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* Explain how economists measure a 7o)l ZUSY! dakS slaidYl sl ps iy (aS 740 e
firm’s cost of production and profit. ASel
: ., . & &) Cl.bl S
Explain the firm’s Production & Godians)l Alanlly 38,1 7 BSall 2yl o
* Explain the relationship between a oyl el
firm’s output and labor employed in oydll w3 AS R CadBS ol e

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 = Aol I — S 31,31 = el )l
Total Revenue - Explicit Costs

Economic Profit = + dowspall GBI — SISl = SobardYl )l e
Total Revenue - (Explicit Costs + Implicit Costs) (o)) a8

\. Y,
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Implicit Cost

Explicit Cost

It is not actual moneyexpenditure butis

It includes actual money expenditure
the cost of factors owned by the firm

incurred by a firm in hiring or buying
the factors it needs in the production and used by the firm in its production
process process

It does not enterin the firm's books of

It is explicitly shown in the firm's books
accounts

of accounts and is thus,. called
accountingcosts

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

services

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

insurance, etc
The cost of treating diseases that result
from pollution would be considered an
Economic implicit cost of production. y
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Economic
profit:
Accounting S300
profit: -
S600 Implicit
Total costs:
= Revenue < %300
= %1,000 Total
X {ﬂEmm:ml_-l: \
pRortunity
Explicit Explicit _
costa: iy Coslts = S700
S400 S400
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An owner of a lumber store reported the following financials for last year. If the owner clc o513
the store, he would be working at Home Depot earning $80,000 a year and be able to rer ’
the store’s property (building and land) for $50,000 a year. Veoonnn = L“,SJ\ SNl e

| = Jbadd 3_;3!\ .
Revenue $1,000,000 Veooo= cél;wj\ .
Wages paid to store employees $300,000 Y.eouoo= Ou‘uj\ .
Utilities (water, sewer, telephone, electricity) $10,000 0. = Sldae sl b
Insurance $20,000

Purchases of supplies (lumber, paint, drywall) $500,000 — a,u s na)l S — S ,3!)_3}”1 = (ool = JI e

Calculite accounting profit? P Youooo Yououno Yeuouroo N

Acct. profit = Revenue = Explicit Costs i SIV...

= $1,000,000 - 300,000 - 10,000 - 20,000 - 500,000 = $170,000 S SRV C-’JJ l Gl o
= (Ao LS + dow pall caJsdl) — (S syl .

Calculate Economic Profit? L S T (P - \ ......

Economic Profit = Revenue - Explicit Cost - Implicit Cost S€eve e =0 =Avenn- Ovievns

\: $1,000,000 - 300,000 - 10,000 - 20,000 - 500,000 - 80,000 - 50,000 = $40,000 . )
)
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* Any activity which creates value is production. Oldaedlg JWJI u,.,T)) Jio oMUl

* In other words, production is transformation of inputs (such J (€3 by o )‘y lg dlantlg
as capital, equipment, labour, and land etc ) into output such s louzdl of Al Lo lon s
as good or service . = 2 o ©lyses
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Production Function
power & fuel
labour
/ mechinary
Production function
rawmeterial 1 \ tools { commodities}
\ physical force )
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There are three concepts of product such as: bugiall Y e
* Total Product (Sl syl e
* Average Product "
* Marginal Product
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* Total Product refers (TP) to the total volume
of goods and services produced by a firm
during a given period of time.

1)
Total Product

&l dueS &;u’!}a L?K.‘l Clu}" .

dlawlgs gLl N ‘_“gJ‘ OilodSellg
Lo duin) BAS I A5 Al
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* Average Product (AP) is output (total product) per i .
unit of a factor. G gWY! Jloxl 98 Jawgiall ZUEYI

Where, Jheatl sus Jio ZUEYI Jole

: Q
* 1. AP Jiear, -

* Qis total product

* Lis quantity of a factor input
\_ J
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Marginal Product 90 Sudll Z LY
Jolad Al ZUSYI Jloz] § aadd Jumo o

* 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.

