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1. Explain in short the classification of market demand. ‘ - The COsts of
2. What is demand ? State the different types of demand. _ . : ProdUCtiOn
3. Explain the concept of individual demand and market demand. 1
4, Clarity the difference beween demand for consumer’s goods and demap di r Costs Of P I‘Odllcti()n
producer’s goods. . i
5. Explain the concept of demand for perishable goods and durable gogds
6. Explain the firm demand and Industry demand.
7. Explain the concept of price elasticity of demand and describe its type, j
8.  State the types of price elasticity of demand. - -
9. Describe the meaning and types of cross elasticity of demand. S i1:C
10. What is meant by income elasticity of demand ? Describe its types. : '
11. Discuss the factors affecting price elasticity of demand. ﬁ
12.  Clarify the concept of price elasticity of demand. Explain its measurement with :
example. ‘
13. Describe the factors affecting income elasticity of demand. r' . e
14. lain i i ici ici i i Production Meani
tEi::?ry Oft::md;ggx:ence between price elasticity, cross elasticity and income elas. | 1 i haracteristics aning  and g ::;?éi :o :t and S?cial cile
15.  Explain the concept of income elasticity of demand. | | 2 Accounting Costs and Economic | 8. Business l::oslt“:g:;n :uﬁr‘f(’:t:st
16. Draw and explain income demand curve on the following situtation : ‘ L o 9. Incremental Cost and Marginal
(i) Unit elastic (ii) Income elastic more than unit, 3. Production Costs Cost
(iii) Income elastic less than unit. 4. Acﬂm Cost and Opportunity 0 ig:gi:‘“'(‘c:"d ")°"9 R e
17. Descri ici i ' : i
- ;g:}:)teo;hi: type of elasticity of Demand and discuss the usefulness of the 5. “Direct Cost and Indirect Cost : 2:?;:\::? Study
18. Discuss the types and factors effecting income elasticity of demand. 2 i
19. Explain the concept of advertising elasticity of demand. 1. Production : Meaning and Characteristics
20. Write a note : ' Introduction : In common words, the production reflects the creation of new

(i) Importance of Cross Elasticity of Demand.
(ii) Importance of Income Elasticity of Demand.
L 222

things but in economics it refers to the activity of exchanges, which ultimately
increase the utility. e.g. When a potter makes articles from the clay, he creates new
things, which is defined as production activity. This process adds the utility in the raw-
material and makes the final consumer product. The change in the place also
| increases the utility. The sand of the river when used for the construction purposes
| increases utility. Thus, any change in the form, location or time of the product, which -
increase the utility is defined as production. .
YiGwever, it is also true that just adding utility to some raw-material is not
production. If it is produced for the ex;tilange purpose, then only it reflects the
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. it represents prodyes:
production. If the activity is for generating income then only it rep Producti,

hange with it.
! : the purpose of exc ; :
The goods must have the scarcity and ]Zl p '+ Batos and Parkinson, “Pro ducy

2. Definition of Pmduction.: Accor into finished products in the fory,
is the organised activity of transforming resources in satisfy the demand for | 0
goods and services, the objective of production s to uch
transformed resources.”

According to J. R. Hicks, “Production isany a
of other peoples’ wants through. exc.hange-_ 4 to the physical goods only but i

The process of production is not limited to 1 decotatait Is
extended to the services. E.g. the activity of doctors, Chaﬂ;m I S » EIC. eay
also be included as production activity. The process of produc 1:’1 ! nompad 11 event,
is a process. The activity is continued till the product reac hes o Ee ultimat,
consumer. The process of production increases the utility at eac s‘tage. -8- When
pot from the clay is prepared it adds the utility and when p?t is tr a_m_sported to the
cities it further adds the utility. Thus, it is defined as production activity, and outpy
in addition of utility.

3. Characteristics of Production :

(1) . Production means not only increase in utility : The concept of productioy
is not complete, only addition to utility is not output but if outl?ut is backed by the
purchasing power it adds utility. If the output is not scarce, 1t does not have ap
exchange value. If the goods which possess, value in use must possess value i
exchange, it is defined as production. The wealth, which possess its value in exchange
is defined as production. Production is wealth creation. When the form of the produc
is changed, it adds utility and becomes valuable in use. If such a thing has a surplys,
it is not defined as creation of wealth. In other words, if there is any change in the
formation of the product that adds utility and possess use value, then it is called
production. The goods must also possess the exchange value following which is |
defined as production. |

(2) Production is not related to the physical goods only : It also relates to
services. The services of teacher, nurses engineers and other non-physical services
also possess the value in use. e.g. The services of nurse possess value in use. It is
scarce and that is how it is also considered as production,

(3) There must be economic object for production : Production must be
associated with an economic objective. When goods format is changed and utility is
added to it, it becomes more useful for the final or ultimate customer. The non- |
economic activity should not be included here. If a teacher-teaches his/her own child |
it is noneconomic activity and thus can't be called production. If the teacher gives

private tuition, his services are considered as production because there is an
economic activity.

ctivity directed to the satisfactig,

hii:-“‘-—""’ Cost of Pl'ﬂdl.lcﬁon

v
(4) Production leads o rise 2

: in welfaye . |,
actiﬁ‘Y that increases Production, whic;n:, l-tiIt IS argued that the legal official

wducqog- g‘?‘z;c;‘:tyob):jpi&.p%kets d ﬂlievesn-:: !i‘le]ley ;Jaises welfare is called
md'ucnoh. activi t} 0ds and thejr counterparts losegb and can't be defined as

activity: Thus, ty of the thief can'; pe consid ut it is not an economic
4. Output is expansion of atiy;

¢ commodity | services and if possess gon

:";: then that is called production » reity,

. The addition to utility is Possible in three ways :

::; cg;:s;u:nﬂ; f;m (®) Change in the place. (C) Change in the time
‘ € Form : When size, sha
. » Shape or col i
it is known as production eg. steel shape is changedoat:doixﬁ:; p;qducns Chrﬁnmged
pricks - shape is changed. Cotton is turne ed into machinery,

% ; d, into textile and th i
utility. This change in the form of in any way is defined as p::dii{?;int. which adds

(B, Change i thu_l?lace : When the goods are transferred from one place to
the other p lace it adds utility. For example : Sand on the bank of a river is used for
construction purpose. The artistic products are marketed al] over country and outside
the.country. The wood in the jungle is less useful than in the town.

i 1:(C) Change in Time : When the product is useful at different or a proper time,
then'it becomes more useful. Formerly ice-cream was used in summer only. Soft-
drinks were also used in summer. Now-a-days it is not the case. However, typical types
of clothes '/ garments are useful in specific time only. Raincoat is not used in winter

but in' monsoon only. The satisfaction is low or zero during off season and it increases
during the peak season.

_ .. In short, change in the form, place and time add utility and the process is
defined as production.

5. Factors of Production : There are four factors of production, which
together produce goods and services.

These factors are : (1) Land (2) Labour (3) Capital (4) Entrepreneur.
2. Accounting Costs and Economic Costs

1. Introduction : In economics, the concepts of accounting cost and
econoinic cost are important. From the management point of view the concept of

- accounting cost is imporiant and from the decision point of view regarding

production, econonic cost concept is important. Imputed cost are not included in
aérﬁ-:;...mg cost of compggy, 0 accounting cost does not reflect the real picture of

€conomic efficiency of th-- ompany.
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s : "The actual outlays Or eXpenses incurygq b

2. Meaning of Accounting Cos ent or records.

: ' i tem
production that shows up a firm's accounting St
R : : :rure incurred by the producer ;

An accounting cost is the actual expenditure incurred oY ™ the

course of business. These expenses also have d written record. s i

'{Accouming cost inc}IJudes all payments to factors of productio ’j’ ;'ke wages, rop,
and materials, which are reported in the firm's ﬁnancral.accauﬂ_fs-ﬂ amI:FISO'F

3. Meaning of Economic Costs : "An economic coSt 1S 1€ COMinatiop .
direct and indirect costs that are incurred by the firm to p roduce cammodmes,."

"Economic cost includes both the explicit, out-of-pocket expenses and the impjy
costs, which are the opportunity costs of resources owned by the firm.” = Samuelslo,,

"Economic cost includes the actual expenses incurred as well "as the incom,
foregone from not using the resources in their next best alte;:nanve use." - Marshg)

4. Explanation of Accounting Costs and Economic Costs : The concep o
accounting cost is different from the concept of economic cost. Expenses which Noteq
in the account books are included in accounting CoSt. Expenses are done by g,
company for productions are not included in accounting cost. It means that acyyy
expense paid by the company are included in accounting cost. ImPuted cost like ysp
of resources of owner for production are not included in accounting book. Imputeq
cost like use of resources of owner for production are not included in accounting cog
In economic cost both imputed and accounting cost are included. E.g. Interest paid oy
capital taken outside for the production process are taken into calculation of
accounting cost. When the owner invested his capital in the business then interest op
his capital is not calculated. So this amount of interest is not shown in accounting cos,
But in economic cost, how much amount of interest owner gets by investing his capitz|
to other place will be calculated and shown in it, In short, in economic coy,
accounting cost and imputed cost both are included.

Accounting cost is a narrow concept. It includes wages salaries, cost of raw

material interest of capital borrowed, light, advertisement, insurance charges and al
types of taxes etc. These costs are also known as explicit costs that an accountant |
records in the firm's books.

Economic cost is a broad concept. From the accountant point of view, the
concept of accounting cost is important. From the economics point of view, the
concept of economic cost is important.

5. Uses of Accounting Costs and Economic Costs :

. (A) Uses of Accounting Cost : (1) It shows the expenditure incurred on
production of the commodity which is considered for pricing strategy. (2) It also helps
in calculating profits of the firm. (3) It helps in decision making process of the firm.

(B)’ 'Uses of Economic Cost : (1) It shows the expenditure incurred on
production of the commodity which is considered for pricing strategy; (2) It also helps
i calculating profits and in decision making of the firm. (3) It helps to ascertain |
opportunity costs which directly impact profitability of the firm.

J nlt‘°4—The Cost of Productign

6. Difference betweep Accounling
Costs a

Economic costs

f\n gconomic cost is the direct and
indirect cost,

L Meaning : An Accounting cog; j the
actual cost incurred,

e —— ————— |
5, Nature + It is direct or explicit cogt

Itis fiirecl as well as indirect cost, i.e.
explicit cost and implicit cost.

