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LUDING REMARKS C0opiel S

This chapter provided an analysis of the theory of perfect competition. To sum
up, the following may be said:

The four primary conditions for perfect competition in a market are as
follows: no participant in the market can influence the price; the product
sold in the market is homogeneous; production factors can move around
freely; and all buyers and sellers have full knowledge of all market condi-
tions.

A firm will maximise profitin the short run (or minimise losses) by produ-
cing that output where MR = MC. Under perfect competition MR =P -
hence at the point of equilibrium, MR = MC = P. If the market price
declines below the firm’s average variable cost (AVC), the firm will mini-
mise losses by stopping production. The firm’s short-run supply curve is
represented by the ascending part of the marginal cost curve (MC) above
the AVC curve.

The short-run price of a product is determined by the interaction between
demand and supply in the market. The short-run supply curve of the
industry is obtained by horizontally summing the supply curves of the
firms in the industry. (The latter applies if the price of production factors
and technology does not change.)

In the short run, the equilibrium price is that price where the quantity
supplied and the quantity demanded are the same in the short run. At the
equilibrium price, MR = MC =P.

In the long run, firms can change the size of their plants and enter or leave
the industry. In the long run, the equilibrium price will be at the same level
as the minimum point of the LAC.

Industries can be divided into three groups: constant cost industries,
increasing cost industries and decreasing cost industries. The long-run
supply curves of the industries run horizontally, ascend from left to right,

and slope downwards from left to right, respectively.




