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Lectures in Microeconomics-Charles W. Upton
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I illustrate the problems with 
seven trick questions
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Constant returns to scale ( C= $200)

Increasing returns to scale 
($100<C<$200)

Decreasing returns to scale ( C>$200)
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No!
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• Is it possible that 
higher wage 
rates will to 
enough 
substitution to 
lower total costs 
for the given 
level of output?

• Assume a new 
solution of
– $60 of capital 

payments and 
$30 of labor costs 

• At the old wage 
rate
– $60 of capital 
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$15 of labor costs 

No! This could 
happen only if 

Acme were 
overpaying in 
the first place.
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