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Everyone	Firm’s	Goal	
	

¡  Capital	Intensive	Produc3on:	The	factory	
system	was	created	as	costs	became	more	
fixed	and	so	did	the	poten6al	for	larger	profit.	

¡  Economies	of	Scale:	Where	we	are	today	-	
Where	firms	can	have	a	large	output	but	the	
fixed	costs	are	able	to	be	spread	out	as	more	
units	are	produced.	

The	Firm	wants	one	thing:	Profit!	
¡  Oh	and	to	create	goods	and	services	that	society	
needs	(needs??)	

¡  Decisions	are	made	by	1	or	a	group	of	execu6ves.		
¡  There	is	oGen	a	‘division	of	labor’	which	fosters	
efficiency	

¡  Firms	are	mostly	concerned	with	‘the	boIom	
line’	(accoun3ng	profit	or	profit)	

¡  Total	profit	=	total	revenues	-	total	costs	

(invisible	hand).		

Total	Revenue:	The	money	a	firm	receives	from	its	sales.	
This	is	inflected	by:		
1.  Prices	you	decide	to	charge	
2.  Quantity	you	can	sell	at	that	price	
	
Total	Cost:	
¡  The	money	the	firm	spends	to	purchase	the	
produc4ve	resources	it	needs	to	produce;	including	
all	payments	

¡  Higher	prices	do	not	necessarily	=	more	profit	
	

Variable:	
Labor,	fuel,	raw	
materials,	power	and	
are	rela6vely	flexible.	
	
Change	with	
produc6on.	

Fixed:	
The	costs	that	remain	the	
same	at	all	levels	of	output.	
They	are	paid	weather	the	
firm	produces	or	not.	

Total	profit	=	(price	x	quan6ty	sold)	-	(fixed	+	variable	costs)	

Complete the Handout 
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¡  Farming, Fishing, 
Forestry, Mining, 
Hunting 

¡  Natural Resources  

¡  Manufactured: steel mills, 
paper mills, automobile 
assembly plants est.  

¡  All natural goods refined 
¡  Result of the Industrial 

Revolution 

¡  Specialized services that are offshoots of the 
manufacturing sector: transportation, retail, 
medical est. 

¡  For Example: A car manufacturing plant 
opens - needed is various forms of 
transportation, shops to feed workers, 
entertainment, doctors, dentists, est. 

Horizontal Integration 
¡  Purchasing of other 

firms that produce the 
same products or service 

¡  Consolidate R&D 
¡  Do not have to invest in 

new faculties est. 
¡  Horizontal Mergers: ex: 

DiamlerChysler AG 

Vertical Integration 
¡  Companies involved in 

different stages who 
combine 

¡  Establishes ready 
markets 

¡  Large scale businesses 
can assume larger risks 

¡  A group of companies 
that form a business 
network that operates 
as a single company 
(IBM & Dell) 

¡  They share resources 
and technology 

¡  Large amount of business activity is concentrated in 
a handful of corporations. 

¡  Holding Companies: enterprises not engaged in 
industrial activity. They acquire shares in other 
companies and sometimes control them. 

¡  Conglomerates: companies from various industries 
controlled by one central management group 
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¡  5	factors	determine	market	structure:	
1.  The	number	(and	size)	of	firms	in	the	market	
2.  The	degree	to	which	competitors’	products	are	similar	
3.  A	firm’s	control	over	price	
4.  The	ease	with	which	firms	can	enter	or	leave	the	market	
5.  The	amount	of	non	-	price	competition	

¡  Many	producers	with	the	same	product.	
5	characteristics:	
1.  Many	buyers	and	sellers	so	no	firm	has	control	over	the	

market.	
2.  The	products	are	standardized.	
3.  Producers	accept	market	equilibrium	price.	
4.  Easy	to	enter	and	exit	the	market.	Costs	to	enter	or	exit	are	

small.	
5.  Little	or	no	non	-	price	competition	among	them.	
Profit	relies	on	efficiency	of	resources.	

¡  When	the	product	can	be	
differentiated	and	there	
are	a	number	of	firms	
operating	in	the	market.	

¡  5	major	characteristics:	
¡  A	lot	of	firms	compete	in	

the	market	
¡  Firms	sell	similar	products	
¡  Firms	can	influence	total	

supply	and	therefore	price	
¡  Easy	for	a	new	firm	to	

start.	
¡  Non	-	price	competition	is	

significant.	
¡  Ex.	Pizza	places.		

Product	Differentiation	
¡  Creates	loyalty.		
Is	done	by:		
¡  Product	quality,	
services	provided,	
location	and	
accessibility,	
promotion	and	
packaging.	

¡  Prices	seem	to	change	in	tandem;	collusion	occurs	
5	characteristics:	
1.  Only	a	few	large	firms	
2.  Firms	can	produce	products	that	are	similar	or	different	
3.  Price	varies	from	slight	to	substantial	
4.  Not	easy	to	enter	(high	cost)	
5.  Non	-	price	competition	is	intense	
Ex.	Gas	Companies	and	Banks	

¡  ‘Alone	To	Sell’	
5	characteristics:	
1.  Dominated	by	1	firm	and	has	control	over	total	supply	
2.  Product	is	unique	
3.  The	firm	makes	the	price	by	changing	supply	
4.  Major	barriers	to	entering	the	market	
5.  Monopolies	need	not	engage	in	non	-	price	competition	
How:	legal	rights,	copyright	law,	patent	law.	
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¡  Complete	the	Handout	Thinking	Like	and	
Economist	and	answer	(all)	the	questions.	

¡  You	have	the	next	2	days	to	complete	the	
Monopoly	Simulation	(ideally	you	will	
complete	it	by	the	end	of	Wednesday’s	class)	

¡  Thursday	you	will	have	the	period	to	work	on	
the	case	studies.	

¡  The	case	studies	will	be	due	Monday.	