dQ
dL

i.e.MP, =

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

L

boguudio ZUBYI Jlo] § il Jiao 9o gl
ctﬁg&odwlo.&séw|dm¢s
53! Jalgall

BaL) doxlb ZUSYI Sl JI A8L2YI 9o gl
&) ZUSYI Odsdo (e Ao Bulg Bu>9g
sliy an (U9 Jole B0L) JEedl Joaew
S5 Jalgall
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A) The relationship between a firm’s dodseium]| Aloadly 45 Al Z LS s A8N!
output and labor employed

In Short run: :It is a time frame in which to el Jle u*jx Ewé" 53L3) ) ylo] 4l: < wadll (Sl 3
increase output with a fixed capital, a firm must godiuid @J\"ZJL&\;H 2\:~55J‘;’5 IS0l Je

increase the quantity of labor it uses

2909 &l pylgall Loy lgsd (9SS don) B8 92 juadll (Suwll

The short run is a time period in which some iy |
S

resources are fixed, and other variables
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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 MP 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
mar gerual
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 1
| d 3 L] 5 [ Fi B 9
Quantity of labor (workers)

(b) Marginal product curve
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B) The relationship between total, marginal and

average productivity
TP, AP, MP

~N




Inputs | TP =0) AMP AP Level of production
ATP/AL| TP/L
L K
0 | 5 — 0 In . :
creasing Marginal Returns

1 o S00 S00 * TP *© at :Iﬂl.'.':['E!E.E-:IﬂE @
2 |5 T00 60 « MPT > APT
3 |5 600 600 |The law of decreasing refurns
4 |5 400 550 (1)
5 5 300 S0 o NP reaches t its max
6 | 3 200 | 450 ;h;“ "“t“;ﬂ t:;
7 | 3 100 400 * APLMESAR)

o TP 7 at decreaszing rate
8 | 5 0 350 (2)
9 |5 -100 300 « MP=0
10 | 5§ 2200 230 o TP reaches to its max

o AP|

(3)

e MNP [0

o AP |0

« TP,

Marginal Produet,

Talal output

Average Product

TOTAL
QUTPUT
Ciminizhing raralive
L::‘Eltli'lg:g I'.-1.1r-;|ir.1| H;_-|I|.9i||;_1|
Sl Product Praduct
Quantity of Input
SBVWERAGE
PRODOLUCT

Quantity of Inpat
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Short-Run Cost
13001 A gl Al Jlo]

G5 o 4S5 ASI) I o) I Jloz] o

* Total Cost
YO : Ao Seiwal | J)‘ﬁ.oJ\ o
_u,segrm s total cost (TC) is the cost of all resources 38,4 o) ) DU e A ) G

T po 25 Y (I

b pasiad] Z LEYI Mo daksS P 8 ol QA .
B g a5 Glg 454

G ) AR = S ST gf Gl Jlor] o
3 ”... 1 “ o IS"" +

— 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:
b TC=TFC+TVC

S J
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Q FC vC 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
72 30 60 90
8l 30 70 100
B6 30 80 110
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* (TC)increases as output

increases.

* TVC increases as output
increases

* (TFC) is constant—it graphs as
a horizontal line

* The vertical distance between
the TC curve and the TVC

curve is TFC as illustrated by
the two arrows. TFC=TC -
TVC

Graphing The Total, Variable,
and Fixed Cost Curves

TC

1C, FC, VC ($/hr)
VC
80~ FC =30
70
60 T
FC =30
50 ¢
40 |
30
20 |-
10
L1 I | [
0 4 14 27 43 58 72 8186

ZUSY1 B3 ge S1333(TC)

ZLY 8oL) ae 2133TVC
s K& Je a5 —d0UETFC) )

L]

TC oo o daenl I d8Lunodl
290 92 WSTFC (ATVC Gxing
TFC = TC — TVC .onegudl

FC

Q (bags/hr)

