COST CURVES IN MICROECONOMICS

IUNDERSTANDING CosT CURVES IN MICROECONOMICS: A
CoMPREHENSIVE GUIDE

COST CURVES IN MICROECONOMICS ARE FUNDAMENTAL TOOLS FOR UNDERSTANDING HOW BUSINESSES MAKE DECISIONS ABOUT
PRODUCTION LEVELS AND PRICING. THESE GRAPHICAL REPRESENTATIONS ILLUSTRATE THE RELATIONSHIP BETWEEN THE QUANTITY
OF OUTPUT A FIRM PRODUCES AND THE VARIOUS COSTS ASSOCIATED WITH THAT PRODUCTION. BY ANALYZING THESE CURVES,
ECONOMISTS AND BUSINESS OWNERS CAN GAIN CRITICAL INSIGHTS INTO EFFICIENCY, PROFITABILITY, AND OPTIMAL RESOURCE
ALLOCATION. THIS ARTICLE WILL DELVE DEEP INTO THE INTRICACIES OF THESE COST RELATIONSHIPS, EXPLORING FIXED COSTS,
VARIABLE COSTS, TOTAL COSTS, AND THEIR MARGINAL AND AVERAGE COUNTERPARTS. WE WILL ALSO EXAMINE HOW THESE
CURVES INTERACT AND WHAT IMPLICATIONS THEY HAVE FOR FIRM BEHAVIOR IN COMPETITIVE MARKETS.
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THe FounpATION OF CosT CurVES: Fixep AND V ARIABLE COSTS

BEFORE WE CAN EVEN BEGIN TO DRAW OUR COST CURVES, WE NEED TO UNDERSTAND THE TWO PRIMARY CATEGORIES OF COSTS
THAT BUSINESSES INCUR: FIXED COSTS AND VARIABLE COSTS. FIXED COSTS, AS THE NAME SUGGESTS, ARE THOSE THAT DO NOT
CHANGE WITH THE LEVEL OF OUTPUT IN THE SHORT RUN. THINK OF THEM AS THE COSTS OF DOING BUSINESS, REGARDLESS OF
WHETHER YOU PRODUCE ONE WIDGET OR A THOUSAND. THESE MIGHT INCLUDE RENT FOR YOUR FACTORY OR OFFICE SPACE,
SALARIES FOR ADMINISTRATIVE STAFF WHO ARE NOT DIRECTLY INVOLVED IN PRODUCTION, INSURANCE PREMIUMS, AND THE
DEPRECIATION OF MACHINERY. EVEN IF A FACTORY PRODUCES NOTHING, IT STILL HAS TO PAY ITS RENT AND KEEP ITS LIGHTS ON
FOR BASIC MAINTENANCE.

ON THE OTHER HAND, VARIABLE COSTS ARE DIRECTLY TIED TO THE VOLUME OF PRODUCTION. AS YOU INCREASE YOUR OUTPUT
YOUR VARIABLE COSTS WILL RISE, AND IF YOU REDUCE OUTPUT, THEY WILL FALL. EXAMPLES OF VARIABLE COSTS INCLUDE THE
RAW MATERIALS NEEDED TO MANUFACTURE A PRODUCT, DIRECT LABOR INVOLVED IN THE PRODUCTION PROCESS (E.G., ASSEMBLY
LINE \)VORKERS), AND ENERGY CONSUMED BY MACHINERY DURING OPERATION. |F YOU DECIDE TO PRODUCE MORE CARS, You'LL
NEED MORE STEEL, MORE TIRES, AND MORE HOURS FROM YOUR ASSEMBLY WORKERS, THUS INCREASING YOUR VARIABLE COSTS.
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IT'S CRUCIAL TO DISTINGUISH BETWEEN THESE TWO AS THEY BEHAVE VERY DIFFERENTLY ON THE COST CURVE DIAGRAMS.

