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Price	taker	perfect	competition

A	firm	in	perfect	competition	is	a	price	taker	this	means.	Why	is	a	firm	in	perfect	competition	a	price	taker.	A	firm	in	perfect	competition	is	a	price	taker	because.	Perfect	competition	price	taker	graph.	Under	perfect	competition	a	firm	is	a	price	taker	because.	Seller	is	price	taker	perfect	competition.	Price	taker	perfect	competition	price	maker.	Why
is	a	firm	under	perfect	competition	a	price	taker.

definition:	the	perfect	competition	is	a	market	structure	in	which	there	is	a	large	number	of	buyers	and	sellers,	all	engaged	in	the	sale	of	homogeneous	products	at	a	single	prevailing	price	on	the	market.	In	other	words,	perfect	competition,	also	called	pure	competition,	when	there	is	no	direct	competition	between	competitors	and	all	sell	identically
the	same	products	at	a	single	price.	characteristics	of	perfect	competition	large	number	of	buyers	and	sellers:	in	perfect	competition,	buyers	and	sellers	are	large	enough,	which	no	individual	can	affect	the	price	and	production	of	the	industry.	a	single	customer	cannot	affect	the	price	of	the	product,	since	it	is	too	small	compared	to	the	entire	market.
Similarly,	a	single	seller	cannot	affect	production	levels,	which	is	too	low	compared	to	the	range	of	sellers	operating	on	the	market.	homogeneous	product:	each	competitor	company	offers	the	homogeneous	product,	so	that	no	individual	has	a	preference	for	a	particular	seller	than	the	others.	salt,	wheat,	coal,	etc.	are	some	of	the	homogeneous
products	to	which	consumers	are	indifferent	and	buy	them	from	those	who	make	pay	less.	Therefore,	an	increase	in	the	price	would	lead	the	customer	to	contact	another	supplier.	free	entry	and	exit:	under	perfect	competition,	companies	are	free	to	enter	or	ocire	from	the	industry.	This	implies,	if	a	company	suffers	a	huge	loss	due	to	intense
competition	in	the	sector,	then	it	is	free	to	leave	that	industry	and	start	its	commercial	operations	in	any	sector,	it	wants.	There	is	therefore	no	restriction	on	the	mobility	of	sellers.	perfect	knowledge	of	prices	and	technology:	this	means	that	both	buyers	and	sellers	have	a	complete	knowledge	of	market	conditions,	such	as	product	prices	and	the	most
advanced	technology	used	to	produce	them.	so,	they	can	buy	or	sell	products	anywhere	and	anytime	they	want.	no	transport	costs:	the	transport	costs	are	lacking,	that	is,	supported	to	transport	the	goods	from	one	market	to	another.	This	is	an	essential	condition	for	perfect	competition,	since	the	homogeneous	product	must	have	the	same	price
throughout	the	market	and,	if	transport	costs	are	added,	prices	may	differ.	absence	of	governmental	and	artificial	restrictions:	under	perfect	competition,	both	buyers	and	sellers	are	free	to	buy	and	sell	goods	and	services.	this	means	that	each	customer	can	buy	from	any	seller,	and	every	seller	can	sell	to	any	buyer.	Moreover,	prices	may	vary	freely
according	to	the	conditions	of	demand	and	supply.	in	this	situation,	no	major	producer	and	government	can	intervene	and	control	the	demand,	offer	or	price	of	goods	and	services.	So,	under	perfect	competition,	a	seller	isof	the	price	and	can	not	affect	the	market	price.	Pattern	of	wage	levels	The	productivity	theory	of	marginal	wages'	income	is	a
model	of	wages	wages	where	they	are	set	to	correspond	to	the	marginal	product	of	labor	income,	MRP	(the	value	of	the	marginal	product	of	labor),	which	is	the	increase	in	revenues	caused	by	the	increase	in	output	produced	by	the	last	employed	worker.	In	a	model,	this	is	justified	by	the	assumption	that	the	company	is	maximizing	profits	and	thus
would	employ	labor	only	to	the	extent	that	the	marginal	labor	costs	equal	the	marginal	revenues	generated	by	the	company.[1]	This	is	a	neoclassical	model	of	economics.	The	product	of	marginal	income	(MRP)	of	a	worker	is	equal	to	the	product	of	marginal	labour	product	(MP)	(the	increase	in	output	from	an	increase	in	labour	input)	and	marginal
income	(MR)	(the	increase	in	output	from	an	increase	in	output):	MRP	=	MP	Â​	MR.	The	theory	states	that	workers	will	be	hired	up	to	the	point	where	the	marginal	product	of	income	equals	the	wage	rate.	If	the	marginal	income	earned	by	the	worker	is	less	than	the	wage	rate,	then	employing	that	worker	would	cause	a	decrease	in	profit.	The	idea	that
factor	payments	equate	to	their	marginal	productivity	was	formulated	by	John	Bates	Clark	and	Knut	Wicksell	in	simpler	models.	Much	of	the	MRP	theory	is	derived	from	the	Wicksell	model.	Mathematical	Ratio	The	marginal	income	product	of	the	labour	MRPL	is	the	unit	income	increase	of	variable	input	=	Ã¢Â​TR/Ã¢Â​L	MR	=	Ã¢Â​TR/Ã¢Â​Q	MPL	=
