


WHAT IS MONOPOLY?
 Monopoly is that situation of market in which there is 

a single seller of a product. It is explained with the help 
of few examples.there is only one firm dealing in the 
sale of cooking gas in your town. You get your 
electricity supply from one agency, that is; State 
Electricity Board. All these are the examples of 
monopoly. The situation of market where there is a 
single firm controls the production of commodity is 
called MONOPOLY.



❑ One seller and large number of buyers: 

Under monopoly there should be a single producer of the 
commodity . 

❑ Monopoly is also an industry:

Under monopoly situation , there is only one firm and the 
diffrence between firm and industry disappears.



❑ Restrictions on the entry of the new firms:

Under monopoly, there are some restrictions on the 
entry of new firms into monopoly industry. There is no 
competitor of monopoly firm.

❑ No close subtisitues:

The commodity produced by the firm should have no 
close substitutes , otherwise the monopolist will not 
be able to determine the price of his commodity as per 
his discretion.

❑ Price maker: 

A monopolist  has a full control over the supply of the 
commodity . on the other hand , there are large 
number of buyers , but the demand of a single buyer 
constitutes only a small portion of the total market 
demand. Hence, the buyers have to pay the same price 
as fixed by the monopolist.  



DEMAND CURVE 
UNDER MONOPOLY
Under monopoly 
market situation, the 
demand curve is less 
elastic.

Under monopoly, 
average revenue and 
marginal revenue 
curves are separate 
from each other. Both 
are sloping 
downwards. Marginal 
revenue curve is below 
average revenue curve 
.



DETERMINATION OF PRICE AND 
EQUILIBRIUM UNDER MONOPOLY
 MARGINAL REVENUE AND MARGINAL COST 

APPROACH 



 According to this analysis, a monopolist will be in 
equilibrium when two conditions are fulfilled , i.e,

 MC=MR

 MC curve cuts MR curve from below



PRICE DETERMINATION UNDER 
SHORT PERIOD
 A Monopolist will be in equilibrium when he produces 

that amount of output at which 

1. Marginal cost is equal to marginal revenue.

2. Marginal revenue curve cuts marginal revenue curve 
from below.

A monopolist in equilibrium may face any of the three 
situations in the short period,

1. Super normal Profit             3. Minimum loss

2. Normal profit 



SUPER NORMAL 
PROFIT
If the price fixed by 
monopolist in 
equilibrium is more 
than his average cost, 
then he will get super 
normal profits. The 
monopolist will earn up 
to extend where 
MC=MR. if the  price of 
equilibrium output is 
more than average cost 
(AR>AC) , than the 
monopolist will earn 
super normal profit.



NORMAL PROFIT
If the short run 
equilibrium 
(MC=MR ), the 
monopolist price 
(AR) is equal to its 
average cost 
(AC).i.e. AR=AC , 
then he will earn 
only normal profit.

In this figure PS is 
the normal profit



MINIMUM LOSS
In the short run , the 
monopolist may also incur 
losses. If the short run price 
falls due to depression or fall 
in demand, the monopolist 
may continue his production 
so long as the low price 
covers average variable cost 
in case the monopolist is 
obliged to fix a price which is 
less than average variable 
cost , then he will prefer to 
stop production. Accordingly 
a monopolist in equilibrium 
in the short period may bear 
minimum loss equivalent to 
fixed costs.



LONG RUN EQUILIBRIUM



 In the long run , the monopolist will be in equilibrium 
at a point where his long run marginal cost is equal to 
marginal revenue (LMC= MR). In the long run, 
because of sufficiently long period at a disposal of 
monopoly firm , all costs can be varied  and supply can 
be increased in response to increase in demand.  So in 
the long run firm always earn super normal profits .



PRICE DISCRIMINATION UNDER 
MONOPOLY
 A Monopolist often charges different prices of the 

same product from different consumers or different 
industries. This price policy of the monopolist is called 
Price Discrimination . The monopolist practicing it is 
called Discriminating Monopolist.



EFFECTS OF PRICE 
DISCRIMINATION
 Beneficial effects

 Beneficial to the poor

 Public utility services

 Full utilization of resources

 Harmful effects

 No proper use of factors of production

 Less production



Harmful Effect
No proper use of factor of production

Less production

Dumping:
Selling the product in the foreign market at a price lower than in the domestic 

market. In this case , a monoplist has to face two types of market. Domestic 
Market over which he has full monoply control,foreign market where he is to 
compete with other seller



When Price Discrimination Profitable

Two main conditions necessary to make price 
discrimination profitable.

1. Elasticities of Demand Must be Different

2. Marginal Revenues must be the Same:





 Now, a discriminating monopolist has to take two decisions in order to 
attain maximum profit:

 (i) How much should he produce, and
 (ii) How should the output be allocated in two markets, and what price he 

should charge.
 Like an ordinary monopolist, a discriminating monopolist reaches equilibrium 

when MC = MR. Here, equilibrium condition should be MC = MRA, MC = MRB, 
and MC = MRA + MRB. In panel (a) of Fig., we have drawn the demand curve 
and marginal revenue curves of market A as ARA and MRA. Panel (b) shows the 
same for market B as ARA and MRB.

 By combining these ARA and ARB curves we obtain ‘combined AR curve’, 
represented by AR shown in panel (c) of Figure. Corresponding ‘combined 
MR curve’ has been represented by MR = MRA + MRB in panel (c). For 
equilibrium of the discriminating monopolist, MR must be equal to MC.
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This occurs at point E in panel (c). In the aggregate market, the monopolist 
produces OQ output. If there were no price discrimination, the monopolist 
would have charged a uniform price, QR, for all buyers. But, price 
discrimination is more profitable.
Now the task of the monopolist is to allocate the total product OQ in markets 
A and B in such a way that marginal revenues in all markets are the same (i.e., 
EQ = EAQA = EBQB). So, OQA must be sold in market A and OQB in market B 
(since OQ = OQA + OQB). Now the monopolist will charge price OPA in market 
A for the output OQA and OPB in market B for the output OQB.
Total revenue that the monopolist will earn from the sale of OQA in market A is 
OPARAQA and from market B total revenue is OPBRBQB. If these two revenues 
are added together (i.e., OPARAQA + OPBRBQB), it would exceed the total 
revenue of the monopolist (OQ x RQ). The shaded portions in panels (a) and 
(b) describe the profit enjoyed by the discriminating monopolist in markets A 
and B.
Thus, price discrimination is profitable.



•Thank You


