Production

Specialisation

Specialisation happens when one individual, region or country concentrates in making one good.

Division of Labour

The division of labour is a particular type of specialisation where the production of a good is broken up into many separate tasks each performed by one person. An early economist, Adam Smith, suggested that without any help one worker could produce only ten pins in one day. However, in a pin factory where each worker performs only one task, ten workers using the division of labour principle, could produce a daily total of 48 000 pins. Output per person (productivity) rose from 10 to 4800 when the division of labour principle was used.

Advantages of the Division of Labour

The division of labour raises output, thereby reducing costs per unit, for the following reasons:

· Workers become more practised at the task 

· Workers are able to be trained more precisely for the task 

· Specialisation enables more efficient organisation of production with a series of distinct tasks 

Disadvantages of the Division of Labour

Eventually the division of labour may reduce productivity and increase unit costs for the following reasons:

· Continually repeating a task may become boring. 

· Workers begin to take less pride in their work. 

· If one machine breaks down then the entire factory stops. 

· Some workers receive a very narrow training and may not be able to find alternative jobs. 

· Mass-produced goods lack variety. 

Limits to the Division of Labour

· Mass production requires mass demand. 

· The transport system must be good enough to reach a large number of consumers (mass market) 

· Barter is the direct exchange of goods for other goods. Each worker creates only part of the finished goods, therefore the division of labour cannot be used in a barter society. 

Automation

The introduction of conveyor belts at the turn of the century allowed mass production (very large output). Automation refers to intensive use of machinery in production.

Costs of Production and Revenue

Total Costs

A firm organises the manufacture of a good or service. An industry is made up of all those firms producing the same commodity. The amount spent on producing a given amount of a good is called total cost, TC, and is found by adding together variable and fixed costs.

Variable Costs

Variable costs, VC, depend on how many goods are being made (output). If just one more unit is made then total variable costs rise. Variable costs include the following:

· Weekly wages paid to the shop floor workers. 

· The cost of buying raw materials and components. 

· The cost of electricity and gas. 

Fixed Costs

Fixed costs, FC, are totally independent of output. Fixed costs have to be paid out even if the factory stops production. Fix costs include the following:

· monthly salaries paid to managers; 

· rent paid for the use of premises; 

· rates paid to the council; 

· any interest paid on loans; 

· insurance payments in case of accidents 

· money put aside to replace work-out machines and vehicles sometime in the future (depreciation). 

Average Cost

Average cost, AC or unit is the cost of producing one item and is calculated by dividing total costs by total output.

Marginal Cost

Marginal cost, MC is the cost of producing one extra unit and is calculated by dividing the change, , in total costs by the change in output.

Revenue

· Total revenue, TR, is the money the firm gets back from selling goods and is found by multiplying the number sold, Q, by the selling price, P. 

· Average revenue, AR, is the amount received from selling one item and equals the selling price of the good. 

· Marginal Revenue, MR. 

Equations

TC = VC + FC

VC = TC - FC

FC = TC - VC

AC = TC/Q

TR = P x Q

AR = TR/Q

MC = TC/Q

MR = DTR/DQ

Social Cost

The private cost to a motorist of driving from Cornwall to Scotland is the cost of petrol and oil and the wear and tear on his car. However, other people have to put up with the externalities of the journey, for instance the noise, smell, pollution and traffic congestion the motorise helps to cause along the way.

If we add on to private cost an amount of money to compensate for the inconvenience caused, the overall figure will be the social cost of the journey:

Private costs + Externalities = Social cost

(Cost to individual) + (Cost to other people) = (Cost to everyone)