Ã¢Â​Q/Ã¢Â​L	MR	x	MP	L	=	(Ã¢Â​TR/Ã¢Â​Q)	x	(Ã¢Â​Â​Q/Ã¢Â​L)	=	Ã¢Â​TR/	Here	TR	is	the	total	income	(a	quantity	of	money),	MP	is	the	marginal	product	(units	created	with	marginal	working	time)	and	effort),	Q	is	the	quantity	of	goods	(a	measure	of	the	quantity	or	volume	sold),	MR	is	the	marginal	income	(the	monetary	income	received	from	the	marginal
product	produced)	and	L	is	the	labor	(amount	of	labor	time	or	effort)	[This	page	is	incomplete.	Define	each	variable	and	include	its	size]	The	change	in	output	is	not	limited	to	that	directly	attributable	to	the	additional	worker.	Assuming	the	firm	is	operating	with	decreasing	marginal	returns,	adding	one	additional	worker	reduces	the	average
productivity	of	each	other	worker	(and	each	other	worker	affects	the	marginal	productivity	of	the	other	worker).	The	company	is	modeled	as	choosing	to	add	work	units	until	the	MRP	equals	the	wage	rate	mathematically	up	to	MRPL	=	w	MR	(MPL)	=	w	MR	=	w/MPL	MR	=	MC	which	is	the	profit	maximization	rule.	Marginal	revenue	in	a	perfectly
competitive	market	In	a	perfectly	competitive	market,	the	marginal	revenue	is	equal	to	the	marginal	physical	product	(additional	unit	of	good	produced	as	a	result	of	a	new	use)	multiplied	by	the	price.	M	R	P	=	M	P	P	Â​	MR	(D=AR=P)	as	a	fully	competitive	labour	market	{\displaystyle	MRP=MPP\times	{\text{MR	(D=AR=P)	perfectly	competitive	job
market}\,\!}	M	R	P	=	M	P	P	P	φ	price	{\displaystyle	MRP=MPP\times	{\text{Price}\,\!}	This	is	because	the	company	in	perfect	competition	is	a	price	buyer.	It	is	not	necessary	to	lower	the	price	forAdditional	units	of	the	good.	MRP	in	monopolies	or	imperfect	competition	companies	operating	as	monopolies	or	in	an	imperfect	competition	deal	down	a
demand	curves.	To	sell	extra	exit	units,	they	should	lower	the	output	price.	In	these	market	conditions,	the	marginal	income	product	will	not	be	the	same	mppÃ-price.	This	because	the	company	is	not	able	to	sell	production	at	a	fixed	price	per	unit.	Thus	the	MRP	curve	of	a	monopoly	company	or	in	imperfect	competition	will	go	downwards,	when
traced	against	the	use	of	work,	at	a	faster	rate	than	in	perfect	specific	competition.	References	^	Daniel	S.	Hamermesh.	1986.	The	long-term	job	application.	Labor	Economy	Manual	(Orley	Ashenfelter	and	Richard	Layard,	ed.)	P.	429.	Further	reading	Pullen,	J.	(2009).	The	marginal	distribution	productivity	theory:	a	critical	history.	Routledge	Advances
in	heterodox	economy.	Taylor	&	Francis.	ISBN	978-1-134-01089-9.	URL	consulted	on	19	November	2012.	^	(en)	"Economic	policy	economic	policy	economic	policy	economic	policy	economic	policy	economic	policy	economic	policy	economic	policy	in	the	economy	,	in	particular	the	theory	of	general	balance,	a	perfect	market,	also	known	as	an
atomistic	market,	is	defined	by	different	idealizing	conditions,	collectively	called	perfect	competition,	or	atomistic	competition.	In	theoretical	models	in	which	the	perfect	competition	conditions	are	held	,	It	has	been	shown	that	a	market	achieve	a	balance	in	which	the	quantity	provided	for	each	product	or	service,	including	work,	is	equal	to	the
quantity	required	at	the	current	price.	This	balance	would	be	an	optimal	opinion.	[1]	The	perfect	competition	provides	both	allecative	efficiency	and	productive	efficiency:	These	markets	are	cost-effective,	as	production	will	always	occur	when	the	marginal	cost	is	equal	to	the	average	price	(MC	=	AR).	In	perfect	competition,	any	producer	who
maximizes	profits	faces	a	market	price	equal	to	its	marginal	cost	(P	=	MC).	This	implies	that	the	price	of	a	factor	is	equal	to	the	marginal	factor	income	product.	It	allows	to	derive	the	power	curve	on	which	the	neoclassical	approach	is	based.	This	is	also	why	a	monopoly	does	not	have	a	power	curve.	The	abandonment	of	prices	creates	considerable
difficulties	in	demonstrating	a	general	balance,	except	in	other	very	specific	conditions	such	as	that	of	monopolistic	competition.	In	the	short	term,	the	markets	are	not	necessarily	efficient	in	productive	terms,	as	output	will	not	always	occur	when	the	marginal	cost	is	equal	to	the	average	cost	(MC	=	AC).	However,	in	the	long	term,	production
efficiency	occurs	when	new	enterprises	enter	the	industry.	Competition	reduces	prices	and	costs	to	the	minimum	of	average	long-term	costs.	At	this	point,	the	price	is	equal	to	both	the	marginal	cost	and	the	total	average	cost	for	each	asset	(P	=	MC	=	AC).	The	theory	of	perfect	competition	has	its	roots	in	the	economic	thought	of	the	late	19th	century.
