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This paper examines the implications of the learning curve in a world of uncertainty. We

consider a competitive firm whose costs decline with cumulative output. Because the

price of the firm's output evolves stochastically, future production and cumulative output

are unknown, and are contingent on future prices and costs. We derive an optimal

decision rule that maximizes the firm's market value: produce when price exceeds a

critical level, which is a declining function of cumulative output. We show how the shadow

value of cumulative production, as well as the total value of the firm, depend on the

volatility of price and other parameters. Over the relevant range of prices, uncertainty

reduces the shadow value of cumulative production, and therefore increases the critical

price required for the firm to begin producing.

Download a PDF

Information on access

Working Papers

The Learning Curve and
Optimal Production Under

Uncertainty

https://www.nber.org/
https://www.nber.org/people/saman_majd
https://www.nber.org/people/robert_pindyck
https://twitter.com/intent/?text=The%20Learning%20Curve%20and%20Optimal%20Production%20Under%20Uncertainty&url=https://www.nber.org/papers/w2423
https://www.linkedin.com/sharing/share-offsite/?url=https://www.nber.org/papers/w2423
https://www.facebook.com/sharer/sharer.php?u=https://www.nber.org/papers/w2423
https://bsky.app/intent/compose?text=The%20Learning%20Curve%20and%20Optimal%20Production%20Under%20Uncertainty+https://www.nber.org/papers/w2423
https://www.threads.net/intent/post?text=The%20Learning%20Curve%20and%20Optimal%20Production%20Under%20Uncertainty&url=https://www.nber.org/papers/w2423
mailto:?subject=The%20Learning%20Curve%20and%20Optimal%20Production%20Under%20Uncertainty&body=https://www.nber.org/papers/w2423
https://www.nber.org/papers/w2423
https://www.nber.org/system/files/working_papers/w2423/w2423.pdf
https://www.nber.org/subscribe
https://www.nber.org/papers


Published Versions
Rand Journal of Economics, vol. 20, no. 3, pp. 331-343, Autumn, 1989. citation courtesy of

Related
TOPICS Econometrics

Financial Economics

PROGRAMS Monetary Economics

Acknowledgements and Disclosures

Citation and Citation Data

In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals—the NBER Reporter, the

NBER Digest, the Bulletin on Health, the Bulletin on the Economics of

Alzheimer's, and the Bulletin on Entrepreneurship—as well as research

spotlights, lectures, and panel videos.

More from the NBER

http://ideas.repec.org/a/rje/randje/v20y1989iautumnp331-343.html
https://ideas.repec.org/
https://www.nber.org/topics/econometrics
https://www.nber.org/topics/financial-economics
https://www.nber.org/programs-projects/programs-working-groups/monetary-economics
https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-health
https://www.nber.org/ba?page=1&perPage=50
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/research/videos?page=1&perPage=50
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