ToTtAL CosT CurvVvEes: THE SUM oF PRoDUCTION EXPENSES

THe TOTAL cosT (TC) CURVE IS A STRAIGHTFORWARD AGGREGATION OF BOTH FIXED AND VARIABLE COSTS.
MATHEMATICALLY, TC = Fixep CosT (FC) + VariasLE CosT (VC). ON A GRAPH, THE TOTAL COST CURVE TYPICALLY
STARTS AT THE LEVEL OF THE FIXED COSTS ON THE Y-AXIS (WHEN OUTPUT IS ZERO) AND THEN SLOPES UPWARDS AS OUTPUT
INCREASES. THE SLOPE OF THE TOTAL COST CURVE IS DETERMINED BY THE BEHAVIOR OF VARIABLE COSTS. INITIALLY, AS
PRODUCTION BEGINS, TOTAL COSTS RISE RELATIVELY SLOWLY BECAUSE OF EFFICIENCIES GAINED OR ECONOMIES OF SCALE.
HOWEVER, AS PRODUCTION CONTINUES TO EXPAND, DIMINISHING MARGINAL RETURNS CAN SET IN, CAUSING VARIABLE COSTS TO
RISE AT AN INCREASING RATE, AND THUS MAKING THE TOTAL COST CURVE STEEPER.

IMAGINE A BAKERY. THEIR FIXED COSTS MIGHT BE THE RENT FOR THE SHOP AND THE SALARY OF THE MANAGER. THEIR VARIABLE
COSTS WOULD BE THE FLOUR, SUGAR, EGGS, AND THE WAGES OF THE BAKERS WHO PRODUCE THE BREAD AND CAKES. IF THE
BAKERY PRODUCES NO GOODS, ITS TOTAL COST IS SIMPLY ITS FIXED COSTS (RENT AND MANAGER'S SALARY). AS IT STARTS
BAKING, IT INCURS VARIABLE COSTS FOR INGREDIENTS AND BAKER'S WAGES, AND ITS TOTAL COST INCREASES WITH EVERY LOAF
OF BREAD OR CAKE PRODUCED. THE SHAPE OF THE T C CURVE VISUALLY REPRESENTS THIS COMBINED EXPENSE OVER VARYING
PRODUCTION LEVELS.

AVERAGE CosT CuUrVES: CosT Per UNIT ANALYSIS

\WHILE TOTAL COST TELLS US THE OVERALL EXPENSE, AVERAGE COST (AC) CURVES PROVIDE A MORE GRANULAR VIEW BY
SHOWING THE COST PER UNIT OF OUTPUT. THERE ARE THREE MAIN TYPES OF AVERAGE COST CURVES: AVERAGE Fixep CosT
(AFC), Averace VARrIABLE CosT (AVC), AnD AVeraGe ToTAL CosT (ATC). THe AverAGe Fixep CosT (AFC) is
CALCULATED BY DIVIDING TOTAL FIXED COSTS BY THE QUANTITY ofF ouTPUT (AFC = FC / Q). As ouTPUT INCREASES, AFC
ALWAYS DECLINES BECAUSE THE FIXED COSTS ARE SPREAD OVER A LARGER NUMBER OF UNITS. |T WILL APPROACH ZERO BUT
NEVER ACTUALLY REACH IT, AS THERE WILL ALWAYS BE SOME FIXED COSTS.

THe AVERAGE V ARIABLE CosT (AVC) IS CALCULATED BY DIVIDING TOTAL VARIABLE COSTS BY THE QUANTITY OF OUTPUT
(AVC=VC/ Q). THe AVC CURVE TYPICALLY U-SHAPED. INITIALLY, AS PRODUCTION INCREASES, AV C FALLS DUE TO
INCREASING MARGINAL RETURNS AND SPECIALIZATION. HOWEVER, AS PRODUCTION CONTINUES TO RISE, DIMINISHING MARGINAL
RETURNS KICK IN, CAUSING AV C TO INCREASE. THE AVERAGE ToTAL CosT (ATC) Is THe suM oF AFC ano AVC (ATC =
AFC + AVC), OR ALTERNATIVELY, TOTAL COST DIVIDED BY THE QUANTITY oF ouTPUT (ATC =TC / Q). THE ATC
CURVE IS ALSO U-SHAPED AND LIES ABOVE THE AV C CURVE BECAUSE IT INCLUDES THE DECLINING AFC. THE LOWEST POINT OF
THE ATC CURVE REPRESENTS THE MOST EFFICIENT LEVEL OF PRODUCTION IN TERMS OF COST PER UNIT.