Usefyl for managerial decision
making purposes.

/'-_—_—__—__‘*‘———.
3. Importance : Useful for financig|
reporu’ng and tax purposes,

4, Evaluation:

\ 1 Economi =
Accounting cost = Explicit cost Explicitnt:tuj[h-nplicit cost

5, Profit e‘valuauon : Accounting cost Economic cost evaluation helps to
evaluation helps to find accounting find economic profit

profit. Accounting profit =

Economic profit =
Total revenue — Explicit cost ;

Total revenue - Total cost
Where, Total cost =
Explicit cost + Implicit cost

3. Production Costs

1. Introduction : It is essential for a business owner to know the cost of
production. The process of figuring out the cost of production plays a vital role in
puilding and managing a profitable business. When a business owner knows the cost
involved in each step of production, the owner can optimise the processes involved in
production. schedule delivery realistically, and plan other business activities to run the
business much more efficiently.

2. 'What is Production Cost ? : The total price paid for the resources used to
manufacture a product or create a service, such as raw materials, labour, and others,
is called the production cost. The product/service created is to be sold to consumers.
production costs are the total expenses incurred by a business in producing a goods or

e TCTT T

service. _ N
e.g. In the case of mining companies, the royalties owed are also treated as p

of the production cost. Even the tax liabilities belong to this category. |
Accountants from the business management side keep track of the product;lon
processes and the costs involved to price the goods and services properly so that they

can achieve an appropriate margin. .
3. Types of Production Costs : Whi )
i 0Sts.

business and industry, there are four main types of production ¢

e the exact expenses depend on the

TIPS
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[A] Fixed Cost I

. 1. Introduction ; The classification of fixed cost and variable cost in referg,
to only short term. All cost become variable cost in long term. Short term meace
ere firms can not expand its volume. But production can be increase with ¢, -
of established production power. When in the unit of production’s volume canuSE
Increased or decreased in long run. . .

In short, period, plant, machinery, etc. are fixed factors, but ith increp
decrease in Proportion of raw material, labours, electricity, etc. can be effee,
Production, the

' 2. Meaning of Fixed cost : The cost which having no changes with pr Oducy;,
[ncrease, decrease or remain steady in short term, that is fixed cost. The fixeq Cogg

have no relations with the unit of short term.
e With the increase or decrease in production, there is no change in cost is
ed cost. e.g. Generally, in fixed cost the factory or buildings rent, Wages o

Permanent labours, inte ital, li -
: » interest on capital, e fee, insurance, property tax, e
are included, g i i .

X For example : If 10 labourers employed as permanent staff in same factory ang
Y any reason the factory closed for four months even though the wages to be Paid ¢
this labourers, That is fixed cost. Prof, Marshall introduced this cost as supplemen; ;
cost, because the proportion of production is not connected directly with fixeq cost

3. . Schedule and Figure : We can see in the schedule, with the Productj :
commodity of x the following fixed cost is occur. "

—_
Y,
150 +—
.
Prodoctan | e
et o - Total Fixed Cost Curve
(in Unit) (in%) £ l
(- ‘ a b CYd e TF
00 100 E 100 ; : : : ! ¢
1 100 5 :
§ 75+ s :
2 100 § = ¢
3 100 E 504 : i
4 100 E ?
5 100 25 § i
0 f : f f ' —
1 2 3 4 5 .
Production Unit of Commodity x

' pecomes 2€T0 When prodye

4_The Cost of Pmduttion

from the above schedy|

; e
i though the Total Fixey Cost &

Prodyen: 97

" . fr
e 4. Presentation Throy 1 remajp M zero to 1,2,3,4,5 units
. M C
. modity on OX line (horiZOntal Bur e above Onstan,
¢ " asured- According to Schedule ¢y 14 on veryiey “neg(u(;r; e measure units of x
r line) production cost

in the figure. At every o . Uction
e  Total Fi TY point ¢ | Bins %r01,2,3,4,5 units which a. b
an We 8¢ ixed Cost (TFC) oy 2 constan After joining all a, b,
e Which : ' Ining all the points

S parajle} | ;
(B] Vaﬁable Cost 0 the base (OX) line.

1. Meaning: Varigpje cost de

0

th

.1 increase with th : O produyct
which 11 € Productiop and de¢ P w":""" volume, Generally, the cost
i ®N production decre i

o NS clogeq Production decreases and it
. » that i

roduction size, it Changes the cogt iy Shor m::t 'S variable cost. If changes in
unstabl? or prime or direct ggg; This cogy dire; ?' variable cost can be called
roduction. Uy connected with the units of

Example : Generally, i,
Is wages, raw matezal 1 proces of production the fuel cost, tempor
_Jabou e cost, transportatign cost, Sal ' .po -
costs are vaflable cost. When productigp st » Sale taxes, e!ectricﬂy etc.,
at one time if production closeq then this e this cost also increased and

for some time by any reason, neither the

€N Variable cost and fixed cost is only for
e . le in long-run.
: 244 SC. ey and Figure : The Total Variable Cost (TVC) for the production
of x commodity in short run given belgy,
h‘*—.

short term. The all costs becomes variah

Production Total Variable
(in units) Cost (in ¥)
00 00
1 100
2 160
3 210
4 360
5 600

In the above schedule it can be shown that when production is closed then
total variable cost also become zero, but where the production start to increase then
total variable cost increases. At unit 1 it is ? 100, at unit 2 ¥ 160, at unit 3 2 210, at
unit 4 2 360 and at unit 5 % 600, that is total variable cost.
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¥ \
600 -
<) Variable Curve
% 500 - Total
B an |
o
2 300
§
200 b
)
100—‘— a
1 2 3 4 5
Production Unit of Commodity x

. In the figure, we see the points a, b, ¢,d, and e. In the beginning Variable Cost
Increased at diminishing rate and after some stages its increased at increasing ate
In the beginning, cost decreased that means the law of diminishing cost ang afte;
optimum level it seems the law of increased cost, so this condition occur jy our
.8xample: UPp t0 unit 3 at diminishing rate, and from unit 4 at increasing rae the
variable cost increasing.

In the above figure the units of commodity x measured on OX line or horizong
line and the total variable cost measured on OY line or vertical line, According ¢,
schedule, when production is zero, 1, 2,3, 4, 5 units, the total variable cost inCreasing
according to a,b,c,d, and e. Total variable cost curve start from origin and then afte;
in positive slope. Beginning at diminishing rate and after optimum level at increasing
rate, the TVC curve shows. Total Varidble Cost (TVC) curve start from origin becayse
total variable cost is zero at zero production.

[C] Total Cost

1. Meaning of Total Cost : The total cost can be known by addition of total
fixed cost and total variable cost, The proportion of production and total cost have
straight relation. Where the production increase the total cost increasing. In short, sum
of tgital fixed cost and total variable cost is equal to total cost. See it by following
equation : % i

-, TC=TFC + TVC

: %““_04_:"15 Cost of Produ Ction

ﬁw 2. Schedule and Figur _

r e i
1 fixed cost and tota] v, lle dq;
t?talbffie obtained by doin“rana'ble Ostis 'Em(:jng " Produciig of x ¢o i
“can -—-—-'—'—-—Pro Aot %’ﬂ’cn aSthe follgyy, The l'Olal mmod:y. the
4 . cost sched
(Unit) Ol Breg S TVC -
TFC Otal Variapje o 6o
@) Ve otal Cost
00 Xoo & TFC + TvC
! w | a8
2 100 100 ;33
3 100 % 260
4 100 210 310
3 100 - %0 460
\J\ﬂo\_ 700
Y - = |
700 +
600+
€
< 400 +
§
300 :
200 : :
Wl : ;
100 i ;
. i , X
4 10 2 3 4 5
Units of Production

In above figure production units are given on OX horizontal axis and cost is
shown on OY vertical axis. From the figure it can be shown that % 100 is short term
fixed cost. So we can see the total fixed cost curve is parallel to horizontal ax:s

When in the short term the Total Variable Cost (TVC ) increas‘e due ‘m. mcre:ase
in production. So the OP curve see with positive slope f.rum the ?tanmg fiortgmr)ipicrxlmt.
When the production is zero the TVC also zero and this curve is start from origin.

B———
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.- crease with increElse i

100

AO.
otal cost curve shown by : : ;
ve also shown  Sinded, Kndiay .

. eC

tal varlazl 0250, total cOSt CUIVe Start y,.

. and shown with positive slopg
«t time period. Fixed cog i;
.1 production is same as totg
urred in t . ositive slope and at s
variable cost. So both the TVC and TC curve seen Wlthr side from total variable cgle
distance fl‘Ol’I.l the each other. Total cost curve seen uppe St

' is same-

curve. And the distance between both curve 1

Following conclusion aré ma .. 7 100.
(1) 1f production is zero then totil ﬁxe.d COSt;:t is 2 0 (zero).
(2) 1 production 18 2277 Ll van:lbclzz:t {s 7100. It means that becayg,
. . t. -
(3) If production is zero then also to <t AO (100) is s
of total variable cost zero, total fixed cost AQ (109) and to;lal ::t i b(y m)taﬁnee;?,
(4) When production is 0Q;» then we obtained tota: € X & both

total cost CQ, and total variable cost dc. ' rage. At th
(5) At third unit of production we get optimunn Stage:

fQ,. In which TFC is same as gQ, and TVC is same as fg. ;
(6) In this figure, distance between dc and fe are same.

[D] Average Cost

In figure, t
production. So total cost cU
In total cost, total fix
production, total fixed cost is Tl

point put from

A point instead of origin
ust

The second main thing M
not changed. So the changes occ

at time total cost

the firm and to take varioyg
it is necessary t0 consider the average cost. If the
then producer increase the product and ip
oduction. At the level of production where
al firm get equilibrium at normal profit,

1. Introduction : To know the profitability of
decisions regarding production,
average revenue exceed the average cost,
reverse position, producer decrease the pr
average cost and average revenue are equ
Average cost curve is seen in U Shape.

2. Meaning of Average Cost : "When total cost 0
total output, we get average cost.”

Average cost can be known by dividing the t
by total output units of production or average cost can be known by adding average

f production is divided by the

otal of fixed cost and variable cost

t The Cost of produqhn

gl
b ost and into average Variable tom

pation : Average Tota| Cog (Ave)

101

2 Eq Tolal Out ut Cost o

UnitsofOutpm ATC = £y
i

Avel'age Cost = === 220
' Characteristics : ATC ine ;5 m
ing shows decline becayge AVC

i .
[n the graph given here, averag

.l € cost .
: oduction is increased, average ¢, decreases ij)

if pr . 0st increas
ifP 4, Table and Figure of Average (o, . es.

