Excel: DerivingDemandLA.xls
Input Profit Maximization: Comparative Statics: Deriving Demand for Labor

Answers

A profit maximizing firm with given prices in all markets (P, w, and r) in the short run has the following production function:

Y = z*ln L

Suppose z = 1000, P=$1/unit, w = $10/hr and rK (the fixed cost) is $1000.

1) Set up and solve this problem with calculus.

Use Word's Equation Editor as needed.
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Take the derivative with respect to L:
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Set equal to zero and solve for L*:
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Substitute L* back into the profit function and compute *=$2605.

2) Set up and solve this problem with Excel. Insert a sheet in this workbook with your answer.

Take pictures of your finished sheet with the optimal solution and paste it in your Word document.
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See DerivingDemandLA.xls.

3) Find the wage elasticity of demand at w=10 via calculus. In other words, compute (dL*/dw)*(w/L*) at w=10.

Set up the optimization problem, but this time, leave w as a letter in order to find L*=f(w).
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Setting the derivative equal to zero and solving yields L* = 1000/w.

Then the wage elasticity of demand at w=10 is:
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4) Find the wage elasticity of demand from w=10 to w=11 with the Comparative Statics Wizard.
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See DerivingDemandLA.xls.

5) Are the two elasticities exactly the same? Why or why not?

The two elasticities are not the same because L* is nonlinear in w. Thus, it matters whether you compute the slope as an instantaneous rate of change versus a discrete change.

DerivingDemandLA.doc
Page 2 of 2

_1129304624.unknown

_1129308690.unknown

_1129308853.unknown

_1129308678.unknown

_1129304374.unknown

