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Simplifying Assumptions
• Firm produces a single good
• 2 Inputs : Labor & Capital

• Short run : capital is fixed

• Long run i all inputs are
variable

• More inputs → more outputs
ME > 0 V1

• Diminishing marginal returns
to labor & Capital
¥, e-on %⇒-_ OAK

• price of inputs are fixed



Objective
To produce a given quantity
as inexpensively as possible.
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Cost Minimization Problem
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