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Dynamic Perfect Competition with Differentiated Products
WENG Jun-yi

(Management School of Xiamen University, Xiamen 361005, China)

Abstract: Mainstream economic theory affirms that perfect competition is the market structure with maximized
social benefit and presents only when every firm sells homogeneous products. But for non-standardized products,
there is a paradox within the above affirmation. That is,differentiated products meet the preference of consumer
better than homogeneous products but make the firms producing them not to price at their marginal costs. As the
emerging of buyer’s market and mass customization,the above paradox is becoming more and more notable. The
paper conceived the basic evolutionary mechanisms of market structure with supply —demand interaction by
introducing the concept of demand—side market structure and matching supply—side market structure with demand—
side market structure. It results that dynamic perfect competition will be tended to within both sides based upon
differentiated products as long as the growth of income,the accumulation of capital and the progress of technology
play their roles persistently and sufficiently at the same time.

Key Words: supply-demand interaction; market structure; differentiated products; dynamic perfect competition
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