Léon	Walras[2]	gave	the	first	rigorous	definition	of	perfect	competition	and	derived	some	of	its	main	results.	In	the	1950s,	the	theory	was	further	formalized	by	Kenneth	Arrow	and	Gérard	Debreu.	[3]	Real	markets	are	never	perfect.	Those	economists	who	believe	in	perfect	competition	as	a	useful	approximation	to	real	markets	can	classify	those	as
closely	as	perfect	to	very	imperfect.	The	real	estate	market	is	an	example	of	a	very	imperfect	market.	In	such	markets,	the	theory	of	the	second	best	shows	that	if	a	condition	of	optimality	in	an	economic	model	cannot	be	met,	it	is	possible	that	the	next	best	solution	involves	changing	other	variables	away	from	the	values	that	otherwise	would	be
optimal.	[4]	Idealize	the	conditions	of	perfect	competition	There	is	a	series	of	market	conditions	that	are	supposed	to	prevail	in	the	discussion	of	which	perfect	competition	could	be	if	it	were	theoretically	possible	to	obtain	such	perfect	market	conditions.	These	conditions	include:[5]	A	large	number	of	buyers	and	sellers	–	A	large	number	of	consumers
with	the	will	and	ability	to	buy	the	product	at	a	certain	price,	and	a	large	number	of	manufacturers	with	the	will	and	ability	to	provide	theat	a	certain	price.	As	a	result,	individuals	are	unable	to	influence	prices	more	than	a	little.	[6]	Anti-competitive	Regulation:	It	is	assumed	that	a	market	of	perfect	competition	provides	the	regulations	and	protections
implicit	in	the	control	and	control	ofof	anticompetitive	activities	on	the	market.	Each	participant	is	a	price	buyer:	no	participant	with	market	power	to	fix	prices.	Homogeneous	products:	the	products	are	perfectly	substitutes	for	each	other	(i.e.	the	qualities	and	characteristics	of	a	good	or	service	destined	for	sale	do	not	vary	from	one	supplier	to
another).	In	many	cases	there	are	"similar"	products	which	are	next	substitute	products	(such	as	butter	and	margarine)	and	which	are	relatively	easily	interchangeable,	so	an	increase	in	the	price	of	a	product	will	cause	a	significant	shift	in	the	consumption	of	the	next	replacement	product.	While	the	transformation	costs	of	an	enterprise	to	produce
the	substitute	are	relatively	‘intangible’	compared	to	the	overall	profits	and	costs	of	the	enterprise,	this	is	sufficient	to	ensure	that	an	economic	situation	is	not	significantly	disconnected	from	a	perfectly	competitive	economic	market[7].	Rational	purchasers:	Buyers	do	all	the	trades	that	increase	their	economic	utility	and	do	not	make	trades	that	do
not.	No	barrier	at	the	entrance	or	exit:	this	means	that	both	the	entrance	and	the	exit	must	be	absolutely	free	from	irrecoverable	costs	No	externalities:	the	costs	or	benefits	of	an	activity	do	not	concern	third	parties.	This	criterion	also	excludes	any	government	intervention.	Lack	of	scale	yields	and	lack	of	network	effects:	the	lack	of	economies	of	scale
or	network	effects	always	guarantees	a	sufficient	number	of	enterprises	in	the	sector.	Perfect	mobility	of	factors:	in	the	long	term	the	production	factors	are	perfectly	mobile,	allowing	long-term	adaptation	to	changing	market	conditions.	This	allows	workers	to	move	freely	between	enterprises[8].	Perfect	information:	all	consumers	and	producers	know
all	the	prices	of	products	and	services	they	would	get	by	owning	each	product.	This	prevents	companies	from	obtaining	any	information	that	gives	them	a	competitive	advantage[8].	Maximization	of	seller	profits:	Companies	sell	where	the	most	profit	is	generated,	where	marginal	costs	meet	marginal	revenues.	Well	defined	property	rights:	determine
what	can	be	sold,	as	well	as	the	rights	conferred	to	the	buyer.	Zero	transaction	costs:	Purchasers	and	sellers	do	not	support	costs	to	make	a	trade	of	goods.	Normal	Profits	In	a	perfect	market	sellers	operate	with	a	zero-cost	surplus:	sellers	realize	a	return	level	on	investment	known	as	normal	profits.	Normal	profit	is	a	component	of	(implicit)	costs	and
not	a	component	of	corporate	profit.	It	represents	the	cost-opportunity,	as	the	time	the	owner	devotes	to	the	management	of	the	company	could	be	spent	to	manage	another	company.	The	company	component	of	normal	profit	is	therefore	the	profit	thatconsiders	it	necessary	to	make	the	business	profitable:	it	is	comparable	to	the	best	amount	the
entrepreneur	could	earn	by	doing	another	job[9].	In	particular,	if	the	enterprise	is	not	included	as	a	factor	of	production,	it	can	also	be	considered	as	a	return	on	capital	to	investors,	including	the	entrepreneur,	equivalent	to:	the	return	that	the	owner	of	the	capital	could	have	expected	(in	a	safe	investment),	as	well	as	compensation	for	the	risk[10].	In
other	words,	the	cost	of	normal	profit	varies	both	within	and	between	sectors;	it	is	commensurate	with	the	risk	associated	with	each	type	of	investment,	depending	on	the	spectrum	of	return	risk.	In	a	situation	of	perfect	competition,	only	normal	profits	are	achieved	when	long-term	economic	equilibrium	is	reached;	there	is	no	incentive	for	firms	to
