Unit 5 Overview
The fourth area covers the behavior of firms in different types of market structures. This section begins with the definition of profits, making the distinction between accounting and economic profits, and establishing the profit-maximizing rule, using marginal analysis. In covering perfect competition, the course focuses on determining short-run and long-run equilibrium, both for the profit-maximizing individual firm and for the industry, and on the equilibrium relationships among price, marginal and average revenues, marginal and average costs, and profits. Students should understand the adjustment process to long-run equilibrium.

In considering the market behavior of a monopolist, students identify and examine the sources of monopoly power and understand the relationship between a monopolist’s demand curve and its marginal revenue curve. Students learn how a monopoly’s total revenue changes along its demand curve as price varies. Having learned the behavior of monopolies and perfect competition, students should compare a monopolist’s price, level of output and profit with those of a firm operating in a perfectly competitive market. By paying particular attention to the concept of allocative efficiency, students learn how and why competitive markets achieve an efficient allocation of resources, whereas monopolists do not. The concept of deadweight loss is a good device to show the efficiency loss due to monopoly. The model of price discrimination provides

Terms/Formulas

All Formulas from Unit 4

Short Run VS Long Run

5 Characteristics of a Perfectly Comp Market

Sunk Costs

Profit Maximizing Quantity

Perfectly Comp Firm in LRE

Shutdown Rule

Shutdown VS Exit

Price Taker VS Price Maker

Monopoly

Barriers to Entry

Patents and Copyrights

Natural Monopoly

Socially Optimal Monopoly Quantity

Fair Return Quantity

Economies of Scale

Monopoly’s D Curve VS Perfectly Comp Firm’s D Curve

Monopoly’s Econ Profit

DWL of a Monopoly

Price Discrimination

