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      • Neoclassical producer theory. Perfectly 
competitive firms.  

• The profit function and profit maximization 
problem.  

• Properties of the input demand and the output 
supply.  

• Cost minimization problem. Definition and 
properties of the conditional factor demand 
and  the cost function.  

• Profit maximization with the cost function.  
Long and short run equilibrium. 

 



Perfect Competition 

• Perfect competition describes a market in 

which there are many small firms, all 

producing homogeneous goods.  

• No entry/exit  barriers.  

• The firm takes prices as a given in both its 

output and factor markets. 

• Perfect information.   

• Firms aim to maximize profits.  



Profit Maximization in the Long Run 

     



      

     



The first-order condition can be exhibited graphically 

      



     

      



      

     



      

       



Cost Minimization in the Long Run 

   



The cost minimization problem can be exhibited 

graphically 

   



     

      



     

      



Profit Maximization with the Cost Function 

     



Example 1 

    



      

     



     

     



    

    



     

    



Profit Maximization and Cost Minimization  in the 

Short Run 

    



      

• Total Costs, Average Costs,  

• Marginal Costs,  

• Long-run Costs, Short-run Costs,  

• Cost Curves, Long-run and Short-run Cost 

Curves, 

• Monopoly 



Total Costs 

   



        

 

   



     

   



      

    



     

 

  



      

   



Average Costs 

• The average cost function measures the cost per unit of 
output  

 

 

• Average costs (AC) = average variable costs (AVC) + 
average fixed costs (AFC) 

 

 

 

• Average fixed costs always decline with output, while 
average variable costs tend to increase. The net result is a 
U-shaped average cost curve. 

 



     

    



Marginal Costs 

 

 

 

 

• The marginal cost curve lies below the average 
cost curve when average cost is decreasing, and 
above when they are increasing.  

• The marginal costs are equal average costs at the 
point of minimum average costs. 

 



    

   



Long-run Average Costs and Short-run Average Costs 

    



Long-run Average Costs and Short-run Average Costs 

   



    

    



    

    



     

 

 

 

 



                     

    



Monopoly 

• Monopoly is a price-maker.  

• A monopolist  has market power in the sense 

that amount of output that is able to sell 

responds continuously as a function of the 

price it charges.  

 



The monopolist’s profit maximization problem can be 

posed as 

   



The first-order conditions for the profit maximization 

problem  are  

   



The monopolist’s profit maximization problem can be 

posed as 

    



The first-order condition for the profit maximization 

problem  is  

    



Monopoly with a Nonlinear Demand Function 

     



Monopoly with a Linear Demand Function 

   



Example 

   



     

      



     

    



Inefficiency of Monopoly 

    


