
Group Equilibrium

 Under monopolistic competition there are many firms

producing close substitutes . In other words, there is

product differentiation. CHAMBERLIN has used the

term “group” instead of industry, for the group of such

firms as produce differentiated products.

For example : group of firms manufacturing toilet soaps

or tooth-pastes.



Determination of Group Equilibrium

We study Group equilibrium on the basis of two

assumptions:

1. Demand and costs of all the firms of a group are the

same.

2. Number of firms in the group is so large that no

individual firm by its own decisions can influence the

price and output of the other firms.



 In this figure, DD is the demand curve and CC is the cost
curve . Each producer would like to fix price equal to OA,
because at this price , difference between revenue and cost
is maximum. Such a price will yield super normal profits
equal to BARG. This super normal profits will tempt
many new firms to join the group. Consequently the total
market demand will be divided among several sellers. This
will make to shift the demand curve to the left to D1D1.
The number of producers will go on increasing until
D1D1 curve becomes tangent to cost curve CC on point
E. no firm will earn the super normal profits.
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Excess Capacity 

 In the words of MANSFIELD, “ Excess capacity is the

difference between optimum output and the actual

capacity in the long run equilibrium. Optimum output of a

firm have been regarded to be output where long run

average cost is a minimum.”

In other words,

Excess Capacity= Optimum Output – Actual Output



 The firms under monopolistic competition have excess
capacity because these do not produce at the minimum
point on its LAC curve. In other words, excess capacity is a
situation of unused capacity in which each firm is producing
its output at an average cost than it could be at its optimum
capacity output. In the above figure, the firm is in the long
run equilibrium at point E. At this point LMC=MR and the
AR curve is tangent to the LAC curve. The equilibrium or
actual output is OQ. The ideal output of the firm is OQ1 at
which LAC is minimum. The difference between optimum
output(OQ1) and actual output(OQ) is excess capacity.
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Is Excess Capacity Wasteful?

 In this situation LIPSEY has rightly pointed out, “The

correct policy is not to reduce the number of differentiated

products until each remaining product can be produced at

its least cost output. Instead to maximise consumer’s

satisfaction the number of differentiated products should

be increased until the gain in consumer’s satisfaction from

an increase in diversity equals the loss from having to

produce each existing product at a higher cost.” Thus we

may conclude that excess capacity is not necessarily

wasteful.



Selling Costs 

 Selling costs refer to those costs which are incurred to

increase the sale of the product e.g. expenditure on

advertisement, publicity, salesmen, commission to retailers,

gifts and concessions to customers etc.

In the words of ROBERT AWH, “ Selling Costs include all

expenses incurred to increase the demand for the goods.”



 Buyers’ demand and taste can be changed.

 Buyers do not have full knowledge about the different

types of the product.

Selling costs are based on two

assumptions:



Difference between Selling costs and 

Production costs 
 Production costs are those which are incurred in order to

make the commodity worthy of meeting the requirements

of customers .

Selling costs are those costs which help change habits and

tastes of the consumers.

 Production costs include such expenditure as production

of the product, its transportation, delivery, storage etc.

Selling costs include expenses on advertisement in

newspapers, magazines, wall posters, publicity in rail

coaches etc.



Shape of Selling Costs

 Selling cost curve are U-shaped. SS is a average selling cost

curve. Up to a point per-unit selling costs go on

diminishing but after a point the same tend to increase. It

is so because, these are subject to law of diminishing

returns.
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Selling Costs and Firm’s Equilibrium

 Firm has to decide about the price of the commodity and

the selling costs to be incurred. It is assumed that demand

for the product increases due to increase in selling costs,

resulting into extra profits for the firm. Thus, demand

curve shifts to the right as a result of increase in selling

costs.
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Monopolistic competition / Perfect 

competition

 Under perfect competition it is assumed that all firms

produce homogenous products .

In monopolistic competition, there is product

differentiation.

 Under perfect competition buyers and sellers have

perfect knowledge of the market conditions.

Buyers and sellers under monopolistic competition are

not fully are of the market conditions.



 Under perfect competition demand curve is perfectly

elastic.

In monopolistic competition average revenue curve slopes

downward.

 Under perfect competition a firm can take decision only

with regard to quantity of output to be produced.

A firm under monopolistic competition can determine

either the output to be produced or price to be charged.



 Under perfect competition price is equal to minimum long

run average cost .

under monopolistic competition price is more than

minimum long-run average cost.




