine is ¥2? Justify briefly.
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(II) Consider a production function for commodity A that uses labor as the only input and has a
“nice” shape. In this case the Marginal Product of Labor (MPL) is a decreasing function of the
amount of labor used. Assume further that the price of commodity A is 1.5, so the Value of the
Marginal Product of Labor curve (MPL. P =MPL x 1.5 ) is shown in Diagram 1 below. Use the
Diagram to answer the following questions.

(1) How many units of labor will a profit maximizing firm hire if the wage is 27
(2) Suppose now that the wage goes up. Will the firm hire more or less workers than in (1)?
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(IID) Consider a country that canpproduce only two cofamodities: Apples (A) and Bananas (B).
The country’s production possibility frontier (PPF) is drawn in Diagram 2 below. Assume
further that these two commodities can be sold in the international market at the following prices:

pa=2andp;=4.

(1)Define an isovalue line and draw several isovalue lines in Diagram 2.
(2) When firms maximize profits, the value of a country’s production is maximized. Indicate the
combination of Apples and Bananas that will be produced in the country?
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