ASSUMPTIONS QF THE PURE HEGCLASSICAL
THEURY QF THE FIRM UHDER STATIC CERTAINTY

Charactaristics of the production function ---

1.

"Mathematical" properties of the function, q = f(XT, coe e s X))

a. f is continuous throughout
5. f is single-valued

c. f has continuous (nat identically zerc) lst, 2nd, and 3rd order
partial derivdtives

o d. the domain of f is restricted to Xi g R*2 Q0

e. g and all Xi are continuously divisible

f. q is characterized by decreasing [MRTS (-dxj/dxi) over the zappro-

priate range between any two inputs and, in muitiple product
case, increasing MRPT (-dqj/dqi) between any two outputs. The

function g is concave aover the appropriata range.

The production function presupposes tachnical erfficiency and states
the maximum attainable output frcm each (XT’ e e, Xh) ccmbination.

[nputs and ocutputs are rates of flcw per unit of time, to’ whnere

a. tO is sufficiently long to allow for completion of technical procasses

b. &, is sufficiently shart that the technology remains fixed

C. to is sufficiently short so that entreoreneurs cannot vary inputs

. specified as fixed; if to i3 Tengthened beyond this point the
analysis is shiftad from the short run to the long runm

4. Static analysis: Production process dces not change during the time

period, and does not incorporate time as an explicit factor.

Characteristics of the firmdecision agent ---

S.

The decision agent acts rationally in pursuit of his/her goal.

6. The goal of the decision agent is to maximize profits.




7.

- -2-

The decision agent has perfect knowledge of technical production
ralationsnins and input and product price relationsnips.

Characteristics of economic environment ---

3.

10.

11.

Market organization:
a. Perfectly competitive factor and outout markets: sufficiently
large numter of firms and factor owners so that no single firm

or factor owner can influence pricas; competition is facilitatad
by

--nomogenecus praoducts and factars
. -=-i0 barriers to entry

--perfect resource modility

--no government intervention

--no "technical" externalities

b. Imperfectly competitive markets, but with known ingut supply and
qutput demand relationships

There is a given distribution of resaurce ownersnip and well defined
property rights. . :

Institutions and human nature are consicered fixed (or igncred).
Absenca of extarnalities as a sourcé ot market failure .- -
a. No public gocds (no naonrationability)

b. No ownership externalities (no nénappropriabi]ity)

c. Mo technical externalities (no continuously decreasing LRAC---
prevented by concavity assumptions)

Full employment at the macroeconamic level (included as an assumption
where neaclassical framework is used for social benefit-cost analyses).