enter	or	leave	the	industry.[11]	In	competitive	and	contestable	markets	Only	in	the	short	term	can	a	firm	in	a	perfectly	competitive	market	make	an	economic	profit.	Economic	profit	is	not	achieved	through	perfect	competition	and	equilibrium	in	the	long	run;	if	it	were,	it	would	encourage	the	entry	of	new	firms	into	the	industry,	facilitated	by	the
absence	of	entry	barriers	until	there	is	no	longer	any	economic	profit[10].	With	the	entry	of	new	firms	into	the	industry,	they	increase	the	supply	of	the	product	available	on	the	market,	and	these	new	firms	are	forced	to	charge	a	lower	price	in	order	to	induce	consumers	to	buy	the	additional	supply	these	new	firms	provide,	as	the	firms	compete	for
their	customers	(see	“Persistence”	in	the	discussion	on	profits).	[12][13][14][15]	Prices	are	thus	forced	to	lower	their	prices	in	order	to	match	the	lower	prices	set	by	the	new	entrants.	New	firms	will	continue	to	enter	the	industry	until	the	price	of	the	product	drops	to	the	point	where	it	coincides	with	the	average	cost	of	producing	the	product,	and	all
economic	profit	disappears.[12][13]	When	this	happens,	economic	operators	outside	the	industry	will	not	benefit	from	the	creation	of	new	firms	entering	the	industry.	The	same	is	true	of	the	long-term	equilibrium	of	competitive	monopoly	industries	and,	more	generally,	of	any	market	considered	contestable.	Normally,	a	company	introducing	a
differentiated	product	can	initially	secure	temporary	market	power	for	a	short	period	of	time	(see	“Persistence”	in	Monopoliy	Profit).	At	this	stage,	the	initial	price	that	the	consumer	has	to	pay	for	the	product	is	high	and	the	demand	and	availability	of	the	product	on	the	market	will	be	limited.	In	the	long	run,	however,	when	the	profitability	of	the
product	is	well	established	and	since	there	are	few	barriers	to	entry[12][13][14],	the	number	of	companies	producing	the	product	will	increase	until	the	available	supply	of	the	product	becomes	relatively	large,	the	price	of	the	product	will	fall	to	the	level	of	the	average	cost.	production	of	the	product.	When	this	occurs,	all	profits	associated	with	the
production	and	sale	of	the	product	disappear,	and	the	initial	monopoly	turns	into	a	competitive	industry.[12][13][14][12][13][14][14]	Often	completed	with	the	departure	of	the	former	"striking	and	managing"	market	participants,	returning	the	industry	to	its	previous	state,	only	with	a	lower	price	and	no	economic	profit	for	incumant	companies.
However,	profit	can	occur	in	competitive	and	contestable	short-term	markets,	as	Jostle	companies	for	market	position.	Once	the	risk	is	accounted	for,	long-term	economic	profit	in	a	competitive	market	is	therefore	considered	the	result	of	constant	improvement	in	costs	and	performance	in	view	of	the	competitors	of	the	sector,	allowing	the	costs	to	be
lower	than	the	price	established	by	the	market.	In	non-competitive	markets	a	monopolist	can	establish	an	excess	cost	price,	make	an	economic	profit.	The	diagram	above	shows	a	monopolist	(one	company	on	the	market)	which	obtains	an	economic	profit	(monopoly).	An	oligopoly	usually	also	has	an	economic	profit,	but	operates	in	a	market	with	more
than	one	company	(they	must	share	the	demand	available	at	the	market	price).	Economic	profit	is,	however,	much	more	prevalent	in	non-competitive	markets	as	in	a	perfect	situation	of	monopoly	or	oligopoly.	In	these	scenarios,	individual	companies	have	some	element	of	market	power:	although	monopolists	are	bound	by	consumer	demand,	no	price
buyers,	but	instead	both	price	or	service	setters.	This	allows	the	company	to	set	a	higher	price	than	the	one	that	is	in	a	similar	but	more	competitive	industry,	allowing	them	the	economic	profit	both	in	the	long	and	short	run.	[12]	[13]	The	existence	of	economic	profits	depends	on	the	prevalence	of	obstacles	to	the	entrance:	these	stops	other
companies	from	entering	industry	and	establish	profits,	[15]	as	they	would	in	a	more	competitive	market.	In	cases	where	barriers	are	present,	but	more	than	a	company,	companies	can	result	in	limiting	production,	thus	limiting	the	supply	in	order	to	ensure	that	the	price	of	the	product	remains	high	enough	for	all	companies	in	the	sector	to	reach	An
economic	profit	[12]	[15]	[16]	However,	some	economists,	such	as	Steve	Keen,	a	professor	at	the	university	of	Western	Sydney,	argue	that	even	a	quantity	infinitesima	of	a	market	power	can	allow	a	company	of	Producing	a	profit	and	that	the	absence	of	economic	profit	in	an	industry,	or	even	that	some	production	takes	place	at	a	loss,	in	itself	is	a
barrier	at	the	entrance.	In	a	monobrogate	case,	a	positive	economic	profit	occurs	when	the	average	cost	of	the	company	is	lower	than	the	price	of	the	product	or	service	at	the	profit	maximization	output.	Economic	profit	is	equal	to	the	quantity	of	production	multiplied	by	the	difference	between	the	average	cost	and	price.	Government	intervention
