
REVENUE CURVES

MEANING OF REVENUE 

The term revenue refers to the income 
obtained by a firm through the sales at 
different prices.
CONCEPT OF REVENUE 

The revenue concept are concerned  with 
total revenue, average revenue, and 
marginal revenue.



REVENUE 

1.TOTAL REVENUE

2.AVERAGE REVENUE

3.MARGINAL REVENUE  



TOTAL REVENUE 

The  income earned by a seller or a producer after selling the 

output is called the total revenue. In. fact total revenue is the 

multiple of price and output. The behavior of total revenue 

depends on market where the firm produces or sells.

“TOTAL REVENUE AT ANY OUTPUT IS EQUAL TO PRICE 

PER UNIT MULTIPLIED BY QUANTITY  SOLD”

THUS, TR=  AR *  Q 

TR = TOAL REVENUE 

AR=AVERAGE REVENUE

Q=OUTPUT 



AVERAGE REVENUE

Average revenue refers to the revenue obtained by the seller 

the per unit commodity. It is obtained by dividing the total 

revenue by total output..

“THE AVERAGE REVENUE CURVE SHOWS THAT THE 

PRICE OF FIRM’S PRODUCT IS SAME AT EACH LEVEL 

OF OUTPUT”

THUS    AR = TR / Q

TR=TOTAL REVENUE

AR=AVERAGE REVENUE

Q=OUTPUT



MARGINAL REVENUE 

Marginal revenue is the net revenue obtained by selling an 

additional unit of the commodity.

“MARGINAL REVENUE IS THE CHANGE IN TOTAL REVENUE 

WHICH RESULTS FROM THE SALE OF ONE MORE OR 

ONE LESS UNIT OF OUTPUT”

THEREFORE , MR =  CHANGE IN TR / CHANGE IN Q

MR= MARGINAL REVENUE

TR = TOTAL REVENUE

Q=  OUTPUT



COMPARATIVE STUDY OF REVENUE CURVES UNDER 

DIFFERENT MARKETS 

 A marginal revenue curve is the graphical relation between the 
marginal revenue a firm receives from production and the quantity 
of output produced. The marginal revenue curve reflects the 
degree of market control held by a firm. For a perfectly competitive 
firm with no market control, the marginal revenue curve is a 
horizontal line. Because a perfectly competitive firm is a price taker 
and faces a horizontal demand curve, its marginal revenue curve is 
also horizontal and coincides with its average revenue (and 
demand) curve.

 For firms with more market control, especially monopoly, the 
average revenue curve is negatively-sloped. Because a firm with 
market control is a price maker and faces a negatively-sloped 
demand curve, its marginal revenue curve is also negatively sloped 
and lies below its average revenue (and demand) curve.



 Perfect Competition Perfect Competition

 Perfect competition is a market structure with a large 
number of small firms, each selling identical goods. 
Perfectly competitive firms have perfect knowledge and 
perfect mobility into and out of the market. These 
conditions mean perfectly competitive firms are price 
takers, they have no market control and receive the going 
market price for all output sold. Marginal revenue is 
commonly represented by a marginal revenue curve, such 
as the one labeled MR and displayed in the exhibit to the 
right. This particular marginal revenue curve is that for 
zucchini sales by Phil the zucchini grower, a presumed 
perfectly competitive firm.





 The vertical axis measures marginal revenue and the horizontal 
axis measures the quantity of output  Although quantity on this 
particular graph stops at 10 pounds of zucchinis, the nature of 
perfect competition indicates it could easily go higher. This curve 
indicates that if Phil sells the first pound of zucchinis (an 
increase in production from 0 to 1), then his extra revenue is $4. 
However, if he sells his tenth pound (an increase in production 
from 9 to 10), then he also receives $4 of extra revenue. Should 
he sell his hundredth pound (an increase in production from 99 
to 100), then he moves well beyond the graph, but his marginal 
revenue remains at $4.

 Because Phil is a perfectly competitive firm, his marginal 
revenue curve is also his demand curve and his average 
revenue curve. All three curves coincide for perfect competition.



Monopoly, Oligopoly, and Monopolistic 
Competition Monopoly is a market structure with a 

single firm selling a unique good. As the only firm in 

the market, monopoly is a price maker and has 

extensive market control, facing a negatively-sloped 

demand curve. If a monopoly wants to sell a larger 

quantity, then it must lower the price. The marginal 

revenue curve (MR )is displayed in the exhibit to the 

right. and thus faces a negatively-sloped demand 

curve. Larger quantities of output are only possible 

with lower prices.





 The vertical axis measures marginal revenue and the 
horizontal axis measures the quantity of output). 

 This exhibit displays both the marginal revenue curve (MR) 
and the average revenue curve (AR), which is also the 
demand curve. Both are negatively sloped, but the marginal 
revenue curve lies below the average revenue curve, which 
means that marginal revenue is less than average revenue 
(and price) for any given quantity.

 Although this marginal revenue curve is based on the 
production activity of Feet-First Pharmaceutical, a well-known 
monopoly firm, it can apply to any firm with market control. 
Monopolistic competition and oligopoly firms that also face 
negatively-sloped demand curves that generate comparable 
marginal revenue curves



 RELATION BETWEEN TR,MR AND AR :The revenue of 
a firm jointly with its costs ascertains profits. Now let us discuss 
the concepts of revenue. The term revenue denotes to the 
receipts obtained by a firm from the scale of definite quantities 
of a commodity at various prices. The revenue concept relates 
to total revenue, average revenue and marginal revenue.

