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Abstract: Investment variants as an established way of proposing feasible as well as technically
and economically justified solutions always refer to scarcity, i.e. rarity of necessary resources and
their substitution, but also to cost efficiency of the investment decision, which is, as it is known, made
in the present for an anticipated and, quite surely, uncertain economic future. Economic uncertainty is
directly proportional to the length of term because the area of certainty is constantly narrowed with
the extension of the planning time horizon. Under such conditions, almost all engineering-investment
methods of evaluation of investment projects must seriously take into account the economic
uncertainties resulting from the long-run variability of production input. This paper sets the elements
of cost theory in the long run, which always represent the starting point in the evaluation of a chosen
investment variant, but some economic uncertainties which, as it is supposed, can significantly
derogate assumed and anticipated investment solutions are also analysed. The theoretical aspect of
analysed solutions only shows that there is no specific long-run cost theory, but the costs are always
regarded as dynamic values in establishing optimum production and optimum exploitation of
capacities in a company.
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INTRODUCTION

In business decision-making there are no valid
economic decisions without a planning process. It
is known that planning is preceded by the process
of economic forecasting. Economic forecasting
refers to forecasting uncertain and unknown
future events, forecasting future and actual
economic values, which are of importance for
planning the activities of economic subjects.
Economic forecasting is a cognitive process of
collecting data, their analysis and planning of the
activities that may lead to improvement of
economic values and efficiency of business
operations. So, economic forecasting is not
foretelling future economic events, but a
scientific and methodological procedure used for
planning economic development and

development of an economic unit. The result of
the economic forecasting process is assumptions,
and the result of the planning process is planning
decisions. The assumptions are not subjective
evaluations of researchers, but standardised
information serving to the process of business
decision-making.  Business  decisions  are
decisions on objectives, policies, plans and
methods (strategies and tactics) of achieving the
planned objectives.

Such a process, however, is not without
restrictions. The restrictiveness of the planning
process and economic forecasting is seen in the
fact that they aspire to consistency, and they are
actually defined for the conditions of economic
uncertainty. This especially refers to the process
of investment decision-making, which, as it is

11-6
XVII INTERNATIONAL SCIENTIFIC CONFERENCE “TRANSPORT 2007”


mailto:pavlicic.m@maskv.edu.yu

known, has far-reaching effects on economic
growth and economic development.

1. GENERAL DETERMINATIONS

The certainty of economic forecasting, and hence
of planning itself, relates to limiting the time
horizon to which those processes refer. Basically,
the future is composed of two components:
uncertainty and certainty. The demarcation line
between these two components is very flexible
and depends on time flow, i.e. the time horizon to
which economic forecasting refers [1].

Uncertainty is the function of time flow (T) and
time horizon (VT) (Figure 1.1). Time horizon can
be bounded by zero (momentary) (0), short (t1),
medium (t2) and long run (t3). The biggest
certainty of forecasting future events is within the
zero run, in which the area of certainty of
economic forecasting is biggest; in short,
medium and long run, the area of uncertainty
approximatively grows bigger, and the area of
certain}y of future economic forecasting declines.
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Figure 1.1: Structure of future and certainty of
economic forecasting

In the short run, there are a large number of
product inputs that are given and fixed. They are:
working and technical possibilities of the
installed equipment and engaged workers, then,
the competitive position of the company on the
market, which is determined by its individual
conditions of production, the projected product
and its modalities, the  factors  of
macroenvironment and economic ambience, the
market price of the product offered by the
company on the market, etc. That is why the
economic models of short run are very simple: a
fixed input is chosen, and then, by varying other
production  inputs, appropriate  economic
conclusions on the degree of elasticity (response)
and influence of an economic value on another
one are made.

Long-run assumptions in economic theory are not
at all indefinite as it can be wrongly concluded at
first sight. The long-run conditions are defined at
the moment when the decision on intended
production, on capacity building, on expansion of
the existing production possibilities or on
introduction of new products, etc. is made. The
mentioned decisions are of investment character;
they presume the wuse of accumulation,
depreciation and credits for achieving any of
projected long-run goals of the company. They
«choose» some of fixed production inputs
(construction buildings, machines and
equipment), thus defining future production
capacity of the company.

But, such mentioned and simplified treatment of
the long run in economic theory is not so easy to
apply in concrete economic analyses. Namely,
between an investment decision and the
completion of realisation (activation) of
investment, there must always, regardless of
personal engagement of the investor and the
contractor, pass a certain time period or
investment activation period, which significantly
derogates the fixedness and variability of the
inputs which have been taken into account in the
economic analysis. For example, the effects of
procurement of new production inputs, which are
shown to be subsequently needed, cannot be
known at the moment of making the previous
decision on investment, and it, quite
understandably, increases the costs and decreases
the projected economic effects of the investment.
Or, during investment activation, there may arise
the costs which cannot be changed in relation to
the projected scope of production as well as the
costs which can significantly change that scope
of production.

