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° Explain how economists measure a 7ol 5 LY A8lSS aLai@Y) o) pad uidy oS 331 e
firm’s cost of production and profit. A<,

. . i . Syl L) 2 )
Explain the firm’s Production o Aoaitundl) Allaally 3S0  ( A80M 700 o

* Explain the relationship between a Al Y
firm’s output and labor employed in ol A (A AS LAl Gl - 00 .

the short run.

° Explain the firm’s costs in the short
run.
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Economic
Profit

Accounting
Profit
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Accounting Profit = Ay ol ISl — IS 8 ¥ = dall s o
Total Revenue - Explicit Costs
Economic Profit = + day peall CallSl) — JSH ) Y) = (ala®Y) ol o
Total Revenue - (Explicit Costs + Implicit Costs) (Lieall sl
. J
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Explicit Cost Implicit Cost

It is not actual moneyexpenditure butis
the cost of factors owned by the firm
and used by the firm in its production

It includes actual money expenditure
incurred by a firm in hiring or buying
the factors it needs in the production

process process
It is explicitly shown in the firm's books It does not enterin the firim's books of
accounts

of accounts and is thus, called
accounting costs

It is a receipt concept,i.e., the payments
are received by producer for supplied
services

If is a payment concept

Examples: Wages of self labor, rent for
self owned premises, etc

The cost of treating diseases that
result from pollution would be
considered an Economic implicit cost y
of production.

Examples: Wages, rent., interest,
insurance, etc
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Economic
profit:
Accounting 300
profit:
S600 Implicit
Total coshs:
= Revenue < 300
= 51,000 Total
. Economic
(O pportunity)
Explicit Explicit _
coste: o Costs = S700
S400 S400
\__ - - .
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An owner of a lumber store reported the following financials for last year. If the owner cl OS13)
the store, he would be working at Home Depot earning $80,000 a year and be able to rer i
the store’s property (building and land) for $50,000 a year. 1000000 = Sl ol ) e
300000 = Jleall Hsa¥) @
Revenue $1,000,000 10000 = il o
Wages paid to store employees $300,000 20000 = ;lall o
Utilities (water, sewer, telephone, electricity) $10,000 500000 = Cilana )y o
Insurance 520,000

(iilanal) 7l el
=AA§)‘A\‘4‘SM\_&S‘J\)‘\;\=WM‘C—U§\ .
500000-20000-10000-300000 — 1000000

Purchases of supplies (lumber, paint, drywall) $500,000

Calculate accounting profit?

Acct. profit = Revenue - Explicit Costs “$ 170000 =
= $1,000,000 - 300,000 - 10,000 - 20,000 - 500,000 = $170,000 i) ) aa) e
(el CaldlSall + 4y pall Cadlsall) — ST o) Y1 e
Calculate Economic Profit? — 20000 -10000 — 300000 — 1000000 =
Economic Profit = Revenue - Explicit Cost - Implicit Cost $40000 = 50000 — 80000 -500000
\: $1,000,000 - 300,000 - 10,000 - 20,000 - 500,000 - 80,000 - 50,800 = 540,000 o )
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Production: Meaning A 3y Bl ol e LY o
Jasad sa gLyl (s A1 8l o)
* Any activity which creates value is production. Clazall o Jlall D) Jia OA A
* In other words, production is transformation of inputs (such A (g»j; S kg o j‘y\ 5 adlaal
as capital, equipment, labour, and land etc ) into output such ) i

lardll ) alidl Jie il 3

as good or service .
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Production Function
power & fuel
labour
/ mechinary
Production function
rawmeterial 1 \ tools { commodities}
physical f
ysical force )
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Concept of Product N aalia 3 Al
S Ly e
* There are three concepts of product such as: L sl gm}” .
* Total Product < Al Zly) e
* Average Product
* Marginal Product
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Total Product , |
o) £3sS (Jlan) g S L) o
Aad) 93 Lgalill a3 Al cilasdld) g
* Total Product refers (TP) to the total volume Aima Agia ) 5% DA A8
of goods and services produced by a firm
during a given period of time.
y
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Average Product

* Average Product (AP) is output (total product) per
unit of a factor.

Where,
. Q
* 1.8.AP Jiear, -

* Qs total product
* Lis quantity of a factor input

o ZU) Jlaal g Jaw gial) ZUTY) o
Jland) axe Jia ZEY) Jule

~N
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Marginal Product

* Marginal Product (MP) is rate of change in total product
with respect to a factor.

* Concept of Product contd.

