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 Total fixed costs:

 Rent, salaried employees, contracts
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 Total Variable Costs:

 Hourly employees, inputs, utilities
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Output and Resources
 Supply is the quantities of output that sellers are 

willing and able to offer for sale at every price.

 To determine how much to supply at any given price, 
sellers must know how much it costs to supply each 
quantity.  
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Diminishing Marginal Returns 
The law of diminishing marginal returns:

“Add more of one resource to fixed resources, and 
eventually marginal product will fall.”
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Marginal Costs
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Economies of Scale 
and Long-Run Cost Curves 

 In the long run, a firm has many sizes to choose from.

 The short run requires that scale be fixed— only one 
or a few resources can be changed. 
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Short-Run and 
Long-Run Average-
Cost Curves
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Long-Run Average Total Cost
 Long-run average total cost (LRATC): the lowest-

cost combination of resources with which each level of 
output is produced when all resources are variable.

 The long-run average total cost curve gets its shape 
from economies and diseconomies of scale. 
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Long-Run and 
Short-Run Cost Curves (1)



Copyright © Houghton Mifflin Company.  All rights reserved. 22 | 13

Long-Run and 
Short-Run Cost Curves (2)
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Minimum Efficient Scale
Most industries experience both economies and 

diseconomies of scale.

 The minimum efficient scale (MES) is the 
minimum point of the long-run average-cost 
curve; the output level at which the cost per unit of 
output is the lowest.

 The MES varies considerably across industries.
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