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Example: Consider the production function as Q=L:K=

Find the elasticity of substitution of L for K

1 —3:4
MRTS,, = MP, _ 4 L E
KU MPe 1,14 ,-34 ]
K LK
4

Substituting this value into the formula for the coefficient of elasticity of technical substitution,

we get:
K
1 _ dMRTS;x () _ K/L _ 1
8 a(;) MRTS,x  K/L
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Short run The time period when at least one factor of production or input is fixed.

Production function An equation, table, or graph showing the (maximum) quantity of a
commodity that can be produced per unit of time for each of a set of alternative inputs, when the

best production techniques available are used.
Average product (AP) Total product divided by the number of units of the input used.

Law of diminishing returns As more units of an input are used per unit of time with fixed

amounts of another input, the marginal product of the variable input declines after a point.

Long run The time period when all factors of production are variable. Marginal product (MP)

The change in total product per unit change in the quantity used of one input.

Isoquant Shows the different combinations of two inputs that a firm can use to produce a

specific quantity of output.

Isocost Shows all the different combinations of two inputs that a firm can purchase or hire,

given the total outlay of the firm and input prices.

Isocline The locus of points on different isoquants at which the marginal rate of technical

substitution of factors of production or slope is constant.

Marginal rate of technical substitution (MRTS) The amount of an input that a firm can give

up by increasing the amount of the other input by one unit and still remain on the same isoquant.
Producer equilibrium The point where a producer maximizes output for the given total outlay.

Constant returns to scale When all inputs are increased in a given proportion and the output

produced increases exactly in the same proportion.
Decreasing returns to scale The case when output grows proportionately less than inputs.

Increasing returns to scale The case when output grows proportionately more than inputs.
Expansion path The locus of points of producer equilibrium resulting from changes in total

outlays while keeping factor prices constant.
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