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Wednesday, November 6

Question 1 Derive the cost function C(q) for a firm with production function

8k1/2l1/4

Assume that capital costs 4 per unit and labor costs 5 per unit.

Question 2: Suppose the cost function derived in the previous question is for a small firm

operating in a perfectly competitive market. Find the expression for the supply function of

the firm having an upper limit of production capacity at L.

Question 3: Dave’s utility function for apples and bananas is

u(x1, x2) = x2
1x2,

where x1 is the number of apples and x2 the number of bananas. Each apple costs $0.15 and

each banana costs $0.10. Use the method of Lagrange multipliers to determine how many of

each Dave will buy to maximize his utility if he has $1.50 to spend. (Assume that fractions

of apples and bananas can be bought.)
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