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Question 1
A perfect market is also acknowledged as an atomistic market in the general equilibrium theory in economics. A perfect market is described by several conditions that are collectively known as the perfect competition. In the theoretical concepts, when the condition of the market is perfect, the competition is held. A market reaches equilibrium when the quantity supplied in every service and product equals the demand. Perfect competition provides productive and allocative efficiency. The market is acknowledged as allocatively efficient because the output will be present when the average revenue is equal to the marginal cost (Mirman, Salgueiro & Santugini, 2014). The profit-maximizing producer will face a market price that is equal to marginal cost. Therefore, it means that the marginal income product is equivalent to the factor's value, which allows for the derivation of the supply curve. This presents the reason why monopoly markets do not have a supply curve. In the short run, competitive markets are not always acknowledged as productive efficient. This is because the output does not always happen where the average cost is equal to the marginal cost. However, in the long run, productive efficiency happens when new enterprises enter the market (Nomidis, 2018). The competition affects prices and costs by reducing them to minimum levels following long-run average prices. The price will be equal to the average and marginal cost at this point.
The conditions that enhance a perfect market competition are explained using various factors. The presence of large numbers of sellers and buyers is one of the factors. An increased number of customers who are willing and can purchase products affect the competition. Also, the sellers in the market should supply the products and services to satisfy the demands. Having perfect competition is another significant factor (Nomidis, 2018). The producers and consumers should know the utilities and the products present in the market. Homogenous products ensure perfect substitutes for each other. Also, having a well-defined right to properties is significant in the market. Other factors include lack of barrier to entry, perfect factor mobility, profit maximization, zero transaction costs, and anti-competitive competition.
Short Run Equilibrium Outcomes
Various impacts are linked to the short-run equilibrium in a perfectly competitive market. One of the impacts is the determination of the level of output that is supplied in the market. The firms' main objectives are to ensure that they maximize their profits, which is subjected to the cost of production incurred by the company versus the demand of the consumers for the products supplied by the firms. The demand of the consumers determines the price that firms set for their products (King, 2014). Also, the firms' technology is a significant factor in determining the cost of production, thus affecting the price of products. Profits are determined by the differences between the cost of production versus the revenue. The total revenue is determined by the earnings that are obtained from the sales of the output. The marginal income of organizations in the short-run equilibrium is the marginal revenue. For example, if the firm supplies quantity Q of its output at a price of the competitive market, which is P, the revenue (Marginal revenue) is the quantity in which the whole income fluctuates corresponding to a unit change of the output. When the firm increases the output by a unit, the total revenue increases by P X 1=P. Therefore, the marginal income of firms in a perfectly competitive market is equal to the market price.
In the short-run equilibrium, the firms maximize their profits by supplying the output when the marginal rate is equal to the marginal returns. This means that when the marginal revenue is higher than the marginal cost, the firm will acquire increased profits by increasing the output (Mirman, Salgueiro & Santugini, 2014). When the marginal fee is more than the marginal profits, the firm will lose money, which will reduce output in the market. Profits are maximized when the choice of output level is made, and the marginal cost equals marginal revenue. An example can be derived from a firm that produces one category of goods using different inputs, capital, and labor. In this case, in the short run, the investment used by the company is static at a single component. Assuming that the firm competes with several other companies in a perfectly modest market, the company's marginal returns will be equal to the price of the product per unit. The marginal cost and revenue will determine the marginal cost and revenue of the firm. 
Besides, the short-run losses and decisions for shut down are determined through the costs. When the total fee curve is above the marginal income curve in the profit-maximizing output, the firm is considered to experience losses. This will provide a suggestion of shutting down the operations of the company. In deciding to shut down, the firm will have to consider the average variable cost more than the average total cost (King, 2014). The discrepancy amid the average variable cost and the average total cost is the average fixed cost. The firm has to pay all the fixed costs despite its output. The fixed cost of the firm does not have any significance whether the firm decides to shut down or not. Therefore, the average variable cost is used to determine if the firm should shut down the operations. When the average variable cost of a firm is lower than the marginal revenue at a profit-maximizing level, the firm will decide not to shut down (Nomidis, 2018). The firm will continue its operations since it will cover its variable cost and utilize the remaining income to pay the fixed costs. The fact that the firm will pay the variable cost is the main factor that is considered in the short run.
