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Short Run Costs  

i)Total Fixed Cost 

Fixed cost refers to the cost of fixed inputs. It does not change with the level of output (thus, fixed).  

Fixed inputs include building, machinery etc. Hence the cost of such inputs such as rent or cost of  

machinery constitutes fixed costs. Also referred to as overhead costs, supplementary costs or indirect  

costs, these costs remain the same irrespective of the level of output. 

Hence, if we plot the Total Fixed Cost (TFC) curve against the level of output on the horizontal axis,  

we get a straight line parallel to the horizontal axis. This indicates that these costs remain the same  

and that they have to be incurred even if the level of output is zero. 

ii)Total Variable Cost: 

The cost incurred on variable factors of production is called Total Variable Cost (TVC). These costs  

vary with the level of output or production. Thus, when production level is zero, TVC is also zero.  

Thus, the TVC curve begins from the origin. 

The shape of the TVC is peculiar. It is said to have an inverted-S shape. This is because, in the initial  

stages of production, there is scope for efficient utilization of fixed factor by using more of the  

variable factor . 

Hence, as the variable input employed increases, the productive efficiency of variable inputs ensures  

that the TVC increases but at a diminishing rate. This makes the first part of the TVC curve that is  

concave. 

As the production continues to increase, more and more variable factor is employed for a given  

amount of fixed input. The productive efficiency of each variable factor falls and it adds more to the  

cost of production. So the TVC increases but now at an increasing rate. This is where the TVC curve  

is convex in shape. And so the TVC curve gets an inverted-S shape. 

iii) Total Cost 

Total cost (TC) refers to the sum of fixed and variable costs incurred in the short-run. Thus, the short-run cost 

can be expressed as   TC = TFC + TVC 

In the long run, since TFC = 0, TC =TVC. Thus, we can get the shape  of the TC curve by summing over TFC  

and TVC curves. 



 
The following can be noted about the TC curve :  

• The TC curve is inverted-S shaped. This is because of the TVC curve. Since the TFC curve is 

horizontal, the difference between the TC and TVC curve is the same at each level of output 

and equals TFC. This is explained as follows: TC – TVC = TFC 

• The TFC curve is parallel to the horizontal axis while the TVC curve is inverted-S shaped. 

• Thus, the TC curve is the same shape as TVC but begins from the point of TFC rather than the 

origin. 

• The law that explains the shape of TVC and subsequently TC is called the law of variable   

            proportions. 

Short Run Average Costs 

1. Average Fixed Cost (AFC) 

The average fixed cost is the total fixed cost divided by the number of units produced. Hence, if TFC  

is the total fixed cost and Q is the number of units produced, then AFC = TFC/Q 

AFC is the fixed cost per unit of output. Since TFC is constant, any increase in output decreases the  

AFC. Note that, while the AFC can become really small, it is never zero. 

2.Average Variable Cost (AVC) 

Average variable cost is the total variable cost divided by the number of units produced. Therefore, AVC is the  

variable cost per unit of output. 

Usually, the AVC falls as the output increases from zero to normal capacity output. Beyond the normal  

capacity, the AVC rises steeply due to the operation of diminishing returns. 

3. Average Total Cost (ATC) 

The average total cost is the sum of the average variable cost and the average fixed costs. That is, 

ATC = AFC + AVC 

In other words, it is the total cost divided by the number  of units produced. 



 
It is important to note that the behaviour of the ATC curve depends upon that of the AVC and  

AFC curves.  

• In the beginning, both AVC and AFC curves fall. Hence, the ATC curve falls as well. 

• Next, the AVC curve starts rising, but the AFC curve is still falling. Hence, the ATC curve  

continues to fall. This is because, during this phase, the fall in the AFC curve is greater than  

the rise in the AVC curve. 

• As the output rises further, the AVC curve rises sharply. This offsets the fall in the AFC curve.  

Hence, the ATC curve falls initially and then rises. 
 

Marginal Cost (MC) 

Marginal cost is the addition made to the cost of production by producing an additional unit of the  

output. It is independent of fixed costs. This is because fixed costs do not change with the output. On  

the other hand, in the short run, the variable costs change with the output. Hence, marginal costs are  

due to changes in variable costs. 

MC curve falls as the output increases in the beginning and starts rising after a certain level of the  

output. This is because of the influence of the law of variable proportions. Since the marginal product  

rises first, reaches a maximum and then declines, the marginal costs decline first, reaches its minimum  

and then rises. 

Relationship between Average Cost and Marginal Cost 

If the average cost falls due to an increase in the output, the marginal cost is less than the average cost. 

If the average cost rises due to an increase in the output, the marginal cost is more than the AC 

Marginal cost is equal to the average cost when the marginal cost is minimum. You can see in Fig. 1  

that the MC curve cuts the ATC curve at its minimum or optimum point. 

 


