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1.4:  Competition and Contestable Markets 

 
The taxonomy of markets describes idealized 

forms of market structure based on three 

criteria. 

 
Review of basic theory of the firm. 

 

Key concepts: 

 Production function 

 Revenue, cost, and profit functions 

 Price-taking behavior 

 Marginal cost pricing 

 
From theory to stylized facts to an alternative 

model:  Cabral’s model of competitive selection. 

 
An alternative model:  Contestable markets 

 

Key concepts: 

 Sunk costs 

 Hit and run competition 

 Market discipline 

 
 
Relevant exercises:  Problem Set 1:  exercises 4 and 5. 