OM Qut after optimum OM,

Units of Total Average ———
Fl.oduction Cost | Total Cost ¥
- (N) (TC) (ATC) 18+ G
1 15 15 16 + g :Ivc.
2 26 13 wiie i
3 30 10 210 cD
4 40 10 g 8+
5 60 12 61
6 90 15 *T
. 126 18 s
In above given figure, on OX axis 1 2 3 4 5 6 7
Units of Production

4nits of production and on QY axis
average cost :'-n'e given. In ﬂ}e'starﬁng stage increasing product law is working and so
average cost1s 715 t:or 1 unit, for 2 units ¥ 13 and for 3 units T 10 respectively. So. upto
A, B, C, the decreasing cost rule is apply and thats why upto third unit average cost
decreases.

At fourth unit it is % 10. Upto C and D unit it applies fixed cost rule and thats why
average cost curve is seen parallel.

After fourth unit, to increase the output, increasing cost rule is applied. So step
by step, average cost would be increasing. In our figure, average cost of fourth unit is
7 10 which is ¥ 12 for fifth unit and 15 for sixth unit and 2 18 for seventh unit. So upto
DEFG, aver.age cost curve seen upper trend (increasing).

R —TTT
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m A to C poing ;
ceorant feature. Fro it
Total Average cost curve possesses differe point, to increase the prodl.l(:ti;ls
n

decrease, from C to D point it was fixed and frOn:.,]iJn U Shape.

it was also increased. So Average cost curve see iable Cost) = ATC (Average 1,
AFC (Average Fixed Cost) + AVC (Average e "

Cost).

102

[I] Average Fixed Cost (AFC)

i e fixed cost by
1. Meaning of Average Fixed Cost (AFC) : BY dividing the f Y unigg of
output, average fixed cost can be obtained. ) emitiand.ave .
There is inverse relationship between proportion :fli):nlzhe average rff’lf;dfme
cost. It means that when the proportion of output increas Cog

en the average fixe
decrease and when the proportion of output decrease th d coy
increase.

The following is the equation to find out AFC.

Equation : AFC = ﬁ',ﬁts_gf%ﬁﬁ{f iod of i

2. Fixed Cost and Average Fixed Cost Ina short !i:lf:lg tecr)xdsu::)e:i as fixe
cost does not change, it is parallel to horizontal baset- w.hﬂ?b ted amon Sorease
gradually. As units of production increase, fixed cost IS dJstr(Ii u gt g gumore an
more units of production and therefore, AFC continues to Gecrease. Tve has,
negative slope.

3.  Schedule and Figure : The concept of fixed cost and average fixed cost
can be explained through this figure.

’—T’/—ﬁ
100 - __,_‘ AFC curve
—_— % i3
Unit of FC (%) | AFC (%) 80 +
Production 70 T
1 100 100 60 +
2 100 50 0
40 % =
3 100 333 -
4 100 25 20
5 100 20 10+
6 100 16.6 e R T Wl VU R
Units of Output

4#.—11‘& Cost of Pl'oduCuo"
o

¢ can be seen here i ¢

Ched
f .i 5100 throughout, It js pafﬂllelutl: ang the figure
r"rm;rlll"-"’slY because as Productiq, inc; ® Daselipg, at in shory term fixed cost
b‘in‘s of output: Tlgerefore, AFC hag ne sased, F jg divig 382 tendency to decrease
, because | alj
Wl ouches 1t DECAUSE it neyer beeorge;“;isk’ aMong more and more

€S ne: .
[II] A\lera ar the base line but

9e Vari
Meaning of Average . Mable Cogt

X ividi € Cost
ed DY dmdn:lg the tota Varig (Avg) , » '
abﬁfl:l’ iﬂ determining output bl cos by the uni:v:;ai?t;agabrlg s
ut”. This concept is
psé p
Average Variable Cost (Av) < Toltjal Variablecos((VC
nit
Suppose, the total variable Cost of 1 SOIDulpUt(N)

Units
i 518 200
T =320
Schedule and Figl.ll'e tAs Product;
. u i
opped it becomes zero. Therefore, thec::::l s
55 pecomes one with a positive slope,

quantity_

Average Variable Cost =

i variable cost also rises and if it
ariable cogt Curve starts from origin

as

. : ate ,
tl’:é“ after optimum level, it begins ¢, in;de“CY 10 decrease in the beginning and

. o €ase. Theref,
the initial stage and af i ore, AVC has a tendency to
crease M 7= er achieving optim e 3 :
deu - Total Average P umlevel, it rises again.
of Variable Variable 1GY.~
output Cost (In %) | Cost (In 7) 15 1

100 10 | _ul
160 8 ':':'13 1
210 7

360 9
600 12

lf 960 16

3. Characteristics : AVC g 7
decreases in the initial phase and | €< 6
then after attaining optimum level, it 5
tends to rise because in the 0
peginning the law of increasing
return and after attaining optimum
level, the law of decreasing return apply here.

AFC curve

&mmhm‘“"‘\
[--]
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4. Actual Cost and Opportunlbl

| cost ;
(a) Actudl €7 derstanding the concep,
crive decision-making and gy

i 0

1. Introduction : In
actual costs and opportunity costs is essentie

. . 1o eyaluating
analysis. Both concepts are crucial in €
production processes.

2. Meaning of Actual Cost:
by a business in the production of g
The sum of all explicit and implicit costs 2
services. This includes direct monetary pa
resources that could have been deployed €

These costs are tangible and measurable
statements. Actual costs include expenses such'as
rent, utilities, depreciation, and other expenses direc
process. These costs are readily identifiable and rep
from the business.

3. Importance of Actual Cost :

(1) Accurate Pricing : By understan
cover all incurred expense$, ensuring profitability-

(2) Profitability Analysis : Actual cost provides 2 t
by accounting for all costs, both explicit and implicit.

the direct expenses incurre .

oods of services- duction of
the pro Boods or

ssociated Wi :
ents and the opportunity Costs of uging

where. i
Ise S il typiCaUY recorded in ﬁ"an(:ial

labour wages: raw material cogyg
tly associated with the productig,

resent the outflow of resourceg

firms can set prices tha

rue measure of profitability

(3) Resource Allocation : It helps firms m
allocation by considering the opportunity costs of their resources.
@ Pinancial Planning : It aids in budgeting and financial planning by givinga
comprehensive picture of all costs involved in production.
(B) Opportunity Cost

1. The Concept of Opportunity Cost : The concept of opportunity cost has
been presented by Austrian economists. This concept is based on two assumptions :
(1) Each factor of production has alternative uses. (2) There is full employment for
each factor.

A.ccording to this concept, when a factor is employed in the process of
Producnon of a particular product, its alternative use has to be given up. Thus, the
mcome-of the factor forgone is the opportunity cost of the factor employed in
production. In short, unborn is the cost of born. In other words, "the best alternative
ofa fact'or forgqne i? the opportunity cost of the factor." Prof. Benham writes, "Every
economic decision is the choice from various options. The production cost of any

ake inf_ormed decisions on resource’

'ﬁﬁtt'o e ot the mo
madity isn netary cost or |

~ (ob?

4 The Cost of PrOduCtiOn

nd letting go t bour of 1
one & 8 80 the other chje, h-f e factors employed in it but it is the
the words of Hendersop, » Which is the opportunity cost of the former.”
’ . 0 ]
m:tiaﬂ in supply of other useful t::':::lz'.[y cost of a commodity means the
fgd. dity.” 0dity due to the production of that

0 3
ccording to Meyers, "The ¢o
* of production of any commodity is equal to the

¢ factors used in product;
‘. f st alternati ction of the commodi i
) the bes ative use of that factoy " ity and its value can be known

le : The co
. ExamP neept of opportup;
juction- Suppose, cotton, tobacco or
Prc:toﬂ is growm it procures the income of 7
) Y 3,000 and if bajri is grown

m . . it bri ;
mct:epreﬂeu[ will use 1t to produce cotton a:dl;nngs the fainve igf X2/000- %18
en orgo the best alternative of growing

o, Thus, the income of 2 3,000
O:tfmifY cost of the land. In the ;:::::nabe Obtaineq by growing tobacco is the
opP ction €an also be known. e.g, If an M y, opportunity cost of other factors of
prodU " college, he will accept the job i -Com. gets 2 8,000 in a bank and if he gets
t g : be called th ptthe job in a bank. The income he would have earned
i college can be called the opportunity cost of his work in the bank.

In short, the cor}cept of opportunity cost is not calculated directly with money
put through other things and services : (1) If all economic decisions are taken
ati onally and (2) If all the factors of production are perfectly efficient and dynamic, in
the jong-Tun monetary cost and opportunity cost become equal. Suppose if a person

o M.Com. degree gets X 12,000 in abank and ? 10000 ina mill, he will o work in a
pank. 10,000 can be called the opportunity cost but this difference arises for a short
rerm only. I the long-term, the supply of workers will increase in bank and supply of
workers will be scarce in mills. As a result, there will be reduction of wages in banks
and increase in wages in mills. Ultimately, there will be tendency of equal monetary
cost and opportunity cost

Limitations of the Concept of Opportunity Cost :

(1) Useless for the factor with onc use only : This concept does not apply to
the factors of production with single use. ¢.g. machine for ice. It is difficult to know the
opportunity cost of such a thing.

(2) Unrealistic assumption of perfect employment : This concept depends on

s perfect employment in the market. In reality, there is
If when unemployed factor is employed, no alternative
it is a great problem here what opportunity cost

- tY cost is found in all the stages of
;n can be grown on a piece of land. If
000. If tobacco is grown, it obtains the

the assumption that there i
pever perfect employment.
incom? is to be dropped. Therefore,
must be calculated.

T
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tion : This concept is baseq

s of production. 11.1 fact, dye o
is impossible.

perfect competi
mism of factor

 perfect dynamism
ns, p \When the owner of factors employs a

tunity cost but also the Working

(3) Unrealist assumption of
perfect competition and perfect dyna
social, regional and technological reaso

(4) Indifference towards other factors :
factor of production, he considers not only oppor
condition, stability of employment etc.

