Assignment 8.6:  Dunbar
Assignment 8.6:  Productivity and Cost -Homework Exercises -  Online 212
1. The below question shows Short-Run productivity data for a small business. 
	Units of Labor
	Total Product
	Marginal Product
	Average Product

	0
	0
		
	

	1
	18
	18
	18

	2
	40
	22
	20

	3
	75
	35
	25

	4
	104
	29
	26

	5
	120
	16
	24

	6
	126
	6
	21

	7
	119
	-7
	17

	8
	104
	-15
	15


a. 
Complete the table above by calculating Marginal Product and Average Product. 
.

b. Explain why, in the short run, Marginal Product first rises, then declines, and ultimately becomes negative.
Marginal product is the slope of the Total Product curve. When the Total Product is rising at increasing rate, the Marginal Product is positive and rising. However, when the Total Product starts to increase at decreasing rate, the Marginal Products  starts to decline but still positive  and when the Total Product is falling, the Marginal Product falls and becomes negative.
c. 	What happens to Marginal Cost when Marginal Product is rising? The marginal cost is falling
When Marginal Product is falling? Marginal cost is rising
When Marginal Product is at its maximum? Marginal cost is at its minimum

2. 	Chris P. Nugget runs a small fast-food chicken restaurant named “Poultrygeist.”. He hires one employee at a cost of $28,000 per year, pays annual rent of $25,000 for his shop, and spends $75,000 per year on other inputs (food, supplies, etc.).  He has $100,000 of his own funds previously invested in equipment (ovens, serving counters, etc.) that could earn him $8,000 per year if these funds were alternatively invested. Chris has been offered $80,000 per year to work as a restaurant manager for a competitor. Total annual revenue from the restaurant is $200,000. For all answers, be specific and show your work in order to receive full credit.
a. How much are Mr. Nugget’s “explicit costs” this year? 128,000 (=28,000+25,000+75,000)


b. How much are Mr. Nugget’s “implicit costs” this year? 88,000 (=8,000+80,000)


c. What is Mr. Nugget’s “accounting profit” this year? 72,000 (=200,000-128,000)


d. What is Mr. Nugget’s “economic profit” this year? -16000 (=200,000-128,000-88,000)


e. Put into words what your answer to part d. means for Mr. Nugget’s decision about whether to stay at his restaurant or to close and take the offer at his competitor’s place. __________
_______________________________________________________________________.
3. 	A firm has Short-Run Costs as indicated in the table below. 

	Total Product
	TC
	TFC
	TVC
	ATC
	AFC
	AVC
	MC

	0 
	  $  80
	   $80
	$0
	
	
	
	

	1
	125
	80
	45
	$125
	$ 80
	$ 45
	$45.00

	2
	165
	80
	85
	82.50
	40.00
	42.50
	40.00

	3
	200
	80
	120
	66.67
	26.67
	40.00
	35.00

	4
	230
	80
	150
	57.50
	20.00
	37.50
	30.00

	5
	265
	80
	185
	53.00
	16.00
	37.00
	35.00

	6
	305
	80
	225
	50.83
	13.33
	37.70
	40.00

	7
	350
	80
	270
	50.00
	11.43
	38.57
	45.00

	8
	405
	80
	     325
	50.63
	10.00
	40.63
	55.00

	9
	470
	80
	390
	52.22
	8.89
	43.33
	65.00

	10
	545
	80
	465
	54.50
	8.00
	46.5
	75.00



a. Complete the table above by calculating TFC, TC, AFC, AVC, and MC.
	
b. On your own sheet of paper (not to be submitted with this assignment), graph AFC, AVC, ATC, and MC. 

c. Explain why the MC curve intersects both the AVC and ATC curves at their minimum points
The ATC curve fall when the MC curve is below it and it rises when the MC curve is above it. This indicates that the MC curve must intersect the ATC curve at its lowest point. This also applies to AVC curve.


d. If Total Fixed Costs were $60 rather than $80, what would happen to the location of the: 

[bookmark: _GoBack] (1) AFC curve? If the AFC had been 60 instead of 80, AFC curve would have been lower by amount equal to $20 divided by the specific output at particular point.
(2) AVC curve? The AVC would not be affected by the changes in the fixed costs

(3) ATC curve? Just like in the case of AFC, if the TFC had been 60 instead of     80, AFC curve would have been lower by amount equal to $20 divided by the specific output at particular point.


e. If Total Variable Costs were $20 greater at each level of output, what would happen to the location of the: 
(1) AFC curve? If the total variable cost were $20 greater at each level of output, would not be affected by the change in variable cost.

(2) AVC curve? The AVC would be higher by an amount equal to 20 divided by specific output
(3) ATC curve? The ATC would also be higher by amount equal to 20 divided by specific output

