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Total Costs are Be wial expemses muwmed by a frm in prodacing a given
quantity or @ commodiny. They imchide panmanits far Ton, GNORSY, WAES, TAXTS
and eXpEnSEs O F3 mralerials, eIy, waney, AdhATTRING. 1.

Total Fixed Costs 202 s o of producton that do ot change With
outpuL. They are mdependemt of Bhe kval of curgun. In facy, Ty have 1© »
incurredievem whien the fium siops prodiuchom wemporarily. They imdlade PRYMORTS
for renting land and bulldings, miresy om damowned ThOnCY. IRSATARCS HATRTS,

propesty B2, depreckution, ERNRCINGE CXPCINGCS, WIRTS and salames of e
permanesnt staft. etc.. They ane also calivd owerhead TOS.

: Total Variable Costs are those costs of prodaction ghat change directly with
sutput. They rise when cutput imcreasss, amd £l whem outpat dactines. They
inclide expenses o raw materials, POWRT, Wiy, EINTS, irimg of 3about, advorising,
etc. They are also kpown as direct ooastx

The curves relating to these thre? rora] costs are $hown Jixgrammatically m

Figure 30.3 . The TC curve is 2 contimmoes Cumve which shows that with increasing
output total costs TC also increase. This oorve cuts The WarTical 2\1s Al a pomt
sbove the origin and Fises conticmonsiy from kRt ro rizht. This i hotase even
when po output is produced, e firm Bas o imour fined costs, The THC durve 38
shown as parallel to the outet axis because ool fixad Cost are the same wharewer
the level of output. The TFC curve bas
an inverted-S shape and starts from e
origin O because when output IS 221,
the TVCs are also zero. They mxraase
as output INCreases. So long as the furm
is using less variable facters 1]
proportion to the fixed factors, the ol
variable costs rise at a dininishing rat.
But after a point, with the use of more
variable factors in proportion to the fixed
factors, they rise steeply because of the
application of the law of variable
Proportions. Since the TFC cunve 52 ~ ,
orizontal straight line, the TCcunve O Output
?H?WS the T#C curve at an equal

frucal distance. Fig 303
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Short-Run Aver *“‘ Tl costs. The units of output that ‘S,""“\ P'_\?d\ltcs doney
are more TIpOrant AN OEC Rl o must be satd at the same price. Therefore.
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;minish continuously as output increases, This js
total fixed costs are divided by a
{ of output, the result is continuously diminishipg
AFC curve is 2 downward sloping curve which
hing it, as shown in Figure. 304, It is o

The average fived costs d s
natural because when a constant hgure,
continuously increasing unt

average fixed costs Thus the

approaches the quantity axis without touct
sular hyperbola. o .
T R Variable Costs (or SAVC) equal total variable costs at

Short-Run Average oA \
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cach level of output divide
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The average variable costs decline with the rise in output as larger qllllmit!
of variable factors are applied to fixed plant and equipment. But eventually the
begin to rise due to the Jaw of diminishing returns, Thus the SAVC curve is U

shaped, as shown in Figure 30.4. . s
Short-Run Average Total Costs-{or SATC or SAC) are the average costs of

pmduciﬁnanv wiven output. They arrived at by dividing the total costsateach

level of output by the number of units produced: 7

SAC or SATC = % = ”(T( + _1_1_0(_ = AFC+AIC
Average total costs reflect the influence of both the average fixed costs an |
averaee variablecosts, At first, average total costs are high at low levels of output ©
because both average fixed costs and average variable costs are large. Butas
output increases, the average total costs fall sharply because of the steady decline
of both average fixed costs and average variable costs till they reach the minimum
point. This results from the internal economies, from better utilisation of existin
plant, labour, etc. The minimum point B in the figure represents optimal capacity.
As production is increased after this point, the average total costs rise quickly
because the fall in average fixed costs is negligible in relation to the rising averag
variable costs. The rising portion of the SAC curve results from producing above
capacity and the appearance of internal diseconomies of management, labour, etc.
Thus the SAC curve is U-shaped, as shown in Figure 30.4.
~The U-shape of the SAC curve can also be explained in terms of the law of -
variable proportions. This law tells that when the quantity of one variable factoris
changed while keeping the quantities of other factors fixed, the total output increases