* In other words, marginal product is the addition to total
product by utilizing one more one unit of variable input to the
production process, keeping other factor fixed.

i.e.MP, = dQ
dL

Where ,
* dQ is change in total product
* dLis change in quantity of a factor input.

T 9 Lgéﬂ\ Gm\ﬂ

La Jalad dpadlly ZUIY) Alaa) (B il Jara o

Lo gesa ZURY) (Alanf (A ol Jara 8 o) o
Sal gl £l8y pa Jlaad) 3o A padl) Jaea o
s AY

Baly) A U dlaa) ) ABLaY) g of o
) UM Clida e Adlia) Basl g Baa g
Jal gall £y aa (2a) g Jale 3oy JUal) Jpns
s AY

~N
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daadiiceal) Allanll g 4S p&d) L) A8l
output and labor employed

Increase output with a fixed capital, a firm

In Short run: :It is a time frame in which to csild Jle il s 21 830 e ) Ual 4dl: 2 el (gadl)
Leeadind Al dllead) dpaS 30l ) A4 e g

must increase the quantity of labor it uses

ALG 3 ) sall (ars L ST A00a )5 58 s yuaill (saall

The short run is a time period in which some o
i ) e Al A )eeg
resources are fixed, and other variables

~N
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L| TP | MP
Increasing marginal returns | | 1 |
2| 3| 2
3| 6| 3
Decreasing marginal 4| 8 2
returns 5| 0 1
6| 9| 0
Negative marginal returns 71 8 -1
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As( L ) increases:

1) Initially

¢ TP increases at increasing rate
(Steep)

e VP increases

2) At the point where:
« \MIP reaches its maximum value

(L=3, MP=3)
¢ [P staris to increase at a

decreasing rate. (the law of
diminishing returns).

3) When MP =0
¢ TP reaches its maximum value
(L=6, TP=9)

4) MP<0 is neaative
o [P decreases (L=7, TP=8).

Total product (gallons per hour)

10+
Increasing
imar garual
redurms
B. -+

o I 2 3 4 5 E- ? E %
Quantity of labor (workers)
(a) Total product curve

Marginal product (gallons per worker)

=2 t t t t t t 1
| | 3 L] 5 [ F B 9
Quantity of labor (workers)

(b)) Marginal product curve




MIDOCEA

UNIVERSITY

Chapter Production g%
~ 2
ddaws gial) Aualiiy) g dgaall daality) ¢ Aul<l) dualiiy) o ABMall
B) The relationship between total, marginal and
average productivity
TP, AP, MP
J




Inputs

AP
ATP/AL

Level of production

S00

==&
er | e | Em F{

T00

Increasing Marginal Returns

TP 7 at increasing rate
MPT > APt

Talal oultput

600

400

300

200

10:0

The law of decreasing returns

@

MP reaches t its max
then starts to |

AP| (MP<AP)

TP 7 at decreaszing rate

MIDOCEA|
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-100

3 |5
4 | 5
5 | 5
6 | 5
T |5
8 | 5
9 | 5
10 | 5

-200

(2)
MP =
TP reaches to its max
AP
(3)
MP | <0
AP =0
IP .

Marginal Product,
Average Product

TOTAL
QUTPUT
Cérninishing Marative
e easng I'.-1.1r-;|ir.1| H;_-|I|.9i||;_1|
Product
Quantity of Input
AVERAGE
PRODUCT

Quantity of Inpaut
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Short-Run Cost
A Gl ) Gl ea) o

ZalK5 A 8N 409 i) gf caledl) llaa) o

* Total Cost
A firm'’s total cost (TC) is th £ all Aorinsall )5l gen
_use érmstota cost (TC) is the cost of all resources Ll ) ) ahuu&@ ul.d\ m‘ .

s)m\cmy\gmhm@sM\M\ o
Ul xa puadi All g 4S Hall

+ ALY 4l = 40<)) il o) cadlsal) e o
B_yaial) A4lSHl)

— Total fixed cost (TFC) is the cost of the firm’s fixed
inputs. Fixed costs do not change with output.

— Total variable cost (TVC) is the cost of the firm'’s
variable inputs. Variable costs do change with output.