2. CERTAIN ELEMENTS OF LONG-
RUN COST THEORY IN INVESTMENT
ACTIVITY

So, in the long economic run, not only the costs
but other significant economic categories as well
gain quite different treatment. One can be
reminded that in the short run the predominant
number of production inputs has a fixed
character, while in the long run their fixedness is
relativised, so that the predominant number of
production inputs is treated as a variable value.
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The investment decision chooses the investment
variant, i.e. the solution of a production task in
the company, which is realised with the projected
quantity of fixed inputs and with appropriate
variable inputs. The fixed input here is the
capacity, and it produces certain costs. If it is
assumed that there are three possible variants in
future capacity building, then it is obvious that
the effects of those variants can be measured by
average total costs, which are obtained when the
total (calculated) costs of capacities (in different
variants) are divided by the assumed scope of
production enabled by those variants. The
graphical presentation of such an illustration is
given in Figure 2.1 [2]:
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Figure 2.1: Selection among different production
capacities (on the basis of average total costs of
capacity building)

The three curves of average total costs (6 7C1,
OT1C2 and 6TC3) for the three production
capacities A, B and C show three possible
investment variants: the capacity A is smallest, B
is bigger, and C is biggest, which is shown by the
realised scopes of production. But, practically,
there may occur mutual coinciding of average
total costs of the mentioned three capacities at the
points x, y and z. The possible scopes of product
sale are defined by Q1, Q2 and Q3. If Q2 is the
selection of possible scope of sale, then it is
obvious that the most favourable investment
variant from the aspect of average total costs is
the variant B, because it has the lowest average
total costs for the selected scope Q2. The variant
A has somewhat higher average costs, and the
variant C has considerably higher average costs
for the selected scope of sale Q2.

The graphical presentation 2.1 really represents a
«set» of short-run average total costs. But, if the
lowest points of each curve of average total costs
are graphically linked, the «common» long-run
average total cost curve term will be obtained. It
can be well presented by Figure 2.2.
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Figure 2.2 Long-run average total cost curve

The obtained long-run average total cost curve
[3] shows all positive and negative effects of
capacity exploitation. As it is seen, the long-run
average total cost curve shows a downward
tendency up to a certain point, and after that it
shows the upward tendency. In the first part of
the long-run average total cost curve there occur
positive effects of increasing the degree of
capacity exploitation or positive effects of
economics of scale. This happens because the
investment  expenditures do not increase
proportionally with the increase in capacity, and
therefore fixed costs for bigger capacities will not
increase proportionally with the increase in the
scope of production, but they will decrease. In
addition to this, savings in variable costs due to
better exploitation of material and work is
achieved in bigger capacities, because modern
technique and technology are applied in bigger,
not in smaller capacities. Big capacities also have
specialisation of production, which altogether
contributes to reduction of average total costs in
them.

But, the mentioned effects of economics of scale
are not eternal. Restrictiveness of effects of the
economics of scale result from the quite practical
fact that better exploitation of capacities will
really reduce average total costs, but only up to a
certain limit, and after that, any further increase
in exploitation of capacities will lead to negative
effects of the economic of scale (diseconomies of
scale), i.e. to the increase in average total costs. It
is unambiguously proved by the graphical
presentation 2.2.

4.CERTAIN CONCLUSIONS FOR THE
CONDITIONS OF ECONOMIC
UNCERTAINTY

Under conditions of economic uncertainty, cost
theory, as it could be concluded, is not static or
guantitative-statistical summing up of costs of
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production in a company, although that effect of
cost theory should not be neglected at all.
Modern cost theory has the following economic
tasks [4], which make it significantly different
from simple recording and calculation of costs.

Firstly, in its cost analysis and cost management,
a company, regardless of its size, is not treated as
a single and inseparable whole. On the contrary,
every part of the company is treated as a separate
unit, and each part of the capacities (plant, work
post) as an independent cost place (point). This
allows easier and faster recording, calculation
and elimination of certain costs, thus reducing the
product cost price. Secondly, modern cost theory
does not explain cost dynamics only from the
position of degree of capacity engagement, which
was the subject of the traditional theory. Really,
an economic value (capacity), regardless of its
significance for economic theory and economic
practice, cannot in any case be sufficient for
considering the complete cost dynamics. Each
element of the total costs of a company and each
element of the cost price have the potentials for
increasing the quality of business economy, so it
should be analysed in that way. [5]. Thirdly, the
amount of costs in a company is not just an
objectively given value, but it depends on other,
subjective and seemingly distant factors as well,
which apparently do not have any close relations
with the costs. The amount of costs is
significantly influenced by: the quality of all
production inputs, the engagement of technical
and working input and their purchase price, then
the size of the company and its production
programme. The quality of production inputs
understood in the sense of acquired technical
characteristics and qualification capabilities
significantly contributes to decrease of costs: the
better the quality of production inputs, the bigger
their production capability, and hence, the lower
the material costs realised by their use.
Engagement of production inputs also determines
the amount of costs. Some inputs must be
entirely engaged regardless of the outcome of the
production result. Increase in the quality of
business economy (read: achieving of a better

financial result of a company) by complete
exploitation of production capacities is one of the
most important elements in modern cost theory.
This is even more stressed if the purchase prices
of production inputs are high.

