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Production, productivity and business costs

Objective
Name the factors and sectors, calculate productivity, apply the division of labour, and
compute revenues and costs from the table with the economies of scale lists (spec 1.2.1–
1.2.3).

1 Key knowledge and worked examples
Production and costs. Factors: land, labour, capital, enterprise; sectors: primary,
secondary, tertiary – shifting to services with development. Productivity = output
per input: 8 → 10 items per worker-hour is +25%. TR = P × Q; AR = TR/Q; MR
= ∆TR/∆Q. Table (TFC 12; TVC 5, 9, 12, 14, 17, 21, 26, 32, 39): MC 5, 4, 3, 2, 3,
4, 5, 6, 7; AVC min 3.4 at Q = 5; ATC min 5.43 at Q = 7. Profit = TR − TC. Six
internal economies; four external; four diseconomies.
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Original data; the minima are worked in the questions.

2 Practice
2.1 Name the four factors of production. [2]

2.2 Name the three sectors and state which grows most in developed economies. [2]

2.3 Output per worker-hour rises from 8 to 10. Calculate the percentage productivity
gain. [2]

2.4 State the formula and one advantage and one disadvantage of the division of labour. [3]
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2.5 Name any four of the six internal economies of scale. [2]

3 Exam-style questions
3.1 (Original.) On AR P = 70 − Q/2 with price 50: calculate TR and AR at Q = 40,
and state where TR is maximised. [4]

3.2 (Original.) From the table (TFC 12; TVC 5, 9, 12, 14, 17, 21, 26, 32, 39): calculate
TC, AVC and ATC at Q = 7, and state the quantity at which ATC is minimised. [4]

3.3 (Original.) A firm doubles its output and its total costs rise from 38 to 68 currency
units (per-day scale from the table doubled). Using the LRAC diagram, explain whether
the firm is experiencing economies or diseconomies of scale. [3]
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