N2 Machi
da ot ch‘*"":::'xtnql:mmm‘ and scale of production
Tals are vanable \Cﬁh‘m.nm On the ather hand.
1ctors, 1h ven Nereasing guantities of
+ the law of variable proportions
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but after some time it stans decling e
are the fixed factors of a firm thy

factors like labour and raw mare

variable factors are applied on the fixeq f

operates. When, say the
quantities of a variable factor like
labour are increased in equal
quantities, production rises 1if) [
fixed factors like machines
equipment, etc,, are used to thci;
maximum capacity. In this stage,
the average costs of the firm
continue to fall as outpw
increases because it operates
under increasing returns, Due to
the operation of the law of
increasing returns, when the
variable factors are increased o i
further, the firm is able 1o work Oulput

the machines 10 their optimum

capacity. It produces the optimum ou ;
be the minimum which is revealed by ‘lll“::‘:\ill\:ii l:‘l;:\‘vpe‘r‘xl\l:{leni‘(:‘ﬁls of production will
in Figure 30.4. 17 the firm tries to raise output after this o SAC curve, point B
quantitics of the variable factors, the fixed factors like g l;‘iln( by increasing, the
he‘yond 1h'cn.r capacity. This would lead to dimianln rdnc e oul e vatied
will start rising rapidly. Hence due to the working “’I‘(hg : ¢ \'lms. The average costs
the short-run AC curve is U-shaped, ¢ law of variable proportions
Marginal Cost. A fundamental coneept for the
level oY output of'a firm is the marginal cost. Mar 'ul
cost by producing an additional unit of oul;;ul" s

o SAC o1 SATC
SMC “;‘A:’JC

Costs

Fig. 30.4

determination of the exact
costis the addition to total

MO
of ouu’)\l:%ck)lrg‘lc:ll_);gl ; tl;éwtég.l cos: or;,; | units minus the total cost of i units
» MG, ;~TC,. Since total fiy .
therefore, marginal fi ;t:d cosl"is ixed costs do not change with output,

zero, Somarginal costcant
. q be caleulated cithe
total variable costs or total costs. The result would be the same in both the cas::‘;m/{r;

total variable costs or total costs fi
irst fall and then rise, marginal ¢
t S marginal cost also beha
the same way. The SMC curve is also U-shaped, as shown in Figure 30.4, P

Relationships of Short-Run Cost Curves

'(l;ll;c ’l{;txi;(;;lélnlps of shor!-run cost curvesare explained interms of Figure 30 4
Lone AFC‘cct:J:"\’/c declines continuously and is asymplotic 1o both axes. It
R ( appruachcs both axes but never touchcs either X-axis o

. Thus t!w AFC curve is a rectangular hyperbola.
16) The SAVC curve first declines, reaches a minimum at point A, and
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rises thereafter When the S4 V(" curve reaches 15 minimum point A, the SMC
curve equalls the SA1C curve.

[ inimum at poi
() The SAC curve first }Ch“ a minimum at point B, and rige -
aches ) ses

X A . s minimum point B, the SMC
lhm;‘ “(Tr; ?:iz?l;n::tchgi(nccc"&i'n: AFC + A yC, the vertical distance gef;:::
als the 5/ A . . !
T SAC and the SAVC curves gives the A1C cyl:ervs'erst?c;?c;ics::nncoc n\;:xd Lo drawi g
P p o .. As outpu we.
::;(CP:‘:(’;LCC /1111(; xhccu.rj/L A rvcpdcclincs bc?ausc of the fanlling‘ApC CUWC: the
W Rclmiog«pgjlv_c_clu\g_ﬁ“d MC Curves. There is a direct 'c‘a““’"ﬂ\i‘p
between AT and MC curves a3 shown in FT_ngfC 30.5. Bofh the AC curve and the.
AMC curve are U-shaped. When AC falls, MC is less than AC. This is because the fa
ated to on¢ unit of oux;‘)ut
while in the case of AC the same decline ‘
is spread over all units of output. 'lhfil
is why the fall in AC i less and that in
A(C is more. This also explains the fact
that MC reaches its minimum point C
befure the minimum point B of ACis
reached. So When MC starts rising, AC
is still declining. When AC is minimum,
MC equals AC The MC curve cuts the c
AC curve from below at its minimum
point Bin the figure.

