Lynn's Cost Functions





	We are trying to derive cost functions from what we know about: (1) the price of materials and labor, and (2) the amount of labor and material needed to produce a given level of output.





A.	Lynn Ere faces a production technology of the form q ≤  � EQ \F(1,2) �z1  + � EQ \F(1,2) � z2, where q denotes the amount of output and z1 and z2 denote the amounts of input one (materials) and input two (labor), respectively.  Of course, the quantity of inputs and outputs must be non-negative.  First, construct a graph that shows the possible combinations of z1 and z2 that allow production of 1 unit of output.   Next, suppose the input prices are p1 = 1 and p2 = 2.  Graph Lynn's cost function.  (Hint: set q = 1 and solve for the best z1 and z2.  Calculate the cost of the z's.  Repeat for q = 2 and 3).





B.	Assume a production technology of the form q ≤ z1  +  � EQ \F(1,4) � z2, and that input prices are p1 = p2 = 1.  Graph Lynn's cost function.





C.	Lynn faces the same production function and input prices as in part A, except that time is short, and z2 = 2 right now, and nothing can be done about it in the short run. Input prices are p1 = 1 and p2 = 2.


a.	Graph Lynn's short run cost curve for q = {1, 2, 3}.


b.	Prepare a graph with Lynn's short run average cost curve and long run average cost curve.





D.	Reflect on the economist's notion of cost.  Notice the information requirements for deriving the economist's cost function.  How does this differ from the accountant's interpretation of a cost function?
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