3. Importance of the Concept of OP

. ; f the things. The prices o
' . i ining relative values 0 :
opportunity cost is useful in determining gt i

goods are determined on the basis of alternative ers, producers and j,
The concept of opportunity cost is useful t0 Consumthe,factor of productj :
government. It is useful to the producer in detemlmg wher; B i farmerd 10n
must be employed. e.g. It is useful in taking the demswntw i decide on the bas?;l ldf
sow cotton in a pi land. The government ¢ ' o
or tobacco in a piece of g agriculture or industrics,

this concept whether it should use its limited budget on .
To explain the modern concept of rent, thehconcept of opportunity cost hag

been used. The concept of hedging income is based on this c'oncept. 'Amencan
economists have used this concept extensively to explain economic s ey
4. Difference between Actual Costs and Opportunity Costs :
(1) Nature : Actual costs are explicit and measurable expenses mcurrecli by the
business in the production process. Opportunity costs, on the other hand, are implicit

and represent the value of the forgone alternative. _
(2) Calculation : Actual costs are calculated by summing up the expenses

incurred for labour, raw materials, utilities, and other direct costs. They are recordeq
in financial statements and are readily quantifiable. On the other hand, opportunity
costs are more subjective and require considering the foregone benefits of the next
best alternative.

5. Managerial Decision-Making : Understanding actual costs and
opportunity costs is crucial for managerial decision-making: '

(1) Cost Analysis : Managers need to evaluate both actual costs and
opportunity costs to gain a comprehensive understanding of the true cost of
production. Analyzing actual costs helps in monitoring and controlling expenses,
identifying areas for cost reduction, and improving efficiency. Incorporating
opportunity costs allows managers to make better decisions by considering the trade-
offs.and alternative uses of resources, o

(2) Pricing Decisions : Considering opportunity costs is vital in pricing
decisions. Managers need to assess the opportunity cost of resources used in
production to determine a suitable price that covers both actual costs and forgone
opportunities. Neglecting opportunity costs may result in underpricing and missed

profit opportunities.

portunity Cost : The concep of

~op0 o
opP siated with different ygeg > eS0urceg
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N Priorir:
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Estment ,, tiong ?L?:,acmc‘a] role in investment
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(4 :
13 ital jnvested. Thls helps in selectir r¢ them tg meiers need' 1o assess the
a{’P o5t value relative to the forgone g € investmeny l:iPOrtumty costs of the
hlﬂh 6. Conclusion : Actyg) o €Mativeg, Ption that provides the

i3] economics, A OPportyp;
"ger‘lzl n process whci;:al s TeDresen :“y co.sss e important concepts in
.oductl » : oppD[tumt explicit expenses incurr d in th
pro™  ive. Understand Y costs ref ed in the
altemanve. g both conggr - CHeCt the value of the forgone
" . ns, resource allocation is essentia] f, =i GEA0
ecision> T Cost analysis, pricing

» and invEst

e 1 ment e .

3 d opportu;x.lt];) i?.Osts. Managers o makevzl;ann. Byconsiden'ng actual costs
profitabiity: and resource yjjpgy,,, e decisions that enhance

5l

ing; Both (YPES Of oSS provideingghy g Y5 and_decision-
and help detenn{Ile the true cost of Production e g s

2. Meaning of Direct Cogt : Direct '
expenses that can be directly attributeq ¢,

Direct costs are expenses that can e
suchasa product, project, department, or
m‘easurable.

“Direct costs as those which vary with the level of output.” - Marshall

"Dil'etft costs as those that can be directly attributed 1o the ,r_';raduction of a specific
good or service, such as raw materials, labor, and energy.” - Pigou

These costs vary in direct proportion to the level of production or the quantity
of output. Direct costs can be easily traced and assigned to a specific product, process,
or activity. Examples of direct costs include the cost of raw materials, direct labor
wages, and other expenses specifically associated with the production process. These
costs are directly and clearly linked to the production activity.

3. Meaning of Indirect Cost : Indirect costs, also known as overhead costs or
fixed ccets, are expenses that cannot be directly attributed to a specific product or

acuvity.

costs, also known as cost of goods sold, are
Ll.le Production of goods or services.

(h're.ctly attributed to a specific cost object,
ctvity. These costs are easily traceable and

_;__-—
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“Indirect costs as those which do not

“Indirect costs as costs that are not &u’
service but are necessary for the overall productio
administrative salaries, etc.” — Pigou

Indirect costs are expenses that ¢
object. These costs are incurred for the bene
allocated using some method of distribution.

These costs do not vary with the level of produc
in the short run. Indirect costs are incurred t0 Support'e
business rather than the production of specific goodsors alaries of managemen;
costs include rent, utilities, administrative exp.enses.ozts are ieceasary for thy
personnel, and depreciation of fixed assets. I.nduec.t ; .dual production units,
business to function, but they are not directly tied to in ivic -Costs-: The ma

4. Differences between Direct Costs and Indirec rized as follow: -m
differences between direct costs and indirect costs can be sum(lil‘l :ssigned to spez.it‘

(1) ‘Traceability : Direct costs can be easily traced a;: d, cannot be direct;c
products, processes, or activities. Indirect costs, 0n 1_he other '3 'methods frigad Yy
allocated to specific units of production and require allocation o

predetermined criteria or cost drivers. : ;

(2) Variability : Direct costs vary with the level 9f produ;uonec;ritrl:e g:;ﬁgtty of
output. They increase or decrease in direct proportion tochang r: ardl 0
Indirect costs, however, remain relatively constant in the short run, regarciess of
changes in production levels. .

e 3 Xssignabilily : Direct costs are directly assigne'd to the pmducatﬂo r‘actwny.
allowing for accurate cost allocation and tracking. Indlref:t costs are ocated to
different cost centers or departments based on predetenfnned allocr«:ltlon methods,
which may intréduce some level of estimation and allocauon-lfncertamty. :

(4) Impact on Decision-making : Direct costs are cnt_xcal for r‘nakmg short-
term production decisions, as they provide immediate cost mfom‘l.atll‘:vn related Eo
specific units of production. Indirect costs, on the other hand, play a significant role in
long-term planning and decision-making, as they contribute to the overall cost
structure and profitability of the business. ;

5. Significance in Managerial Economics : Understanding direct costs and
indirect costs is crucial for managerial decision-making in several aspects:

(1) Cost Analysis : Managers need to consider both direct costs and indirect
costs to conduct comprehensive cost analysis. This helps in accurately determining
the total cost of production and evaluating the profitability of specific products,
processes, or activities. =

. traced to 2 specific Cost
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annfflattOf ultiple cost objects and are ofte),
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st Secisioiis €S of gogyg ‘e overall operation of the

__;pricil‘lg emd_ » COSt contro), 5 'S essential for accurate cost analysis

- - ln e . = . i

-~ costs and indir c:jcosts, Tanagers can maye inf alysis. By considering both direct

~_st-efficiency and profitability of their operay; ormed decisions and optimize the
=~ ons.

6. Private Cost and

ning appropriate
iy goods or services.

Ong-term sustainability
: ring and controlling
Osts require careful
fall cost structure of the

=

society- - ;

2. Definition of Private Cost : The

firm pays in.order to buy or produce

E "é, $§?ﬂ ﬁcthal;: Etfl" d anything else that the person of firm pays for. The
rival _ account any negati

gf P icdon. _ Y negative effects or harm caused as a result

Private costs are those which are actually incurred or provided for by an
individual or a firm on the purchase of goods and services from the market. For a firm,
“all the actual costs both explicit and implicit are private costs. Private costs are
internalized costs that are incorporated in the firm's total cost of production.
~3. Definition of Social Cost : Social cost is the total cost to society. It includes
private costs plus any external costs. Social costs are the sum of private costs borne by
the economic actor and the external costs imposed on others by an activity. External
costs are costs that are imposed on others that are not compensated for.
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nerated by & fir
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r by the ﬁll::nind udes use of resource freB]Y
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vate costs and of the lattg,

Thus, the total cost g€
categories: : led fo
(i) Those paid out of PrOV/R S fiems-
(i) Those not paid or borné the process of proc@
available plus thg disutility created in are known a8 pr
The costs of the former categor:] o
category are known as external or socl v Ol Refinery
4. The example of Social Co.st : Ml'lls and factories
the Yamuna river causes water pollution; Mi
pollution by emitting smoke. ;
Similarly, plying cars, buses, truc :l'h
Such pollutions cause tremendous health -
society as a whole. Such costs are termefl exte
and social rost from society's point of we:\'v. e
The relevance of the social costs lies In .
. d in working ou
firm's working on the society as a whole an
gains.

discharging its wastage ;
located in a city cauge air

cause both air and noise Pollutioy,
Etc;rds which involve health COSt to the
- al costs from the firm's point of vie,,

derstanding the overall impact (¢
t the social cost of priyag,

> Social costs include : g lled to pay a price. i
() The cost of resources for which the firm 1S n,ot cc.)ll;np Zervicesplilfe rI())a di',;'e"
atmosphere, rivers, lakes, and also for the use of public utility ys,
drainage system, etc., and ' i .
(b) The cost in the form of 'disutility’ created through air, water and nojge
pollutions, etc. The costs of category. ‘ =
~ The private and public expenditure, however, serve only]é‘ls ;.n ltr;]c'hcator of
'public disutility', they do not give the exact measure of the public disutility or the
social costs.
5. Difference between Private Cost and Social Cost :

- Private Cost Social Cost

1.| Private cost only includes the cost _
incurred by a firm or an individual,

2.| Private cost has nothing to do with
society.

—

Social cost includes private costs as
well as the other external costs.

Social cost is all about society's loss
or benefit.

Exarmnple : Social costs of the airport
are the private costs as well as noise
and air pollution, risk of an accident,
loss of landscape.,

-| Exarnple : Private costs of an airport
are-

-| Cost of constructing the airport and
wages of the workers.

The Cost of P"’ductlon

;35 . IIlu-oduo::tio.n :In econnmics Hlplicnt Costs
% ; nt point of view. E, ) % the Classif;
giffer” st real cost and opporr. " Varia

T blecmmn of production cost is done
i ! * Marginal cost, average cost.
né into tWO parts : (j) ¢ lics .

i the product cost can further
ith opportuni TS
d rln.3(:“3‘31 V?;Lon?u'r;t thesetyczztSL Cost. These classification is
= por € ; ; c
- 3 ortunity costis the vy,
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PLs are s
Of the e, Ot liMited to

: onetary payment only.

ity ©0St INVOIVes a mopey aymen . _5°N€ alternative. In some cases the
ﬁyir Ompensatwl} TMONELAry or othepy: nt_‘“' CoMpensation. In other cases there
’%%Wf ity cost. (1) Opportunj Is distinction

_prtut! NIty explicit o 2 gives rise to two types of
fggg; 2. Explicit COSt. : An.exl)li;f c:::sttci:s‘ E;ld (i) Opportunity implicit cost.