When AC rises, MC'1s greater (0] Output —3
than AC. MC is above AC when AC is
rising but the rise in MC is greater than
AC. This is because the rise in MC is
the result of the increase in one unit of output while in the case of AC the
increase is spread over all units of output.

It should be noted that we cannot say anything about L
MC. when AC rises or falls. When AC is falling, it is nst cssemi‘alhcth‘:‘trz" &
fa.ll._MC can increase or fall but it is definite that MC will he less thc nust
S|m.|larly, when AC is increasing, it is not essential that MC must rise MCm
or rise but it is definite that MC will be Jarger than AC. But if AC'i g can I
must be constant. . But if AC is constan|

dechines, red

in MC is rel

MC
AC

AC.MC

Fig. 30.5
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Relation between SMC and SAVC Curves

sic CTl;trlscSAS{c lcurve bears a close relationship to the S4VC curve along
SAC eunve. fo“ ong as the SMC curve lies below the SAVC and SAC r
i :n das :ncd its rate of fall' i§ greater than that of SAC and SAVC 3
e Candi oK curves start rising from the points M and L respectively »
il “,]ieni;uches ghcm, as shown in Figure 30.6. The SMC curve
e mini um point of the SAVC curve to the left of the minimump
iy po';:: iizsltsh;a?lum total of S4VC + AFC, therefore wh
point. M and L are thus the resl:egci:?vdc“nt\?l;iﬁ:lur:c fo}'SAC e
points of the SAVYC
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curves. After these points, the S
riscs sharply and is above mes&("',:}'a';;

SAC curves.

Conclusion. Thus th
cost curves of a firm are the S’A it'gn.mn
the AFC curve, the SAC curve curve,
SMC curve. Out of these four cy :(nd the
AFC curve is insignificant f::’::::

determination of the firm's exact

and is therefore, generally neglected ¥

(B) r-zrm’s Long-Run Cost Curves

~
["In the long-run, ther
B e
factoss of production and hcm:eare e
costs ﬂ”hc firm can change its sizcno e
of Planl and employ more or Icsor g:zk
variable and hence all costs are vz:xalgr:'%

average cost curves (SAC).
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Y e firm can
. move.

movement from SAC, t
th; firm to be of a la:g::f‘iz% SGh_OMS
this scale of the firm, it will produce
l;p to the Ie.ast cost per unit of ou oy
uso: psr;éucmg ON output, the ﬁrmtp:x;
e 1 Or SAC, plant. The firm
rcp;c :;wever, use the scale of plant
avemgc:ct;:d by SAC, since the
N t 9f producing ON output
by l ‘ldi is less than NA, thy
producing this ou o SC
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HG is lower than #F of the S:.—((‘: plant. Thus in thef
of output the firm will use that plant which ::s “Tup

hecause the
this plant. H
average cost

to produce any level

unit cost, .
If the firm expands 1
and SAC ; Curves. the thick wave-ll
Jverage cost curve. The dotted porttons of these SAC curves are of }
g -quse the firm would change the scale of ;lo Cong ldeg%

a CUE

nt mﬁ‘er%-:_ 3

during the long
operate on them.
long-run cOst curve LAC is usually shoy
at it is tangent to each of them a\;n 50 sm% 5
SOme p: :

