Chapter 9

Monopoly and Other Forms of Imperfect Competition

Chapter Outline

I.
Introduction/Overview


A. Price setters


B. Different forms of imperfect competition



1.  pure monopoly



2.  oligopoly



3.  monopolistic competition


C. Downward sloping (versus perfectly elastic) demand

II.  Market Power


A. Four Sources of Market Power



1. exclusive control over inputs



2. economies of scale




a.  returns to scale




b. natural monopoly



3. patents



4. government licenses or franchises


B. Economies of scale



1.  total and average costs with economies of scale



2.  fixed cost in relation to marginal cost




a.  research and development

3.  Economic Naturalist 9.1: “Why does Intel sell the overwhelming majority of all microprocessors used in personal computers?”

III.  Profit Maximization for the Monopolist


A.  Review of perfectly competitive firms’ decision rule


B.  Marginal revenue



1.  marginal revenue is less than market price for monopolist



2.  graph of marginal revenue


C.  Profit maximization decision rule



1.  marginal revenue equals marginal cost



2.  marginal revenue is less than price

IV.  Why the Invisible Hand Breaks Down Under Monopoly


A.  Monopoly is socially inefficient


B.  For monopoly, efficiency occurs where demand intersects the marginal cost 
      curve 


C.  Dead weight loss



1.  attempts to limit monopoly power

V.  Price Discrimination


A.  Economic Naturalist 9.2: “Why do many theatres offer discount tickets to 
    
      students?”


B.  Price discrimination and output


C.  Perfectly discriminating monopolist



1. no efficiency loss


D.  Imperfect price discrimination


E. The hurdle method of price discrimination



1. perfect hurdle



2.  efficiency




a.  increased consumer surplus




b.  increased producer surplus




c.  not socially efficiency



3.  examples



4.  Economic Naturalist 9.3: “Why might an appliance retailer instruct its 

             clerks to hammer dents into the sides of its stores’ refrigerators?”
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