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Demand as Seen by a Purely Competitive Seller

Perfectly Elastic Demand 

Figure 10.1 and the accompanying table present price, quantity, and revenue data for a purely competitive firm. 

We see that the price charged by the competitive firm remains fixed at the market price of ____ as quantity demanded rises from 0 to 10 units, indicating that the firm is a price taker. 

As a result, the competitive firm’s demand curve is illustrated by ____ drawn at the level of market price. 

Average, Total, and Marginal Revenue

Total Revenue

How do we define total revenue? 

According to the data table in Figure 10.1, what is total revenue from selling one unit of output? How about two units? Report total revenue for all remaining output levels. 

Based on these data, how do we graphically illustrate total revenue? 

Average Revenue

How do we define average revenue? 

What is average revenue from selling one unit of output? How about two units? Report average revenue for all remaining output levels. 

How do we graphically illustrate average revenue? Does the average revenue curve coincide with the demand curve? 

Marginal Revenue

How do we define marginal revenue? 

What is marginal revenue of the first unit of output? How about the second unit? Report marginal revenue for all remaining output levels. 

How do we graphically illustrate marginal revenue? Does the marginal revenue curve coincide with the demand and average revenue curves? 

Profit Maximization in the Short Run: Marginal Revenue-Marginal Cost Approach

Profit maximization by a competitive firm depends on marginal revenue and marginal cost. There are two cases to consider. 

Case 1

Assuming that producing is preferable to shutting down in the short run, the competitive firm should produce any unit of output whose ____ exceeds ____. Explain why. 

Case 2

Assuming that producing is preferable to shutting down in the short run, the competitive firm should not produce an output level if ____ exceeds ____. Explain why. 

Rule

Combining these two cases, we obtain the following rule. 

As long as producing is preferable to shutting down, the competitive firm maximizes profits (or minimizes losses) in the short run by producing the level of output at which marginal revenue ____ marginal cost. 
























Materials for Lecture 17

Start with the textbook to get familiar with the content and progression of the lecture. Then, go to videos and supplemental articles, if provided, for further clarification and additional examples. 

Textbook

Read carefully pages 204 through 208 from the textbook.

Video

Competitive markets and price determination in first five minutes 
https://www.youtube.com/watch?v=61GCogalzVc&list=PL336C870BEAD3B58B&index=29

Profit maximization with graphical analysis
https://www.youtube.com/watch?v=J_tdZZkRvbg&list=PL336C870BEAD3B58B&index=30

Comprehensive video on competitive markets 
http://www.youtube.com/watch?v=ivBLIlhag5w