But the average
dtothe S4C curves s@ th |
where SAC,. S4C.. SAC,, S4C,an "
/) - 3 4 d S.ACS are the si(:m’h .¢

nt to all the SA(.', curves but only to one at jts s s |
the lowest Point £ of the curve SAC; in Fig imuy 3
4C‘5 which produces this 00 apﬁm::;rzao_g atgz }
Utput o - £

tthe §

ts scale by the three stages representeq y,
VS

like portions of hese Turves form . oy
urves form gy o b

curve fitte
shown in Figure 30.8
cost curves. It is tang¢
The LAC is tangent 10
optimum output. The plant S.
minimum cost QE is the
optimum plant. and the firm
producing this optimum ASAC‘
output at the minimum cost SAC
with this optimum plant is the
optimum firm. If the firm
produces less than the
optimum output 0Q, itisnot
working its plant to full
" capacity and if it produces
beyond OQ. itis overworking o
its plants. In both the cases, Q .o
the plants SAC, and SAC, Output
have higher average costs of
production than the plant
SAC;.
The LAC curve is Fig. 30.8

:‘g;‘:‘ i‘i f;flll de;;velopi” curve because it envelopes all the SAC curves. Accordin?
is physically di t?gu?—’; In a sense, the term ‘envelope’ is misleading. An envelo
saba Castls inct from the lette.r which it contains. But every point on an envel S
envf':lopes »1 ;curved.ls also a point on one of the short-run cost curves which#
the'plant - gor ing to Prof. Chamberlin : “It is composed of plant curves; it
e urve. But it is better to call it a “planning” curve because the fim |

xp’all'l;:i ;ts scale of production over the long-run ” 3

o~ >4 ° i . :
Silives, as S{L cstrl’::le(rjnar ginal COS} (LMC) curve of the firm is derived from m‘sﬁ
AR s g in Figure af).9 where the SAC,, SAC, and SAC; curves ¥
CO, EQ,and DO C curve at points C, E and D respectively. DraWPe -
? Q; from these respective points on the X-axis. When the

LMC e
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Chapter 3

The Concept of Revenye

1. TOTAL, AVERAGE AND MARC;

of a firm together with its costs determines Profits. We, there
1I¢ ' '
udy of the COIICC[)( of revenue, her
the stud)y Y
Lo R 1A

term ‘revenue’ refers to the receipts obtained by 5 firm
”n,mmies of acommodity at various prices. Th
~ertain QUi

INAL REV&N’UE
frae, tarn
The revent

from the sale of
€ revenue concept relstes to
: >, average revenue and marginal revenye.
otal rey ‘.n}n;;-cnuc»is the total sale proceeds of 3 f
%ﬁ‘ﬁnn sells 2 units of a com'modit;f at
et total revenue Is price per unit mult;
Rs. 36. 1/’:‘\"5() where R is the total revenue, Py
ie. R jv.:ra.;‘:’ Revenue. (A R.or A)is the avera
-« of the commodity. It is found out by
uml]sbcr of units sold. In our above example,
numt

The average revenue of a firm is, in fact the
ne >

m by selling a commodity a1
Rs. 18, total revenue 52 # [ =
plied by the number of units sold,
he price and Q the quantity.

£¢ receipts from the sale of certam
dividing the tota) revenue by the
average revenue is 36+ 2 = Rg. 13

price of the commodity at each level
of output. Since R=PxQ
. A=R/IQ=Pxig=p
and P = f{Q)

Thus the functional relationship P =f (Q) is the average revenue curve
which reflects price as a function of quantity demanded. It is also the demand
curve.

Marginal revenue (MR or M) is the addition to total revenue asa r@lz t?:f a
small increase in the sale of a firm. Algebraically, M is the addition to R by selling
7+ I units instead of n units. M = dR/dQ, where d represents a changg. _

Since we are concerned mainly with the re!auon.sh:p bet—xvcen‘ .awxfia%e'
evenue and marginal revenue, we ignore total revenue in our discussion. The

relationship between average revenue as\d marginal revenue under pure comy
monopoly and other market situations is discussed below.

% RELATION BETWEENARANDMRCURVES ssod

The relation between average revenue and marg}nz_il revenue can t; ﬁg‘;rfw

Under pyre competition, monopoly or monopolistic competition

Competition “
(1)

“raight (i

hig i bee

curve 18 a horizontal
Inder Pyye Competition. The average ,e\renuﬁ‘ tr:;cincide& with it
©parallel to the A-axis and the marginal revenue cu

. . ; firms ss:!ling an -
“se under pure (or perfect) competition the number of
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