— Total cost equals total fixed cost plus total variable
’cost. That is:
N TC=TFC+ TVC

N J
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Cost «alsil)

Q FC Ve TC
0 30 0 30
4 30 10 40

14 30 20 50

27 30 30 60

43 30 40 70

58 30 50 80

7 30 60 90

81 30 70 100

86 30 80 10
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Graphing The Total, Variable,

and Fixed Cost Curves

* (TC)increases as output

Increases.
« TVC increases as output s ooy o . "
increases " p— g l1e)
* (TFC) is constant—it | L dsfu;i 84 f@féJT-'l\éC)
graphs as a horizontal a0 - - i % 45)45‘
line 0 } et e .
 The vertical distance 6o .(I . ;I;CLASUTFCU# A‘FT/‘(JZM M.b'fd‘
between the TC curve and 0 | TEC = TC "“ u" 9
the TVC curve is TEC as ”:Z / . = L= o %’5
illustrated by the two ol
arrows. TFC=TC =-TVC i
L1 | | I L1l Q bagshn

; 0 4 14 27 43 58 72 8186 '
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Other Short-Run Costs

e Average fixed cost (AFC): fixed cost divided by the

quantity of output. s 6

- P
e Average variable cost (AVC): variable cost divided by
the quantity of output.

:\FC o,

AVC, = V;ZQ - ':2—1".
e Average total cost (ATC): total cost divided by the
quantity of output.

ATC,

rK, + wlL,

Q,
e Marginal cost (MC): change in total cost that results

™ from a 1-unit change in output.
ATC AVC
_ Q: _ Q.
MCo, = 25 50

= AFC, + AVC,, =

44

~N
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Graphically

TP=Q | FC Ve TC MC AVC ATC
0 60 0 60 _ ] ]
1 60 25 85 25 25 85
2 60 40 100 15 20 50
3 60 60 120 20 20 40
4 60 85 145 25 21.25 36.24
5 60 115 175 30 23 35
6 60 150 210 35 25 35
7 60 190 250 40 2714 | 3571
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The relation between AVC & MC 0 i 8 luwasMC SAVC (o A83al)
with the help of the diagram [ / bl ana
« MC curve is U-shaped. “ , N ~ .
« The AVC & ATC curves are U- = e\ | ik i | V. uﬁ i A=MC o
shaped: N T T R K e ATC SAVC (Aaia o
e The outputs over which % 2 | U: <
AC is falling, MC is below | 5. | /f\“ ladie (zaddd Al cla Al e
AVC. o | | — - EMe
e The outputs over which \ | / AVC. 0o BIMC (AC

.; ladie &y Al Gils 3.l o
| AC. (= IMC AVC

AVC is rising, MC is above A\ 7
| 28 \“‘:‘\\ //
| " | S AVC exie sS ll z A

AC.
e The output at which AVC

is at the minimum, MC E : PR AC. & aMC ¢ 3231 2all
Sqnlrl\ﬁwllsm'al\lcrzn arn ||c~'l'ad |n :W' !n I : » | L._\.'):1.‘):‘3\'.‘ quy\ J;j\ 2 ﬁ *
BefﬂreMmmmmMCcfAVC < g | ATC <AVC «MC
At mimimum MC=AVC -
After minimum MC:AVC

\_
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TC=VC+FC ATC =TC/Q
TC = ATC* -
Q ATC= AVC+AFC MC = ATC / AQ
VC=TC-FC AVC =VCIQ AP=TP/L
VC=AVC*Q AVC= ATC-AFC
MP = ATP / AL
FC=TC-VC AFC = FC/Q
FC=AFC*Q AFC= ATC-AVC
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TP=0 TFC TIvo IC MC AVC ATC
] 60 0 60 - - -
1 60 25 60+25 25 25 85
=83
2 60 410 100 15 20 100/2
=50
3 60 120-60 120 120-100 20 120/3 j
= 60 _ =20 =40 THINK
4 60 85 145 23 21.25 36.24
5 60 115 60+115 30 115/5 35
=175 =23
6 60 210-60 210 33 25 35
=150
7 60 190 250 40 2714 35.71

~N
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A cost that can be easily adjusted is known
as -----

total cost.

variable cost.

fixed cost.

average fixed cost.

The short run is a time frame in which

A) the firm is not able to hire more workers.

B) the amount of output produced is fixed.

C) there is a shortage of most factors of
production.

D) at least one factor of production is fixed.

_____ acaly 20 A gy Lglaad (iSay Al AdlSH)
Adllaay) Aalal)

B_piilal) Adlcal)

Al aalkal)

Adaws gial) A 4alsil)

(e ) g sl Ja¥)

Jlaadl (o 3 3all Canla 65 (g 48 AS ) St Y) |

ZEY) dalse abre (8 paliaa o) &
cull g8y Jo aa) g z L) Jale) @

\
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The marginal cost (MC) curve intersects
the

A) ATC, AVC, and AFC curves at their
minimum points.