AverAGE Fixep CosT (AFQC)

THE AVERAGE FIXED COST CURVE IS A DOWNWARD-SLOPING CURVE THAT GETS PROGRESSIVELY FLATTER AS OUTPUT
INCREASES. THIS IS BECAUSE THE TOTAL FIXED COSTS ARE BEING DIVIDED BY AN EVER-LARGER QUANTITY. FOR INSTANCE, IF A
CcoMPANY HAS $ 1000 In Fixep cosTs, THE AFC AT 10 uniTs 1s $100, BuT AT 100 UNITS, IT DROPS TO $10. THIS
ILLUSTRATES THE SPREADING EFFECT OF FIXED COSTS.

AVerRAGE VARIABLE CosT (AVCQ)

THE AVERAGE V ARIABLE COST CURVE IS TYPICALLY U-SHAPED. IN THE INITIAL STAGES OF PRODUCTION, AS OUTPUT
INCREASES, AV C TENDS TO FALL. THIS IS OFTEN DUE TO FACTORS LIKE IMPROVED LABOR EFFICIENCY, BETTER UTILIZATION OF
MACHINERY, AND BULK DISCOUNTS ON RAW MATERIALS. HO\X/EVER, BEYOND A CERTAIN POINT, AV C BEGINS TO RISE. THIS IS
USUALLY CAUSED BY DIMINISHING MARGINAL RETURNS. ADDING MORE VARIABLE INPUTS (LIKE LABOR) TO A FIXED AMOUNT OF
CAPITAL EVENTUALLY LEADS TO LESS ADDITIONAL OUTPUT PER UNIT OF INPUT, THUS INCREASING THE COST PER UNIT.



AvVeraGe ToTAL CosT (ATQO)

THE AVERAGE ToTAL COST CURVE COMBINES BOTH AVERAGE FIXED COSTS AND AVERAGE VARIABLE COSTS. SINCE AFC s
ALWAYS FALLING AND AV C Is U-sHaPED, THE ATC CURVE IS ALSO U-SHAPED. IT IS ALWAYS ABOVE THE AV C CURVE BY
THE AMOUNT OF AFC. THE LOWEST POINT OF THE ATC CURVE IS A CRITICAL POINT FOR A FIRM, AS IT REPRESENTS THE
MINIMUM AVERAGE COST OF PRODUCTION. A FIRM PRODUCING AT THIS OUTPUT LEVEL IS ACHIEVING MAXIMUM EFFICIENCY IN
TERMS OF COST PER UNIT.

MARGINAL CosT CuUrVES: THE CosT oF THE NEXT UNIT

THE MARGINAL coST (MC) CURVE REPRESENTS THE ADDITIONAL COST INCURRED BY PRODUCING ONE MORE UNIT OF OUTPUT. IT
IS CALCULATED AS THE CHANGE IN TOTAL COST DIVIDED BY THE CHANGE IN QUANTITY (MC = ATC / AQ). Like THe AVC
AND ATC CURVES, THE MARGINAL COST CURVE IS TYPICALLY U-SHAPED. INITIALLY, AS OUTPUT INCREASES, MC FALLS
BECAUSE OF INCREASING MARGINAL RETURNS. AS MORE UNITS ARE PRODUCED, THE COST OF EACH ADDITIONAL UNIT DECREASES.
HOWEVER, EVENTUALLY, DIMINISHING MARGINAL RETURNS SET IN, AND THE COST OF PRODUCING ONE MORE UNIT BEGINS TO RISE.
THe MC cURVE INTERSECTS BOTH THE AVC AND ATC CURVES AT THEIR LOWEST POINTS.

WHY poes MC INTERSECT AVC anD ATC AT THEIR MINIMUMS? W/HEN MC I1s BeLow AV C, IT PULLS THE AV C DOWN. W/HEN
MC1s aBove AVC, 1T puLLs THE AV C up. THererore, AVC MUST BE AT ITS MINIMUM WHEN MC Is EQUAL To AVC. THE
SAME LOGIC APPLIES TO THE ATC CURVE. THIS RELATIONSHIP IS A CRUCIAL INSIGHT FOR FIRMS DETERMINING THEIR OPTIMAL
PRODUCTION LEVELS. PRODUCING WHERE MARGINAL COST EQUALS MARGINAL REVENUE IS A CORNERSTONE OF PROFIT
MAXIMIZATION THEORY.

