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Analysis 

Market operating as Perfect Competition 

The Agriculture market of Sultanganj, like any other common agriculture market, exhibits 

characteristics of perfect competition. The market is composed of many sellers, 312 farmers in 

total, as registered in the agriculture board of Sultanganj, of which most have very similar costs 

(Lal). All the farmers sell homogeneous products; Rabi and Kharif crops, and they are all price­

takers. There are relatively low market barriers as farmers can enter and exit the market, 

whenever they wish. In the long run, no abnormal profits can be made (Welker). 

Demand crunch due to Demonetization 

The graphs below depict the Average Total Cost curve, Average Variable Cost curve and the 

Marginal Cost curve and the Marginal Revenue line for an individual farmer. Demonetization 

bought with it a great contraction in traders' demand for Kharif crops, as represented by D2 

shifting to D3. Prior to the fall in demand the quantity demanded by traders was at Q2, and the 

price, P2. The total economic profit, as given by (AR-ATC) x quantity, was Oas ATC= AR at 

Qer. However, due to the fall in demand the new equilibrium shifted to the quantity Q3 and price 

P3, where the difference between the ATC and AR is given by ATC-AR, and the total loss is 

given by (ATC -AR ) x Q3, as shown by the rectangle shaded in Fig. 9, below. 
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Fig. 8, 9 {Tragekes [Page 172]) 
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