
Heyne12, Chapter 4 - Costs and Supply 
 
 
1. About Decisions 
 a. The rule 
 b. Costs 
  i. Opportunity - Current alternative opportunity forgone because you choose to do  

 something. 
  ii. Opportunity costs are marginal costs 
  iii. Costs are the result of actions 
  iv. Costs are costs to someone – people. 
  v. The cost of a book – of what action, to whom. 
  vi. Costs are subjective (so are the benefits). 
  vii. When you say, “the cost of (some action) is….”  There is no THE cost. 
 c. Sunk costs – irrelevant because.  When it comes to decisions, these costs are not to be 

 considered. 
 d. Disneyland 
 e. I want to sell my house. 
 f. The costs of teaching economics?  Cultural anthropology?  Do the costs of getting the 

 training have anything to do with the costs of obtaining the services of an economist? 
 
2. The costs of resources reflect the values that people place on ALL the various uses for the 

 resources used to produce the goods. 
 a. I want to start a business.  What costs will I incur to acquire the resources? 
  i. Depends on the value of the alternative uses of the resources. 
  ii. E.g., the supply of singing telegrams. 
   * Opportunity costs increase 
   * The supply schedule. 
   * What if a new firm moves to Irvine and bids for the resources? 
 b. The cost of the roof on my house - the same amount of plywood was needed but the  costs 

were higher after the earthquake. 
 c. The cost of a baby-sitter in Irvine vs. in  Santa Ana. 
 d. What if I want to use the lot across the street to build a house?  How much will I  

 have to pay?  The value of the alternative uses of the land. 
 e. Does the cost of going to college change in a recession?  The issue of enrollments and  the 

state of the economy. 
 
3. Costs and Supply 
 a. Opportunity costs increase as quantity supplied increases. 
 b. These higher opportunity costs must be covered to induce producers to produce larger 

 quantities of a good. 
 c. Using a production possibilities curve: 
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 d.  How about tomatoes in Tustin? 
 e. Marginal costs are not average costs – the difference. 
 
4. Supply 
 a. Supply is a relationship between… 
 b. Supply curves slope upwards because… 
 c. Individual supply vs. market supply (horizontal sum). 
 d. Change in the quantity supplied. 
 e. Change in supply – shifts.  
  i. Really 
  ii. Tough 
  iii. Schools 
  iv. Eat 
  v. Their Students 
 
5. The costs of the draft versus an all volunteer army 
 a. What is the cost of the draft?  The opportunities forgone. 
 b. Will the costs of providing a service be minimized with a military draft?  Cost to whom? 
 c. Will resources tend to be squandered when one does not have to pay the opportunity  

 costs of using a resource? 
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 d. Who should be in the Army? 
  i. The low cost approach. 
  ii. What are the costs if we take people randomly? 
 e. Why did the Army squander its resources? 
 
 
 
 

 
 
 
 

 
 
 
 
 
  i. If you must pay the opportunity costs, you tend to not waste. 
  ii. When people own their resources, others must pay for them. 
  iii. Jury duty? 
 f. Centrally planned economies and efficiency.   
  i. They don't know the costs of doing something?   
  ii. Would the US ever grow bananas?  Would Bulgaria? 
  iii. Under what circumstances should someone get up off their couch and produce another 

  gizmo?  This requires some information about the relative values of the leisure and the 
  gizmo. 

 
6. Price elasticity of supply. 
 A. The concept 
 B. Elastic and inelastic 
 C. Is perfectly inelastic supply possible?  Yes if... 
 
7. Concluding Matters 
 a. An average creates a fiction 
 b. An example: 
Quantity Total Average  Marginal  
Produced Cost Cost Cost 
0 $50 - - 

1 75 $75.00 $25 
2 90 45.00 15 
3 110 36.67 20 
4 135 33.75 25 
5 165 33.00 30 
6 200 33.33 35 
7 245 35.00 45 
8 295 36.88 50 
9 355 39.44 60 
10 425 42.50 70 
 
 c. On producer costs and the prices of things 
  i. Rents in Irvine are higher than in Thermal, CA.  Does that justify higher prices in Irvine 

  stores 
  ii. Are higher prices for electricity on hot days equally justified? 
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  iii. What about hotel rooms in Mammoth during the winter and summer?  Is the difference 

  justified? 
  iv. What determines the price that producers pay for labor and other resources? 
  v. Costs depend on opportunity costs and opportunity costs depend on people’s values for things. 
 
 
Questions:  3, 6, 7, 9, 11, 14, 16, 17, 19, 26 
 
 
 
 


