Lecture 7: Production, and cost
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A company earned revenues of $8,000,000. Explicit costs were $6,200,000 and implicit
costs were $1,500,000. The firm’s accounting profit is:

A) $1,800,000 <7
B) $300,000 X
C) $6,500,000 X
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Which of the following is an explicit cost for a firm?
A) Monthly factory rent </

B) Owner’s time spent in management X

C) Loss of an alternative investment opportunity X
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Average product cannot be negative because:
A) Total product can never be negative &/
B) Total product can never be zero X

C) Average product is always positive X
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Total product equals:

A) The sum of output produced at all employment levels &7
B) Average product multiplied by labor X

C) Marginal product x number of workers X
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Fixed costs:

A) Do not change with the level of output <7
B) Increase as output increases X

C) Decrease as output increases X
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If the total cost of producing 500 units is $10,000, the average cost is:
A) $20 7

B) $50 X

C) $200 X
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Which of the following is an implicit cost?

A) Salary the owner could earn in another job </
B) Cost of raw materials X

C) Paid electricity bills X
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Marginal product is calculated by:

A) Change in output + change in labor </
B) Total product + labor X

C) Change in costs + change in labor X
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The marginal product of labor curve shows the change in total product resulting from a:
A) One-unit increase in the quantity of a particular resource used, holding constant other
resources <

B) Change in the cost of a variable resource X
C) Increase in fixed costs X
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-------------- is calculated by dividing the change in output by the change in number of
labor

A) Marginal product </
B) Production function X
C) Average product X
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Variable costs are:

A) Costs that change with the level of production <7
B) Multiplied by fixed costs X

C) Do not change with production X
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Economic cost differs from accounting cost because it:
A) Includes both implicit and explicit costs &/

B) Relies only on bills and documents X

C) Ignores opportunity cost X
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Average product cannot be negative as long as total product is non-
negative.
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Variable costs always change with output and are unaffected by input
prices.
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Total product always increases if more workers are hired, regardless
of their efficiency.
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Fixed costs can disappear in the short run if the firm stops production.
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Opportunity cost is part of economic costs.
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Accounting profit considers both implicit and explicit costs.
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The production function shows the relationship between inputs used
and total output.
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Variable costs may rise even if output remains constant.
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Average total cost = Total cost + Quantity of output.
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Implicit costs include wages the owner could earn in another job.
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If implicit costs are zero, economic profit is always less than
accounting profit.
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In the short run, fixed costs can remain unchanged even if the firm
temporarily shuts down.
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