[bookmark: _GoBack]
image1.jpeg
luction Process and Costs
205

[

I;‘I]:I;é‘?;ﬁol\?efocé eﬁigtwggnin ‘their respe.g‘ti.ve 11111,rkets: As a manager at |
L e ‘ o = =Opany, you are in charge of determining the opti-
mal size of two electricity generating facilities. The accompanying figure on
the previous page illustrates the short-run average total cost curves associated
with different facility sizes. Demand projections indicate that 6 million
kilowatts must be produced at your South Florida facility, and 2 million
kilowatts must be produced at your facility in the Panhandle. Determine the
optimal facility size (S, M, or L) for these tws) regions, and indicate whether
there will be economies of scale, diseconomies of scale, or constant returns to
scale if the facilities are built optimally. ‘
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i unprofitable bar. Subsequentlys she spen 4= = % = W T 1
in various newspapers and restaurant magazines across the state offerj

the license for $80,000. After a long wait, she finally received one off
chase her license for $77,000. What 1s your opinion of the restaurate %
sions? Would you recommend that she accept the $77.000 offer? .
18. In t’he wake of the energy crisis in California, many electricity geners;

facilities across the nation are reassessing their projections of future

_M&ﬂa! Cost for Various Plant Sizes
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. much output 1S | : > -
How 60 per hour and the rer.nal‘ rate on capital js gy,
Jinimizing input mix for producing 8 units
answer to part b change if the wage rate decre )
ate on capital remains at $20 per hour? Sy
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tow much output is produced when K = 2 and L. == %

the wase rate is $60 per hour and the rental ratg on Capit;.l] is SzOP“bnl
< the cost-minimizing input mix for producing 32 units of oy ”

does your answer to part b change if the wage rate decreases 1o

- but the rental rate on capital remains at $20 per houp

D APPLICATIONS

| In an effort to stop the migration of many of the automobile manufacturing
facilities from the Detroit area, Detroit’s city council is considering passinga
statute that would give investment tax credits to auto manufacturers.
this would reduce auto manufacturers’ costs of using capital and high-tech
equipment in their production processes. On the evening of the vote, local
union officials voiced serious objections to this statute. Outline the basis of
the argument most likely used by union officials. (Hint: Consider the impact
that the statute would have on auto manufacturers’ capital-to-labor ratio.) As
representative for one of the automakers, how would you counter the uniot
officials’ argument?

12. You were recently hired to replace the manager of the Roller Divisionatd
major conveyor-manufacturing firm, despite the manager’s strong ex
sales recorq. Roller manufacturing is relatively simple, requiring only labat
zgﬂ] ;un[:a?:m}e (liha‘t cuts ‘d{ld. cril.nps rollers. As you begin revi.ewing the - =

y's production information, you learn that labor is paid $12 perf





