Competitive Markets


In a few industries changes in market decisions result in an immediate response from buyers and sellers states Rinita Wyatt. Perfect competition is the ideal market situation because it promotes a free market. Perfect competition is based on assumptions but it is easy for firms to enter and exit the market. For an example, a flower market consists of different sellers with different prices which give the consumers a choice of a free market. Perfect competition allows firms with high costs to exit the market while those who have excess revenue are able to stay in the market. High costs drive the firms away and excess revenue attract firms. In the flower market firms have to pay a fee for an area to set up their plants. In a perfect competitive market there are a number of buyers and sellers. In a perfect competitive market the buyers and sellers are referred to as price takers. 


When there is perfect competition the marginal revenue equals the market price. A firm will be producing efficiently when marginal revenue is equal to marginal cost which is also equal to minimum average total cost. On a graph the marginal revenue is a horizontal straight line. The marginal cost is a curved like and the average total cost is also a curved line. Marginal revenue tell firms how much the consumer will pay for the product. In a perfect competitive market the sellers don’t have a say in the price; instead they have to see what the market has the product set out. There are four situations in a competitive market; the first is excess revenue, the second is breaking even, the third is operation with a loss, and the fourth is shut down of operations. All market structures have the same properties in the short run. 


When the total revenue line is above the total cost then there is excess cash being earned. When the total revenue line is even with the total cost curve then the company is breaking even. When the total revenue line is below the total cost curve then there is loss of profit. When the total revenue line is below the total variable cost then the firm is going to go out of business. When a business is operating in a perfect competitive market then the sellers not going to have higher prices than there competitors because no one will buy their products and when all of the sellers lower their price then the consumers will buy more. 


The four properties in a perfectly competitive market are excess profit, break even, loss of revenue, and shut down. Every firm in a perfectly competitive market has one of the four properties. While all of the firms would like to have excess profit there are those times when some firms must shut down by long term losses. Perfectly competitive markets are beneficial to both the seller and the buyer.