B) ATC and AFC curves at their minimum
points.

C) AVC and AFC curves at their minimum
points.

D) ATC and AVC curves at their minimum

points.

If ATC is falling, then MC must be.
A) rising

\—B)-falling:

ciliata ga (MC) dganl) 4Gl iata aaliy
Ll Lehalss e AFC SAVC SATC

Liall Lehalss e AFC SATC CliaiaB)
Liall Lehalss aie AFC SAVC iliaiaC)
Lal) Ledalis s AVC SATC @hdadiaD)

AMC S ¢ agd (palidld) AATC wils )
2 gaaf\)
L 52B)
ATC. 4 4,LC)
ATC. &= AeiD)

~N

C) equal to ATC.
D) above ATC.
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At that amount of output were diminishing
marginal returns first sets in,

A) average product begins to decrease.

B) total product begins to decrease.

C) marginal cost begins to decrease.

D) marginal product begins to decrease.

Which one of the following statements is
correct?

A) When marginal product is increasing, average
product is decreasing.

B) When average product is less than zero,
marginal product is positive.

C) When marginal product is increasing and
greater than average product, average product
IS increasing.

\ D) When marginal product is zero, total product is

~N

N g Agand) dadial) (a8l fay (LYY (e AR 128 Mic
——==lalic

uah;;‘ﬂ\ @ C_qu\ .Lu.u}m \J.u (\

o=l 8 il e T (o

Lealadny| @ 4.1&;1\ aalKdl) fag (z

oalATY) B saad) Z LN faw (2

Sdaaia 480 @l jlal) o Lgi

C._'a'\_ﬂ\ o gila (sality Lgd;]\ Cl.u‘)“ 2l YL Ladie (\

zWY) OS¢ jaall e il qu_d\.k...n}uujs.\umc (<
L 5o gl

(ol Ja gia (e S) (99 gad) Z LYY B 3 Ledis (z

die Ul Jeal (6 ¢ ia gasll 21 5 S Laie (2
AL siua A0

W,

atitsS minimanT.
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« Diminishing marginal returns occur when

the marginal product of an additional worker

IS ===

A. less than zero.

B. less than the marginal product of the
previous worker.

C. equal to the marginal product of the previous

D

worker.
. greater than the marginal product of the
previous worker.

 When the average product is greater than
the marginal product, then the average
product is

A. equal to zero.

B. falling.

—mstlda) Jalad gaad) milil) (4 6S) Ladie (aBlital] gaad) ZLiY) duaay
aall e Jil

bl Jalall gaad) mill ¢pa JBI

Ged) Jalall (gaal) ilill gl

(k) Jalall gaal) i) (e S

LN G gand) @il e uS) Ja giall gl (58 Lasie

~N

C. not changing.
- D. rising.
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mplicit costs are: ot em o
. A Gl Mas) (5 sbuss) |

A) equal to total fixed costs. 5 e IS5 e JASIL CallE)

B) comprised entirely of variable costs. . o - .
C) "payments" for self-employed resources. AS ) Glaal 8 (e daddioal) 3 ) gall” e ) "

D) always greater in the short run than in the long Al 2aY) 8 Leie oy 8l aaY) ST il () 5K5)
run.

dalca) e4S Hal el 4G 2 L
Whitch would be an implicit cost for a firm? The AS ill agail g s Jleadl sal) |
COsSt: _ _ AS Al e Hladiul) Qe adad) o
A) of worker wages and salaries for the firm. AS AN YT e SHiase e g)

B) paid for leasing a building for the firm.
C) paid for production supplies for the firm.
D) of wages foregone by the owner of the firm

dds JiH o AS Hdl cala ) 3
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Sy Y 525,000,000 @l AS il calal yl ol (il

(

Suppose that a firm revenue is $5,000,000.

The explicit costs of production are
$2,500,000 and the implicit costs of

production are $200,000. The firm has an

accounting profit of:

A) $2.500,000 and an economic profit of

$2,300,000 .
B) $6,000,000 and an economic profit of
$2,000,000.
C) $7,000,000 and an economic profit of
$4,000,000.
D) $8,000,000 and an economic profit of
$5,000,000.