5 : of running a_buslness, In othey Wtz :h elrect Payment made to others in the

0% or producing goods o » e cost of pa

' i involved in
Services ying for factors invo _
cers. Expenses that are Contractyg) inWhere the factors come from outside

e . .. Nature and d finite i nt
1‘0.‘,‘, ages or utility bills, lici ) €linite in amount e.g. rent,
salaﬂes' v .g Hepliit costs are €asily recognizable for classification

expenses fﬂcun'ed by a
rm for the purchase of
Is, rent, ang utili Y @ firm & P

pfﬁf - wpxplicit costs similarly, ‘-’mphasizing ties.” - Marshall

them :
- quire resources for production” _ pq Smi u‘l’"’"a’l’ outlays made by a business
0 a4 m

while the person making payment foregoes
atisfaction that could have been purch person making paym g
s

. ased with the money.
In short, a busmess_ €Xpenses that is easily identified and accounted for. Explicit
costs represent clear, obvious cash flows from a business that reduce its bottom line
pIoﬁtability.

3. Implicit Cost: Implicit costs are those costs which are not actually incurred
and therefore also not 'reco-rded in the books of accounts. It is closely rela_ted to
opportunity cost which implies that if a person chose a alternative he is foregoing the
penefit he may he received by choosing the other alternative. In case of company
implicit cost is the cost of capital which the owner may have earned if he or she had
invested somewhere else or salary he could have received if he or she had worke_d
elsewhere instead of working in the company. Implicit cost are also called economic
costs, and there is no outlay of any cash from the company in case of i:pphcxt costs.

“Implici. costs as the opportunity costs of utilizing resources in a specific
economic activity rather than in their next best alternative use." — Milton Friedman
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“Implicit costs as the forgone enefits
resources.”" — Samuelson
The costs associated with
which represent the actual costs of
recorded but instead implied. For exat :
ense 1
travel, The explicit costs would include trlavel exp relate to the trade-offs, namely th(l
costs related to entertainment. The implicit CO“}? vacation was not taken. ¢
wages that the employee could have earned if the imputed cost, implied cogy
In economic an implicit cost also called an imp .

st give up in order ¢
notional cost is the opportunity cost equal to what a firm 5 e
factors which is neihter purchase nor hire.
Implicit cost, according to economists,
alternative action, without making the a
represcnted by a lost chance, say in the use of & © dly accounted for e.g. one py,
excluding cash. The costs are intangible as they are hardly cash. The individug .-
decide to go to the movies instead of work and earn eftn} et ' il
incur explicit costs by buying say a soda and the movie's tllcd h.ave exiiied SR
The implicit costs in this case will be what he-wou wner who ‘e o
foregone the movie and work. Another illustration is a business 0 i xem.sa
much pressure in the maintenance of the company, instead of working eXpanding
the actual business. ; ;
= Implicit costs and economic profits : lmglicn COStSi according t,
macroeconomics, are a component of an economic pro-it. The tota reven;xe‘s, lesy
implicit and explicit costs equal economic profit. Note that acgounu;ng profit is ag
result of total revenues less explicit costs, but because economic prot it €ncompasses
opportunity costs, it will either be equal or less than acx-:o.untmg‘ profit. Explicit Costs,
added to implicit costs equals total costs, Note that implicit cost is a component of the
total cost and not equal to it. . ; b et ot :

For instance, from a company or firm's point of view, an 1mpl§c1t COSE I8 an
opportunity cost of using its own resources. The implicit cost therefore is the amoun
of revenue which its own resources could generate in their best alter'na‘twe use. The
best alternative use characteristically signifies the opportunity cost. This is why, unlike
an explicit cost which is not part of an economic cost, an implicit cost measures the
revenue that can be generated, less the potential gain.

When calculating or measuring an implicit cost, in this case the opportunity
cost, one looks at the best possible, but forgone opportunity or decision to create extra
revenue. For instance, factory A has a total number of 30 employees and produces
bicycles annually, which create total revenue of say  1,50,000. The same factory could
have the same number of employees produce textiles, which could create total
revenue of ¥ 4,00,000. Still on point, factory A could still use the same worktorce and
materials to produce plastic toys, which could create total revenue of ¥ 1,00,000.
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mﬁ total implicit costs of factory A will be equal to ¥ 2,00,000. Because the
pest alternative option of the factory would have produced 2 4,00,000, therefore less

113

50,000,

Note that when calculating implicit costs, one ignores the less profitable
tions available, such as the option of factory A to produce toys, which would
seneratc ¥50,000 lower than its normal revenue.
= I8 Investment an implicit Cost ; According to the definition of implicit cost
which means a cost standing in for a lost opportunity by using company's resources,
excluding money, investment as an implicit cost is still debatable among pundits in the
economic world. But rationally, according to opportunity cost, investments can be an
example of implicit costs. This is because it is a firm or company investing its own
money is something that could have been invested in something else. In other words,
it is an opportunity cost incurred by a firm using their own money.

Implicit costs are the opportunity costs of resources the firm's owner makes
available for production with no direct cash outlays.

Examples include the value of an entrepreneur's labour and the interest that
could be earned were the owner's assets (including the values of stock in corporations)
not tied up in the business, in entering the software business and creating. Windows,
and subsequently Microsoft, Bill Gates dropped out of college and made a conscious

“decision to surrender what wages he could have made as a college graduate if his
endeavor failed. Though it paid off for him, similar decisions are made on a daily basis
by people all over the world and it doesn't always end favorably for everyone. Firms
must all bear both implicit and explicit costs into consideration to make rational
pusiness decisions.
4. Difference between Explicit cost and Implicit cost :
(1) Explicit cost is contractual and direct payment in money terms. In implicit
cost, contractual direct payment in money terms is not done.
(2) Explicit cost is posted in accounting books where as implicit cost is not
posted in accounting books. .

(3) Explicit costs include the exchange of money for a good or service. The
implicit cost refers to the tangible costs for which no money is exchangt?d.

(4) The cost of paying for factors involved in buying or producing gf)(.:ds or
services where the factors come from outside producer. The opposite, 'u'nphm cost
represents payments for factors which a firm actually produces or owns itself. :

(5) Explicit cost is the monetary payment mode by a firm for use of an input
owned or controlled by others on other hand, implicit cost represent the value of
foregone opportunities but do not involve an a.ctual cash payment. | .

(6) Explicit cost is the cost that is solidly reported based on num ers aglm

statistics Implicit cost is considered as the 'cost that has_s occurred on an enterprise
not initially reflected and reportedas a direct expenditure.

the T
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8. Business Cost and Full Cost

1. Business costs : Business costs include all' th.e expenditures incurre i
carty out a business. The concept of business cost is similar to tpe explicit Costs,

Business costs, also known as explicit cosfs, are the dlrec.t, Our'Gf‘Pﬂcke
expenses that firms incur in the process of producing goods or services. Theg, COS[;
involve actual financial transactions and include:

(1) Wages and Salaries : Payments to employees.

(2) Rent : Payments for using property or equipment.

(3) Materials and Supplies : Costs of raw materials and supplies yge din
production. -

(4) Utilities : Payments for electricity, water, and other utilities.

(5) Interest on Loans : Payments made to lenders for borrowed funds,

(6) Taxes : Payments to the government.

These costs are recorded in the firm's financial statements and are y
calculate the firm's profit by subtracting them from total revenue,

2. Full costs : The full costs include business costs, opportunity costs, anqg
normal profit. Full costs of an organisation include cost of materials, labour ang both
variable and fixed manufacturing overheads that are required to produce 5
commodity. :

Full cost, or economic cost, includes both explicit costs and implicit costs,
Implicit costs represent the opportunity costs of using resources that the firm already
owns. These costs are not directly paid out in money but reflect the potential e
from the next best alternative use of those resources. Full cost includes:

(1) Explicit Costs : All the direct, out-of-pocket expenses listed above.

(2) Implicit Costs : The opportunity costs of using the firm's own resources,
such as:

(3) Owner's Time and Effort : The salary the owner could have earned working
elsewhere.

(4) Capital : The return the firm could have earned by investing its capital
elsewhere.

(5) Land and Buildings : The rental income foregone by using the land or
buildings for the current business instead of renting them out.

3. Difference between business cost and full cost :

L Rusiness Cost (Explicit Cost) Full Cost (Economic Cost)

1. Involves actual cash outflows, - 1. Includes both cash outflows and
opportunity costs

2. Not always directly recorded in
financial statements,

3. More comprehensive measure of
total cost.

ed ¢

arnings

E‘J

Directly recorded in financial
statements.

3. Easier to measure and quantify.

This comprehensive view e
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4. Importance in Dec:
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full COStS iS crucial for firy,e w;l:: Making
m

. BF Uflderstandin

st g both business costs and
Cisions abgy

Y-to t production, pricing, and
vide ~day financial management and

pvestment. While businegg cost
roﬁtablllty analysis, fy] costs

esource usage, aiding in |, 4 broader .
1eso > ng-te p Perspective on the i
e.g- a firm consideriy anning, true cost of

implici Toject g
put also the inuplicit cogts ¢ determipe ¢ hould evaluate oy only the explicit costs

Tue econ . e P
‘ nsures that Omic profitability of the project.
- . . e
firm MAxIMIZes its economie profit, whic}sl(?urces are allocated efficiently and that the
{otal economic cost, ' the difference between total revenue and
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Incrementg Cost and Marginal Cost

[A] Increme

. ntal Cost
1 Meam'ng of Incrementy) Cost: Inc
hat arises from Increasing the leve] of prod
which might be more than ope yp;

femental cost is the additional total cost
nit, Thi uction or activity by a certain amount,
of changes in costs over a ranoe Of.pml; concept is broader and includes the analysis
Nl uctio by
2. Characteristics of 0 levels or activities.

e e incremental cog - i i
characteristics of incrementa] - ¢ Following are the important

(13) dﬁgg;ﬁ“;?‘ Cost Focus ; Incremental cost measures the change in total cost
when pr e mFreased by one unit, 1¢ only considers the variable costs that
ﬂuctlfate with production levels, such ag materials and labor, not fixed costs which
remain constant regardless of production Jeyels,

(2) Short-Term Analysis : Incrementa) cost is particularly useful for short-term

decisions sincelit‘ evaluates the cost of immediate changes in production levels.
(3) Decision-Making Tool : Businesse

. $ use incremental cost to decide whether
to increase production.

