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LAC(y) = LONG-RUN AVERAGE COST OF OUTPUT y AT INPUT PRICES w1, w2
            = MINIMUM AVERAGE COST FOR PRODUCING y
            = AVERAGE COST TO PRODUCE y WHEN THE QUANTITY OF EACH FACTOR IS  
               COST-MINIMISING AT INPUT PRICES w1, w2.
               (INCLUDING FACTOR 2 WICH IS FIXED IN THE SHORT RUN) 
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SHUT-DOWN PRICE IS:
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> VARIABLE COST = y1 x AVC(y1)
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AVCmin
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y* = output such that AVC(y) = AVCmin
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n = NUMBER OF FIRMS
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 s. t.
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= INDUSTRY SUPPLY CURVE
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FIRMS IN INDUSTRY ARE USING ONE FACTOR (ex. land, oil) WHICH IS FULLY EMPLOYED AND IN LIMITED SUPPLY. IF FIRMS MAKE POSITIVE PROFITS, COMPETITION TO BUY MORE UNITS OF THE FACTOR WILL DRIVE THE FACTOR PRICE AND THE AVERAGE COST UP UNTIL PROFIT=0 
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RENT = factor remuneration exceeding the cost of  making the factor productive (ex. cost of oil extraction, cost of land maintenance)
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INDUSTRY SUPPLY 
y* IS DETERMINED
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NUMBER OF FIRMS n
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FIRM'S OUTPUT IS UNDETERMINED




