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Lccture 7 PURE MONOPOLY MONOPOLISTIC COMPETITION OLIGOPOLY 1. PURE MONOPOLY Examples (rare in practice): communications, cable television, guns, alcoholic beverages etc. Characteristics: 1. Single seller



(the finn and the industry are synonymous)



2. No close substitutes 3. Monopoly is a ''price maker" 4. Bloeked entryfor other jirms



(economic, technological, legal)



5. Nonpriee eompetition



BARRIERS TO ENTRY 1. Eeonomies oj seale 2. Patents and lieenses (legal barriers)



3. Ownership oj essential resourees 4. Pricing and other strategie barriers



MONOPOLY DEMAND The monopoly's demand curve is downsloping (Fig 7.1).
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TR, AR al1d MR. The marginal revenue curve lies below demand curve (Fig 7.1). The monopoly can increase total revenue and reduce total costs as long as it is in U1eelastic region of its demand curve.



PROFIT MAXIMIZATION



(Fig. 7.2)



MR = A1Crule Monopoly has no supply curve.



ECONOMlC EFFECTS OF MONOPOLY 1. Higher effect:



EC0110mies ofscale and lecl111010gicalprogress



2. Lower effect:



Less oulpul and higher price



2. MONOPOLISTIC



COMPETITION



Examples (frequent structure): all kinds ofgoods in supermarkets, restaurants, services.



Characteristics: 1. Relalively large nU11lber(?lsellers



2. DijJerenlialed producls



- (nonprice competition: quality, services, location anelaccessibility of finns, advertising and packaging) - some contral over price



3. Ea.\)l enllJ' 10, and exil fi'0111,Ihe industTy



Pl"ice and output determination The short run: profit or /oss (Fig. 7.3) The long run: ouLya iiOrmaLprofit (Fig. 7.4) MOl1opolistic competition and economic efficiency
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3. OLIGOPOLY Examples (frequent strncture): raw materials (steel, zinc, copper, lead, cement), consumer goods (cars, household appliances, cereals, cigarettes)



Characteristics: 1. Few large jirm dominate the market 2. Homogeneous or differentiated products 3. Entry barriers: entry to, and exitfrom the industry possible but d(fJicult 4. Control over price, but mutual interdependence 5. Mergers



Oligopoly models: * noncollusive oligopoly Finns either match price changes (price cut) or ignore them (price increase). * cartel (collusive oligopoly) formal agreement to determine price and to divide the market among participants (OPEC) * price leader the largest or most efficient firm determines price, and riva! firms establish identical or similar prices.



Price wars (breakdown in price leadership)
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Fig. 7.1 DemaDd, Mar1!iDalReveDue aDd Total ReveDue for aD Imperfectlv Competitive Firm Illelastic
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(a) Demand and marglnal-revenue curves a) Because it must lower price on all units sold to increase its sales, an imperfectly competitive firm's marginal-revenue curve (MR) lies below its downsloping demand curve CD).The elastic and inelastic regions of demand are highlighted.
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(b) Total-revenue
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b) Total revenue (TR) increases at a decreasing rate, reaches a maximum, and then dec1ines. Note that in the elastic region, TR is increasing and hence MR is positive. When TR reaches its maximum, MR is zero. In the inelastic region of demand, TR is dec1ining, so MR is negative



Fig. 7.2 The Profit Maximizinf! Position of a Pure Monopolist



The pure monopolist maximizes profit by producing the MR = MC output, here Qm= 5 units. Then, as seen [rom the demand curve, it will charge price Pm= $122. Average total cost will be A = $94, meaning that per-unit profit is (Pm - A) and total profit is 5 x (Pm - A). Total economic



profit is thus represented



by the dark rectangle.



Fig.7.3 Short-R"n Equilibri"m oe the Firm "nder Monopolistic Competition
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Type: G Topic: 4 E: 501-502 MI: 221-222 Refer to the above diagram for a pmc monopolist. 1vlo11opoly profit: a) CaImotbe dctem1ined [rol11the infO!mation given. b) will be ae per unit. Answer:



.



Type: A Tupic: 4 E: 503 lvU:223 93. In Uleshort run a pure monopolists profit: a) wilI be rnaxirnized where price equals average totál cost. b) rnay be positive, zero, or negative. A.I1swer:



~



Quantity



.



c) will be bc pel"unit.



d) will be ac per Uilil.



c) are always positive. ci) wilI be zero.



Type: A Topic:4 E: 501 MI: 221



~~ Pureiy competitive finTIs and pure monopolists M.esimilar in that: a) Uledemand CUI-vesofboth are perfectly elastlc. c) .



b)



signifícant enl1)' ban-iers are COnllTIOnto boUl.



A.nswer:



-



boU! are price makers.



ci) boU!maximize profit where MR



= lvIC.
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according to their basis in one of two schools of thought: (1) 'stochastic theory' ..... the results reported in Sections 4 and 5 and therefore no attempt is made to .... However, as is shown in Table 2, the difference between the mean years of work.
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