If the incremental cost of producing one more unit is less than
the revenue generated from selling that unit, it makes sense to increase production.

(4) Price-Setting : Understanding incremental costs helps businesses set
prices. By knowing how costs increase with each additional unit, businesses can ensure
prices are set high enough to cover these costs and achieve profitability.

(5) Cost Control : Monitoring incremental costs helps identify inefficiencies. If
incremental costs rise unexpectedly, it may indicate problems in production processes
or cost management that need addressing.

(6) Economies of Scale : Incremental cost often decreases as production
increases due to economies of scale. When businesses produce more, they can spread
fixed costs over more units and may benefit from bulk purcha;ing of x'natenals. .

(7) Dynamic Nature : Incremental costs can change with varying product}on
levels. For example, producing the first few units may be_costly, but_as plroduct{on
scales up, the cost per additional unit may decrease, reflecting the business's growing

efficiency.
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(8) Non-Linear Behaviour : Incremental costs e?re nozzl:fz?ﬂc?nrf;:ln;; eTh?y
can increase if production reaches capacity limits, requiring additl Mtin
new equipment or facilities. ‘ , : -
eqa. : Managerial Decision : It plays a key role in various managedal decklons,
such as: .

(1) Decision-Making for Projects : Incremental cost 1s used to evaluat(? the
financial impact of business decisions, such as launching anev pl':.d_UCt;le:_lterlng a
new market, or expanding operations. This includes considering additional fixed ang
variable costs over a relevant range of output. h b

(2) Cost-Benefit Analysis : In scenarios where a firm must choose e't\.fveen
different projects or strategies, incremental cost helps compare the total additiona]
costs against the expected additional benefits (revenues).

(3) Short-Term vs Long-Term Decisions : Incremental cost can be used for
both short-term operational decisions and long-term strategic planning. For instance,
deciding whether to run an extra production shift might mvolve.: incremental cosy
analysis in the short term, while planning to build a new factory involves long-term
incremental cost considerations. )

(4) Budgeting and Financial Planning : Managers use incremental cost
analysis for budgeting purposes, helping to forecast the financial implications of
changes in production levels or business activities.

[B] Marginal cost
1. Meaning of Marginal Cost : Marginal cost means addition to the total cost
caused by producing one more unit of output.

2, Marginal Cost : The change in the production cost due to change in the

output is called marginal cost. This is also defined as an addition to the cost.
Schedule & Graph :
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> 'Xed cost, The cog which increases or
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cost (MC) &inal variat)e co!
_ Suppose the cost of 1 Unit js 71
cost (€ 4) 1 the cost of progy g, f11 u0 i

- (2) Marginal cost cay 1, N3l variable
' Cregsing or g :

st depends upon the returng Or decreasing : The change in th :

coe additional cost shoys dec]'t(') Scale. If increqsip ge in the marginal

ining tr, i _SI_Elgms tp scale are there, then
;dditional cost would be rising, i diminishing seturns are there then the
. The marginal cost stargs ;-

; : B after optimy
retufns' V‘Jl'hetr;l output rises gt the faster rate than r:;;: e;) ithe
declines: 1l H1€ TEVEISe case ywhep output riseg g¢ }? e
producm)miv}he I'n%:'lgmal Cost shows rising trend EW R

(3 arginal cost ' ;
roduction due toemadditi(c::xl;:ut be 220 or Negative : The change in the cost of
it is produced it definitely i s P IS Marginal cost, It is true that when additional
unit iive P o ty Involves additional cost, So the marginal cost cannot be
zer.(: ey S Hateal bt tan remain constant but in order to produce additional
ug‘lﬁ’tion S the'vasi(:[;:lty eLC. is required which can be available only by the

a 2 cost is dj : it

(4) Nature: n the normg] o directly anq Positively related to the output.

ble cost. The marginal cost
Stcan be called as marginal
. This

+ This inclydes fixed cost (2 6) and variable
en thg marginal cost is ¥ 5 which
€ost is defined as marginal cost.

advantages ofincreasing
uction the marginal cost
er rate than the cost of

€ constant returng A "
4. Managerial Decis C and MC are parallel to OX axis.

such as:

(1) - Optimal Pmd_uction Level : Firms use marginal cost to determine the
optimal level of production. Prody,

y T n. ction continues as long as the marginal cost of
producing an additional unit is less than the marginal revenue gained from selling that
unit.. | iy’

+(2). Pricing Strategies : Undefstand
prices. The firm will aim to
yields profit.

+(3) Profit Maximization : A firm maximizes its profit when marginal cost equals
inarginal revenue. This condition helps in determining the best output level.
(4) Resourc~ Allocaiion; Marginal cost analysis helps in the efficient allocation

of resourses by vomparing the cost of additional resource usage to the benefit derived
from ic.

_ ing marginal costs helps firms in setting
price products in a way that covers the marginal cost and
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tal cost and Marginal cost : O~ agent determines the ra¢;
5. Difference betlween Incremen e cost of . b o makes cha *Tatlo of cash reserve o " 1
(1) Scope : Marginal cost typically focuses on Producip also ma NBes in the scale of 5 yyn: n the basis of experi
. ope : Mé B _ o an refer to the cost of increasing prod N determine the appropri OL'a unit a5 3] costs j ence, the entrepreneur
additional unit, while incrementz! cost ol Oductj, curve is more shall Priate volume of the fipp, Th l? the long run are variable and
by multiple units or undertaking an entige new projevs 2 OW than the short  _nerelore, the long run avera t
@) Application : Marginal cost s often used in operational decisions rejyy | - PETTITEE 1BbOUTers are fixeg fo 5 gy cI2E Ot CUrve, .5, wages paid (o
ental cost is more frequently app;e commodity decreases, and if (n: ort period b

ut if the demand of a particular

. i 0
. - increm i
optimal output and pricing, whereas d iy se seems to b
€ permanent to entrepreneur,

strategic decision-making and evaluating the financial impact of significant Change, s the employer may termingte the servic

- investments. cases, other fixed costs may a1so tum it::S o the permanent labourer also. In such
6. Conclusion : Both marginal cost an.d ix}cremental cqs! are essengjg " s SUPPOSE,.the demand ofaproducto "a:able costs,
managerial economics, aiding managers in making informed decisions that balape, his ;lz:\rg.et and if this increase seems to 1);0 uced by the entrepreneur is more than
costs and revenues to achieve profitability and ell‘ﬁCIGHCY- While marginal cost Provige, sophisticated machinery and reduce averg € permanent to him, he may use more
insights into the cost of individual unit changes, mcrement_al cost offe'rs abroader vie long run average cost curve, From f to Y, igtedcost. In the figure given here, LAC is
of the financial implications of larger changes in production or business activitjes, constant. At last in the thirq stage from H o écli't:c':il:lec::.e ;181;:: from Y to H, it remains
i0. Short Run and Long Run Cost Function (Curves) " Causes : (A) In the first stage from
) o F to Y as indivisible factors of production r Y Short-term Average Cost Curve
1. Meaning of Cost Function : The concept of a cost ﬁmcpon is centra] |, are used, increasing return takes place ' SAC,
économics and man4gerial decision-making. It represents the relationship betwegy and LAC reduces as there is increasin SAC, sac BAGy
the cost of production and the level of output producgd. . return, g SAC
- A cost function expresses the total cost of production as @ function of the quantiy, (B) In second stage, duc to |«
af output prodiced. changes in plant optimum production | J G
2. Characteristics of Cost Functions : e takes place. Due to optimum level of v
(1) Shape : The shape of the cost function can provide m_mghts into the output both marginal production and ost ;0 I
A production process. A typical cost function may initially shm:v decreasing costs due , average production become maximum, decreases  output cost
economies of scale and then increasing costs as diseconomies of scale set in, As a result, from Y to H, LAC becomes ml:;m rles
(2) Economies of Scale : When increasing the production level leads to lower constant and minimum. In this phase, as aiss
average costs, the firm is experiencing economies of scale. ' the economies of scale are maximum, | —q > X
(3) Diseconomies of Scale : When increasing production leads to higher average LAC becomes constant. Output
costs, typically due to inefficiencies, the firm is experiencing diseconomies of scale, (C) In the third stage, as various plants are changed, the firm becomes ve
(4) Break-Even Analysis : The cost function helps in determining the break. large. Now diseconomies of scale start, The condition of gnm'lrushmg return starts g
even point, where total revenues equal total costs, indicating no profit or loss, a result, LAC cost increases.[ y 4 -
3. hnportance in Managerial Economics : SAC, SAC,

(1) Pricing and Output Decisions : Understanding the cost function helps

SAC
managers in sétting prices and determining the optimal level of output. \K« 1 P>’ F T>/ }
(2) Profit Maximization : By analyzing the cost function, firms can identify the H >§\}< L LAC
output level where the difference between total revenue and total cost is maximized, ]

(3) Cost Control : Monitoring cost functions allows firms to manage and control
costs, identify inefficiencies, and make informed decisions on cost-saving measures.

(4) Investment Decisions : The cost function can guide decisions about scaling
up production, investing in new technology, or entering new markets by evaluating
how these decisions impact costs.

