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Q6. Suppose a firm’s production function initially took the form Q= SO(L + 2K). Asa
result of a manufacturing innovation, its production function is now Q= 100(0.5L + SK).

a. Has technological occurred? [4 marks]
b. Is the technological progress neutral, labour saving, or capital saving? [4 marks]
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Q7. LetUGxy) = o

Let I=$100, P, = $10 and P, = $10 be the initial set of prices and income. Now, let Py rise
10 $25. What are the (approximate) substitution and income effects of this change in
prices? [6 marks]
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Q1. When the marginal product of labor is below the average product of labor, an
additional unit of labor will produce a greater marginal product than average, thus raising
the average. Do you agree with this statement? Explain your answer. [4 marks]
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Q2. Consider a production function of the form Q= K*L*

What is the marginal rate of technical substitution of labour for capital at the point
where K = 5 and L =5? [4 marks]
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Q3. Consider the production function Q=K +10L . Calculate the MRTS, . [4 marks]
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Q4. Given a production function Q = 3LK, what are the returns to scale associated with
this production function? Prove your answer. [4 marks]




image5.png
Q5. What can you say about the returns to scale of the Leontief production function 0 =
‘min(aK, bL), where a and b are positive constants? Prove your answer. [4 marks]




