
Marginal analysis is an examination of the additional benefits of an activity compared 

to the additional costs incurred by that same activity. Companies use marginal 

analysis as a decision-making tool to help them maximize their potential profits. 

Marginal refers to the focus on the cost or benefit of the next unit or individual, for 

example, the cost to produce one more widget or the profit earned by adding one more 

worker. 

 

Marginal costing is a very valuable decision-making technique. It helps management 

to set prices, compare alternative production methods, set production activity levels, 

close production lines and choose which of a range of potential products to 

manufacture. Moreover, the principles of marginal costing can be easily applied to 

straightforward problems, and although there are some difficulties and limitations to 

marginal costing, it is nevertheless a very useful technique. 

 

 

Most of the microeconomic theory of marginalism was developed by Cambridge 

University professor and economist Alfred Marshall. He stated that production is only 

beneficial for a firm when marginal revenue exceeds marginal cost, and it is most 

beneficial when the difference is largest. 

For instance, a toy manufacturer should only produce toys until marginal expense is 

equal to marginal benefit. By breaking down decisions into measurable, smaller 

pieces, the toy manager can optimize profits. 

Marginal analysis has applicability well outside the range of for-profit production 

processes. Every resource allocation decision can benefit from marginal analysis as 

long as costs and benefits are identifiable. 

 
 
 
 
 
 
 
 
 
 

https://www.investopedia.com/terms/m/marginalism.asp


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


