
and openings likely will yield both benefits and costs for communities
S involved. This issue has been discussed by researchers with little agree-
ment (Stoevener and Kraynick). Furthermore, private entrepreneurs
must make decisions that are best for the survivability of the firm. Public
costs, unlike private costs, do not affect the profits of a firm. Therefore,
public costs are not included in transition costs.

A change in plant configuration involves either closing an existing plant
and/or opening a new one. In this bulletin, all facility costs are included in
the static model. Thus, the private transition costs of opening a new plant
are start-up costs such as equipment break-in.5 The start-up costs are
assumed to be small and are ignored.

Existing plants do not remain in a long-run solution if new plants are
"more efficient. However, some costs are fixed, and do not enter the
short-run production decisions of the firm. Thus, a firm may remain in
operation in the short-run even though it is not earning a return on
investment or covering debt servicing costs.

Both long- and short-run decisions can be incorporated in a dynamic
model. Each static solution is a long-run solution. If investment does not
earn its opportunity cost, the plant should be liquidated and the capital
re-invested. In the short-run, however, existing plants may continue to
operate if cash costs are covered. Thus, the transition cost of a change
from plant configuration s to configuration r should equal the investment

S servicing cost (debt servicing plus return on net investment) of all existing
plants in configuration s which are closed in moving to configuration r.
The industry moves from configuration s in period t to configuration r in
t + 1 only if the total cost of configuration r is less than that of s in period
t + 1 minus the investment servicing cost of all existing plants that are
closed.

Terminal Values and Discounting

SA five-year planning horizon (T = 5) is not uncommon in industry and
is assumed for this article. Sweeney and Tatham do not consider costs
beyond period T. If future (T + 1, T + 2 .. .) costs are not included in the
dynamic program, the future plant configurations may not differ appreci-
ably from the initial configuration. The initial plant configuration will
change only if the discounted cost savings (assembly, packing, and dis-
tribution costs over future years) from a plant configuration change is
greater than the one-time transition cost of changing the configuration.

"5Refurbishing and/or liquidation costs may indirectly influence a plant's transi-
tion by prolonging its existence. The costs of converting to a different enterprise
are assumed to be borne by the new enterprise.
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