Lecture 10: Perfect Competition

	Learning Objectives

· Define perfect competition 

· Identify the profit maximizing output and price for a perfectly competitive firm 

· Recognize breakeven and shutdown given the firms cost curves 

· Understand both short-run and long-run equilibrium in competitive markets 

     Perfect competition is an essential analytical construct in economic analysis. Financial, agricultural, and raw material markets come close to satisfying the highly restrictive assumptions underlying this model.

     You should be able to list the assumptions that define a perfectly competitive market. Together, they determine a market in which a single buyer or single seller has no influence on market price. Each market participant is a price taker.

     In all market structures we assume that the firm's single objective is to maximize profits. Given this assumption and given the price-taking behavior in competitive markets, we can expect firms and markets to operate in predictable ways.

     In all markets, firms will maximize profits when marginal revenue is equal to marginal cost. It is important that you understand why this is so. Observe what happens to profits when the two are not equal. Incremental analysis is at the heart of modern day business decision making. You can't succeed in business or in this MBA program if you don't understand this. Each unit of production, each business decision, is judged on the basis of incremental revenues and incremental costs.

     What distinguishes perfect competition from the other forms of market structure is that the firm can sell all that it wants to at the going market price. Consequently, unit price and marginal revenue are identical. This means that production will be pushed to the point where marginal cost is equal to marginal revenue.

 

	Key Terms

· price taker 

· marginal revenue 

· total revenue 

· average revenue 

· marginal cost 

· breakeven 

· shutdown 

· short-run 

· long-run 