The Answer:
= $5,000,000
The explicit costs= $2,500,000
implicit costs= $200,000
Eco. Profit = TR- (explicit + implicit) =
$5,000,000- ($2,500,000 + $200,000) =
$2,300,000

Lt Z5Y) CallSEs Y 52 2,500,000 & Aa el 25
wlaa )y AS AN ol S el g )Y 50 200,000 s

————— aJﬁLdemﬁﬁ\@Jj aJﬁ
A) $2,500,000 and an economic profit of
$2,300,000 .
B) $6,000,000 and an economic profit of
$2,000,000.
C) $7,000,000 and an economic profit of
$4,000,000.
D) $8,000,000 and an economic profit of
$5,000,000.

alay)

$5,000,000 = 4xsl) cilal oy

$2,500,000 =4ay pall il

$200,000 = dsiacal) cadisil)

= TR- (explicit + implicit) = = i@ 7l
$5,000,000- ($2,500,000 + $200,000) =
$2,300,000
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When marginal product reaches its . o . 3 . vy .

: . (Y Lad (4] Jal) zald La
maximum, what can be said of total i of o s N C:A‘;}mu‘w
product? al an bl 2ie S l:l’\J jz @\HMU;\
A) total product must be at its maximum w2l S ey S&‘;" - I ((
B) total product starts to decline even if gl gl U8 sl i pmlaatl) 2 & s o
marginal product is positive U . PR Leay) 3Gl i 5
C) total product is increasing if marginal 250 I3 ¥ giad) il S 1 i&;\zﬂu‘ﬁ‘ﬁ* ((GJ
product is still positive SO E T
D) total product levels off

g J
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A paper mill pollutes a local river by Clldi 7 )b A (e Llaa 1 3¢ (39 adeaa il
discharging waste containing chlorine i wii Aol dgilrasS 2 gag JolSl) o (g gind
and other toxic chemicals. The cost of ARG it gl 1da e Aadlill Gl ) e
treating diseases that result from this UL Aalaidy
pollution would be considered an

economic cost of production. True

Implicit costs are payments" for self-  4asiicall 3 gall" Cile ghaall & dpladl) Cadlsil)

employed resources. True " g9l claual J e
The cost of wages foregone by the (& 4Sdll qala Jé (e lghie Jjlial) sl dalss
owner of the firm is explicit cost. False Ay pa 448183
The accounting profit differs from (bl ) e ity aal) 7l

economic profit. True
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Abeer opens a riding stable. She factors B B Ay Sl Gl Ul g | jilae e guids
in the cost of buying horses, buying _als Qs @lgal sl g Jgdd) o) pd AAIST jLicy)
riding tackle, and renting space. dua Al AR e L4 3L Y llh aa g Aalial)

However, she does not consider the .4 daldalady) il e (u d Lgd ol Al
opportunity cost of her time. Abeer is

considering the economic costs of her

project. False

The short run is a time period in which e ol gDIA AL 435 ) 58 A yuall) sl
all resources are fixed. False ) gall
Production  function  shows  the — cSasdl clus gl g)sil cm A g g LAY Ao
relationship between types or quantities il Al dgas g

of inputs and quantity of the output. True

Average Product is calculated by gl Jaal daud @k oo Ja giall il Glua ol
dividing the total Product by number of Jhaad) e e
labor. True
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True and False Questions
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Marginal Product of an input is an szl Al M) 48L& @ Jiaal gaal) z U
addition to the total product when an Al Jals il o
additional unit of labor is employed.

True

Total Product of an input is calculated Uyl 2 sadl dacdy dlua oy Jadal milil) laa)
by dividing the Change in output by the = AQ/AL .Jwead) 230 & ,aal) e
Change in number of labor =AQ/AL.

False

cost that can be easily adjusted is sl 48 me g W iy Lglaaat (e Al 44lSH
known as a variable cost. True B _ial) 4413
Total cost exceeds variable cost by a A8l e 3 (TC Auls!) 4dlsil)) 4l ey
constant amount equal to fixed cost ALY A8l (5 glod A5 dagdy (VC) 5_pdiall
True




MIDOCEA \

UNIVERSITYl

Chapter Summary outlines
07
4 p
* The difference between L
Accounting, and Economic profit B )l s andaall ol o A

* Production: Meaning, concepts of

alie g Sina; LY
product S

* The relationship between a firm’s Aaddiuall Allaall 5 48 500 @l (Al

output and labor employed.

(TP, AP, MP) dlaws siall 5 d3aall 5 A0Sl 4aliaY) 0 A83al) o
* The relationship between total,

marginal and average ol 2] sl o
productivity (TP, AP, MP) B =

* Short run costs
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Thank You