THE INTERPLAY OF CosT CuURrVES: FINDING THE OPTIMAL ProDUCTION LEVEL

THE REAL POWER OF COST CURVES LIES IN UNDERSTANDING HOW THEY INTERACT WITH EACH OTHER AND WITH REVENUE
CURVES. THE MOST CRITICAL INTERSECTION FOR A FIRM AIMING TO MAXIMIZE PROFITS IS WHERE THE MARGINAL cosT (MC)
CURVE INTERSECTS THE MARGINAL REVENUE (MR) CURVE. MARGINAL REVENUE IS THE ADDITIONAL REVENUE GAINED FROM SELLING
ONE MORE UNIT OF OUTPUT. IN A PERFECTLY COMPETITIVE MARKET, A FIRM IS A PRICE TAKER, MEANING ITS MARGINAL REVENUE IS
EQUAL TO THE MARKET PRICE (MR = PRICE). THEREFORE, IN SUCH MARKETS, THE PROFIT-MAXIMIZING OUTPUT LEVEL IS WHERE
MC = PrIcE.

\W/HeN MC < MR (or MC < PRICE IN PERFECT COMPETITION), THE FIRM CAN INCREASE ITS PROFITS BY PRODUCING MORE. EACH
ADDITIONAL UNIT ADDS MORE TO REVENUE THAN IT DOES TO COST. CONVERSELY, WHEN MC > MR, THE FIRM IS LOSING MONEY
ON THE LAST UNIT PRODUCED AND SHOULD REDUCE OUTPUT. THE POINT WHERE MC = MR IS THE SWEET SPOT FOR PROFIT
MAXIMIZATION. THIS IS ALSO WHERE THE FIRM IS PRODUCING AT THE MOST EFFICIENT SCALE IF THE MARKET PRICE HAPPENS TO BE
AT THE MINIMUM OF THE AT C CURVE. UNDERSTANDING THIS INTERPLAY IS VITAL FOR STRATEGIC DECISION-MAKING IN ANY
BUSINESS.

SHIFTS IN CosT CURVES: EXTERNAL FACTORS AND THEIR IMPACT

COST CURVES ARE NOT STATIC; THEY CAN SHIFT DUE TO VARIOUS EXTERNAL FACTORS, CHANGING THE COST STRUCTURE FOR
A FIRM. For INSTANCE, AN INCREASE IN THE PRICE OF RAW MATERIALS WOULD CAUSE THE VARIABLE COST CURVES (\/C/ A\/C,
MC) TO SHIFT UPWARDS. |F THE COST OF LABOR GOES UP, THIS WOULD ALSO LEAD TO AN UPWARD SHIFT IN VARIABLE AND
MARGINAL COSTS. SIMILARLY, TECHNOLOGICAL ADVANCEMENTS CAN LEAD TO A DOWNWARD SHIFT IN COST CURVES, MAKING
PRODUCTION MORE EFFICIENT AND CHEAPER.

CHANGES IN FIXED COSTS, SUCH AS A NEW LEASE AGREEMENT WITH HIGHER RENT, WOULD CAUSE THE TOTAL cosT (TC) AND
AVERAGE TOTAL cOST (ATC) CURVES TO SHIFT UPWARDS, BUT IMPORTANTLY, THEY WOULD NOT AFFECT THE MARGINAL
cosT (MC) or AVERAGE VARIABLE COST (AVC) CURVES, AS THESE ARE DRIVEN BY VARIABLE INPUTS. UNDERSTANDING THESE
SHIFTS IS CRUCIAL FOR FORECASTING AND ADAPTING TO CHANGING ECONOMIC CONDITIONS. A FIRM MUST BE AGILE, ABLE TO
ADJUST ITS PRODUCTION STRATEGIES AS ITS COST LANDSCAPE EVOLVES.



CosT CURVES IN DIFFERENT MARKET STRUCTURES

THE INTERPRETATION AND APPLICATION OF COST CURVES CAN VARY SLIGHTLY DEPENDING ON THE MARKET STRUCTURE. IN
PERFECT COMPETITION, WHERE MANY FIRMS SELL IDENTICAL PRODUCTS AND HAVE NO MARKET POWER, FIRMS PRODUCE WHERE MC
= PRrICE. IF THE PRICE IS BELOW THE AV C AT ANY OUTPUT LEVEL, THE FIRM SHOULD SHUT DOWN IN THE SHORT RUN, AS IT's
NOT EVEN COVERING ITS VARIABLE COSTS. IF THE PRICE IS ABOVE AV C BUT BELOW ATC/ THE FIRM WILL OPERATE AT A LOSS
BUT WILL CONTINUE TO PRODUCE TO COVER SOME OF ITS FIXED COSTS.