The size of a company is not always constant,
and especially not in cost dynamics. But, the size
of a company considerably determines the
amount of costs and their structure, and hence
their dynamics. Namely, cost dynamics is
different in big, medium and small production
companies. The production programme, selection
and differentiation of products significantly
determine that dynamics, scope and structure of
costs.

Modern cost theory represents one of the most
important fields of activity of a company
management.  Management  of  processes,
information, people, capital and time is possible
in different ways. Modern cost theory suggests
the following economic criteria to the
management of a company [6]: adaptation to the
law of returns, time adaptation of processes,
guantitative adaptation of inputs, and intensity
adaptation of labour. Behind each mentioned
economic criterion there «lies» the economics of
costs — its dynamics and cost management.
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ABJITIOCPOYHA HKOHOMUNYECKA HECUT'YPHOCT ITPU OIIEHKATA HA
OIIPEAEJIEH HHBECTUIIMOHEH BAPUAHT

Muutopaa JI. IlaBauyny, Iparan IlerpoBuu

npog. 0-p Munopao /]. [laeruuuy, npogp. 0-p HApaean Illemposuy
Mawwunen gpaxyrimem, 36000 Kpaneso, [ocumeesa 19,

CbPEHA

Peziome: Kamo edun om ycmanogenume HA4uHu 3a npeoidazane UHEeCMUYUOHHUME 8apUAHMU,
npunazanu U KAmo MexHUKOUKOHOMUYECKU OOOCHOBAHU peuleHUs, BUHA2U Cd HACOYeHU KbM
Hedocmuza, m.e. KbM HeOOCmuea Ha HeoOX00UMU pecypcu U MAXHOMO 3aMAHA, d CbUWO MAaKa U KoM
epexmuenocmma Ha uneecmuyuume. Kaxmo e uzeecmmno, mesu pewienus ce 63emam 6 HACMOAWEMO,
HO ce OomHacAm 00 OYaK6AHeMO U 6 3HAYUMENIHA CMEeNeH HeCUSYPHO UKOHOMUUECKO Ovoeuju.
Hronomuueckama necueyprocm e npaso NpoOnOPYUOHANHA HA NPOOBIACUMETHOCMA HA Nepuood,
Ml Kamo 30HAMA HA CUSYPHOCTHING NOCMOSHHO Ce CMECHABA NpU YObliCaAGaAHe HA NIAAHUPAHOMO
epeme. Ilpu makuea ycnoeus noumu 6CUYKU UHIICEHEPHO-UHEECHMUYUOHHU MEMmOOU 3d OYeHKA Ha
UHGECMUYUOHHUME NPOeKmu mpabea 3nayumenHo oa 06vOam cvoOpazeHu ¢ UKOHOMUHecKama
HeCUSYypHOCTN 6 pe3yimam Ha ObI2OCPOYHUmME NPOMEHU Ha  élacanama npooykyus. [Jokiadvm
pazenexcoa enemenmu Om Meopusma 3a npou3eo0CmMEeHUume pasxoou 6 0bl20CPOUeH NAAH, KOUMO
6UHA2U NPEOCMABNASAM OMNPAGHA MOYKA NPU OYEHKAMA HA OnpeoeieH UHEECTMUYUOHEH GaPUAHMI.
Amnanuzupa ce U UKOHOMUYECKAMA HECULYPHOCT,3A KOSIMO ce NPeonoaaza, 4e Modice SHaYumento oa
HaKbPHU NpeosuoeHume u OYaKeaHu  UHGECMUYUOHHU peutenus. Teopemuunusm acnekm Ha
ananuzupanume  pewleHus — NOKAsed, Ye  HAMA  cneyu@uyna  ObI2OCPOUHA  Meopus  3d
NPOU3BOOCMEEHUME PA3X00U, A me Ce pa3enedcoam GUHAU Kamo OUHAMUYHU CMOUHOCMU Npu
onpedensine HA MAKCUMATHAMA NPOOYKYUs U MAKCUMATHUS eKCNIoamayuoHen Kanayumem Ha
KOMNAHUusAma.

Kniouoeu Oymu: unsecmuyuonen eapuanm, UKOHOMUYECKA HECUSYPHOCH, PEeHMAOUIHOCH,
UKOHOMUYECKA eqheKmuUsHOCM.
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