In summary, various outcomes are expected in the short-run equilibrium in a perfectly competitive market. The supply curve will provide three main consequences; at the shutdown level price, the firm may choose to shut down or produce a quantity for the shutdown (Nomidis, 2018). When the charges are less than the shutdown price, firms have to shut down. When the price is higher than the shutdown price, the firms will continue operating. Market demand changes in various ways. When demand increases, there is increased output and price. When the demand lowers, there is decreased output and price. The losses and shut down decisions are determined by the average fixed costs.
Question 2
Allocative efficiency involves the state of the economy, where the production of goods and services is a representation of the preferences of the consumers. Allocative efficiency means services or goods provided by the firms are presented to the point that each of the last units enhances the marginal advantage to the customers equivalent to the marginal cost of production. In the contract model, the allocative efficiency occurs when the agreement's skill is similar to the skill required by the offering party. The basic principle of evaluating allocative efficiency provides that in the economic system, the preferences of allocation of resources leads to both losers and winners depending on the evaluated choices (Chang, 2010). The concepts of rational choice, market theory, utilitarianism, and individual maximization show that the losers and winners' outcomes are identified, measured, and compared. The objective of achieving allocative efficiency is identified following the provision of various principles where some allocation is perceived to be better than others. For example, some economists state that the policies' variations can be a development as long as the beneficiaries gain more than those who lose. The allocatively, efficient economy enhances an "optimal mix" of products. A company is allocatively efficient when the prices are similar to the marginal costs in a perfect market. In this case, the marginal utility curve concurs with the demand curve, which measures the firm's private benefits. The marginal cost curve coincides with the utility curve, which measures the private cost of the firm. The market equilibrium is achieved where the supply meets the demand, which is the same point where the marginal social costs are equal to the marginal social benefits. The net social benefits are maximized at this point, which means an allocatively efficient result. However, there is market failure when the allocation of resources is not done efficiently. Market failure occurs mostly due to monopoly, heterogeneous goods, and imperfect knowledge (Yao & Gan, 2020). Therefore, a single-price monopoly does not have allocatively efficient outcomes as compared to the perfectly competitive market.
Comparison between a Perfectly Competitive Market and Single Price Monopoly
In a perfectly competitive market, various characteristics define the structure of the market. The market is composed of many small companies, and there is freedom of entry into the market (Nyborg, 2019). There is also perfect information concerning the supply of goods and services and prices. In a perfectly competitive market, the products are homogenous. The outcomes presented in the market involve the price taking responsibilities of the firms. Also, the market allows the firms to make normal profits, and when the firms make a supernormal profit, the entry of more firms into the market will ensure the regulation of profit by reducing the price of goods and services. Various scholars in the economic studies provide that the perfectly competitive market is not a good structure. However, they show that the main advantage of a perfectly competitive market is economic efficiency. The competitive market enhances discipline among the firms to ensure that the costs are kept under control, wastage of resources is minimized, and the exploitation of consumers is diminished (Nyborg, 2019). In this case, competition stimulates improvement in the market, considering both dynamic and static efficiency. Therefore, in the long run, perfect competition enhances allocatively efficiency outcomes.
In a perfectly competitive market, the marginal cost is equal to the price, which ensures that allocative efficiency is established in the long and short run. The price paid for the goods can be perceived as the social advantage acquired from the good. The willingness of the buyer to pay is compared to the worth of the good to the consumer. In this case, the marginal cost can be presented as the social cost of production rather than just the cost incurred by the firm (Chang, 2010). Perfectly competitive firms can ensure that the rule of maximizing profits by producing the quantity similar to the cost will ensure that the firms' social benefits are enhanced through the production of goods that coincide with the production costs. For example, for a firm producing flour in wholesale, the Price (P) in a perfect competitive market is equal to marginal cost (MC). Considering what would happen if the firm decides to produce a lower amount of flour, the MC would not increase, which means that P will be higher than the MC (P>MC). In this case, producing more goods to society (measured by the willingness of the consumers to pay for the marginal products) is higher than the cost of capital and labor. Therefore, the benefits to society from producing more flour are higher than the cost. When perfectly competitive firms increase their benefits by producing more products, they ensure that the consumers also benefit from the purchased products. Therefore, the allocative efficiency of the firms will be upheld.
