Production, Cost, and the Perfect
Competition Model

AP Microeconomics - Vocabulary in context

Word

Example

@ production function
/pra'dakfn 'fagkfn/

@ short run /fort ran/
fixed /fkst/

lOIlg run /logran/

-
B
® Total product /totlprodake/
s

Marginal product
/'ma:dznl 'prodakt/

= Average product
/'@evridz 'prodakt/

W law of diminishing
marginal returns

/1o: pv di'minifiy 'ma:dzinl ri'tsinz/

Fixed cost /fikst kost/

J\r Variable cost /vesrisbl kost/

Total cost /‘teutlkost/

A production function shows how much output
comes from given inputs.

In the short run, a firm cannot build a new factory.

The size of the factory is fixed in the short run.

In the long run, a firm can change everything, even
its factory.

Total product is all the output of the workers.

The marginal product of the fifth worker is the
extra output that worker adds.

Average product is total output divided by the
number of workers.

The law of diminishing marginal returns says
each extra worker adds less output.

Rent is a fixed cost: it stays the same however much
you make.

Raw materials are a variable cost.

Total cost is fixed cost plus variable cost.
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Marginal cost /'ma:dzmnl kost/

Economies of scale

/1'’konamiz ov skeil/

Diseconomies of scale

/ dist'’konamiz ov skeil/

minimum efficient scale

/'minimam 1'fifont skeil/

EXpliClt costs /ek'splisit kosts/

implic1t costs /mn'plisit kosts/

Accounting profit
/a'kaonty 'profit/

Economic profit
/ izka'nomik 'profit/

normal profit /noml'profit/

entry /'entri/

exit /'egzit/

perfectly competitive
/'pa:fektli kam'petitiv/

The marginal cost of one more cake is the cost of its
flour, eggs and sugar.

Economies of scale make each car cheaper in a big
factory.

Diseconomies of scale happen when a firm grows
too big to manage well.

At the minimum efficient scale, the cost per unit
first reaches its lowest point.

Wages and rent are explicit costs.

The salary you give up to run your own shop is one of
the implicit costs.

Accounting profit is revenue minus explicit costs.

Economic profit also takes away implicit costs.

A firm making normal profit earns just enough to
stay in business.

High profits encourage entry of new firms.

Losses lead to the exit of some firms.

A perfectly competitive market has many small
sellers of the same product.
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0 price taker /prais 'tetka/

— constant-cost industry
/'konstant kost 'mdastri/

M increasing-cost industry
/m'kri:siy kost 'indastri/

W decreasing-cost industry
/'dizkri:sig kost 'indastri/

@ productive efficiency
/pra'daktiv r'fifonsi/

'Y' allocative efficiency
/'elokativ 1'fifonsi/

A farmer selling wheat is a price taker: he must
accept the market price.

In a constant-cost industry, costs stay the same as
the industry grows.

In an increasing-cost industry, costs rise as the
industry grows.

In a decreasing-cost industry, costs fall as the
industry grows.

Productive efficiency means making goods at the
lowest cost per unit.

Allocative efficiency means making exactly what
society wants most.
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