IN CONTRAST, FIRMS IN MONOPOLISTIC COMPETITION HAVE SOME DEGREE OF MARKET POWER AND FACE A DOWNWARD-SLOPING
DEMAND CURVE, MEANING MR < PRICE. HERE, PROFIT MAXIMIZATION OCCURS WHERE MC = MR, BUT THE PRICE IS THEN SET
ACCORDING TO THE DEMAND CURVE AT THAT OUTPUT LEVEL, WHICH CAN LEAD TO FIRMS PRODUCING AT AN OUTPUT LEVEL
WHERE ATC IS NOT MINIMIZED. IN A MONOPOLY, THE FIRM IS THE SOLE PRODUCER AND HAS SIGNIFICANT MARKET POWER, SETTING
BOTH PRICE AND QUANTITY WHERE MC = MR TO MAXIMIZE PROFITS, OFTEN AT HIGHER PRICES AND LOWER OUTPUT THAN IN
COMPETITIVE MARKETS.

PUTTING CosT CURVES INTO PRACTICE: BUSINESS APPLICATIONS

THE THEORETICAL FRAMEWORK OF COST CURVES TRANSLATES INTO VERY PRACTICAL APPLICATIONS FOR BUSINESSES.
UNDERSTANDING THESE CURVES HELPS IN MAKING INFORMED DECISIONS ABOUT PRICING STRATEGIES. FOR EXAMPLE, A FIRM WILL
NOT WANT TO SET A PRICE BELOW ITS AVERAGE VARIABLE COST, AS IT WOULD LOSE MONEY ON EVERY UNIT SOLD. KNOWING
THE MINIMUM POINT OF THE AVERAGE TOTAL COST CURVE HELPS A COMPANY UNDERSTAND ITS BREAKEVEN POINT AND THE
OUTPUT LEVEL REQUIRED TO ACHIEVE PROFITABILITY.

FURTHERMORE, COST CURVES ARE ESSENTIAL FOR PRODUCTION PLANNING AND RESOURCE ALLOCATION. A BUSINESS CAN USE
THEM TO DETERMINE THE MOST EFFICIENT PRODUCTION VOLUME, IDENTIFYING POTENTIAL BOTTLENECKS OR AREAS WHERE COSTS
ARE UNNECESSARILY HIGH. THEY ALSO PLAY A CRUCIAL ROLE IN BREAK-EVEN ANALYSIS, HELPING BUSINESSES PROJECT HOW MUCH
THEY NEED TO SELL TO COVER ALL THEIR COSTS. IN ESSENCE, A FIRM THAT UNDERSTANDS ITS COST CURVES IS A FIRM THAT IS
BETTER EQUIPPED TO NAVIGATE THE COMPLEXITIES OF THE MARKETPLACE AND ACHIEVE SUSTAINABLE SUCCESS.

FAQ

Q: WHAT IS THE PRIMARY PURPOSE OF COST CURVES IN MICROECONOMICS?

A: THE PRIMARY PURPOSE OF COST CURVES IN MICROECONOMICS IS TO GRAPHICALLY REPRESENT THE RELATIONSHIP BETWEEN
THE QUANTITY OF OUTPUT A FIRM PRODUCES AND THE VARIOUS COSTS ASSOCIATED WITH THAT PRODUCTION. THEY HELP IN
UNDERSTANDING A FIRM'S COST STRUCTURE, EFFICIENCY, AND OPTIMAL DECISION-MAKING REGARDING PRODUCTION LEVELS,
PRICING, AND RESOURCE ALLOCATION.

QZ How DO FIXED COSTS INFLUENCE THE TOTAL COST CURVE?

A: FIXED COSTS REPRESENT THE BASELINE EXPENDITURE THAT A FIRM INCURS REGARDLESS OF ITS PRODUCTION LEVEL. |HE
TOTAL COST CURVE BEGINS ON THE Y-AXIS AT THE LEVEL OF TOTAL FIXED COSTS (\X/HEN OUTPUT IS ZERO) AND THEN
INCREASES AS OUTPUT RISES, DRIVEN BY VARIABLE COSTS. FIXED COSTS DO NOT DIRECTLY IMPACT THE SLOPE OF THE TOTAL
COST CURVE, WHICH IS DETERMINED BY VARIABLE COSTS.