often,	governments	will	try	to	intervene	in	the	markets	To	make	them	more	competitive.	Read	Antitrust	(USA)	or	competition	(elsewhere)	have	been	created	to	prevent	powerful	companies	to	use	their	economic	power	to	artificially	create	barriers	at	the	entrance	that	they	need	to	protect	their	economic	profits	[13]	[14]	[15].	This	includes	the	use	of
predatory	prices	to	lesser	less	For	example,	in	the	United	States,	Microsoft	Corporation	was	initially	condemned	to	break	the	anti-twist	law	and	engage	in	anti-competitive	behavior	in	order	to	form	such	a	barrier	in	the	United	States	v.	Microsoft;	After	a	successful	appeal	for	technical	reasons,	Microsoft	has	accepted	an	agreement	with	the
Department	of	Justice	in	which	they	were	addressed	with	strict	supervisory	procedures	and	explicit	requirements	[17]	designed	to	prevent	this	predatory	behavior.	With	lower	barriers,	new	businesses	can	again	enter	the	market,	making	long-term	balance	more	similar	to	that	of	a	competitive	industry,	without	economic	profit	for	businesses.	In	a
regulated	industry,	the	government	examines	the	structure	of	the	marginal	costs	of	companies	and	allows	them	to	charge	a	price	that	is	not	superior	to	this	marginal	cost.	This	does	not	necessarily	guarantee	zero	economic	profit	for	the	company,	but	eliminates	a	"pure	monopoly"	profit.	If	a	government	considers	impractical	to	have	a	competitive
market	â	€	"as	in	the	case	of	a	natural	monopoly	â	€"	sometimes	you	will	try	to	regulate	the	existing	non-competitive	market	by	controlling	the	rates	of	price	companies	for	their	product.	[13]	[14]	For	example,	the	old	AT	&	T	monopoly	(regulated)	that	existed	before	the	courts	ordered	its	break,	had	to	obtain	government	approval	to	increase	its	prices.
The	government	examined	the	costs	of	the	monopoly	to	determine	if	the	monopoly	should	be	able	to	increase	its	price,	and	could	refuse	the	monopoly	demand	for	a	higher	price	if	the	cost	does	not	justify	it.	Although	a	regulated	enterprise	will	not	have	an	economic	profit	as	big	as	it	would	be	in	an	unregulated	situation,	it	can	still	make	profits	well
above	a	competitive	company	in	a	truly	competitive	market.	[14]	Short-term	results,	it	is	possible	for	a	single	company	to	make	an	economic	profit.	This	situation	is	shown	in	this	diagram,	such	as	the	average	price	or	income,	denoted	by	P,	is	above	the	average	cost	denoted	by	c.	However,	in	the	long	term,	economic	profit	cannot	be	supported.	The
arrival	of	new	businesses	or	expansion	of	existing	companies	(if	they	return	scale	are	constant)	in	the	market	causes	the	demand	(horizontal)	of	the	demand	for	each	company	to	move	downwards,	while	reducing	the	price,	income	Medium	and	the	marginal	curve	of	revenue.	The	result	is	that,	long-term,	the	company	will	only	make	normal	profit
(economic	profit	zero).	Its	horizontal	demand	curve	will	touch	its	total	average	cost	curve	at	its	lowest	point.	(See	cost	curve.)	In	a	perfectly	competitive	market,	the	demand	curve	in	front	of	a	company	is	perfectly	elastic.	As	mentioned	above,	the	perfect	competition	model,	if	interpreted	as	applied	to	short	behavior	or	short,	is	approximated	only	by
homogeneous	product	markets	produced	and	purchased	by	many	sellers	and	buyers,	usually	organized	markets	for	agricultural	products	or	raw	materials.	In	real	world	markets,	assumptions	like	perfect	information	cannot	be	verified	and	are	approximated	only	in	organized	organized	(but	in	the	long-term	interpretation	there	is	no	perfect	information,
the	analysis	aims	only	to	determine	the	average	around	which	gravitate	market	prices,	and	because	gravitation	functions	is	not	necessary	a	€	™	perfect	information).	In	the	absence	of	externalities	and	public	goods,	perfectly	competitive	balances	are	effective	of	Pareto,	ie	no	improvement	of	a	consumer's	utility	is	possible	without	a	worsening	of	the
utility	of	another	consumer.	This	is	called	the	first	theorem	of	the	economy	of	wellness.	The	basic	reason	is	that	no	productive	factor	with	a	marginal	product	other	than	zero	is	left	unused	and	the	units	of	each	factor	are	allocated	to	obtain	the	same	indirect	marginal	utility	for	all	uses,	the	basic	condition	of	the	efficiency	(	If	this	indirect	marginal
utility	was	higher	in	an	employment	than	in	others,	you	could	get	an	improvement	of	walls	by	transferring	a	small	amount	of	the	factor	to	use	where	it	is	determine	a	higher	marginal	utility).	A	simple	demonstration	that	takes	us	utility	functions	and	differentiated	production	functions	is	the	following.	Both	WJ	Â	«priceÂ»	(the	rental)	of	a	specific	factor
J,	which	MPJ1	and	MPJ2	are	its	marginal	product	in	the	production	of	1	and	2	goods,	and	that	P1	and	P2	are	the	prices	of	these	assets.	In	equilibrium,	these	prices	must	be	equal	to	their	respective	marginal	costs	MC1	and	MC2;	Recall	that	the	marginal	cost	is	equal	to	the	factor	â	€	™	price	'divided	for	the	marginal	productivity	of	the	factor	(since
