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1. Whether the volume of production is expressed in nat-
ural (physical) or monetary units. If it is expressed in
monetary units, we speak about the value degree of
cost effectiveness, if in natural units, about the natural
degree of costs effectiveness.

2. What is the focus of interest. If it is an organizational
unit, we speak about the effectiveness of costs of an
organizational unit (such as enterprise, production plant
or centre). If the objective of assessment is a branch
(e.g. job order), we speak about the effectiveness of the
job order costs.
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1. It is usually monitored in value.
2. It facilitates the evaluation of costs of varied (hetero-

geneous) production.
3. Increase in costs effectiveness need not be caused only

by a more intensive production. It can also result from
higher efficiency of capital (i.e. higher productivity or
lower technological equipment of labour).

4. The whole organizational unit serves as a control ba-
sis.
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Abstract: The article deals with the change of costs and its effect upon the change of profit in the monitored firm. The
first part is devoted to the theoretical framework of the area. The formula needed for calculating indicators used are
stated and described here and economic effects of the degrees of effectivness are explained by the means of graphs and
formulas. The second part gives the definition of the degrees of effectiveness. Each of them is characterised by five items
where monitored indicators are evaluated and described on the basis of observed data.
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5. Higher effectiveness of costs can be caused by a
change in production structure and in market prices.
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1. The effectiveness can be is expressed in both physical

and monetary terms.  Expression in value has a broader
analytical content as it also includes the influence of
the conditions of production (mainly prices).

2. Natural expression of cost effectiveness requires ho-
mogeneous production.

3. An increase in cost effectiveness results mostly from
an increase in production volume though even lower-
ing costs has an important role in higher overall effec-
tiveness.
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1. The expression of the relationship between single in-

dicators which help to identify the appropriate degree
of effectiveness very easily and reliably.
We use the relationship between index numbers and
increments of production volume and costs, and, re-
spectively, the relationship between the development
of differential costs and cost/revenue ratio (between
differential costs per unit and costs per unit).

2. Various degrees of costs effectiveness and their im-
pact on development of resulting indicators. We will
evaluate the impact of effectiveness degrees on the cost/
revenue ratio, profit/cost ratio and profitability volume.

3. Total economic evaluation of various degrees of costs
effectivenes. It will also be useful to compare value and
the physical degree of effectiveness of costs.
The degrees of effectiveness of costs stated above are
based on the condition that costs in the period to be
compared are higher than in the control period. The
description of various degrees of effectiveness focus-
es on the typical behaviour of income when the produc-
tion stays profitable in the control period. Different levels
of profitability (profitable production, production with
zero profitability and unprofitable production) create
different economic effects for various degrees of costs
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effectiveness. That is why we also state specific prop-
erties of these effectivenes degrees depending on prof-
itability in the control period.

������	��	�����%����	�������������	��	��%'	%��+%'

�����	��	����������	!��-	%�	�����%����	.�����%$�'�� 

�%���

Indication:
The index of outputs is higher than the index of costs

����������� �(�Q��()
��
����������� �'�Q��()

Consequences:
1. The output increment is (when r

0
 > 0) higher than the

increment of costs
����� ∆(�Q�∆()
��
����� ∆'�K���Q�∆() ��J��	���

2. Differential cost is smaller than the cost/revenue ratio.
����� �)�R��
��
����� ��)�R��)

3. The cost/revenue ratio is decreasing with the increase
in outputs

����� �
H�
R��

C

��
����� �)
H
�R��)

C

4. The profit/cost ratio is increasing with the increase in
productivity volume

����� �
H
�Q��

C

5. Relative savings of costs and profit increment (loss)
from production expansion create the resource of eco-
nomic effect.

��������������	������������������������������	��������
�	��������������
��	���������������������������������
���	�����	����������
������������	�����	���
1) As for profitable production (n

0
 < 1, resp. jN

0
 < c), the

overall profit increment is reached by the total sum of
both effects (relative savings of costs and profit incre-
ment from production expansion)
It can be said then

∆/�J�∆/-(�L�∆()-�

   A decreasing cost/revenue ratio within the first degree
of effectiveness results in a progressive increase in profit
volume.

2) As for production with zero profitability (n
0
 = 1, resp.

jN
0
 = c), the overall profit increment is created only by

relative savings of costs.
It is true

∆/�J�L�∆()-�

   Also in this case, the profit volume is increasing pro-
gressively. Its volume compared to profitable produc-
tion is smaller.

3) As for unprofitable production (n
0
 >1 resp. jN

0
 > c), the

total increment of profit (or of loss) is given by the sum

of production expansion loss and costs savings under
the impact of a decrease in the cost/revenue ratio. Re-
sulting profit (or loss) depends on the proportion of
both effects.
A decreasing cost/revenue ratio within the first effec-
tiveness degree results in a decrease in unprofitable
production.
In connection with this fact it is useful to fulfill two
requirements which help stop unprofitable production.
a) Firstly, the loss on production expansion should be

compensated for by the savings of costs caused by
a lower expense rate and thus the loss in the com-
pared period would be the same as in the control
period.
It is true under the condition that

(
H
�J�(

C
�N�∆()

–  In case, that V
1 
< V

0
 + ∆VN, the loss on production

volume expansion is higher than the savings of costs.
The total loss is going up.

