4. Nimbus, Inc., makes brooms and then sells them door-to-door. Here is the relationship between the
number of workers and Nimbus’s output during a given day:
Workers Output Marginal Total Cost Average Marginal

Product Total Cost  Cost
0 0 - -
1 20 o — J— o
2 50 B - - o
3 90 o — - -
4 120 o — I o
5 140 B - - B
6 150 o J— J— o
7 155 o — - o

a. Fill in the column of marginal products. What pattern do you see? How might you explain it?

b. A worker costs $100 a day, and the firm has fixed costs of $200. Use this information to fill in the

column for total cost.
c. Fill in the column for average total cost. (Recall that ATC' = T'C//Q.) What pattern do you see?

d. Now fill in the column for marginal cost. (Recall that MC' =ATC/AQ.) What pattern do you

see?
5. You are the chief financial officer for a firm that sells gaming consoles. Your firm has the following

average-total-cost schedule:

Quantity Average Total

Cost
600 consoles $300
601 301

Your current level of production is 600 consoles, all of which have been sold. Someone calls, desperate
to buy one of your consoles. The caller offers you $550 for it. Should you accept the offer? Why or why

not?



4. Nimbus, Inc., makes brooms and then sells them door-to-door. Here is the relationship between the

number of workers and Nimbus’s output during a given day:
Workers  Output  Marginal Total Cost Average Marginal

Product Total Cost Cost

0 0 200 DNE

20 S
1 20 300 15

30 3.33
2 50 400 'S

ho_ 2.5
3 90 500 5.5(

30 3.33
4 120 600 5

20 S5
5 140 100 S

10 10
6 150 oo 5.33

5 20
7 155 joo 5.81

a. Fill in the column of marginal products. What pattern do you see? How might you explain it?

Marginal produyet s incrensing af first | then it sfarts o diminish ( Law of marginal return) .
It might be the case that the very Sirst units of labor pf in the production has not ulflled
the full capacity of the fixed copital yef | 5 the marginal product is increasing ot
the first place. Once the capacity is Tulfiled, the more labor putting in the prduetion

leads to the diminish marginal F:oduc{. ( olol prodvel increases in decraasfng tate )

b. A worker costs $100 a day, and the firm has fixed costs of $200. Use this information to fill in the

column for total cost.

Fill in the fofal cost column

c. Fill in the column for average total cost. (Recall that ATC' = T'C'/@Q.) What pattern do you see?

ﬂvemge {oial coer (AC) 1s dimim’shing gl the begi'n'ni'ng and it siaris increaeing affer
t bos reached gt some level of quantity CFor this example | after il has reached Q- o)



d. Now fill in the column for marginal cost. (Recall that MC =ATC/AQ.) What pattern do you
see?

Netice that mp and MC are correlated.
- When MP s increasing , M s decresing.
- When MP s diminishing , mc is increasing.

5. You are the chief financial officer for a firm that sells gaming consoles. Your firm has the following

average-total-cost schedule:

Quantity Average Total

Cost
600 consoles $300
601 301

Your current level of production is 600 consoles, all of which have been sold. Someone calls, desperate
to buy one of your consoles. The caller offers you $550 for it. Should you accept the offer? Why or why

not?

@ Ac ¢4) | Tced-ac.oa | med
boo 300 180,000
'ToX}
b04 301 180,901

Should den5 the offer because in order to produce ame mote it , it costs $901.

So, the offer of $550 75 not worthwhils.