increasing	the	production	of	a	good	of	a	very	small	unit	through	an	increase	in	the	occupation	of	the	J	factor	requires	a	Increase	in	occupation	of	the	1	/	Mpji	factor	and	therefore	an	increase	in	the	cost	for	WJ	/	MPJI,	and	through	the	minimization	condition	of	marginal	products	must	be	proportional	to	the	"prices"	of	the	factors,	it	can	be	demonstrated
that	the	increase	Costs	is	the	same	if	the	increase	in	production	is	obtained	by	optimally	varying	all	factors).	The	optimal	use	of	the	factors	by	a	company	that	takes	prices	requires	the	equality	of	the	rental	of	the	factors	and	marginal	income	of	the	factors,	WJ	=	Pimpji,	so	we	obtain	P1	=	MC1	=	WJ	/	MPJ1,	P2	=	MCJ2	=	WJ	/	MPJ2.	Now	choose	any
consumer	that	you	buy	both	goods	and	measure	its	utility	in	units	such	that	in	balance	the	marginal	utility	of	money	(the	increase	of	the	utility	due	to	the	latest	amount	of	money	expense	for	each	good),	MU1	/	P1	=	MU2	/	P2,	both	1.	Then	P1	=	MU1,	P2	=	MU2.	The	indirect	marginal	utility	of	the	factor	is	the	increase	in	the	utility	of	our	consumer
obtained	from	an	increase	in	the	occupation	of	the	factor	of	a	(small)	unit;	This	increase	in	the	utility	by	attributing	the	small	increase	in	the	use	of	the	good	factor	1	Ã¨	MPJ1MU1	=	MPJ1P1	=	WJ,	and	attributing	it	to	good	2	Ã¨	MPJ2MU2	=	MPJ2P2P2	=	again.	With	our	choice	of	the	marginal	utility	units	of	the	quantity	of	the	consumed	factor	by	the
consumer	optimizer	is	still	w,	so	the	supplied	amount	of	the	factor	also	meets	the	requirement	of	optimal	allocation.	Monopolies	purple	this	optimal	optimal	Condition,	because	in	a	monopolized	industry	the	market	price	is	higher	than	the	marginal	cost,	and	this	means	that	the	factors	are	underutilized	in	the	monopolized	industry,	have	a	higher
indirect	marginal	utility	than	in	their	uses	in	competitive	industries.	Of	course,	this	theorem	is	considered	irrelevant	by	economists	who	do	not	believe	that	the	general	balance	theory	properly	preaches	the	functioning	of	market	economies;	But	it	is	given	great	importance	from	neoclassical	economists	and	is	the	theoretical	reason	from	their	date	to
combat	monopolies	and	antitrust	legislation.	Profit	unlike	a	monopoly	or	an	oligopoly,	in	the	perfect	competition	it	is	impossible	for	a	company	to	earn	an	economic	profit	in	the	long	run,	ie	that	a	company	cannot	make	more	money	than	it	is	necessary	to	cover	its	costs	cheap.	To	avoid	misunderstanding	this	thesis	of	zero-long-term	profits,	we	must
remember	that	the	term	"profit"	is	used	in	different	ways:	neoclassical	theory	defines	profit	as	that	remains	of	revenue	after	all	costs	have	been	subtracted;	Including	the	normal	capital	interest	more	than	normal	excess	on	it	requested	to	cover	the	risk,	and	normal	salary	for	managerial	activity.	This	means	that	the	useful	is	calculated	after	the
operators	have	been	compensated	for	their	opportunities	costs	[18].	Classical	economists,	on	the	contrary,	define	profit	as	what	it	remains	after	having	subtracted	costs,	except	interest	and	risk	coverage.	Therefore,	the	classic	approach	does	not	take	into	account	the	costs	of	opportunities	[18].	So,	if	you	leave	aside	the	coverage	of	risks	for	simplicity,
the	neoclassical	thesis	of	the	zero-long-term	profit	would	be	re-expressed	in	classic	jargon	as	profits	that	coincide	with	the	interest	in	the	long	run	(ie	the	profit	rate	That	tends	to	coincide	with	the	interest	rate).	Profits	in	the	classic	sense	do	not	necessarily	disappear	in	the	long	run,	but	tend	to	normal	profit.	With	this	terminology,	if	a	company	carries
out	an	abnormal	profits	in	the	short	term,	it	is	an	incentive	at	the	market	entry	of	other	companies.	With	the	entry	of	other	companies	on	the	market,	the	bend	of	the	offer	on	the	market	will	move,	causing	a	price	drop.	Existing	companies	will	react	to	this	lowest	price	by	adapting	their	down	capital	stock	[19].	This	adjustment	will	do	yes	that	the
marginal	cost	moves	to	the	left	and	that	the	market	offer	curve	moved	to	the	inside	[19].	However,	the	net	effect	of	the	entry	of	new	businesses	and	the	adjustment	of	existing	companies	will	be	to	move	the	bend	of	the	offer	to	the	external	[19].	The	market	price	will	descend	until	all	companies	will	carry	out	normal	profits	[20].	It	is	important	to	note
that	perfect	competition	is	a	sufficient	condition	for	efficiency	And	productive,	but	not	a	necessary	condition.	The	laboratory	experiments	in	which	participants	have	a	significant	power	of	price	determination	and	few	or	no	information	on	their	counterparts	constantly	produce	efficient	results,	given	adequate	trading	institutions.	[21]	Stop	point	in	the
