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The cost of producing Q units of a commodity is C( Q). The cost per unit of output,
A(Q) = C(Q)/ Q. is called the average cost.

A(Q) =C(Q)/Q  (average cost)

If, in particular, C(Q) = aQ’ +bQ? + cQ + d is a cubic cost function of the type shown
in Fig. 4.7.2, the average cost is

A(Q) =aQ*+bQ+c+d/Q, Q>0

Thus A(Q) is a sum of a quadratic function y = aQ?+bQ +cand the hyperbolay =d/Q.
Figure 2 shows how the graph of the average cost function A(Q) is obtained by piling the
graph of the hyperbola y = d/Q onto the graph of the parabola y = aQ*+bQ +c.

Note that for small values of Q the graph of A(Q) is close to the graph ofy =d/Q.
while for large values of Q, the graph is close to the parabola (since d/Q is small when Q

is large).
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Figure2 A(Q) = (@Q*+bQ +c)+d/Q=C(Q)/Q
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Let R(Q) denote the revenues obtained by producing (and selling) Q units. Then the profit
7 (Q) is given by
(@) = R(Q) - C(Q)

An example showing how to construct the graph of the profit function x( Q) is given in
Fig. 3. In this case the firm gets a fixed price p per unit, so that the graph of R(Q) is a
straight line through the origin. The graph of —C(Q) must be added to that of R(Q). The
production level which maximizes profit is Q*. '

Rea)= PR

Q)
Figure3 n(Q) = R(Q)-C(Q)