4, Short Run and Long Run Cost Curves : ;

According to Prof. Benham, the classification of cost into fixed and variable is 0 S R N Q Z
valid for short period only. In the long run, all costs became variable. As the bank

= |
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120 mentioned and
d figure: 01 %)fBOil:l(I:iCate average cost at different ]‘-'VSIY
the plant with less cog, :

In the above mention€® =s AC-2
cost has been mentioned. C-1, oM e will cl Th;
. . : t n[[epl'eﬂe“ IS
of production. The intelligen ‘cn o entrepreneu
| ctiomn, Y ‘
what produ 2 0 indi

figure shows at : fio0se
(1) At OS, which DT, o hehcelgrst plant. Why will he not choose the secong

At that 'producrion, he will choose t the AC of second plant. It SH < SK. @)

ot plant in [ess than . ot At

gll.a?\:lfi?}r‘;??ﬁ 233]? ﬁif::lhsogse 7 At OR the entr(lepl:fnexé V;;“u?:seizl:gl Fﬁ::r:'e;?&?e
' t plant = . .
first and second plant because AC of the fir$ I:able g I boecond plas th]:

ant is in the conditiop of

: . i re advi
juncture, AC is equal- Hchvel',flé ;St;::: the AC of first plant
dition of decreasing, (3) 4,

d plant at ON, not the first

first because at that volume 0 = o
increasing while the condition of selioﬂd_ﬁ]iﬁ;‘;s? st:c?orl
* . ? m . |
ON, which plant will he choose ? i{sa " than that 0 ¢ the first plant. It is NM < np
e will choose the second plan, not
Je choose ?He will choose the thirq

- will chose the plant.
cates the volume of Productio,

because the AC of the second plant "
(4) At OQ, which plant will he choose ? At OQ,'
At 0Z, which plant will ]

third because QE < QF. ()
plant, not second because ZL < ZT. -
factors and technology change ang

» Conclusion : (1) In the long Tum all
they are changeable. The entrepreneur will try to change plams to dfzcrease the average
cost of production. He will try ta mininzise it (2) LAC is made with arrangement of
different plants. That is why it is called planning curve. (3) Due to long term factors,
LAC curve becomes shallow - shaped. (4) LAC curve 18 made of different plants ang
therefore, it is called envelope shaped.

«> In the Long Run all Costs are Variable : In short rurn, the level of production

goes up and so average variable cost increases in remarkable proportion. In the long
run it increases very little. Big machires, administrative set up etc. are indivisible in
the short run but in the long run, they are also divisible. Therefore, long run average
curve is shallow and it has flat slope at the bottom. Long run cost curve is called,
Envelope Curve, also because it contains all short run curves. Long run average cost
curve is also called planning curve because in the long run, it is useful in taking
decis_ions regarding production. The producer can understand the effects of increasing
or décreasing the levels of production on cost of production from the trend of the

long term average cost curve.s .

- Objective Study - 2

——

B

> Choosfe the correct option from the given options :
(1) What is the primary focus of accounting costs from the management point of

view ? i g

(A) Decision-making regarding production

(B) Economic efficiency -

(C) Expenditure incurred in produclion '
(D) Opportunizy costs

ﬂu,u_'rhe Cost of Production
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(A) Wages and salaries
(C) Imputed costs :g) Cost of raw materials
what type of costs do economi ) Insurance charges

@ (a) only explicit costs e
¢) Both direct and indi y implicit costs
© ndirect costs (D) Only tax-related costs

Why are economic costs consj
) () They include only fin :l::si:e::gt: broad concept ?
(B) They include both explici implici
(C) They are used only foxpr' lt(:; :ﬁf;,ﬁ:m costs
(D) They focus solely on accounting profits
) Which cost concept is useful for managerial decision-making purposes ?
(A) Accounting cost (B) Economic cost
(C) Both accounting cest and economic cost
(D) Neither accounting cost nor economic cost
what does accounting profit equal to ?
(A) Total revenue - explicit cost (B) Total revenue - implicit cost
(®) _ Total revenue - total cost (D) Total revenue + implicit cost
@ Which costs are recorded in the firm's books by an accountant ?
(A) Explicit costs (B) Implicit costs
(C) Both explicit and implicit costs (D) Opportunity costs
What does economic profit equal to ?
(A) Total revenue - explicit cost (B) Total revenuc - implicit cost
(C) Total revenue - total cost (explicit + implicit costs)
(D) Total revenue + explicit cost
Which cost is useful for financial reporting and tax purposes ?
(A) Economic cost (B) Accounting cost
(C) Opportunity cost (D) Implicit cost :
(10) What type of costs help to ascertain opportunity costs impacting profitability ?

(A) Accounting costs (B) Economic costs
(C) Fixed costs (D) Variable costs

(11) Why is it essential for a business owner to know the cost of production ?
(A) To reduce employee salaries (B) To optimize production processes

(C) To increase the selling price of products
(D) To decrease raw material quality
(12) What is the definition of production cost ?
(A) The total revenue earned from selling a product
(B) The total price paid for resources used to manufacture a product or create
a service ”
(C) The profit margin on each product
(D) - The retail price of the product

(6)

(8)

9
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(13)

(14)

(15)

(16)

(17)

(18)

(19)

(20}

-!II

Which of the following is included in the production cost 7

(A) Employee bonuses (B) Office rental expenses

(C) Raw materials (D) Marketing expenses

How do production costs impact business management ?

(A) They determine the advertising budget

(B) They help in pricing goods and services properly

(C) They influence employee training programs

(D) They dictate the company's investment strategies

What additional expense is mentioned as part of production costs for Minjp,

companies ? 8

(A) Insurance premiums (B) Royalties owed

(C) Shipping costs (D) Administrative expenses

What role do accountants play in managing production costs ?

(A) Setting the company's long-term goals

(B) Keeping track ol production processes and ‘osts mvolved

(C) Managing employce relations

(D) Designing marketing campaigns

Which of the following best describes the purpose of understanding productigy,

costs in a business ?

(A) To enhance the quality of raw materials

(B) To ensure realistic delivery scheduling

(C) To increase taxation liabilities

(D) To expand the business internationally

What do uctual cests refer to in managerial economics ?

(A) The indirect expenses associated with the production of goods or serviceg

(B) The direct expenses incurred by a business in the production of goods ¢
services

(C) The total sales revenue generated by a business -

(D) The expected future costs of production .

Which of the following is not typically included in actual costs ?

(A) Labour wages (B) Raw material costs

(C) Rent and utilities (D) Interest income from investments

What is an opportunity cost ?

(A) The actual money spent on producticn

(B) The potential benefits foregone by choosing one alternative over another

(C) The total cost of all resources used in production

{D) The fixed costs of production

%

| bnn.m_'l’he Cost of Prod

4 Uction

s Who presenteq

: a]) €d the

(A) Keynesiap eco COnrept f

.{s @22

(23

(24)

(25)

(26)

(27)

ot o 123
C) Cl . nomis& ppﬂnumw cost ? S — —
(&) T assical econgpg B) 4
Which statemen, b UStrian economists
- oSt descry, D) Neoclyss;
opportunity costg t = felationsh, A8sical economisty
(A) Actual costg are implic SUIP between actual costs and
B) Actual ¢ €I, while .
o( alu fOSts are megqgy, ble mOPPOrmmW COStS are explicit
" e of the forgone a"ema[ivg mﬂ)rded, while opportunity costs are t}
oth actua| cos X % are the
s
0 "
statements, PPOftunty casts ape always recorded in financial

Opportunity cqq
; 8 are
Why is undel'sl:andil-lg o0 the same 3 fixed cogts,

Oftunj :
(A) It helps Managers st pri  Costs important for pricing decisions 7

(D) It simplifies the decii :
Which of the followin;cil:m?-"-mmg Process by focusing only on explicit costs.
4 limitation of the concept of opportunity cost ?

(A) Itis useful for factors with multiple yses
Eg; :: ?55;:';9: ::ftf;ﬂ Cmployrlnem. which is unrealistic,
sl i € assumption of imperfect competition.
y considers monetary costs, ignoring other factors.
How do. actual costs aid in financial planning ?
(A) By 1gnoFinlg implicit costs and focusing solely on explicit costs
(B) By providing a comprehensive picture of all costs involved in production

(C) By focusing only on the future expected costs

(D) By helping managers decide on the best alternative use of resources

In the context of resource allocation, why should managers consider opportunity
costs ?

(A) To reduc the actual costs incurred in production

(B) To evaluate the trade-offs and alternative uses of resources

(C) To focus on fixed costs and ignore variable costs

(D) To determine the direct expenses associated with production

What role do opportunity costs play in investment evaluation ?

(A) They help managers ignore actual costs and focus on future costs.

(R) They allow managers to assess the potential returns compared to forgone
alternatives. N

(C) They ensure that all explicit costs are covered in lh'e investment decision.

(D) They simplify the decision-making process by focusing only on direct costs.

!4—-4
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:act cOStS ? head cOSts
(28) What is another term for direc (g)) g::i;( s
; ts ( .
(A) Accounting cos S orticaSt?
5 ndirec
(G) Variable costs i an example ofan! Direct labor wal.ges
(29) Which of the following is (B) ¢ packaging
(A) Raw inaterials (D) Cost ol P
(C) Utilities i1 relatio
do direct costs behave f produc .
(30) :IA.(;WThC:a J remain constant regar_dl::‘"’:oothz Jevel of production
. . ortio
B) They vary in direct prop .- doubles.
EC)) The;; only change when pFOdl;c:;: increase. 2
(D) They decrease as production '€ true about indirect COSts £
(31) Which of the following statements 18

; ts.
cific produc ; ;
(A) They are easily t‘“ccableﬂt . \irlij& changes in production levels
)I'

(B) They fluctuate signiﬁc_an P e < Steria o cost drivers.
(C) They are allocated using p rmin

iness to function. e
U oy ERSEMESEY 2 = E}mtr::tween direct costs and indirect Costg
i i lationship
(32) Why is understanding the re atl o
important for managerial demsmn-malﬂniducuon e
), Tl ecesaryiie BORECE L prstmtegies but not in cost control,
i i -term pricing o
e ? h‘?};ipS 'm sectct:l:rgaiznfn:i anZIysis, pricing decisions, cost control, anq
(C) It aids in a
fitability analysis. ) ——
D) II)tr?s prima[:'ily useful for external financial reporting p
g 2 _
(33) What is included in private costs ) Costs borne - sotl::faty
External costs ‘ jal, and Aachlgery
:2)] Costs paid by the firm, including labour, material, a
(D) Disutility created through poﬂutmn_ o
(34) Which of the following best defines s-omal cost ¢
(A) Costs paid by a firm for production
i i sts
(B) Costs that include only private cos costs
(C) Total cost to society, including private and external
(D) Costs of labor and materials
External costs are o
(A) Costs incurred by the firm internally
(B) Costs paid by consumers . |
(C) Costs imposed on others that are not Lorr-lpensaled for
(D) Costs included in the firm's total production cost

(35)

Unit-04_The Cost of Production
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(37

ich category ?
(B) Implicit
Which of the follo D ot

wing is not a compone
(A) Cost of constructing infrastry

(38) (C) Explicit cost

nt of social cost ?

o Cture (B) Health hazards due to pollution
tility created by a firm's activities
(D) Internalized c

) osts included in the firm's production cost
Private costs are ;

(A) Always borne by society

(B) Costs paid by the firm for production activities
(©) Costs relate

d to public services used by the firm
(D Costs of pollution caused by the firm

Which of the following distinguishes private cost from social cost ?
(A) Private cost includes external costs

(B) Social cost is irrelevant to society

(C) Social cost includes both private costs and external costs
(D) Private cost includes public disutility

Which statement is true about private costs ?

