


5. Perfect Competition

e characterised by 2 complete absence of Fivalry
competition in economic theor}f has a Meanin,
f this term. In practice businessmen yge the
In theory, perfect competition IMplies

market structur

s. Thus perfect

he everyday use O
to rivalry.

Perfect competition is a
among the individual firm

diametrically opposite to t
word competition as synonymous

no rivalry among firms.

I. ASSUMPTIONS

The model of perfect competition is based on the following assumptions.

Large numbers of sellers and buyers

The industry or market includes a large number of firms (and buyers), so that each
individual firm, however large, supplies only a small part of the total quantity offere
in the market. The buyers are also numerous so that no monopsonistic power can affect
the working of the market. Under these conditions each firm alone cannot affect the

price in the market by changing its output.

Product homogeneity
The industry is defined as a group of firms producing a homogeneous product. The
techmce_ll characteristics of the product as well as the services associated with its sale
and delivery are identical. There is no way in which a buyer could differentiate among
the pro_ductg of fiiﬂcrcnt firms. If the product were differentiated the firm would have
some discretion in setting its price. This is ruled out ex hypothesi in perfect competition
) The assumptions of large numbers of sellers and of product homogeneity imply tha!
tl ¢ individual firm in pure competition is a price-taker: its demand curve is infinite!
elastic, indicating that the firm can sell any amount of output at the prevailing market
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mmt for the firm to be a price-taker and have an
“‘. .market_ i structure in which the above assumptions
etition. It is different from perfect competition, which
llowing additional assumptions.

free to move from one firm to another throughout the
workers can move between different jobs, which implies
ally, raw materials and other factors are not monop-
In short, there is perfect competition in the markets

¢ knowledge of the conditions

-5 3 iling conditions in the current
ors not only to the prevating less. Under these

as well. Information is free anc :
1re developments in the market 1S ruled out.
wi]llgxamine the equilibrium of the firm and the

and ‘buyers have complet
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