Introduction to theory of the firm
There are some great rewards you get being an Economics HL student. One of those is the fact that you get to learn about theory of the firm. If you’ve always wanted to understand why shops close down very often, why prices change so much for some products but never go down for others, how rich people make profits and why there are only a handful of internet browsers, this section is for you.
Before we start, here are two key concepts:
· The cost and revenue curves are the basics of theory of the firm. We will always plot them on a diagram where the vertical axis is a monetary unit (Euros, Pounds, Dollars, etc...), and the horizontal axis is output/quantity produced. It is important to understand the shapes of the different curves, rather than just trying to remember how to draw them!
· We will then look at different market structures: that is, how the characteristics of each market determine how many firms can compete in it and how prices are set. The four structures we will study are perfect competition, monopoly, monopolistic competition and oligopoly.

