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Teacher Instructions
For this activity, students simply need to rearrange the statements so that they are 
in an order that correctly summarises the dynamic movement in each of the market
structures given. As an extension activity, students should draw the relevant diagrams.



DynaMIX Monopolistic Competition
Put the following statements in the correct order to summarise the sequence of events in moving
from the short-run to the long-run in monopolistic competition.

Letter Statement Order (1 to 7)

The existence of short-run abnormal profit is attractive to new firms.A
The outcome in the short-run is that firms can earn abnormal profit, but that this outcome 
does not lead to productive nor allocative efficiency.B
The incumbent firm’s average revenue curve continues to shift left until it reaches a tangent
with the average cost curve, resulting in normal profit being earned.C
New firms therefore enter the industry, because barriers to entry are low.D
The market structure of monopolistic competition is defined as having low barriers to entry
and exit, many buyers and sellers, and product differentiation.E
The individual demand curve (or average revenue curve) for incumbent firms shifts to the left
because their market share is reduced.F
The final outcome in the long-run is that firms earn only normal profit, and like the long-run,
the outcome does not lead to productive nor allocative efficiency.G

Now draw a monopolistic competition diagram for a firm in a) the short run and b) the long run:



DynaMIX perfect Competition
Put the following statements in the correct order to summarise the sequence of events in moving
from the short-run to the long-run in perfect competition.

Letter Statement Order (1 to 10)

In the short-run, firms in perfect competition aim to maximise profit, operating where marginal
cost equals marginal revenue. If average revenue is greater than average cost at this point, 
then the firm can earn abnormal profit.

A
The entry of new firms increases the supply to the market.B

Now draw perfect competition diagrams for a firm and industry in both a) the short run and b) the long run:

The market structure of perfect competition is defined as having low barriers to entry and exit,
many buyers and sellers, homogeneous products and price-taking firms.C
This process continues until just normal profits are earned, where the profit maximising point
MC = MR is also at the point where AC = AR.D
In the short-run, the market price is determined by the forces of demand and supply – this
price must be taken by individual firms. E
The existence of abnormal profit in the short run is attractive to new firms, who then enter 
the industry to appropriate the profit.F
Individual firms face a horizontal demand curve – this means that average revenue and 
marginal revenue are identical.G
This pushes down the market price.H
Therefore in the long-run, normal profits are earned and firms are both productively and 
allocatively efficient.I
The average revenue / marginal revenue curve for individual firms falls.J



DynaMIX Price Discrimination 
Put the following statements in the correct order to summarise the sequence of events that firms
follow when price discriminating.

Letter Statement Order (1 to 9)

Firms need to segment their markets so that customers fall into different groups, each with a
different price elasticity of demand.A
The firm then works out the associated price for each segment, by determining the average
price for the profit maximising quantity in that segment.B

Now draw (third-degree) price discrimination diagrams:

Firms need to ensure that goods or services bought by customers from one segment cannot
be resold to customers from another segment.C
The market segment with price elastic demand will therefore face a lower price than the 
market segment with price inelastic demand.D
Price discrimination is the strategy of charging different prices to different consumers; it means
that firms can earn higher profits.E
This is why, for example, off-peak train fares are lower than on-peak train fares.F
In each market segment, the firm sets marginal revenue equal to marginal cost, in order to set
the profit maximising quantity for that segment.G
Firms can price-discriminate if they have price-making power e.g. in monopoly or oligopoly.H
Ultimately, the firm earns more profit by discriminating than by charging all groups the same
price.I


