Course:
01.411 Agricultural Business and Management

Unit 5:
Cost Analysis
Lesson 2:
Diminishing Returns

QCC:
50, 55, 57, 58, 60, 61, 63
Objectives: 

1.
Demonstrate law of diminishing returns.

2.
Interpret diminishing returns data for the decision making process. 

Teaching Time:  

4 hours
References:

Deere and Company.  Farm and Ranch Business Management.  Moline, IL.  ISBN: 
0-86691-135-9.  1992.  Third edition.
Deere and Company.  Farm and Ranch Business Management Student Guide.  Moline, IL.  1992.  Third edition.

Materials and Equipment:

Computers

SimFarm Game: Maxis, 2121 N. California Blvd., Walnut Creek, CA 94596.

Handout 5.2.1

Copperative Extension Service Enterprise Budgets


Teaching Procedure

Introduction and Mental Set

Ask the students to share examples when they were mentally exhausted when they were studying.  What happened as you continued on with their studies?  What quality of learning occurred?  A good example would be bailing hay for twelve hours.  What happened to the quality of workmanship as the day continued?  As work or study begins to decline, the concept of the law of diminishing returns is applicable.

Discussion


1. 
Define and demonstrate the law of diminishing returns.

Distribute and discuss handout 5.2.1
2. 
Discuss terms related to calculating diminishing returns such as marginal and average product.
3. 
Divide class into groups of two students and complete diminishing returns worksheet in Farm and Ranch Business Management Study Guide on page 5-4. Use reference pages 5-3 through 5-5 of Farm and Ranch Business Management text. 


4. 
Review worksheet and have question and answer session on finding the point of diminishing returns.

5. 
Use a computer to analyze cooperative extension service enterprise budgets and determine point of diminishing returns.

6. 
Ask an agricultural lender to speak to class on determining diminishing returns from a lender=s viewpoint. 

7. 
Have the class complete worksheet assignment #2 on diminishing returns in Farm and Ranch Business Management Study Guide page 5-5 and review with class.

SUMMARY

What is the law of diminishing returns?  How does the law of diminishing returns affect decision making?  Ask students questions about determining diminishing returns in production.  Ask a student to prepare a scenario of an enterprise in which the point of diminishing returns is needed to determine the highest profitability. 

Evaluation

Grade Worksheets and Notebooks, assigning individual and group grades

Written Test
5.2.1

LAW OF DIMINISHING RETURNS
AS AN INPUT IS ADDED IN PRODUCTION, THE OUTPUT WILL INCREASE AT AN INCREASING RATE, THEN AT A DECREASING RATE, AND FINALLY DECLINE.

THE THREE STAGES OF THE PRODUCTION FUNCTION MAY ALSO BE APPLIED TO DETERMINE POINT OF DIMINISHING RETURNS.

USUALLY STAGE 2 OF THE PRODUCTION FUNCTION IS WHERE DIMINISHING RETURNS BEGINS TO DEVELOP, THEN STAGE 3 IS WHERE THE SHARP DECREASE IN PRODUCTION TAKES PLACE.
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