– Contrary to this if V
1
 > V

0
 + ∆VN, the total loss is

going down because the savings of costs caused by
a lower expense rate is higher than the loss on the
production volume expansion.

b) Secondly, the profitability in the compared period
should be of zero value, which means the profit in the
compared period should equal zero. Then the out-
puts in the compared period have to be the same as
the costs in the compared period

�����	

   In this case, the loss in the control period plus the
loss increment caused by production expansion is
compensated for by the savings of costs caused by
a lower cost/revenue ratio.

     It is then true:

����/
C
�N�∆/-(�J�∆()-�

    If V
1
 < VN

1
, resp.                        , than the loss in the con-

    trol period plus the loss increment caused by pro-
duction expansion is higher than savings costs
caused by a lower cost/revenue ratio. The result is a
decrease in unprofitable production in the compared

period.

    For the opposite inequality V
1
 > VN

1
, resp. 

C

H

(

()
�( = ,

   savings of costs are higher under the impact of their

higher effectiveness.
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������	��	�����%��	�������������	��	�����

Indication:
The output index is the same as the costs index

����������� ��(�J��()
��
����������� ��'�J��()

Effects:
1. The relationship between the output increment and in-

crement is shown by:
����� ∆(�J�∆()�K����N�H 
��
����� ∆'�K���J�∆()�K����N�H 

2. Differential costs are the same as the cost/revenue ratio
in the control period

����� �)�J��
C

��
����� ��)�J��)
C

3. The cost/revenue ratio does not change when produc-
tion is increasing

����� �
H
�J��

C

��
����� �)
H
�J��)

C

4. The profit/revenue ratio stays the same when produc-
tion volume is increasing

����� �
H
�J��

C

5. The change of profit volume is caused by the profit (or
loss) on production expansion

∆/�J�∆/-(

�����������������������	����E�	�������	��������������	��
��������	���

1) In case of profitable production (r> 0), the profit incre-
ment will be higher than costs increment. The higher
the profitability in the control period the higher will be
the profit on production expansion

∆/�J�∆/-(�J��H�L��
C
 �K�∆(

∆/�J�∆/-(�J��
C
�K�∆()

2) In the case of production with zero profitability (r = 0),
the output increment will always be identical with the
costs increment.

3) In the case of negative profitability (r < 0), the output
increment will be lower than costs increment. Together
with production expansion, the loss will be going up
and it will be directly proportional to the loss rate and
the increase in costs.
+�����	�������	������������������������$���	��S �
M�� ��� ����	����� ��� 	������	� ����� ����������� ������ ��

��	
�	�	��
�������������������������������������!�
�!�
��������������������������������������������������������
���������!��	����������	���	�����
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��������������
	�
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	������	�������������	����� �������	��������	�������������	��
��	����� ��� ���� �	��������� ���� �	����������
� 	���� ��� ���
����	�����	�����������!��	����������
��	������������	�����
������	��������� �	��������� ���������������������	��� ��
�	�������

�����%����	�������������	"�����	��	�����	��������"

!��-	%	"���������	�����%��	��	.�����	��'+,�

Indication:
����������������������!�	����������������������������

�����	� ����� �����	���	�������� ���������� ���	������ ���
�	�����������������������	�����	��������������
������

�()�(
(

()
<<

∆
+

C

H

�()�'
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<<

×

∆
+

C

H

Effects:
1. The relation between the output increment and costs

increment is given by
���������	�� ∆()�R�∆(�R�∆(A�K����N�H 
��
���������	�� ∆()�R�∆'

�
4
�
��R�∆()�K����N�H 

2. The differential cost is higher than the cost/revenue
ratio in the control period and lower than 1

���������	�� �
C
�R��)�R�H

��
���������	�� �)
C
�R���)�R��

3. The cost/revenue ratio of production is increasing to-
gether with the increase in outputs

����� �
H
�Q��

C

��
����� �)
H
�Q��)

C

4. The profitability rate is decreasing together with the
increase in production volume

����� �
H
�R��

C

��������	��������������������������������	����"������

�!�����	����������	��������������������	�����	������

C
�R�H �

5. The change of the profit volume is caused by the profit
on production expansion which is reduced by the rela-
tive increase in costs under the influence of a higher
cost/revenue ratio.
Since the differential cost is lower than 1, the relative
exceeding of costs does not take the profit on produc-
tion expansion. That is why the total profit with this
effectiveness degree always increases but its increments
have degressive character. The degression rate depends
on to what extent the differential cost approaches one.

