
Think – Pair - Share

• You will see some economic terms appear.

• After each one, you have 20 seconds to write 
your own definition – NO DISCUSSION

• You then will share your definition in turn

• One person should write an agreed definition 
on the whiteboard



Ready…

• Revenue maximisation

• Satisficing

• Maximising shareholder value

• Stakeholder

• Profit maximisation



Write down two 
things you learnt 

last lesson...



P = TR - TC



Lesson Objectives

• Understand the costs of 
production, including 
economic cost.

• Be able to interpret cost 
curves

Learning Outcomes

• Good if you are able to 
describe different costs and 
the concept of ‘economic 
profit’

• Even better if you can draw 
and label a cost curve 
diagram

• Excellent when you can 
explain the relationship 
between average costs and 
marginal costs



Quickly list the costs involved in 
running this business... (1 min)



Classify the costs...(1 min)



What types of costs are there?

• Fixed costs

• Not related directly
to production

• Must be paid even if 
output is zero

• Will change in the 
long term

• Variable Costs

• Directly related 
to variations in 
output. 

• Change in the short 
term



Costs in Economics

• ‘Cost’ is a word used in a specific way in economics –
we must be clear about which costs we discuss.

• The ECONOMIC COST of production for a firm includes 
the opportunity cost of production.

• What does this mean?

• It is the value that could have been generated had the 
resources of the firm been used in the ‘next best’ 
way.



Economic Costs

• Resources which have an opportunity cost but 
for which no payment is made

• e.g. Labour

– A market trader working for herself might make 
£50 ‘profit’ on a day’s trading. However, if she 
could have earned £40 working in another job 
that day, her economic profit is only £10.



Economic Costs

• e.g. Financial Capital

• A business person may invest £50,000 of their 
own money. If they could have earned 10% 
interest per year on that capital, then the 
economic cost of their investment is £5,000 
per year.



Imputed Costs

• e.g. Financial Capital

• A business person may invest £50,000 of their 
own money. If they could have earned 10% 
interest per year on that capital, then the 
economic cost of their investment is £5,000 
per year.



Understanding economic costs

• Therefore, when considering the cost of 
production, economists will include the 
‘economic cost’

• This will be added to the ‘accounting costs’ 
(such as fixed costs, variable costs etc) 
normally considered in businesses.



See if you get it...
Economic cost and Profit

• Complete the example provided.

• 5 minutes

• Help each other out!



Quick Check

What is the most important thing 
you have learnt so far?



Spot the concept

https://www.youtube.com/watch?v=Anddn_D
bOK8

https://www.youtube.com/watch?v=Anddn_DbOK8


Lesson Objectives

• Understand the costs of 
production, including 
economic cost.

• Be able to interpret cost 
curves

Learning Outcomes

• Good if you are able to 
describe different costs and 
the concept of ‘economic 
profit’

• Even better if you can draw 
and label a cost curve 
diagram

• Excellent when you can 
explain the relationship 
between average costs and 
marginal costs



Calculating Costs
Some important terms...

• Total Cost - the sum of all costs incurred in 
production

• TC = FC + VC

• Average Cost – the cost per unit of output

• AC = TC/Output (Q)

• Marginal Cost – the cost of one more or one fewer 
units of production

• MC = TCn – TCn-1 units



Interpreting Cost Curves

• Look at the table of costs for a garage 
conducting MOT tests.

• In your group, discuss the data.

• What information can you extract?
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Identify the cost curves:
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Short Run Cost Curves
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Average and Marginal Cost

MC

AC

Output

Costs Notice that MC 
curve intersects the 

AC curve at its 
lowest point.

Why would this be?



Average and Marginal Cost

MC

AC

Output

Costs Once MC exceeds 
AC, AC begins to rise
as the COST OF THE 
NEXT UNIT EXCEEDS 
THE AVERAGE COST 

OF PRODUCTION



An easy way to remember...
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Lesson Objectives

• Understand the costs of 
production, including 
economic cost.

• Be able to interpret cost 
curves

Learning Outcomes

• Good if you are able to 
describe different costs and 
the concept of ‘economic 
profit’

• Even better if you can draw 
and label a cost curve 
diagram

• Excellent when you can 
explain the relationship 
between average costs and 
marginal costs


