f‘.f( 13

hivaies )

Monopoly

Copyright©2004 South-Western




Figure 1 Economies of Scale as a Cause of

Monopoly
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Figure 2a Demand Curves for Competitive and

Monopoly Firms

(a) A Competitive Firm’s Demand Curve
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Figure 2b Demand Curves for Competitive and

Monopoly Firms

(b) A Monopolist’s Demand Curve
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Table 1 A Monopoly’s Total, Average, and

Marginal Revenue

Quantity
of
Water Price Total Revenue Average Revenue Marginal Revenue
(Q) (P) (TR=P X Q) (AR = TR/Q) (MR = ATR/AQ)

0 gallons $11 $0 —
$10

1 10 10 $10
8

2 9 18 9
6

3 8 24 8
4

4 7 28 7
2

5 6 30 6
0

6 5 30 5
-2

7 4 28 4
—4

8 3 24 3
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Figure 3 Demand and Marginal-Revenue Curves
for a Monopoly
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Figure 4 Profit Maximization for a Monopoly
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Figure 5 The Monopolist’s Profit
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Figure 6 The Market for Drugs
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Figure 7 The Efficient Level of Output
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Figure 8 The Inefficiency of Monopoly
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Figure 9 Marginal-Cost Pricing for a Natural

Monopoly
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Figure 10a Welfare with and without Price

Discrimination

(a) Monopolist with Single Price
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Figure 10b Welfare with and without Price

Discrimination

(b) Monopolist with Perfect Price Discrimination
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Table 2 Competition versus Monopoly: A Summary

Comparison

Competition

Monopoly

Similarities

Goal of firms

Rule for maximizing

Can earn economic profits
in the short run?

Differences

Number of firms

Marginal revenue

Price

Produces welfare-maximizing
level of output?

Entry in long run?

Can earn economic profits
in long run?

Price discrimination possible?

Maximize profits
MR = MC

Yes

Many
MR = P
P = MC

Yes
Yes

No
No

Maximize profits
MR = MC

Yes

One
MR <P
P> MC

No
No

Yes
Yes
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