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Introduction

Determining whether a firm should produce in the short run at a specific market price is a
fundamental aspect of microeconomic decision-making. When the market price for shirts is set at
$15 per unit, the firm's goal is to maximize profit or minimize losses by choosing the optimal level of
output. This article explores the factors influencing this decision, the short-run cost structures, and
the reasoning behind the firm's production choices at this particular price point.

Understanding the Short-Run Production Decisions
What Is the Short Run?

In economics, the short run refers to a period during which at least one factor of production is
fixed—commonly capital such as machinery, factories, or land. During this period, firms can only
adjust variable inputs like labor, raw materials, or energy to alter output levels.

Key Concepts

- Total Fixed Cost (TFC): Costs that do not change with output in the short run.

- Total Variable Cost (TVC): Costs that vary with the level of output.

- Total Cost (TC): Sum of fixed and variable costs (TC = TFC + TVC).

- Average Costs: Cost per unit, including Average Fixed Cost (AFC), Average Variable Cost (AVC),
and Average Total Cost (ATC).

- Marginal Cost (MC): The additional cost of producing one more unit.

The Firm's Production Decision at a Market Price of $15 Per Shirt
The Basic Criterion: Marginal Cost and Price

In the short run, a firm maximizes profit by producing the quantity where marginal cost (MC) equals
marginal revenue (MR), which, in perfect competition, is equal to the market price (P).

- If P > AVC, the firm should produce at least in the short run, even if it's incurring losses, because it
can cover variable costs and contribute toward fixed costs.



- If P < AVC, the firm should shut down temporarily, as producing would lead to greater losses than
stopping production.

Given the market price of $15 per shirt, the firm will compare this price to its AVC and MC to decide
on its optimal output level.

Analyzing Cost Structures at $15 Per Shirt
Step 1: Determine the Firm's Average Variable Cost (AVC)

The firm calculates its AVC at different output levels. If the market price of $15 per shirt exceeds the
AVC at a certain output, the firm will consider producing.

Step 2: Compare Market Price to Marginal Cost
The firm will identify the output level where MC = P = $15. This is the profit-maximizing quantity.
Step 3: Decide to Produce or Shut Down

- Produce if P = AVC at that output level.
- Shut down if P < AVC at all output levels.

Step 4: Calculate Profit or Loss
Profit is calculated as:
> Profit = (Price - ATC) x Quantity

If the price exceeds the average total cost at the chosen output, the firm makes a profit; otherwise, it
incurs a loss.

Short-Run Decision-Making Process
1. Find the Short-Run Supply Point

The firm's short-run supply curve corresponds to marginal cost curve above the AVC. It produces
where MC = AVC and MC = P.

2. Identify the Optimal Output Level

Suppose the firm's marginal cost curve is increasing beyond a certain point; the intersection with
the market price determines the optimal quantity.

3. Consider Fixed Costs

In the short run, fixed costs are sunk and do not influence the decision to produce or shut down, only
variable costs matter.



Practical Example: Hypothetical Cost Data

| Output (shirts) | Total Fixed Cost ($) | Total Variable Cost ($) | Total Cost ($) | AVC ($) | MC ($) |
| | | | | | |

101,000 01,000 —]|—|

110 11,000 | 150 | 1,150 | 15| 15 |

120 1,000 | 250 | 1,250 | 12.5 | 10 |

130 1,000 | 330 1,330 | 11| 8 |

| 40 | 1,000 | 400 | 1,400 | 10| 7 |

150 | 1,000 | 460 | 1,460 [ 9.2 | 6 |

Note: The data is illustrative to demonstrate how the firm compares costs with the market price.
Application:

- At 20 shirts: AVC = $12.50, MC = $10; since P = $15 > AVC, producing is profitable.

- At 30 shirts: AVC = $11, MC = $8; P > AVC, producing continues.

- At 40 shirts: AVC = $10, MC = $7; still profitable.
- The firm will produce where MC = $15, which might be at around 20-30 shirts.

Decision Outcomes at $15 Market Price
Scenario 1: Market Price Above ATC

If the market price of $15 exceeds the average total cost at the profit-maximizing output, the firm
earns a positive economic profit. This incentivizes increased production.

Scenario 2: Market Price Equals ATC
When P = ATC at the profit-maximizing output, the firm breaks even—no profit, no loss.
Scenario 3: Market Price Below ATC but Above AVC

The firm will produce where MC = P, but it faces a loss equal to (ATC - P) per unit. However, since P
is above AVC, it continues production in the short run to cover variable costs and reduce losses.

