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epsilon optimisation. 

 

In order to make the examples in section 1.2 even more concrete,  we can 

think of the explicit functional forms for cost and demand: 
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Where marginal cost is 1c   so that the marginal cost at zero output is less 

than marginal revenue.  In this case, we have:  
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Since 1c  ,  payoff is strictly concave, so that there exists a unique interior 

maximum:  

* 1

2
x

c


    

Since the payoff is quadratic, the second order Taylor expansion is exact, so 

that  
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Hence we have 
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