
Chapter – 07 

Theory of Revenue 

 

Q. 1. Why AR curve under monopolistic competition is more elastic than AR curve under monopoly? Ans. 
AR curve under both the markets slope downwards. However, AR curve under monopolistic competition is 
more elastic as compared to AR curve under monopoly because of presence of close substitutes. AR curve 
is less elastic in monopoly because of no close substitutes. 

 

Q. 2. Under what market condition does Average Revenue always equal Marginal Revenue? Explain. Ans. It 
is under the market condition when a firm can sell more at the given price that AR = MR throughout as 
production is increased by the firm. It is because the firm is a price taker. It means that price, which is same 
as AR, remains unchanged throughout. By the average - marginal relationship, AR remains unchanged only 
when AR = MR throughout. 

 

Q3. What is the relation between market price and marginal revenue of a price-taking firm? 

Ans Market price is equal to marginal revenue (MR). It happens because the price-taking firm can sell more 
quantity of output at the same price. It means, revenue from every additional unit (MR) is equal to price or 
average revenue (AR) as Price = AR. 

 

Q4. Compute the total revenue, marginal revenue and average revenue schedules in the following table. 
Market price of each unit of the good is Rs. 10. 

Quantity sold TR MR AR 

1 — — — 

2 — — — 

3 — — — 

4 — — — 

5 — — — 

6 — — — 

Answer: 

(P) (Q) TR = P×Q AR (Price) = TR ÷ Q MRn = TRn-TRn-1 

10 1 10 10 10 

10 2 20 10 10 

10 3 30 10 10 

10 4 40 10 10 



10 5 50 10 10 

10 6 60 10 10 

Q5. What would be shape of demand curve, so that TR curve is: (a) a positively sloped straight line passing 
through the origin; (b) a horizontal line? 

Answer 

(a) Demand curve or AR curve will be a horizontal straight line parallel to the X-axis because positively 
sloped straight line TR curve passing through the origin indicates that price (orAR) remains constant 
at all levels of output. 

(b) Demand curve or AR curve will slope downwards from left to right because horizontal TR indicates that 
TR remains same at levels of output. It is possible only when price (or AR) falls with rise in output. 

 

  