Scenario 4: Market Price Below AVC

The firm should shut down immediately, as producing would incur greater losses than stopping.

Long-Run vs. Short-Run Considerations

While this article focuses on short-run decisions, it’s important to recognize that in the long run, all
costs are variable, and the firm can exit or enter the market based on profitability.



Summary: What Will the Firm Do at $15 Per Shirt?
Based on the principles discussed:

- The firm will produce if the market price of $15 per shirt is greater than or equal to the average
variable cost at the profit-maximizing output.

- The firm will not produce if the market price falls below the AVC, as it would be better to shut
down temporarily.

- If the market price is above the average total cost, the firm will produce at a level where MC = $15
and earn a profit.

- If the market price is between AVC and ATC, the firm may still produce in the short run, accepting
losses to cover some fixed costs.

Final Thoughts

The decision of a firm to produce at a market price of $15 per shirt hinges on its cost structure,
particularly the relationship between the market price and its marginal and average costs.
Understanding these dynamics enables firms to make informed short-run production choices that
maximize profits or minimize losses, ensuring sustainability in competitive markets.
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Note: For specific decision-making, firms should analyze their detailed cost data and market
conditions.

Frequently Asked Questions

In the short run, at a market price of $15 per shirt, will the
firm choose to produce or shut down?

The firm will choose to produce if the market price covers its average variable costs; otherwise, it
will shut down.



How does the market price of $15 per shirt influence the
firm's short-run production decision?

If $15 exceeds the firm's average variable cost at the profit-maximizing output, the firm will
produce; if not, it will cease production in the short run.

What factors determine whether the firm will produce shirts
at a $15 market price in the short run?

The key factors are the firm's average total cost and average variable cost at various output levels,
and whether the market price covers these costs.

If the firm's average variable cost at the current output level is
$12, should it produce shirts at the $15 market price?

Yes, because the market price exceeds the average variable cost, so producing minimizes losses and
is preferable to shutting down.

What is the significance of the $15 market price for the firm's
short-run supply decision?

The $15 price acts as the minimum price at which the firm covers its variable costs, determining
whether it will supply shirts in the short run.

In the short run, if the firm's average total cost at the current
output is $16, should it produce shirts at a $15 market price?

No, because the market price is below the average total cost, leading to losses; the firm may choose
to produce if it can cover variable costs but will incur losses.

Additional Resources
In The Short Run, At A Market Price Of $15 Per Shirt, This Firm Will Choose To Produce:

Understanding the Short-Run Decision-Making Process in the Shirt Industry

In the dynamic world of manufacturing, particularly within the apparel sector, firms constantly face
pivotal decisions that determine their production levels and profitability. One critical scenario
involves determining whether to produce or halt production based on prevailing market prices.
Specifically, when the market price for a shirt is set at $15, what strategic choices does a firm make
in the short run? To answer this, we delve into the economic principles underpinning short-run
production decisions, focusing on the concepts of marginal cost, average costs, and the firm’s
objective to maximize profit.



The Short-Run Framework: Fixed and Variable Inputs

What Is the Short Run?

In economic terms, the short run refers to a time horizon during which at least one factor of
production is fixed. For a shirt manufacturing firm, this might mean that equipment, factory space,
or certain labor contracts are fixed, while other inputs like raw materials and labor hours can be
adjusted.

Fixed vs. Variable Inputs

- Fixed Inputs: Cannot be changed in the short run. Examples include machinery and factory
buildings.

- Variable Inputs: Can be increased or decreased to adjust output. Examples include labor hours, raw

materials, and auxiliary supplies.

Understanding this distinction helps firms decide whether to increase, decrease, or maintain
production at a given market price.

The Cost Structure and Its Role in Production Decisions

Key Cost Concepts

To determine the optimal production level, firms analyze various costs:

- Total Cost (TC): Sum of fixed and variable costs.

- Average Total Cost (ATC): TC divided by the quantity produced.

- Marginal Cost (MC): The additional cost of producing one more unit of output.

- Average Variable Cost (AVC): Variable costs divided by quantity.

How Costs Influence Production Choices

In the short run, a firm will compare the market price to its marginal cost. If the price exceeds the

marginal cost, producing additional shirts adds to profit. Conversely, if the price is below the
marginal cost, producing more would decrease overall profitability.

