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Of course, markets vary in lots of different dimensions; the idea of a continuum of market structures is obviously a simplification.  But it is still a useful notion.  We can use it to good advantage, as long as we remember that in the real world, competition is more complex than just a “numbers game”.  We can’t expect to merely count firms and  use this datum to judge how “competitive” the market is.  Real competition is in some ways more a process than a number.
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Technically, the assumptions we have to make in order to make the model of perfect competition to “work” are even stricter than these 3.  Mankiw fudges here the teensiest bit in order to avoid addressing a tricky question that would, at this point at least, be a distraction: the extreme assumptions necessary in order to get the model of perfect competition to ‘work’ are, in fact, ridiculous.  It is not enough to assume that there are many buyers and sellers; there must be an infinite; similarly, the model really requires us to assume that the various goods produced are not just largely the same but are identical in all respects;  and that resources are not merely highly mobile but perfectly mobile.
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This is an incredibly important  point.  If you can only remember one thing covered in this course,  remember this. 
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For all of it’s simplifications, this is where the benefits associated with using the model of perfect competition ‘come down to earth’, so to speak, in the form of a horizontal marginal revenue curve.
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Beware of the following trick question: can you show the area of profit maximization for a firm in a perfectly competitive market?  The ‘trick’ is that this area is nonexistent because if MR = MC profit has to be zero.
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This is merely another instance in which the principle of bygones are bygones applies.

