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Chapter 2 The Firm and Costs

12
the theory and evidence concerning economies of scale and concludes with a discus-
sion of costs fora multiproduct firm.

The key issues We study in this chapter are:

1. Most firms maximize profits.
2. Acquisitions and other merger

efficiently and profitably.
3. Economists use the concept of an opportunity cost that includes a normal

|
' profit.
! 4. The costs of 2 single-prod
| and the output level.
a single product depends on factor

\
5. A multiproduct firmy's cost of producing
prices, the output level of that product, and the output level of its other

products.
6. Production processes m
and economies of scope.

s may (but do not always) force firms t© operate

uct firm depend on the prices of factors of production

ay have various properties such as economies of scale

(e Iile Firm

cries are produced by firms. In the

produced in Western courl
the government pro-

duce 84 percent of national production,
duces 11 percent, nonprofit institutions (such as some universities and hospirals) pro-
duce 5 percent, and private households produce less than 0.1 perccm:.1 In contrast, the
governmcnt’s share of total national production can be much higher in developing
countries, reaching 43 percent in Ethiopia, 44 percent in Kyrgyzstan, 46 percent in
Yemen, and 59 percent in Lesotho, though it is less than S percent in Guinea, Ireland,
and Luxembourg (FHeston €t al., 2002). We now examine the objective, organization,

and ownership of firms.

Most goods and services
United States, firms pro

The Objective of 2 Firm
Most firms ate for-profit firms: They exist to make

when we refer to a firm we mean a for-profit firm an

ble or other nonprofit reasons.

The standard assumption in most economic models is that the primary objective of
a manager of a firm is t©© maximize the firm’s profits. The manager must sell the opti-
mal amount of output, and the firm engages in efficient production: No more output
could be produced with existing technology, given the quantity of inputs used.

money. Unless we state otherwise,
s for charita-

d not a firm that exist

—— .'\
e U.S. gross domestic product for 2002 from t
Bureau of Economic Analysis, National Income and Products
y Sector [wWw.bca.doc.guu!beafﬂninipaweb). These figures €xc

households such as meal production.

he U.S. Department of Com-

Accounts Table 1.7, Gross Do-
lude nonmarkeled

1These are shares of th

merce,
mestic Product b

output of private
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