N
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Other Short-Run Costs

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

quantity of output. e 6

T

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

AFC o,

VC wl,

Q. =5
e Average total cost (ATC): total cost divided by the
quantity of output.

ATC, = AFC, + AVC, =

AVC, =

rK, + wL,

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

™ from a 1-unit change in output.
ATC AVC
S Q,
MCQ| — AQ & AQ [}

144

~N
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Graphically

TP=0 FC Ve Ic MC AVC ATC
0 60 0 60 - - -
1 60 25 33 25 25 85
2 60 40 100 15 20 50
3 60 60 120 20 20 40
4 60 35 145 25 21.25 36.24
3 60 115 175 30 23 35
] 60 150 210 33 25 35
7 60 190 250 40 27.14 35.71
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The relation between AVC & MC 0 i 8sluasMC 9AVC (yv 48Nl
with the help of the diagram [ / R/ PO
* MC curve is U-shaped. 1 : . N e
 The AVC& ATC curves are U- )\ ' /}s L a . J. dfo S JeMC ¢ .
shaped: T T AT —p— > S LAeATC 9AVC G
e The outputs over which ACis =% /N, | U:
falling, MC is below AVC. L % \ 7 e ue jadss @l Ol o
e The outputs over which AVC i | ' — o 13T
is rising, MCis above AC. \ \ ; / | a AVC“UA"J‘Q I“VILS ‘A(i .
e The output at which AVC /s ok \\ /// - AVC e pdlip o {’uJ
atthe minimum, MC equals A R tir — AC. o JdIMC
AC 25 | 4 | WeAVC sdis 0550 Sl gyl e
e 2 rginiml\l;l? Z:Ieéii-?_g in B T AC. S3LwMC 33V asell
order : " ) . — g :
: : i ¢t MCSAL QoY vl 3w @ @
Before Minimum MC<AVC | ATC AVC
At minimum MC=AVC
After minimum MC=AVC

\_
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TC = VC+ EC ATC = TC/Q
TC = ATC*Q =

ATC= AVC+AFC MC = ATC / AQ
VC= TC-FC AVC = VC/Q 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 TVC TC MC AVC ATC
0 60 0 60 - - -
1 60 25 60+25 25 25 RS
=85
2 60 40 100 15 20 100/2
=50
3 60 120-60 120 120-100 20 120/3 ‘
= 60 _ =20 =40 THINK
4 60 83 145 25 2125 36.24
3 60 115 60+115 30 115/5 35
=175 =23
6 60 210-60 210 35 25 35
=150
7 60 190 230 40 27.14 35.71
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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.

----- el D yad A ggun Lglokals ySa G Aasl
ERINCE Y <]

B pakall A

A daksl

Alaogiall A5, 283

) Hlb] 92 aadll J=23I

Jlaall ye dsall Cars sl (o ad 4581 Sa3 V) |
Al e @l &S o

WY Jolge plase § ol dzg) =

ol P8I fo uxlg Z) Jole) o

~N
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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.

C) equal to ATC.

D) above ATC.

Gl ae (MC) dpuzell AU s aloli
Ll gblas Lie AFC sAVC sATC

Lol Lgbolas wie AFC ATC wliswwsB)

Ll gblas We AFC sAVC wloxinC)

Lol bl WeAVC 9ATC OlixioD)

GMC 0S5 O md ¢plaseil GATC it 13)
920

L g:2B)

ATC. J &9lunsC)

ATC. (y As1D)
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At that amount o-f output were diminishing marginal Vgl Dpuoe dniiall GBS T bVl oyl 1ds s
returns first sets in, ) ’ ____LQM

A) average product begins to decrease. Slassy| &
B) total product begins to decrease. uaLQ_,Uy\ d G,w Jloz] AW (

C) margi.nal cost begins to decrease. oolassyl 3 Gousdl LS oS (7
D) marginal product begins to decrease. RrESN I gu\zﬂ Zsy! o (o

Which one of the following statements is correct?

§ douo AUl Oyl i
A) When marginal product is increasing, average DI O0 2

U lawgio ua_‘)b..u ¢ Sl Z Y wls L (i

product is decreasing. syl yauall | 501 Lo leie (&
B) When average product is less than zero, marginal g o5 on S & > uﬁ\iy 64,21\
product is p05|:uve. o . LI Jaw g oo ST OeSug S| Z LY Wil Lodis (z
C) When marginal product is increasing and greater W Jawgie Sl 7
than average product, average product is increasing. L 7801 Jlax] s

. ! : . 8) | l.u}’\ 8 lodie (o
D) When marginal product is zero, total product is at its & s Bie gl ii, . d(_ﬂ
minimum.