The Profit-Maximization Principle and the Role of Marginal Cost
The Fundamental Decision Rule
The core principle guiding short-run production decisions is:

> Produce where Price (P) = Marginal Cost (MC), and continue increasing output as long as this
condition holds.



When the market price equals the marginal cost, the firm reaches its profit-maximizing output level
because producing one more shirt would neither increase nor decrease profit.

Applying the Rule at a $15 Market Price
Given that the market price per shirt is $15, the firm will:

- Produce additional shirts as long as the MC at that level is less than or equal to $15.
- Cease production if the MC exceeds $15, as further production would lead to losses.

The Relationship Between Price and Costs: Short-Run Supply Decision
Marginal Cost Curve as the Short-Run Supply Curve

In the short run, the marginal cost curve above the average variable cost (AVC) acts as the firm's
supply curve. This means:

- The firm will produce and supply shirts at prices where P = AVC.
- When P < AVC, the firm minimizes losses by shutting down temporarily, as producing would not
cover variable costs.

Determining Production at a $15 Price
Suppose the firm's MC at various quantities is as follows:

| Quantity (shirts) | Marginal Cost ($) |
I | |

|1]10]

|2]12]

|3]14]

| 4116 |

5118 ]

In this scenario:

- For quantities 1, 2, and 3, the MC is less than or equal to $15, so the firm would produce these
quantities.

- At 4 shirts, MC is $16, which exceeds $15, signaling that producing 4 shirts would not be profitable
at the market price.

Therefore, the firm would choose to produce up to 3 shirts at a $15 market price, assuming the MC
at 3 shirts is $14.

Short-Run Profit or Loss Calculation

Revenue and Cost Analysis



Let’s assume the following additional data:

- Average Total Cost (ATC) at 3 shirts: $12
- Market Price (P): $15

Profit per shirt at 3 units:

> Profit per shirt = P - ATC = $15-$12 = $3

Total Profit:

> Total profit = (Profit per shirt) x (Quantity) = $3 x 3 = $9

This indicates the firm would earn a profit by producing 3 shirts at $15 each.
When Would the Firm Shut Down?

If the price drops below the AVC, say to $11, the firm would prefer to shut down temporarily rather
than produce at a loss because:

> It cannot cover variable costs, leading to greater losses if it continues production.

In our example, if AVC at 3 shirts is $13, then at a $15 price, the firm is covering variable costs and
earning a profit. But if AVC exceeds $15, the firm would prefer to shut down.

Strategic Implications and Market Dynamics

The Firm’s Production Decision Summary

- If Market Price = $15:

- The firm produces up to the point where MC < $15.

- The goal is to maximize profit by producing the quantity where MC = P.

- If MC at any level exceeds $15, the firm stops increasing production.

Impact of Market Changes

- Rising Prices: Could prompt the firm to increase production if MC at higher quantities remains
below the new, higher price.

- Falling Prices: Might lead the firm to reduce output or shut down if P drops below AVC.

Long-Run Considerations

While this analysis focuses on the short run, it’s important to note that sustained profits or losses
influence long-term decisions, including entering or exiting the market.

Practical Applications for Shirt Manufacturers



Cost Management
To maximize profits at a $15 market price, manufacturers should:

- Keep variable costs low to ensure AVC remains below $15.
- Invest in efficient machinery to reduce MC at higher output levels.
- Monitor market prices regularly to adjust production accordingly.

Pricing Strategies
Understanding the relationship between costs and prices helps firms:

- Set competitive prices.
- Decide whether to focus on cost reduction or product differentiation.
- Anticipate market shifts and adapt production plans swiftly.

Conclusion: The Production Choice at a $15 Market Price

In summary, when the market price for shirts is $15 in the short run, the firm's decision hinges on
its cost structure, especially marginal and average variable costs. Producing where MC equals or
just falls below $15 maximizes profit, while producing beyond that point risks incurring losses. If the
firm's MC at the current or potential output levels remains below $15 and it can cover its variable
costs, it should produce accordingly. Conversely, if costs exceed the market price, the prudent move
is to halt production temporarily to minimize losses.

This decision-making process underscores the fundamental economic principle that firms aim to
produce where Price = Marginal Cost in the short run to maximize profits or minimize losses. For
shirt manufacturers operating at a $15 market price, understanding and applying these cost and
market dynamics is crucial for strategic planning and maintaining competitiveness in a fluctuating
market landscape.
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