

Answers: Costs 

Q1 Looking back 
Number of buyers, Income and Quality of the Product are NOT determinants of the position of the supply curve.

Q2
	
	£ per unit produced
	% change
	New £ per unit produced

	Wages
	20.00
	2% rise
	20.40

	Raw materials
	5.50
	5% fall
	5.22

	Rent
	2.35
	No change
	2.35

	Energy
	0.90
	10% rise
	0.99

	Total
	28.75
	
	28.96




Marginal Cost 2

Q3Average Cost 2
Average Cost 2
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(a)								(b)
(a)Fixed cost does not raise marginal or variable cost.
(b) Variable cost raises marginal and variable cost



Q4 Marginal, Average and Total Costs
	
	
	
	Solution
	
	
	

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

	Quantity
	Price
	Total Revenue
	Total Cost
	Profit
	Marginal Revenue
	Marginal Cost

	0
	0
	0
	4
	-4
	0
	0

	1
	18
	18
	6
	12
	18
	2

	2
	15
	30
	10
	20
	12
	4

	3
	12
	36
	16
	20
	6
	6

	4
	9
	36
	24
	12
	0
	8

	5
	6
	30
	34
	-4
	-6
	10

	6
	3
	18
	46
	-28
	-12
	12

	
	
	
	
	
	
	

	· When MR>MC, profit increasing in quantity 
	
	
	

	· When MR<MC, profit decreasing in quantity 
	
	

	· Profit is maximised at an output level where MR=MC
	
	


· Explain that MC must pass through the lowest part of Average cost
Costs
Output
Marginal Cost
Average Cost













Q5 Law of diminishing returns
[bookmark: _GoBack]Answers should explain that, with at least one fixed factor of production in the short run, extra cleaning staff will initially increase returns and thus reduce average costs as division of labour and specialisation will enable increasing returns, but then will start to get in each other’s way and less efficient use of the fixed factors (equipment and space available) so that the marginal product of each additional variable factor will result in lower output per worker and so diminishing returns will set in. 