Economic evaluation:
���� 	����"��������� ��������	�������������������������

������
���		��������!���� ���������������������	������
���������������	�������������������
�����	���������

�������������������	����������������	������������������
��������������	�!�����������	���������	������������������
�	��� ��� ������������� ���� ��� 	����"��� ����	� ��	����
�������������������������	����
�

�����%����	�������������	��	�����	��������"	!��-

�����%��	.�����	��'+,�

Indication:

���������������������������	����

Effects:
1. The outputs increment is the same as the costs incre-

ment
���������	�� ∆(�J�∆()
��
���������	�� ∆'

�
K���J�∆()

2. The differential cost equals one. Cost per unit equals
production price

���������	�� �
C
�R��)�J�H

��
���������	�� �)
C
�R���)�J��

3. The cost/revenue ratio of production is increasing with
the increase in outputs

����� �
C
�R��

H

��
����� �)
C
�R��)

H

4. The production volume is increasing while the profit-
ability rate is decreasing

����� �
C
�Q��

H

���������	������������������������������������	����"��
����
�����	����������	��������������������	�����	���� 

5. In this case the profit on production expansion is fully
siphoned off by the overrun of costs owing to the high-
er cost/revenue ratio and it results in constant profit
which equals the profit in control period.

Economic evaluation:
����	����"�����������������	����������������������������

����������������
�!���������	��������	���������	��������
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�
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�	����"�������������������������������	�����
���������9����������!���������������������	������������
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Indication:
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Effects:
1. The output increment is lower than the costs increment

���������	�� ∆(�R�∆()
��
���������	�� ∆'�K���R�∆()

2. The differential cost is higher than one. The differential
cost per unit is higher than the price

���������	�� �)�Q�H
��
���������	�� ��)�Q��

3. The costs/revenue ratio is increasing together with the
increase in production
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��
���������	�� �)
H
�Q��)

C

4. Profitability rate and volume are decreasing while the
production volume is increasing

���������	�� �
H
�R��

C
��+%

H
�R�+%

C

5. This degree of effectiveness is accompanied by either
decreasing profit volume or increasing loss. It depends
on the profitability rate in the control period.
a) In case of profitable production (r

0
 > 0) the profit on

production expansion is not high enough to compen-
sate the relative overrun of costs owing to the higher
cost/revenue ratio and so it results in a decrease in
profit.

b) In case of production with zero profitability (r
0
 = 0)

the loss in production equals the relative overrun of
costs owing to this degree of effectiveness. The loss
is going up together with proportionately increasing
cost.

c) In the case of loss production (r
0
 < 0) the increasing

loss is caused by the sum of loss on production ex-
pansion plus the relative overrun of costs owing to
the higher cost/revenue ratio. Increasing costs are
connected with progressive increase in loss. It is use-
ful to set up such an output index which enables zero
profitability in the control period.It is true under the
condition that

M���������������������������������	�����	�����������������
���	�������!������������	�����������������������������
��������	��
�����	��������������������������!�����������!�
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�����%����	�������������	��	�����	��������"	!��-

�����%��	.��"+�����	��'+,�

Indication:

H�J��(�R��() � 	���� �H�J��'�R��()

Effects:
1. The profit increment equals zero and is lower than the

costs increment
���������	�� C�J�∆(�R�∆()
��
���������	����� C�J�∆'�K���R�∆()

2. The differential cost and the differential cost per unit is
not defined for this case.

3. The cost/revenue ratio is increasing
���������	�� �

H
�Q��

C

��
���������	�� �)
H
�Q��A

C

4. The profitability rate and volume are decreasing
���������	�� �

H
�R��

C
��+%

H
�R�+,

C

5. The loss growth is the by-product of this effectiveness
degree.The profit (loss) on production expansion equals

zero for profitable production, production with zero prof-
itability and for unprofitable production. The loss growth
is the result of relative overrun of costs corresponding
with their decreasing effectiveness.

Economic evaluation:
����	����"������������������������������	��������������
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Indication:
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Effects:
1. The output increment is negative, the costs are increas-

ing
���������	�� ∆(�R�C�R�∆()
��
���������	�� ∆'�4���R�C�R�∆()

2. The differential cost is negative
���������	�� ���R�C
��
���������	�� ��)�R�C

3. The cost/ revenue ratio is increasing together with an
increase in costs

���������	�� �
H
�Q��

C

��
���������	�� �)
H
�Q��)

C

4. Profitability rate and volume are decreasing together
with a decrease in production

���������	�� �
H
�R��

C�
��+%

H
�R�+%

C

5. The by-product of this effectiveness degree is a de-
crease in profit (increase in loss)

0��	��������	������������������!�
��	����������������
!������������������
��������		������������
a) In the case of profitable production (r

0 
> 0 ) with de-

creasing production volume, the profit in the control
period is decreasing. This decrease is caused by the
loss from decreasing production volume and is multi-
pled by the relative overrun of costs.

b) In the case of production with zero profitability (r
0 
= 0)

the increase in loss is in direct proportion to the relative
overrun of costs.

c) In the case of loss production (r
0 
< 0) the loss in the

control period is decreasing together with decreasing
production volume and on the other hand it is extended
by the relative overrun of costs.

Economic evaluation:
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