INTRODUCTORY MICRO ECONOMICS

Chapter 4: THEORY OF A FIRM UNDER PERFECT COMPETITION
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Perfect competition: It is a market situation in which very large number of buyers and sellers buy and sell
homogeneous products. The following are the features of perfect competition.
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1. Large number of buyers and sellers. 1. WordS8. QIOEBYIMAIGY ANG3ENINAID)..
2. Homogeneous products. 2. aB&H®OM2W 9GalMEEBU.
3. Free mobility of factors of production. 3. p@alosm cLISHMSOS G snomieid).
4. Perfect knowledge about the market conditions. . .
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5. Freedom of entry and exit. c ]
6. Absence of transportation cost. + (IGOIRMODIR. 2 BOCIISSEHOMAIER TLIOOUTOSe.

. . 6. WEIV®ealeINlOG @REIAL.
7. Uniform price.
8. Absence of selling cost. 7. sco oflel.
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The most important features of perfectly competitive market are- Homogeneous products and every buyers and sellers
are price takers. Price takers mean every buyers and sellers in the market have to accept the price determined by the market forces of
demand and supply. They cannot influence the price because all sellers are selling homogeneous product (same in colour smell size and

everything else).
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REVENUE aimaomo

The Income earned by a producer by selling products in the market is called Revenue. There are three
types of Revenue.
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Total Revenue (TR): Income earmed from selling of all the units of output in the market iscalled Total Revenue.It is the product
of price (P) and quantity sold (Q). Total Revenue curve is an upward sloping straight line. We use the following formula to find
TR.
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TR=PxQ
Average Revenue (AR): Total Revenue per unit of output is called AR. It is calculated by dividing TR by quantity of output

sold. AR curve is a horizontal straight line. It is also the price line, Demand curve, and Marginal Revenue curve of a firm under perfect
competition.
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Marginal Revenue (MR): MR is the additional Revenue earned by selling an additional unit output in the market. We use the following
equations for finding MR.
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MR= or MR=TRN = TRN.1

In perfect competition AR = MR = P
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P=AR=MR=Price line
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