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Number of Sellers

One seller

Many
Sellers

Homogeneous good

Product Differentiation

Unique good
(no close substitutes)

»

Oligopoly
°

Competitive Market
°

°
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Monopolistic Competition
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Revenue of a Competitive Firm

Total revenue for a firm Is the selling
price times the guantity sold.

TR =(PX Q)
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Revenue of a Competitive Firm

Marginal revenue Is the change in total
revenue from an additional unit sold.

MR =ATR/ AQ
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Revenue of a Competitive Firm

For competitive firms, marginal revenue
equals the price of the good.
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Total, Average, and Marginal Revenue for a
Competitive Firm

Quantity Price  Total Revenue Average Revenue Marginal Revenue
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Profit Maximization for the
Competitive Firm

The goal of a competitive firm is to
maximize profit.

This means that the firm will want to

produce the guantity that maximizes

the aifference between total revenue
and total cost.
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Profit Maximization:
A Numerical Example

Total Marginal
Quantity  Price Revenue Total Cost Profit Revenue Marginal Cost
(Q) (P) (TR=PxQ) (TC) (TR-TC) (MR= ) MC=
0 $0.00 $3.00 -$3.00
1 $6.00 $6.00 $5.00 $1.00 $6.00 $2.00
2 $6.00 $12.00 $8.00 $4.00 $6.00 $3.00
3 $6.00 $18.00 $12.00 $6.00 $6.00 $4.00
4 $6.00 $24.00 $17.00 $7.00 $6.00 $5.00
5 $6.00 $30.00 $23.00 $7.00 $6.00 $6.00
6 $6.00 $36.00 $30.00 $6.00 $6.00 $7.00
7 $6.00 $42.00 $38.00 $4.00 $6.00 $8.00
8 $6.00 $48.00 $47.00 $1.00 $6.00 $9.00
9 $6.00 $54.00 $57.00 -$3.00 $6.00 $10.00
10 $6.00 $60.00 $68.00 -$8.00 $6.00 $11.00
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Profit Maximization for a Competitive Firm

Costs
and
Revenue

MG,

MC

The firm maximizes
profit by producing
the quantity at which
marginal cost equals
marginal revenue.

MC

ATC
P- AR - MR

él QMAX Qz Quantity



Figure 5 Profit as the Area between Price and Average Total Cost

(a) A Firm with Profits

Price

ATC

0 Q Quantity
(profit-maximizing quantity)



Figure 5 Profit as the Area between Price and Average Total Cost

(b) A Firm with Losses

Price

ATC

0 Q Quantity
(loss-minimizing quantity)
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