
Perfect Competition: Entry and Exit 
 
Let’s learn by “doing” and “interacting” with one another.  Today’s “experiment” explores the economic forces 
of perfect competition. 
 
Any student who wants to open a restaurant can do so.  If you open a restaurant, (a) you can serve up to four 
customers; (b) you must pay a fixed cost of $20, regardless of the number of customers that you serve; (c) you 
face a variable cost of $5 per customer. 
 
Every student is a potential customer for any restaurant that opens.  We must eat to stay alive.  
 
Stage 1: Enter the Restaurant Industry?   
In this stage, you must decide whether to open a restaurant.  Before you decide, I will (a) distribute “Buyer 
value” cards and (b) provide rough information about the distribution of buyer values.  I will then ask class 
members whether each intends to enter the restaurant industry.  When it is your turn to decide, you will know 
the number of students who have already committed to entering the restaurant industry.  If you open a 
restaurant, you incur $20 in fixed costs (i.e., overhead costs) regardless of whether you ever serve a single 
customer.  You must maintain a customer list that has spaces for only four names, the seating capacity of your 
restaurant.  If you decide not to open a restaurant, you incur no overhead costs and you cannot sell meals. 
 
Stage 2: Posting Prices and Selling Meals 
If you have chosen to enter the restaurant industry, you must, when instructed, post prices at which you are 
willing to sell meals to any buyer.  Your posted prices must be visible to all customers and all restaurant 
owners.  Firms (i.e., individual restaurants) can change posted prices at any time.  When a customer purchases a 
meal, please record the purchase price. 
 
At the end of the first round, I will report the profits and losses of each restaurant.  After reporting this 
information, we will undertake an additional round using the same procedures. 
If time allows, we will conduct three rounds. 
 
 
“Warm-up” questions 
(1)  Your restaurant can sell up to four meals at a price of $15 per meal.  At any higher price, you cannot sell 
any meals.  To maximize profit (or minimize loss), how many meals should you sell?  What is your total profit 
or loss?  
 
(2)  Your restaurant can sell up to four meals at a price of $3 per meal.  At any higher price, you cannot sell any 
meals.  To maximize profit (or minimize loss), how many meals should you sell?  What is your total profit or 
loss? 
 
(3)  If you have already opened a restaurant, what is the lowest price at which you will be willing to sell meals? 
 
 
 
 
 
 
 
 
 
 



 
 
Predictions:  
After each round, what do you think will happen to the number of restaurants in the industry? 
 
After each round, what do you think will happen to the equilibrium price in the industry? 
 
 
 
The Actual Results 
 
Using the actual restaurant data, please complete the “Outcomes” table listed below.  Was the outcome in the 
last round closer to a long-run equilibrium than the outcome of the first round?  Why or why not?  
 
 Average Price Number of Meals 

Sold 
Restaurants’ Total 

Profits 
1st round    

 
Last round    

 
 
 
 
 


