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Macro economics is also known as aggregate economics In a free market economy, consumer preference decides the
allocation of resources. But due to this not all demands will be met and there will be uneven distribution of income in the
society.

ARâ€”It is revenue per unit of output sold and is always equal to price, i. MRâ€”It is addition made to TR
when one more unit of output is sold. There are two basic principles governing all market conditions, firms
should produce only if: Unit 2 â€” Determination of Price Equilibrium means a state of balance or rest.
Equilibrium price is that price at which demand and supply equals each other. Marshall compared demand and
supply with the two blades of scissors. Shifts in demand and supply curves takes place due to changes in
factors other than the price of the commodity. A change in demand, supply remaining constant, leads to a
change in the equilibrium price. If demand increases, both equilibrium price and quantity will rise. If demand
decreases, both equilibrium price and quantity will fall. A change in supply, demand remaining constant, leads
to a change in the equilibrium price and quantity. If supply increases, price will fall and quantity will rise and
vice versa if supply decreases. If both demand and supply change, the new equilibrium price may rise, fall or
remain constant If demand and supply increase in the same proportion then price will remain constant and
quantity will rise. If demand increased is more than the increase in supply, then both the price and quantity
will rise. If demand increased is less than the increase in supply, then price will fall while quantity demanded
will rise. MC should cut the MR from below. In the short run three situations can take place depending only
upon the price, which is given to the firm. Supernormal profits, when price is above SAC. In the long run, the
perfect competitive firm will only earn normal profit due to free entry and free exit of firms in the market. In a
competitive firm, the MC curve of the firm is also its supply curve. Relationship between AR and MR in
monopoly: AR curve cannot touch X-axis MR can be zero or even negative i. MR curve can touch or cut the
X-axis. Aim of the monopoly firm is to maximise profits. It can be attained in two ways just like under perfect
competition, i. The difference between TR and TC is maximum. In the short-run, three situations can take
place. In the long-run, A firm may continue to enjoy supernormal profits. Pricing Under Discriminating
Monopoly Discriminating monopoly is a situation where the monopolist charges different prices for the same
commodity from different consumers, at the same times. Conditions necessary for price discrimination are:
There should be some form of imperfect competition present in the markets. The should be two or more
markets. Elasticity of demand should be different in these markets. There should be no contact among buyers
in these markets. Monopolist must completely control the supply. Monopolistic Competition Product
differentiation can be real or artificial. It introduces an element of monopoly competition and give rise to a
negatively sloping, highly elastic demand curve. Non-Price competition is prevalent in the market. A
monopolistic competitive firm is a price maker of its own product. Selling cost is the cost of changing
consumer wants. It includes advertising, window displays, demonstrations, etc. It shifts the demand curve
demand increase and make it inelastic. Equilibrium takes place where profits are maximum. In the short run,
three situations are possible: In the long-run, due to free entry and exit, adjustment will take place and only
normal profits will be earned. All firms will break-even. Characteristics of Oligopoly â€” Interdependence
among firms while fixing prices and output, great importance is given to advertisement and selling costs, there
is an indeterminate Demand curve, existence of Group behavior. Factors causing oligopoly are huge capital
investment, absolute cost advantage, product differentiation, economies of scale and mergers. The demand
curve is not defined as there are action-reaction patterns among firms. Many different models exist. It is based
on the assumption that firms match price cuts but not price rises. It rationalizes price rigidity in oligopolistic
market. It shows that even if cost changes, prices charged for the commodity does not change. Important
Tit-Bits The kinked demand curve tries to depict the problem of price rigidity faced by a firm. The most basic
difference between Monopolistic Competition and Perfect competition is that in the former the seller can sell
heterogeneous differentiated products and in the latter the sellers sell homogeneous similar products. Durable
goods can be sold in National market as their life is longer. Pure Oligopoly means that kind of oligopoly
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market which sells homogeneous products. Partial Oligopoly is that kind of oligopoly market which is
dominated by one big firm and it is considered the leader of the industry or group. Price discrimination done
by a Monopolist can be based on time, size of market, income, elasticity etc. In Monopolistic competition, sale
of branded articles is a common practice undertaken by firms to showcase their products as differentiated
products and thus charge higher from the customers. Hence, we can say it is that market form where many
firms sell similar products but under different brands. If there is a fall in the demand for the product in the
above market then it will result in fall in price leading to decrease in the number of firms operating in the
market further leading to declined production in each firm. The demand curve for a monopolist firm will be
downward sloping as it has to lower the prices in order to sell more. Total profit is equal to TR-TC. In
monopoly, the AR curve is always above the MR curve while both are downward sloping. In short run a firm
will try to survive in the market even if it is able to cover only AVC. But in long run, firm will always want to
cover ATC otherwise it may leave the market. Generally, under Monopoly and Imperfect competition MC is
less than its price which enables the firms to earn supernormal profit. A monopolist firm practicing price
discrimination in two separate markets will achieve profit maximization when the MR from both the markets
will be equal to the MC of both the markets. A monopolist firm will always try to achieve equilibrium above
the middle point of the AR curve as beyond that the elasticity becomes less than one and MR becomes
negative See diagram of relationship between MR, TR and AR given in the book. If there is competitive
equilibrium prevailing in the market then the sellers will be forced to produce at their minimum costs
otherwise they could be thrown out of the market. In short run, if more and more firms enter competitive
market then the supply curve of the industry will shift upward as more sellers will lead to more supply. In long
run under imperfect competition, the fear of prices falling more than the cost which means prices going lower
than the cost forces the sellers to limit the long run growth of the firms. In perfect competitive market, if in the
long run there occur increasing returns to scale then it will affect the market equilibrium because due to this
change will occur in demand, supply and price and hence the whole industry will become unstable. In all
forms of imperfect competition, the AR curve is falling downward. In short run, if the price of a commodity
rises then it will lead to more supply of goods. This happens due to two main reasons â€” a. The true strength
of a monopolist firm may be judged by the gap between AR and MR. If the gap is more, it indicates that to sell
more the firm is lowering the price of its product. If the gap is less, then the monopoly firm is selling the
product at desired price levels. In perfect competition, if an individual seller wants to double his profit, he
simply has to sell double the quantity. Because in perfect competition a firm is a price taker. So it can sell
unlimited quantity at a given price. In oligopoly, there exists Kinked Demand Curve. It means if a seller
increases the price of his product then no competitor will follow him. Thus, his product will be sold lesser
thereby decreasing his profits. On the contrary, if he decreases the price of his product, all the competitors will
also do the same. So there will be little rise in the sales. This profit is also known as Normal Profit. In perfect
competition, if the prevailing price is such that the price line is tangent to the minimum point of the average
cost curve then the firm will earn normal profit. It means the firm is able to maximize its profit by charging a
higher price from the customers.
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