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Cost Function 

• Relationship between cost and output 

 

• Technology, Price of factor input and output 

 

• Short run and long run cost 

 

• Accountants view of cost is not same with 
Economist’s view of cost  



Opportunity Cost 

• Implicit and Explicit Cost 

 

• Relative price of goods tend to reflect their 
opportunity cost 

 

• Market prices of goods not always reflects their 
true social opportunity cost 

 

• Historical cost as Sunk cost 



Contd… 

• The accounting cost which the producer pay 
to other factor owners for purchasing the 
various factors is also known as Explicit cost 

 

Economic Cost= Accounting cost+ Implicit cost  



Short run cost function  

• Output of a firm can be changed subject to change in variable factor 
 
• Fixed cost and variable cost components 
 
• Total Fixed cost (TFC) and Total variable cost(TVC) 

TC=TFC+TVC 
AC= TC/Q, AFC=TFC/Q,+AVC=TVC/Q 

AC=AFC+AVC 
MC 

TC=TVC 
AC=AVC 

MC 



Fixed Cost, variable Cost and Total cost 
Q=F(L,K).. W=60, R=120/ 



Contd… 



Average and Marginal Cost.. AVG=50 



Contd… 



Computation of Marginal Cost 




