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Production and Costs 
 
Short-run – (1) In microeconomics, a period of time in which producers are able to 
change the quantities of some but not all of the resources they employ; a period in which 
some resources (usually plant) are fixed and other inputs are variable.   
 
Short-run production function - A supply curve that shows the quantity of a product a 
firm in a purely competitive industry will offer to sell at various prices in the short run; 
the portion of the firm’s short-run marginal cost curve that lies above its average-
variable-cost curve. 
 
Total product – The total output of a particular good or service produced by a firm (or a 
group of firms or the entire economy). 
 
Marginal product – The additional out put produced when l additional unit of a resource 
is employed (the quantity of all other resources employed remaining constant); equal to 
the change in total product divided by the change in the quantity of a resource employed. 
 
Law of diminishing marginal returns - The principle that as successive increments of a 
variable resource are added to a fixed resource, the marginal product of the variable 
resource will eventually decrease. 
 
Law of diminishing marginal utility – The principle that as a consumer increases the 
consumption of a good or service, the marginal utility obtained from each additional unit 
of the good or service decreases. 
 
Average variable cost – A firm’s total variable cost divided by output (the quantity of 
product produced). 
 
Variable cost – A cost that in total increases when the firm increases its output and 
decreases when the firm reduces its output. 
 
Average total cost – A firm’s total cost divided by output (the quantity of product 
produced); equal to average fixed cost plus average variable cost. 
 
Total cost – The sum of fixed cost and variable cost. 
 
Marginal costs – The extra (additional) cost of producing one more unit of output; equal 
to the change in total cost divided by the change in output (and, in the short run, to the 
change in total variable cost divided by the change in output). 
 
Long-run - (1) In microeconomics, a period of time long enough to enable producers of a 
product to change the quantities of all the resources they employ; period in which all 
resources and costs are variable and no resources or costs are fixed.  
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Long-run costs – In the long run, costs for all the resources or inputs are variable costs.  
 
Economies of scale – Reductions in the average total cost of producing a product as the 
firm expands the size of plant (its out-put) in the long run; the economies and mass 
production. 
 
Diseconomies of scale – Increases in the average total cost of producing a product as the 
firm expands the size of its plant (its output) in the long run. 
 
Profit – The return to the resource entrepreneurial ability (normal profit); total revenue 
minus total cost (economic profit). 
 
Profit maximization rule – The quantity of each resource a firm must employ to 
maximize its profit or minimize its loss; the combination in which the marginal revenue 
product of each resource is equal to its marginal resource cost (to its price if the resource 
is employed in a competitive market). 
  
Forms of business organization: 
I. Sole proprietorship – An unincorporated firm owned and operated by one person. 
II. Partnership – An unincorporated firm owned and operated by two or more persons. 
III. Corporation – A legal entity (“person”) chartered by a state or the Federal 
government that is distinct and separate from the individuals who own it. 