short	term,	a	company	that	operates	in	a	loss	[R	VC),	the	company	covers	all	variable	costs	and	there	is	an	additional	income	("paid"),	which	can	be	applied	at	fixed	costs.	(The	size	of	fixed	costs	is	irrelevant	as	it	is	a	sinking	cost.	The	same	consideration	is	used	if	fixed	costs	are	of	one	dollar	or	one	million	dollars.)	On	the	other	hand,	if	VC	>	R	then	the
company	does	not	cover	its	production	costs	and	must	immediately	close.	The	rule	is	conventionally	indicated	in	terms	of	price	(average	income)	and	average	variable	costs.	The	rules	are	equivalent	(if	you	divide	both	sides	of	inequality	TR	>	TVC	from	Q	gives	P	>	AVC).	If	the	company	decides	to	operate,	the	company	will	continue	to	produce	where
marginal	revenues	are	equal	to	marginal	costs,	because	these	conditions	ensure	not	only	the	maximization	of	profit	(loss	minimization)	but	also	the	maximum	contribution.	Another	way	to	assert	the	rule	is	that	a	company	should	compare	profits	to	those	made	if	it	turns	off	and	select	the	option	that	produces	the	most	profit.[27][28]	An	enterprise	that
turns	off	generates	zero	revenues	and	does	not	entail	variable	costs.	However,	the	company	still	has	to	pay	fixed	costs.	So	the	profit	of	the	company	is	equal	to	fixed	costs	or	−FC.[29]	An	operating	company	is	generating	revenue,	running	variable	costs	and	paying	fixed	costs.	The	profit	of	the	operating	company	is	R	−	VC	−	FC.	The	company	should
continue	to	operate	if	R	−	VC	−	FC	≥	−FC,	which	simplified	is	R	≥	VC[30][31]	The	difference	between	revenue,	R	and	variable	costs,	VC,	is	the	contribution	to	fixed	costs	and	any	contribution	is	better	than	anyone.	So,	if	R	≥	VC	then	firm	must	operate.	If	R	<	VC	the	company	must	close.	A	decision	to	close	means	that	the	company	temporarily
suspends	production.	It	does	not	mean	that	the	company	is	coming	out	of	business	(excluding	industry).[32]	If	market	conditions	improve	and	prices	increase,	the	company	can	resume	production.	The	closure	is	ashort	term.	A	company	that	closed	does	not	produce.	The	company	still	retains	its	capital	assets;	However,	the	company	cannot	leave	the
industry	or	avoid	its	ownshort-term	costs.	Going	out	is	a	long-term	decision.	One	company	emerging	from	an	industry	circumvented	all	the	commitments	and	freed	up	all	the	capital	for	more	profitable	companies[33].	However,	a	company	cannot	continue	to	incur	losses	indefinitely.	In	the	long	term,	the	company	will	have	to	make	enough	revenue	to
cover	all	its	expenses	and	will	have	to	decide	whether	to	continue	operating	or	leave	the	industry	and	seek	profits	elsewhere.	The	long-term	decision	is	based	on	the	relationship	between	price	and	long-run	average	costs.	If	P	Ã¢Â¥	AC	then	the	firm	will	not	exit	the	industry.	If	P	<	AC,	then	the	firm	will	exit	the	industry.	These	comparisons	will	be	made
after	the	company	has	made	the	necessary	and	feasible	long-term	adjustments.	In	the	long	run,	a	firm	operates	where	the	marginal	revenue	equals	the	long	run	marginal	costs.[34]	Short-Term	Supply	Curve	The	short-term	supply	curve	(SR)	for	a	perfectly	competitive	firm	is	the	marginal	cost	curve	(MC)	at	and	above	the	break	point.	The	portions	of
the	marginal	cost	curve	below	the	break	point	are	not	part	of	the	SR	supply	curve	because	the	company	is	not	producing	any	positive	quantity	in	that	interval.	Technically,	the	SR	supply	curve	is	a	discontinuous	function	composed	of	the	segment	of	the	MC	curve	at	and	above	the	minimum	of	the	average	variable	cost	curve	and	a	segment	running	on
the	vertical	axis	from	the	origin	to,	but	not	including,	a	point	at	the	minimum	average	variable	cost.[35]	Criticism	The	Use	of	the	Perfect	Competition	Assumption	as	the	basis	of	price	theory	for	product	markets	is	often	criticized	as	representing	all	agents	as	passive,	thus	eliminating	active	attempts	to	increase	their	welfare	or	profits	through	price
undercutting,	product	design,	advertising,	innovation,	activities	that	“critics	claim”	characterize	the	market.	most	industries	and	markets.	These	criticisms	point	to	the	frequent	unrealistic	assumptions	of	homogeneity	of	products	and	the	impossibility	of	differentiating	them,	but	apart	from	that,	the	accusation	of	passivity	appears	correct	only	for	short-
term	or	very	short-term	analyses,	in	long-term	analyses	the	inability	of	price	to	diverge	from	the	natural	or	long-term	price	is	due	to	active	input	reactions.	or	output.	Some	economists	have	a	different	kind	of	criticism	about	the	model	of	perfect	competition.	They	do	not	criticize	the	price	taker	hypothesis	because	it	makes	economic	operators	too
“passive”,	but	because	it	then	raises	the	question	of	who	sets	the	prices.	In	fact,	if	everyone	is	price	buyers,	you	need	a	benevolent	planner	to	give	and	set	prices,	in	other	words,	you	need	a	“price	maker”.	Therefore,	the	perfect	model	of	competition	is	not	suited	to	describe	a	“market	economy.”	But	centralized.	This	in	turn	means	that	this	type	of