(A) They are borne by society as a whole

(B) They include the disutility created by pollution

(C) They are costs internalized by the firm
(D) They include free resources lik
An example of a private cost is

(A) Health hazards caused by a facto ry's emissions

(B) Cost of roadways used by the firm's trucks

(C) The expense of purchasing raw materials

(D) Water pollution from industrial waste

Which of the following best describes an explicit cost ?

(A) The opportunity cost of using one's own resources

(B) Costs that are not recorded in the books of accounts

(C) Direct payment made to others in the course of running a business

(D) The value of foregone alternative use of resources
(44) Implicit costs are often referred to as

(A) Toatractual costs
(C) Real costs

(D) Social cost

(39)
(40)
(41)
(42)

e rivers and atmosphere

(43)

(B) Definite costs
(D) Economic costs



(45)

(46)

(47)

(48)

(50)

(51)

(52)

(54)

(85)

Which of the follo e )

A) Salary paid to € za

EB) Rent paid for oft‘;ce spa :

(C) Interest that cou i costs ! _
T . . lc“ al]Cl

(D) Utility bills ‘ arding imp any's financ

Which statement 1S tru¢ rege in the comp m the pusiness

‘ ¢ always recor (flows fro

(A) They ar -l cash OV gos

(B) They represent ac ; nt an B of using

(C) They include costs su ortun coS

(D) They are related to the 0:’

How do implicit costs s

(A) They increase economic P omic proﬁt

(B) They have no effect on_ec"[

(C) They decrease economic P " pro _

(D) Thay atc qua’ £0 wa from jmplict ccounts

What distinguishes explicit CO;:;e . o:lta -

A) Explicit costs are not rec tary payme

%B% lli?;licir costs involve d:e;tinmtoieb;g Lol uccmu;::ses

(C) Explicit costs are recor e ’ outside resou e

(D) Tiaplloit costs Luchuce e ff(:;em to the person who initially foregge,

Which cost represents a monetary pa : t

the satisfaction ? ®) Opportl.mlty cos

(A) Implicit cost D) Marginal cost

(C) Explicit cost

that are easily identifiable and accounted for jp 5
What is the nature of costs g
business ?

ici ic costs (
(A) Implicit costs (B) Economic €O i
An entrepreneur's forgone salary from not

al statements

1
the firm's own ms“‘ll’ces

ofit .
t costs in terms of accounting

C) Real costs (D) Explicit costs
g elsewhere is an example o

(@] Implicit cost (D) Variable cost
dered a business cost ?
(B) Renl
(D) Utilities

(A) Explicit cost  (B) Fixed cost
Which of the following is not cons
(A) Wages and Salaries .
Opportunity cost of owner's time ;
\(Ael)lat tl:fr)m is l.:gd to describe the direct, oul-o.f-lJ:gket cxpenses incurred by 3
rvices ?

firm in the process of producing goods or € iz
(A) Full cosl,)ts b (B) Implicit costs

: Indirect costs
(C) Business costs (.D) i
Which of the following costs are included in the calculation of full costs but not
in business costs ?
(A) Interest on loans
(C) Implicit costs

(B) Taxes
(D) Rent

Unit-04_The Cost of Production T
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(56)

(57)

(58)

(59)

(60)

(61)

(62)

(63)

(64)

Which of t}'le following is an example of an implicit cost ?

(A) Materials and supplies (B) Owner's time and effort
(C) UtllltIES. (D) Wages and salaries
How are business costs typically recorded ?
(A) Only in the owner's personal records
(B) In the firm's financial statements

(C) In a separate ledger for implicit costs
(D) Not recorded at all

Full cost is also known as

(A) Explicit cost (B) Variable cost

(C) Econemic cost (D) Fixed cost

Which statement is true regarding the difference between business cost and full
cost ?

(A) Business cost includes opportunity costs while full cost does not.

(B) Full cost is always recorded directly in financial statements.

(C) Business cost is easier to measure and quantify compared to full cost.

(D) Full cost only includes explicit costs. P
Why is understanding full costs important for long-term strategic planning *
(A) It helps in day-to-day financial management.

(B) It provides a comprehensive measure of the total cost of resource usage.
(C) It simplifies the financial statements.

(D) It only considers explicit costs,
What is the economic profit of a firm ?

(A) Total revenue minus explicit costs

(B) Total revenue minus implicit costs

(C) Total revenue minus total economis cost

(D) Total revenue minus taxes

For a firm evaluating a new project, which costs should be considered to
determine the true economic profitability ?

(A) Only business costs (B) Only implicit costs

(C) Both business costs and implicit costs

(D) Neither business costs nor implicit costs

The cost function represents the relationship between

(A) The revenue generated and the level of output produced

(B) The cost of production and the level of output produced

(C) The profit earned and the level of output produced

(D) The price of goods and the level of output produced

When a firm experiences decreasing costs due to an increase in production levels,
itisknownas ____ . -

(A) Diseconomies of scale

(C) Economies of scale

(B) Economies of scope
(D) Constant returns to scale

o d
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costs due t0 inefficiencics, the
ge

(65)

(66)

(67)

(68)

(69)

(70)

(*1)

(72)

(73)

(74)

(76)

avera

righer @V
If increasing production leads (0 hig
firm is experiencing ______.l-c
(A) Constant returns to sca
(C) Economies of scale ‘e
The point where total revenu€
known as the -
(A) Marginal cost poin
(C) Break-even point o "
Understanding the cost function is ¢rt

Diseconomies of scale
o variable co_sts ot
(D) osts, indicating 1o P loss,
al costs

qual tot

profit maximization point
(B

int
tdown poin ..
aitoh managers ©0 make decisions ap,,

yee training programs

(B) Emplo hain logistics

(A) Pricing and output levels (D) Supply ¢
C) Marketing strategies . -
,E\n)alyzing thegcost function helps firms ll}mnwlg revenue
(A) Maximizing total costs o profit is maximize

(C) Identifying the output level where p

(D) Increasing variable costs

The cost function can guide investmen 5
(A) The potential impact on market shar

(B) The impact on production costs

(C) The preferences of stakeholders ial responsibility
(D) The potential impact on corporate soc1a costs, it indicates

When a cost function initially shows decreasing eastig rettirns 1o labor
(A) Diseconomies of scale (B) Incr

: to scale
(C) Economies of scale .(D-) CF 22;211{:1:1?:?:;2: ?
Which of the following is not a characten(SBt;C }gconomies ofsnale
(A) Shape 5 I
(C) Bregk-even analysis (D) l?xed SRRl

i o imini »r becomes zero ¢ .
?Xﬁuthixf:tés:: :;:!lmlsh but never bec (B) Average thc?d cost _
(C) Var-iable cost (D)) Awetuge it ety
Total production cost + Units of production = ——
(A) Average Cost O oo varidtie: Cést
(C) Average Fixed Cost e anm )when it int
At the time of increasing marginal cost curve (after decreasing Ntersect
the average cost curve, then average cost i
(A) Maximum (B) Zero (C) Minimum
How is the shape of average cost curve ? .
(A) Hockey stick (B) U (®IY (D) Square
In which market, average revenue and marginal revenue are same ?
(A) Perfect competition (B) Monopoly .
(C) Oligopoly (D) Monopolistic competition

t decisions by evaluating

(D) Negative

lﬁf—
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When proportion of

production s zero,

(A) Variable (B) Fixed

then which cost is positive 7

®) };‘;WJS the slopeisf fixed cour curve 7 (C) Average (D) Marginal
( egative e
(C) . Parallel to X- axis 8;3))) :::;:;‘;T to Y- axis
(79) Whlchl €conomist introduced the opportunity cost concept?
(A)_ Classical (B) _Austrian (C) Keynesian (D) American
(80) Daily wages of labours is the example of which cost ?
(A) Fixed cost (B) Total cost (C) Variable cost (D) Marginal cost
(81) How all costs become at long run ?
(A).Fl.xed (B) Short (C) Long (D) Variable cost
(82) Which type of cost curve is parallel to ox line (baseline) ?
(A) Variable cost (B) fixed cost
(C) Average variable cost (D) average fixed cost
(83) Which type of cost curve has hockey shaped ?
(A) Average cost (B) Variable cost (C) Marginal cost (D) Total cost
(84) The factory’s building rent is which of cost ?
(A) Fixed (B) Variable (C) Marginal (D) Average
(85) At which level of production the average cost is minitnum?
(A) MC < AC (B) MC > AC (C) MC=AC (D) AC = TC
(86) Which cost has no straight relation with units of production ?
(A) Fixed cost (B) Variable cost (C) Average cost (D) Marginal cost
(87) In Production which law applies at all stage of production, average cost and
marginal cost are equal and parallel to the baseline ?
(A) Increasing (B) Decreasing (C) Constant (D) Unequal
(88) The best alternative of a factor forgone of production is called .
(A) Monetary (B) Opportunity  (C) Real (D) Social
Ancworc
MCc @c @ c @we (58 A MHA (8 Cc (9 B
(10) B (11) B (12) B (13) ¢ (14) B (15 B (16) B (17) B (18) B
(19) D (20) B (21) B (22) B (23) C (24)B (25) B (26) B (27) B
(28) A (29) C (30) B (31) C (32) C (33)Cc (34)Cc (35) C (36) C
(37) D (38) A (39) B (40) C (41) C (42)C (43) C (44) D (45) C
(46) D (47) ¢ 48) ¢ (50) C (51) D (52) ¢ (53) C (54) C (55) C
(56) B (57) B (58) C (59) C (60) B (61) C (62) C (63) B (64) C
(65) B (66) C (67) A (68) C (69) B (70) C (7T1) D (72) B (73) A
(74) C (75) B (76) A (77) B (78) C (79)B (80) C (81) D (82) B
(83) C (84) A (85 C (86) A (87) C (88) B
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