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Figure 1 Economists versus Accountants
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Table 1 A Production Function and Total Cost:

Hungry Helen’s Cookie Factory

Output
(quantity of Total Cost
cookies Marginal of Inputs (cost of
Number of produced Product Cost of Cost of factory + cost
Workers per hour) of Labor Factory Workers of workers)
0 0 $30 $0 $30
50
1 50 30 10 40
40
2 90 30 20 50
30
3 120 30 30 60
20
4 140 30 40 70
10

5 150 30 50 80
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Figure 2 Hungry Helen’'s Production Function
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Figure 3 Hungry Helen's Total-Cost Curve
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Table 2 The Various Measures of Cost: Thirsty

Thelma’s Lemonade Stand

Quantity
of Lemonade Average  Average  Average
(glasses Total Fixed Variable Fixed Variable Total Marginal
per hour) Cost Cost Cost Cost Cost Cost Cost
0 $3.00 $3.00 $0.00 — — —
$0.30
1 3.30 3.00 0.30 $3.00 $0.30 $3.30
0.50
2 3.80 3.00 0.80 1.50 0.40 1.90
0.70
3 4.50 3.00 1.50 1.00 0.50 1.50
0.90
4 5.40 3.00 2.40 0.75 0.60 1.35
1.10
5 6.50 3.00 3.50 0.60 0.70 1.30
1.30
6 7.80 3.00 4.80 0.50 0.80 1.30
1.50
7 9.30 3.00 6.30 0.43 0.90 1.33
1.70
8 11.00 3.00 8.00 0.38 1.00 1.38
1.90
9 12.90 3.00 9.90 0.33 1.10 1.43
2.10
10 15.00 3.00 12.00 0.30 1.20 1.50
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Figure 4 Thirsty Thelma’'s Total-Cost Curve
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Figure 5 Thirsty Thelma’'s Average-Cost and

Marginal Cost Curves
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Figure 6 Big Bob’s Cost Curves

Quantity Average Average Average
of Bagels Total Fixed Variable Fixed Variable Total Marginal
(per hour) Cost Cost Cost Cost Cost Cost Cost
Q TC=FC + VC FC vC AFC = FC/Q AVC = vC/Q ATC = TC/Q MC = ATC/AQ
0 $ 2.00 $2.00 $ 0.00 — — —
$1.00
1 3.00 2.00 1.00 $2.00 $1.00 $3.00
0.80
2 3.80 2.00 1.80 1.00 0.90 1.90
0.60
3 4.40 2.00 2.40 0.67 0.80 1.47
0.40
4 4.80 2.00 2.80 0.50 0.70 1.20
0.40
5 5.20 2.00 3.20 0.40 0.64 1.04
0.60
6 5.80 2.00 3.80 0.33 0.63 0.96
0.80
7 6.60 2.00 4.60 0.29 0.66 0.95
1.00
8 7.60 2.00 5.60 0.25 0.70 0.95
1.20
9 8.80 2.00 6.80 0.22 0.76 0.98
1.40
10 10.20 2.00 8.20 0.20 0.82 1.02
1.60
11 11.80 2.00 9.80 0.18 0.89 1.07
1.80
12 13.60 2.00 11.60 0.17 0.97 1.14
2.00
13 15.60 2.00 13.60 0.15 1.05 1.20
2.20
14 17.80 2.00 15.80 0.14 1.13 1.27
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Figure 6a Big Bob’s Cost Curves
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Figure 6b Big Bob’s Cost Curves

(b) Marginal- and Average-Cost Curves
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Figure 7 Average Total Cost in the Short and Long

Runs
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Table 3 The Many Types of Cost: A Summary

Mathematical

Term Definition Description

Explicit costs Costs that require —
an outlay of money by the firm

Implicit costs Costs that do not require —
an outlay of money by the firm

Fixed costs Costs that do not vary with the FC
quantity of output produced

Variable costs Costs that do vary with the vC
quantity of output produced

Total cost The market value of all the inputs TC=FC+ VC
that a firm uses in production

Average fixed cost Fixed costs divided by AFC = FC/IQ
the quantity of output

Average variable cost Variable costs divided by AVC = Vd/Q
the quantity of output

Average total cost Total cost divided by ATC = TC/Q
the quantity of output

Marginal cost The increase in total cost that arises MC = ATCAQ

from an extra unit of production
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