
CHAPTER 11
-Out Put and Costs
[bookmark: _GoBack]-to study the relationship between firms output decision and its costs, we distinguish between two decisions in time frame
DECISION TIME FRAMES
-short run-
period of time in which the amount of at least one input is fixed and amounts of the other inputs can be varied

-long run-
period of time in which the amounts of all inputs can be varied

total product is the total output produced
marginal product – the increased in the amount of produced by adding one more of the input used (increase in total product divided by the increase in input)
Average product- the average amount produced by each input used 
Diminishing Returns-as more of a variable input is added, the resulting increase in output will eventually decrease

Short Run Costs
Total cost- sum of the costs of all the inputs used
Fixed cost- cost of a fixed input, does not change with output
Variable cost- cost of a variable input, changes with output
Marginal cost-the increase in the total cost by making one more thing

 is a time frame in which the quantity of at least one factor of production is fixed
	-eg: capital, land, entrepreneurship
	-fixed factors = firms plant
	-short run easily reversed

-long run- the quantities of all factors of production can be varied
		-they can change their “plant”
		-sunk cost  -no resale value
Total product
-is the max output that a given quantity of labour can produce

Marginal product
-of labour is the increase in total product that results from a one unit increase in the quantity of labour employed.

Average product
-of labour is equal to total product divided by the quantity of labour employed	

product curves study these relationships

only points on the TP curve are tech efficient

diminishing marginal returns occur when the marginal product of an additional worker is less than than the marginal product of the previous worker

law of diminishing returns stats that

total cost- is the cost of all the factors of production in its uses

-total fixed costs= the cost of the firms fixed factors,eg renting knitting machines

total variable cost is the cost of the firms variable factors
 eg labour 

marginal cost is the increase in total cost that results from a one unit increase in output


average fixed cost is total fixed cost per unit of ouput
average variable cost is total variable cost per unit of output
average total cost is total cost per unit of output

TC = TFC + TVC
ATC = AFC + AVC

Shifts in the costs curve

A shift in firms short runs cost curves depends on: tech and prices of factors of productuin

Tech lowers the cost of production and shifts the curve downward
Prices of factors of prodcuct

Long run cost
the behaviour of long run costs depends on the firms production function, which is the relationship between max output attainable and the quantities of both labour and capital
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CHAPTER 12
-perfect competition
-many firms sell identical products
-there are no restrictions on entry into the market
-established firms have no advantage over new ones
-sellers and buyers are well informed about prices

Price takers
A firm that cannot influence the market price because its production is an insignificant part of the total market

Economic profit and revenue
-firms goal is to maximize economic profit
total cost is the opportunity cost of production which includes normal profit

-firms TOTAL revenue = the price of its ouput multiplied by the number of units of output sold
(price X quantity)
-amount of sales in dollars

Economic Profit
-total revenue minus total costs

Marginal revenue
Is the change in total revenue that results from selling one more thing 
Change in total revenue/change in quantity
Average revenue
-revenue per unit sold
totalrevenue/ output

The firms decision in the competitive markets:
-short run
     -produce or shut down
     -if the decision is to produce what quantity to produce
Long run
-increase or decrease plant size
-remain in an industry or leave it
In perfect competition marginal revenue = the market price

Break even point = Economic profit = ZERO
Profit max = the highest point of Economic profit

-economic loss….. profit maximizing quantity…. Economic profit

Marginal analysis
-If MR>MC the extra revenue from selling one more unit exceeds the extra cost
-the firm should increase ouput to increase profit

If MR<MC
-extra revenue from selling one more unit is less than the extra cost
-the firm should decrease outpu to increase profit

MR=MC economic profit is maximized

In the short run, even when the firm produces the profit maximizing output, it does not necessarily end up making an economic profit
It may: break even, earn profit, earn loss

Demand-
Horizontal demand curve illustrates a perfect elastic demand, so the demand for the firms product is perfectly elastic.
Perfect substitute –Sweater from book store vs purple store

Firms decisions
-Searching for max economic profit:

-how to produce at minimum cost? Answer: operating with the plant that minimizes long run average costs
-what quantity to produce?
-whether to enter or exit a market?
A change in demand
-a permanent decrease in demand changes the long run equilibrium:
in the short run: price falls; quantity supplied decreases: firms incur economic loss
-in the long run: firms exit, price rises to original level; remaining firms earn zero economic profits but fewer firms in industry

Chapter 13
Monopoly exists when…
There are no close substitutes for the good
-barriers to entry exist
-legal barriers, natural(economic barriers)… etc

legal barriers to entry
-competition and entry is restricted by the granting of a public franchise, government licence, patent or copyright

natural barriers to entry
-one firm can supply the entire market at a lower price than two or more firms can

Monopoly price
-single price
-sells each unit of its output for the same price
-price discrimination
-sells different units of its good or service for diferent prices

rent seeking
-the attempt to capture a consumer surplus, a producer surplus, or an economic profit
-occurs when a monopolist attempts to capture some of the consumer surpls for itself
         -buy a monopoly
         -create a monopoly

price discrimination
-selling a good or service at a number of different prices
-most prices discriminators are not monopolists

monopolies are criticized for:
being able to make economic profits, indefinitely
-being both productively and allocatively inefficient
-producing less and charging more
creating an unequal distribution of income and wealth




Monopoly benefits
Economies of scale
-increase in output brings a decrease in average cost

economies of scope
-increase in the range of goods produced decreases average total cost

regulating a natural monopoly
tax
marginal cost pricing
average cost pricing
regulation

Chapter 14

Monopolistic competition
-a large number of firms compete
-each firm produces a differentiated product
-firms compete on product quality, price and marketing
- firms are free to enter and exit

excess capacity
-a firms capacity output is the ouput at which average total cost is a minimum – the output at the bottom of the ushaped atc
-when a firm has excess capacity, it produces a smaller output than which minimizes average total cost

this means consumers pay a price exceeding minimum average total cost

efficiency and product innovation
-is product innovation an efficient activity?
There are two views:
Improved products that bring benefits to the consumer.
-many so called improvements amount to little more than changing the appearance of a product

Monopolistic competition product development and marketing:
-innovation and product development



Marketing
-marketing expenditure
-selling costs and total costs
-selling costs and demand
-efficiency

firms markup is how much it exceeds the marginal cost
-a signal is an action taken by an informed person to send a message to uninformed people.
-brand provides information about quality

-a firm has excess capacity if it produces less than its efficient scale.
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