 Total Revenue – It is the total sale proceeds of a firm by selling 
a commodity at a given price. If a firm sells 3 units of an article 
at $ 24, its total revenue is 3 x 24. Thus total revenue is price 
per unit proliferated by the number of nits sold, i.e. TR = P x Q, 
where TR is the total revenue, P the price and Q the quantity.

 Average Revenue – It is the average receipts from the sale of 
certain units of the commodity. It is obtained by dividing the total 
revenue by the number of units sold. The average revenue of a 
firm is in fact the price of the commodity at each level of output 
since TR = P x Q, therefore, AR = TR / Q = P x Q / Q = P.



 Marginal Revenue MR – In addition to total revenue as a 
result of a small hike in the sale of a firm. Algebraically it 
is the total revenue earned by selling N units of the 
commodity instead of N-1 i.e., MRn = TRn – TRn-1.

 Relation Between AR and MR– The average revenue 
curve is a horizontal straight line parallel to X axis and 
the marginal revenue curve coincides with it. This is 
since under ideal rivalry the number of firms selling an 
identical product is very huge. The price is determined 
the market forces of supply and demand so that only one 
price tends to prevail for the whole industry.  In the 
diagram 1, each firm can sell as much it wishes at the 
market price OP. Thus the demand for the firm’s product 
becomes infinitely elastic.





 In the diagram 2, since the demand 

curve is the firm’s average revenue curve, 

the shape of AR curve is horizontal to the 

X axis at price OP and the MR curve 

coincides with it. Any change in the 

demand and supply circumstances will 

change the market price of the product 

and consequently the horizontal AR curve 

of the firm.



 Under Monopoly or Imperfect Competition, the average revenue 
curve is the downward inclining industry demand curve and its 
related marginal revenue curve lies below it. The marginal 
revenue is lower than the average revenue. Given the demand 
for his product the monopolist can increase his sales by lowering 
the price, marginal revenue also falls but the rate of fall in 
marginal revenue is greater than that in average revenue.           
In the diagram 3, the MR curve falls below the AR curve and lie 
half a way on the perpendicular drawn from AR to Y axis. This 
relation will always exist amidst straight line downward sloping 
AR and MR curves.

 In diagram 4, AR curve is convex to the origin, the 
MR curve will cut any perpendicular from a point on the AR 
curve at more than half –way to he Y axis. MR passes to the left 
of the mid point B on the CA., if the AR curve is concave to the 
origin, MR will cut the perpendicular at less than half way 
towards y axis, in the diagram 5, MR passes to the right of the 
mid point B on the CA.







 Monopolistic Competition – The relationship between AR and 
MR is the same as under monopoly. But there is an exclusion 
that the AR curve is more elastic and it is represented in the 
diagram 6. This is since products are close substitutes under 
monopolistic competition. The firm can hikes sales by a 
reduction in its price.

 Under Oligopoly – The average and marginal revenue cures do 
not have a smooth downward slope under oligopoly. They 
acquire kinks. As the number of sellers under oligopoly is small, 
the effect a price cut or price hikes on the par of one seller will 
be followed by some changes in the behavior of the other firms. 
If a seller raises the price of his product, the other seller will 
experience a fall in demand for his product.        His average 
revenue curve is represented in the diagram 7 becomes elastic 
after K and its consequent MR curve rises discontinuously from 
a to b and then persists its course at the new higher level.





 Alternatively, if the oligopolistic seller reduces the 

price of his product, his rival also follows him in 

reducing the prices of their products so that he is 

not able to enhance his sales. His AR curve 

becomes less elastic from K onwards and it is 

represented in the diagram 8. The consequent MR 

curve falls vertically from a to b and then slopes at 

a lower level Importance of Revenue Costs





Significance or importance of 

revenue curves in price analysis 
1.ESTIMATION OF PROFIT AND LOSSES : A producer aims at 

maximizing his profits ,His profits will be maximum where he founds 
AR > AC. The maximum difference between AR and AC will show 
max. profits. A producer finds what he is making supernormal profits, 
normal profits, or sustaining profits.

2.EQUILIBRIUM ; The second point of importance of AR and MR curve 
is to know that how much a producer should produce. In the case , 
the concept of MR is very important .The firm will be in equilibrium at 
that point where MR= MC.

3.CAPACITY UTILISATION :It is through revenue curve that we come to 
know whether a firm is producing at its full capacity or not. In other 
words, the firm will be producing at its full capacity , if AR curve is 
tangent  to AC curve at its minimum point. It is possible under only 
perfect competition .but not under monopoly .monopolistic 
competition etc.



 RELATIONSHIP BETWEEN ( MUTUAL 
DETERMINATION )AR.MR ,AND ELASTICITY 
OF DEMAND When the average revenue (demand) curve 
is elastic, marginal revenue is positive and total revenue is 
increasing.

 When the average revenue (demand) curve is inelastic, 
marginal revenue is negative and total revenue is decreasing.

 When average revenue (demand) curve is unit elastic, marginal 
revenue is zero and total revenue is not changing.

 The primary conclusion is that marginal revenue is negative and 
total revenue is decreasing in the inelastic portion of the 
average revenue (demand) curve. For Feet-First 
Pharmaceutical to maximize profit in the inelastic range it needs 
negative marginal cost, which is just not realistic.



Thank you