Also, in the perfectly competitive market, the ruling price ensures that the producer and consumer surplus is enhanced, which upholds the allocative efficiency. The market structure offers a static efficiency following the price-seeking behavior that diminishes the price, which ends up eliminating inefficient firms. Both the production and buying cost of the products is diminished. When the cost of production is reduced, the firms can produce more goods at a lower cost (Nyborg, 2019). The use of resources is also controlled by the reduction in the cost of production. The diminished production cost leads to reduced prices in the market, which enhances the buying power of the consumers, leading to allocative efficiency in the market.
Besides, the perfectly competitive market ensures that Pareto efficiency is achieved. Pareto efficiency is the allocation of resources in the most economical way. However, the strategy ensures that the resources are reallocated through making one individual better while another to be worse in the market. When there is competition in the market, resources are used maximally and scarcely to ensure that the full capacity of the production process is enhanced (Nyborg, 2019). In perfect competition, it is assumed that goods and services are traded using zero transactions, and the economy leans towards the Pareto efficiency. Therefore, the allocatively efficient outcome will be achieved in a perfectly competitive market.
On the other hand, a single priced monopoly involves a company that must sell every unit of the output at a similar price to the consumers. The allocative efficiency in single priced monopoly is not established because it needs production of goods where the P=MC. Monopolies produce a lower quantity of products and sell them to the consumers at a higher price to ensure that profits are maximized. A single priced monopoly cannot produce enough products to enhance allocative efficiency in the market. The consumers suffer in the monopoly market as compared to the perfectly competitive market because products are produced at a lower quantity for higher prices (Chang, 2010). The challenges of inefficiency are deeper than the issues of less production and increased prices. The problem also involves the inducements of efficiency for longer periods, and the incentives are counterbalancing. The presence of innovations is limited among the single price monopolies. Therefore, consumers' satisfaction with the product that is provided in the market is diminished. When the company does not fear competition, the need for the production of more quality products is reduced. For example, the AT&T Company was involved in the production of phones in the USA. The company produced only black phones. However, the government decided in 1982 to split the company into several firms. An explosion of technological advancement followed as the emergence of services like voice mail, three-way calling, caller ID, and call waiting was established. The payment plan for the companies was diversified, which led to competition leading to increased consumer satisfaction.
A greater quantity of services and products enhance allocative efficiency. However, the lack of quantity is the most significant factor in single priced monopoly that leads to allocative inefficiency. Also, in monopoly, firms cannot produce goods at minimum average cost, and the price will not be established at the marginal cost level. More so, the Pareto efficiency element is not achieved in the single-price monopoly. In a monopoly, the profit-maximizing firm establishes the price where the marginalized cot is equaled to marginalized revenue, which restricts the production and raises the prices above the market level (Yao & Gan, 2020). The outcome of this is the reduction of consumer surplus while increasing the producer surplus. However, in the market, some customers are willing and able to pay for the products more than the additional units' marginal cost. The monopolist enhances profits through the production of more units, which increases the surplus of the consumers. Therefore, both consumers and monopolists can benefit from the situation. This means that the results of the single priced monopoly are Pareto inefficient because both consumers and the suppliers can be better off without worsening each other.
In conclusion, comparing the two markets, allocative efficiency is well established in the perfectly competitive market than the single priced monopoly. In the competitive market, the price and supply of goods are well-considered through consumers' ability and the demand for the product. The increased supply of products ensures that the product's price is well controlled, which leads to allocative efficiency in the market. In a perfectly competitive market, the resources are used more economically, enhancing allocative efficiency.
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