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Homework No. 6. Cost of Production



1. Give an example of an explicit cost of your college education. ___________________________  An implicit cost.  ____________________________  Why does enrollment in undergraduate and graduate programs increase when economics times are bad and unemployment rates high?







2. What is the difference between diminishing returns and diseconomies of scale?









The director of a nonprofit foundation that sponsors 8-week summer institutes for graduate students analyzed the costs and expected revenues for the next summer institute and recommended that the session be canceled.  In the analysis the costs and revenues were estimated as follows:



Projected tuition and fees�$300,000��Projected costs:���	Overhead�    50,000��	Room and board for students�  100,000��	Cost for faculty and misc.�  175,000��Total costs�$325,000��

Do you agree with the director’s recommendation?  Why or why not?









4. Fill out the following table, showing total costs (TC) in dollars for the various quantities and then on the graph at the top of the next page draw a diagram showing marginal cost (MC), average total cost (ATC), and average variable cost (AVC).  



Q�TC�TFC�TVC�ATC�AFC�AVC�MC��0�10��������1�13��������2�15��������3�16��������4�20��������5�30��������6�42��������

Suppose that market competition sets the price of this product at $10 per unit.  Will the firm earn an economic profit?  How much?  What quantity will it produce?  





��























�



5. Suppose the firm in problem 4 can buy an additional machine that changes the short-run costs as shown in the following table.  Calculate the costs in the table and sketch the ATC and MC curves on the graph above (label them ATC’ and MC’).  



Q�TC�TFC�TVC�ATC�AFC�AVC�MC��0�12��������1�15��������2�16��������3�17��������4�18��������5�20��������6�26��������

Describe what happened.  









6. Complete the following table.  



Q�TC�TFC�TVC�ATC�AFC�AVC�MC��0�$10.00�$10.00��-�-�-�-��1�  15.00��������2����9.00�����3������3.33���4�  21.00��������5�������2.00��6���16.00������7�������4.00��8������3.13���9�  41.00��������10�������7.00��11�  56.00��������








