Costs

Q1 Looking back
Which of the following are NOT determinants of the position of the supply curve?
	Wage costs
	Government taxes

	Number of buyers
	Energy costs

	Changes in the number of suppliers in the market
	Quality of the product

	Productivity in the industry
	Government subsidies

	Income 
	Raw material costs



Q2 Calculation 
A firm has the following costs. Calculate the new total cost per unit produced.
	
	£ per unit produced
	% change
	New £ per unit produced

	Wages
	20.00
	2% rise
	

	Raw materials
	5.50
	5% fall
	

	Rent
	2.35
	No change
	

	Energy
	0.90
	10% rise
	

	Total
	28.75
	
	



Q3 This graph shows the costs of a business making furniture.
Costs
Output
Average Variable Cost
Average Cost
Average Fixed Cost
Marginal Cost










Make two copies of the graph above and amend them to show
(a) An increase in factory rent
(b) An increase in the cost of the wood used in manufacturing the furniture

Q4 Marginal Average and Total Costs
Complete the following tasks:
	Task 1: calculate the TR, Profit, MR and MC

	
	
	
	
	

	 
	 
	P x Q Sold
	 
	TR-TC
	ΔTR/ΔQ
	ΔTC/ΔQ
	
	
	

	Quantity
	Price
	Total Revenue
	Total Cost
	Profit
	Marginal Revenue
	Marginal Cost
	
	
	

	0
	0
	 
	4
	 
	 
	 
	
	
	

	1
	18
	 
	6
	 
	 
	 
	
	
	

	2
	15
	 
	10
	 
	 
	 
	
	
	

	3
	12
	 
	16
	 
	 
	 
	
	
	

	4
	9
	 
	24
	 
	 
	 
	
	
	

	5
	6
	 
	34
	 
	 
	 
	
	
	

	6
	3
	 
	46
	 
	 
	 
	
	
	

	
	
	
	
	
	
	
	
	
	

	Task 2: From your calculations, at what quantity did the firm maximise profit?
	
	

	Task 3: What happened at the quantity level where marginal revenue is greater than marginal cost?
	

	Task 4: What happened at the quantity level where marginal revenue was less than marginal cost?
	

	Task 5: Sketch a graph that shows the relationship between the MR and MC at different levels of output. 




Q5 Law of diminishing Returns
A small hotel wants to employ more staff in order to clean and prepare their six bedrooms more quickly. Explain the effect of the Law of Diminishing Returns on such a firm’s Short Run Average Cost curve.  Use the following ten terms in your explanation:
Specialisation; Division of Labour; Short run; Fixed factors of production; Variable factors of production; Output; Tasks; Average variable costs; Marginal Product; Marginal cost of production
And also the following eight connectives:
As a result; This means that; Assuming that; For instance, Moreover; Although; In summary; Such as