Q: WHY 1s THe AVERAGE VARIABLE cosT (AVC) cURVE TYPICALLY U-SHAPED?

A: THE AV C CURVE IS U-SHAPED BECAUSE OF THE INTERPLAY BETWEEN INCREASING AND DIMINISHING MARGINAL RETURNS.
INITIALLY, AS OUTPUT INCREASES, AV C FALLS DUE TO FACTORS LIKE SPECIALIZATION AND IMPROVED EFFICIENCY. HOWEVER,
AS PRODUCTION EXPANDS, DIMINISHING MARGINAL RETURNS SET IN, MEANING EACH ADDITIONAL UNIT OF INPUT YIELDS LESS
OUTPUT, CAUSING AV C TO RISE.



Q: WHAT IS THE SIGNIFICANCE OF THE POINT WHERE THE MARGINAL cosT (MC) curve
INTERSECTS THE AVERAGE TOTAL coST (ATC) CURVE?

A: THE INTERSECTION OF THE MC AND ATC CURVES AT THE LOWEST POINT OF THE AT C CURVE SIGNIFIES THE POINT OF
MINIMUM AVERAGE TOTAL COST. THIS IS THE MOST COST-EFFICIENT LEVEL OF PRODUCTION FOR THE FIRM IN THE LONG RUN,
\WHERE IT PRODUCES EACH UNIT AT THE LOWEST POSSIBLE AVERAGE EXPENSE.

Q: How DOES A CHANGE IN TECHNOLOGY TYPICALLY AFFECT COST CURVES?

A: A POSITIVE TECHNOLOGICAL ADVANCEMENT USUALLY LEADS TO A DOWNWARD SHIFT IN A FIRM'S COST CURVES,
PARTICULARLY THE VARIABLE COST AND MARGINAL COST CURVES. THIS MEANS THAT WITH THE SAME AMOUNT OF INPUTS, A
FIRM CAN PRODUCE MORE OUTPUT, OR PRODUCE THE SAME OUTPUT AT A LOWER COST, THEREBY INCREASING EFFICIENCY AND
POTENTIALLY PROFITABILITY.

QZ IN PERFECT COMPETITION ;, WHAT OUTPUT LEVEL MAXIMIZES A FIRM'S PROFITS?

A: IN A PERFECTLY COMPETITIVE MARKET, A FIRM MAXIMIZES ITS PROFITS BY PRODUCING AT THE OUTPUT LEVEL WHERE ITS
MARGINAL coST (MC) EQUALS THE MARKET PRICE (P). SINCE FIRMS IN PERFECT COMPETITION ARE PRICE TAKERS, MARGINAL
REVENUE (MR) 1S EQUAL TO THE PRICE, SO THE PROFIT-MAXIMIZING CONDITION BECOMES MC = MR = P,

QI CAN A FIRM OPERATE AT A LOSS AND STILL BE PROFITABLE IN THE SHORT RUN?

A: YES/ A FIRM CAN OPERATE AT A LOSS IN THE SHORT RUN IF ITS TOTAL REVENUE COVERS ITS TOTAL VARIABLE COSTS AND
AT LEAST SOME OF ITS FIXED COSTS. THIS MEANS THE PRICE IS ABOVE THE AVERAGE VARIABLE COST BUT BELOW THE AVERAGE
TOTAL COST. BY CONTINUING TO PRODUCE, THE FIRM MINIMIZES ITS LOSSES COMPARED TO SHUTTING DOWN, \WHERE IT WOULD
LOSE ALL OF ITS FIXED COSTS.

Q: How DO COST CURVES HELP BUSINESSES MAKE PRICING DECISIONS?

A: COST CURVES ARE CRUCIAL FOR PRICING DECISIONS BY HELPING BUSINESSES UNDERSTAND THEIR COST STRUCTURE. A FIRM
WILL GENERALLY NOT SET A PRICE BELOW ITS AVERAGE VARIABLE COST (AVC) IN THE SHORT RUN, AS IT WOULD LOSE MONEY
ON EVERY UNIT. KNOWING THE AVERAGE TOTAL COST (ATC) HELPS IN DETERMINING A PRICE THAT COVERS ALL COSTS AND
ALLOWS FOR PROFIT. THE INTERACTION WITH MARGINAL COST (MC) ALSO INFORMS DECISIONS ABOUT WHETHER TO INCREASE
OR DECREASE PRODUCTION AT A GIVEN PRICE POINT.
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