model	has	more	to	do	with	communism	than	with	capitalism.	[36]	Another	frequent	criticism	is	that	often	it	is	not	true	that	in	the	short	term	the	differences	between	demand	and	offer	are	price	changes;	especially	in	manufacturing,	the	most	common	behaviour	is	the	alteration	of	production	without	almost	any	alteration	of	the	price.	[37]	Critics	of	the
hypothesis	of	perfect	competition	in	product	markets	rarely	question	the	basic	neoclassical	vision	of	the	labour	of	market	economies	for	this	reason.	The	Austrian	School	strongly	insists	on	this	criticism,	yet	the	neoclassical	vision	of	the	work	of	market	economies	as	fundamentally	efficient,	reflecting	consumer	choices	and	assigning	each	agent	its
contribution	to	social	welfare,	is	estimated	to	be	fundamentally	correct.	[38]	Some	non-neoclass	schools,	such	as	Post-Keynesians,	reject	the	neoclassical	approach	to	value	and	distribution,	but	not	because	of	their	refusal	of	perfect	competition	as	a	reasonable	approximation	to	the	work	of	most	product	markets;	the	reasons	for	the	refusal	of	the
neoclassical	vision	are	different	opinions	of	the	determining	factors	of	the	distribution	of	income	and	aggregate	demand.	[39]	In	particular,	the	refusal	of	a	perfect	competition	does	not	generally	entail	the	refusal	of	free	competition	as	characterizing	most	of	the	markets	of	products;	In	fact,	it	was	argued[40]	that	competition	is	stronger	nowadays	than
in	19th	century	capitalism,	because	of	the	increasing	capacity	of	the	large	conglomerate	enterprises	to	enter	into	any	industry:	therefore	the	classical	idea	of	a	trend	towards	a	uniform	return	rate	on	investments	in	all	industries	because	of	the	free	entry	is	even	more	valid	today;	On	these	few	economists,	it	would	seem,	it	would	disagree,	even	among
the	neoclassical	ones.	Therefore,	when	the	problem	is	normal,	or	long-term,	product	prices,	differences	in	the	validity	of	the	perfect	competition	hypothesis	do	not	seem	to	imply	significant	differences	in	the	existence	or	not	of	a	trend	of	return	rates	towards	uniformity	as	long	as	the	entry	is	possible,	and	what	is	basically	lacking	in	the	perfect
competition	model	is	the	absence	of	marketing	and	innovation	costs	as	causes	of	costs	entering	the	normal	average	cost.	The	problem	is	different	from	the	factor	markets.	Acceptance	or	denial	of	perfect	competition	in	labour	markets	makes	a	great	difference	to	the	functioning	of	market	economies.	It	is	necessary	to	distinguish	neoclassical	from	non-
neoclassical	economists.	For	the	first,	the	absence	of	perfect	competition	in	the	labour	markets,	for	example	because	of	the	existence	of	trade	unions,	hinders	the	regular	work	of	competition,	which	if	left	free	to	operate	would	cause	a	decrease	in	wages	until	there	was	unemployment,	and	would	finally	guarantee	full	employment:	Unemployment	is
due	to	the	absence	of	perfect	competition	in	labour	markets.	MoreEconomists	deny	that	full	wage	flexibility	would	guarantee	full	employment,	and	see	a	striking	wage	as	an	indispensable	component	of	a	market	economy,	without	which	the	economy	will	lack	the	regularity	and	persistence	necessary	for	its	regular	work.	This	was,	for	example,	the
opinion	of	John	Maynard	Keynes.	In	particular,	the	situation	of	the	Sraffian	school	cannot	be	determined	by	an	opposite	wage	level,	since	there	is	no	equality	between	demand	and	supply	of	labour,	and	the	economy	should	take	up	the	view	of	classical	economists,	according	to	which	competition	in	labour	markets	is	not	and	cannot	mean	indefinite
price	flexibility,	provided	that	Supply	and	demand	are	not	equal,	it	only	means	a	trend	towards	equal	pay	for	the	like.	[41]	Equilibrium	in	perfect	competition	Equilibrium	in	perfect	competition	is	the	point	where	market	demands	will	be	equal	to	market	supply.	At	this	point	the	price	of	a	firm	will	be	determined.	In	the	short	term,	the	balance	will	be
affected	by	demand.	In	the	long	run,	both	demand	and	supply	for	a	product	will	affect	the	equilibrium	in	perfect	competition.	A	firm	will	only	receive	normal	long-term	profit	at	break-even	point.	[42]	As	is	well	known,	the	requirements	for	the	cost-curves	of	the	perfectly	competitive	firm	is	for	the	slope	to	move	upwards	after	a	certain	quantity	is
produced.	This	amount	is	small	enough	to	leave	a	sufficiently	high	number	of	enterprises	in	the	sector	(for	any	given	total	product	in	the	sector)	for	the	conditions	of	perfect	competition	to	be	preserved.	For	the	short	term,	the	supply	of	some	factors	is	assumed	to	be	fixed	and,	given	the	price	of	the	other	factors,	unit	costs	must	necessarily	rise	after	a
certain	point.	From	a	theoretical	point	of	view,	given	the	assumption	that	there	will	be	a	trend	to	continuous	growth	in	size	for	enterprises,	long-term	static	equilibrium	next	to	perfect	competition	may	be	incompatible.	[43]	See	also	Supply	and	Demand	Sustainable	Market	Efficient	Competition	Imperfect	Competition	Monopolitical	Competition
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