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Marginal revenue = , = generated by one
Change in output additional unit of output
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Total cost ~ Marginal cost Marginal Net gain
of output of bushel revenue of bushel =
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(b) Market Price = $10
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Profitability Condition
(minimum ATC = break-even price)

P > minimum ATC

P = minimum ATC

P < minimum ATC

Production Condition
(minimum AVC = shut-down price)

P > minimum AVC

P = minimum AVC

P < minimum AVC

Result

Firm profitable. Entry into industry in the long run.

Firm breaks even. No entry into or exit from industry in
the long run.

Firm unprofitable. Exit from industry in the long run.

Result

Firm produces in the short run. If P < minimum ATC, firm
covers variable cost and some but not all of fixed cost.
If P > minimum ATC, firm covers all vanable cost and
fixed cost.

Firm indifferent between producing in the short run or I
not. Just covers variable cost.

Firm shuts down in the short run. Does not cover

variable cost.
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(b) Short-Run and Long-Run
(a) Existing Firm’s Response to Market Response to (c) Existing Firm's Response to
Increase in Demand Increase in Demand New Entrants
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supply curve
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industry
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curve
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The long-run industry supply
curve is always flatter—more
elastic—than the short-run
industry supply curve.
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