Topic A9  - Equilibrium and the Imperfectly Competitive Firm 

A monopolist (an imperfect competitor) is the only seller of a good or service in the market.  It can protect its position in the market because of strong barriers to entry (e.g.high set up costs, patent etc.).  A monopoly is a price maker, it is able to restrict output so that a high price can be charged and supernormal profits can be maintained.  It has control over price OR quantity produced but not both. 

Revenue for a Monopolist

	Quantity
	Price ($)
	Total Revenue
	Average Revenue
	Marginal Revenue

	1
	12
	
	
	

	2
	10
	
	
	

	3
	8
	
	
	

	4
	6
	
	
	

	5
	4
	
	
	

	6
	2
	
	
	


Graphically . . .



Comparison of Monopoly and Perfect Competitor Firms Demand Curves
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· Where MR = 0 price elasticity (Ep = 1) is equal to 1 ( or unit elastic). This is mid-way down the demand curve.  A monopolist will not produce at a level of output where MR is negative as any extra units sold would reduce total revenue (TR).  There fore the monopolist will operate on the upper half of the demand curve ( = AR curve).

Profit Maximising Equilibrium for Monopolies

         

· The equilibrium level of output is the level of output where profit is maximised (Qmax) is where MR = MC.

· The equilibrium price (P) can be taken from the AR = D curve.

· Total revenue (TR) is P x Qmax ( area 0P*AQmax).

· The average cost (C) of producing (Qmax) can be taken from the average cost (AC) curve.

· Total cost (TC) is AC x Qmax (area 0CBQmax)

· Profit is the difference between TR and TC (area CP*AB)

· The firm is making a supernormal profit
Draw two other Monopoly firms, one making a sub-normal profit and the other making a normal profit.

Monopoly and Allocative Efficiency

1) Long-Run Equilibrium – Perfectly Competitive Firm
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· When the “market” is in equilibrium CS and PS is maximised and there is no loss of allocative efficiency.

· In the long-run a perfectly competitive firm will make a normal profit.

2) Long-Run Equilibrium – Monopoly (Imperfect Competition)
· A monopolist is the only supplier to the market, therefore the firm and the market are    the same (i.e. the monopolists supply is market supply and demand, market demand).

· A monopolist is a price maker, by restricting output it can charge a higher price and earn supernormal profits.

· In the long-run monopolists can maintain supernormal profits because they have strong barriers to others entering the industry.
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· The monopoly charges higher prices and produces a lower output than a perfectly competitive firm.  Consumers are therefore disadvantaged.

· There is also a loss of allocative efficiency in the market equal to the shaded area of deadweight loss 

Monopoly and Allocative Efficiency

· The demand curve for a monopoly is AR = P = D curve

· The supply curve is the MC curve above the shut-down point (i.e. above the AVC curve)
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1) Monopoly Equilibrium (MR = MC)

· Qm and Pm.

· Deadweight loss equal to the shaded area 

2) Socially Desirable (or “Allocatively Efficient”) Equilibrium. (Supply = Demand)

· Supply  = MC curve and Demand = AR curve

· Qc and Pc

· Consumer and producer surplus is maximised and there is no loss of allocative efficiency (or deadweight loss). This is called the “socially desirable (or allocatively efficient)” equilibrium

Break-even for a Monopoly

This is the same as for a perfectly competitive firm :

a) Breakeven – P (AR) = AC (where the monopoly makes a normal profit i.e. breaks even)
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