TEST YOURSELE:
COST

Pricing is actually a pretty simple and
straight forward thing. Customers will
not pay literally a penny more than the

true value of the product.

Ron Johnson



On what two things is an outp
decision based?




An output decision is ba
capacity to produce (the
function) and on the costs ¢

(the cost functic







Total cost is the sum of tot
and total variable cost at e:
output.

TC=TFC +

total fixed cost - the to
that do not vary as o
nat must be paid eve




What is
average total cost?




Average total cost is total
by the quantity of outpu

AFC + AVC
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What is fixed cost?
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Fixed cost is the dollars yc
being in business, even if
nothing.




What is
average fixed cost?




Average fixed cost is tot
divided by the quantity
produced.







Variable cost is the dollars
to produce at your curre
and above your fixe







Average variable cost is tc
cost divided by the quanti

produced.







Marginal cost is the chan
(or total variable cost) w
unit of output is produced

producing one more unit

MC = ATC
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Chart: Short-Run Cos




What is th
marginal-averag er




The Marginal-Averag

When MC < AC,

When MC > AC, A
If MC = AC, AC is ¢




What is the relationship b
the slopes of the MC curva
MP curve?




The rising portion of th
corresponds to the declini
the MC curve, and vic




Relationship between Production and Cost
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= Why is the MC curve U-

é shaped?

< mp *When marginal product is

increasing, marginal cost falls.

QUANEL9L ko8 *When marginal product falls,
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MC : )
marginal costs increase.
MP and MC are mirror images
of each other.

Quantity of output




What is the relationsh
the minimum and maxi YOINts
of the MP curve and the MC curve?




The maximum point of t
corresponds to the mini
the MC curve




What is the long-run average cos
curve?




The long-run average cost
curve that traces the lowe
unit at which a firm can p

level of output and can
desired plant




Chart: Short- and Long
Average Cost Curve:

Short-run average
total cost curves
- = -~ -



What are
economies of sc:

Economies of Scale

Technical Bulk-buying Fmancial || Organizational
Economies Economies Economies Economues




Economies of scale is a
which the long-run averac
declines as the firm increc







Constant returns to scale i
in which the long-run a
curve does not change

Increases outp




What are

diseconomies of scale?

Their offices started to become crowded.

So, Noah decided to open new offices around the UK.

They had to resort to other, less effective forms of
communication which hindered decision making and
increased expenses.




Diseconomies of scale is ¢
which the long-run averac
rises as the firm increas




Chart: Long-Run Aw
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How did you do?! If you didn’t clo as
as you’'d like, review the margin notes:
presentations and test yourself ag:

Ty



