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3.6 Firms’ costs, revenue and objec-
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Objective

Build the skills to answer exam questions on firms’ costs, revenue and objectives 1}
A . 3t 5 H AR — fixed and variable costs [&%E 5 7] 28 i 4%, total and average
M 551 cost, revenue and profit §i 35 5 F)iE, and firms’ objectives HFr.

You must be able to:

o distinguish fixed from variable costs and calculate total/average cost
» calculate total revenue and profit
o explain the different objectives of firms

1 Worked examples

B Costs, revenue and profit

cost A

total cost
variable
cost

1\ fixed cost

l = fixed cost

>
output (Q)

TC=FC+ VC - gap between TC and VC is FC

Profit is what is left after costs
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« Fixed costs [ E il 4: do not change with output (rent). Variable costs 7] 2%
WA change with output (materials).

o Total cost = fixed + variable. Average cost = total cost +— output.

« Total revenue 575 = price x quantity. Profit = total revenue — total cost.

o Objectives: profit, survival 477, growth K, social objectives.

average A . .
cost diseconomies
economies of scale
of scale
average
cost
LRAC: economies - min AC - diseconomies
>
output (Q)

Average cost falls then rises as output grows — the scale picture behind profit

Answer shapes: K + App + An + Ev (a justified judgement, for discuss questions).

2 Practice

2.1 State the difference between a fized and a variable cost. 2]
2.2 A firm sells 500 units at $8 each. Calculate its total revenue. 2]
2.3 State the formula for profit. 1]
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3 Exam-style questions
3.1 A firm has total revenue of $10,000 and total cost of $7,000. Its profit is:
E% A $3,000
¢I® B $7,000
C $10,000
D $17,000

3.2 Explain why a new firm might aim for survival rather than maximum profit.

3.3 Analyse how a firm could increase its profit.
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