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TOPICS TO BE DISCUSSED

1. Three stages of production
« First Stage- TP, AP, MP
« Second Stage- TP, AP, MP
« Third Stage- TP, AP, MP

2. Rational Stage



THREE STAGES OF PRUDCUTION



PRODUCTION WITH ONE VARIABLE INPUT (LABOR)

Production with One Variable Input
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STAGES OF PRODUCTION IN SHORT RUN
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THREE STAGES OF PRODUCTION

TP MP AP
STAGE Increases, reaches its|Increases &
Increases at an increasing mc:glin/lg then declines reac_hes Its
rate, then at diminishing | © = maximum
rate
STAGE Il

Continues to increase ata | /S ~ diminishing ~ and | Starts
diminishing rate till it |becomes equal to zero diminishing

reaches maximum

STAGE Il
Starts declining Becomes negative Continues  to
decline, will
never be zero




WHICH STAGE WILL BE PREFERRED BY A FIRM?

«Stage-II is rational which means relevant range for a rational
firm to operate

« Stage-| Is profitable for the firm to keep on increasing the
use of labour

« Stage-lll Is Iinadvisable to use additional labour as MP is

negative and TP is falling
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