W,
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* Diminishing marginal returns occur when the
marginal product of an additional worker is ---

A.
B.

MIDOCEA

UNIVERSITY

Think

less than zero.
less than the marginal product of the previous

C.

D.

o ®p

worker.

equal to the marginal product of the previous
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

equal to zero.
falling.

not changing.
rising.

- 3Ua| Jolad (sl gLl 0950 Leis yadliiadl (uzdll Z Y Siu
il o S

(@bl Jolal) usdl Z5U1 (pe 3

B! Jolall (gusdl mll) glae

3Ll Jolal) Sl g5 pe AST

T OB el gLl po ST Jaw giadl LI O39S0 Loie

fuaJ‘ S9luy
2zlhe
Ao Y
e

~N
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Implicit costs are:

A) equal to total fixed costs.

B) comprised entirely of variable costs.

C) "payments" for self-employed resources.

D) always greater in the short run than in the long run.

Which would be an implicit cost for a firm? The cost:
A) of worker wages and salaries for the firm.

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

(D Al LIS

A GBI Jlaz] sbad) |

Spaie RS (e JaBIL ) o

Sloesol Jud oy dedsuiuall 3yl gall" il gdla) "z

.as & !‘
el Al (3 Lgie oyl eIl (@ ST a3 09S5) o

1A §4S Al duiesall dASWI (B Lo
A8l 04519y Jleadl 592) |

A e el Jolie 2805)
e JHLd .,__gJJl dS 4l clo v>1) o




Think e

(

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:

TR= $5,000,000

The explicit costs= $2,500,000

implicit costs= $200,000

Eco. Profit = TR- (explicit + implicit) = $5,000,000-
(52,500,000 + $200,000) = $2,300,000

Acc. Profit = TR- explicit cost= $5,000,000-
QZ,SO0,000 = $2,500,000

Gy . )V93 0,r vy e v+ &S AT AN Wlaly) O o Aadl
dios! CL«J);H a9 V9 Y,0. 4y o 3G dou ol Cb);"
w@@)dﬂ‘éﬂdﬁ@&g _J}’j.} Y. cye e &,Lg

————— 0)4."5 LS.)L,a.d\ &&9——-----—————————————OJ...\.:é

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

S4,000,000.

D) $8,000,000 and an economic profit of $5,000,000.

LY

$5,000,000 = sl Clol gyl

$2,500,000 =5L>=3ﬁa.'| AL

$200,000 = duiasa)! CaJSL!

= TR- (explicit + implicit) = = $3LadY! 7!

$5,000,000- ($2,500,000 + $200,000) = $2,300,000

= TR- explicit cost= $5,000,000- = gwlxall 70yl
$2,500,000 = $2,500,000 )
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When marginal product reaches its maximum,
what can be said of total product?

A) total product must be at its maximum

B) total product starts to decline even if marginal
product is positive

C) total product is increasing if marginal product

is still positive
D) total product levels off

O OSa 13ked <) u> (9adl ] el LI Juas Loie
€ Jlodl U e Uiy

4 J"'LS“"Q‘ Jos L;Lo}})\ @LJ\ Q_gi; ol o (\

(Sl @U‘ QS}‘ B> uol.o:ul’\ L3 dLo:-)” @U‘ \J.u (o
Ur g0

Lrga Jli Y usdl 751 O8'13] oz 501 Wls (z

dlaa-}’\ @LJ\M (o
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Summary outlines

* The difference between Accounting,
and Economic profit

* Production: Meaning, concepts of
product

* The relationship between a firm’s
output and labor employed.

* The relationship between total,
marginal and average productivity
(TP, AP, MP)

* Short run costs

53tV 7y quelomadl sl o 3,81

oxdlang gaor ZUSYI

Andzoiedl Dleally 31 5 oy 483!

(TP, AP, MP) dlaw gially dydoxdlg &Sl duzr Li3Y) g 48D

oyl A (§ Lol
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