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Answers 

The economics of dark kitchens 
Jon Guest 

This resource provides answers to the questions posed in the article on dark kitchens, in the 
April 2022 issue of ECONOMIC REVIEW. 

Question 1 
Using some examples, explain the difference between (i) fixed and variable costs and (ii) fixed 
and sunk costs. 

Fixed costs are total costs that do not vary with the amount a firm produces or its sales volume. Even 
if a business does not produce or sell anything, it must still pay its fixed costs. They remain the same 
no matter how much a firm produces or sells. 

Variable costs are those costs that are responsive to the amount a firm produces. If a business 
expands production, its variable costs will rise. A measure of this responsiveness is the cost-output 
elasticity of demand. 

Examples of fixed costs include (a) rent/rates on business properties; (b) repayments on a business 
loan; (c) the costs of developing a new product/service; (d) the costs of an advertising campaign to 
launch a new product; (e) web-hosting costs for an online business. 

Examples of variable costs include (a) payments for raw materials; (b) wage costs for employees on 
zero-hour contracts; (c) payments to suppliers; (d) credit card and payment processing fees; (e) 
payment to ‘gig’ workers such as delivery riders.  

Sunk costs are those costs that cannot be recovered by a firm. All sunk costs are fixed costs as they 
do not vary with the amount a firm produces. However, some fixed costs are not sunk costs. Take the 
example of physical capital and business premises. There are fixed costs. However, if the firm 
temporarily shut down, it may be able to rent out the business premises and machinery to other firms. 
The higher the rental value of these assets, the greater the proportion of the fixed cost that is not a 
sunk cost. The chances of a firm being able to rent out its physical capital to other businesses will 
depend on how much it has been tailored to its own particular use. The more specialised the capital, 
the lower its value to other firms and hence the greater the proportion of the fixed cost that is a sunk 
cost. 
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Question 2 
Using a diagram, compare the cost structure of traditional restaurants with those of dark 
kitchens. 

See Figure 1, below: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The average total cost curve of a dark kitchen (ATCDK) is below the average total cost curve of a 
traditional restaurant (ATCTR) for the following reasons: 

• The rental costs are lower because (a) they are usually located in industrial estates as 
opposed to city centre high streets, and (b) the premises are much smaller than traditional 
restaurants, i.e. no customer dining space is required. 

• The wage costs are lower because no front-of-house staff are required. 

• The purchase of furnishings such as tables and chairs is not required.  

As the rental costs are lower the proportion of fixed costs is also lower than for a traditional restaurant. 
This makes ATCDK flatter than ATCTR. 
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