INTRODUCTORY MICRO ECONOMICS

Chapter 5: NON COMPETITIVE MARKETS (20ro 0adl® &ecmiogeasdd)

Monopoly Market

A market situation in which a single seller or firm controls the entire supply of a product which has no close
substitutes. Mono means single and poly means seller So monopoly means single seller. Examples of
Monopoly market are INDIAN RAILWAY, KSEB.
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6. Producer is the Price maker. Monopolist
is the Price-maker, because Being the
single seller, the Monopolist can control
the price. So he is called the Price maker.
He can sell less by increasing price or
sell more by decreasing price.

Market Demand Curve of Monopoly

In a monopoly market the firm and industry are the same. So D
the firm's Demand curve and market Demand curve would be
the same. Demand curve of a Monopoly firm is negatively
sloped. This is because the monopolist can sell more quantity at
a less price and less quantity at a higher price. Market demand
curve is shown by the following.
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TOTAL REVENUE - TR

Total Revenue is the total amount of revenue earned by 199
a firm By selling output in the market. 907
Shape of TR Curve is inverted parabola. It is shown by the 203
diagram. g79]
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AVERAGE REVENUE - AR

TR

Quantity

Average Revenue is Revenue per unit of output AR is calculated by dividing TR by quantity of output sold.

In Monopoly AR is equal to ‘P' So AR curve and market Demand curve would be the same.
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MARGINAL REVENUE - MR

Marginal Revenue is the addition to the Total
revenue, when an extra unit of output is sold. It is
the rate of change in TR.
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TR, AR and MR in imperfect

competition
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A SIMPLE CASE OF ZERO COST(oale1al” ajeyno0)an 8@ £IS1I®ONIQ GHIV)

TR is an inverted
U-shaped curve.
AR is downward
sloping.

MR is also
downward sloping.
It lies below AR,
cuts X-axis when
TR is maximum,
And then becomes
negative.
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It is a rare situation. In such a situation the monopolist reach equilibrium, when the total revenue

reaches maximum. The equilibrium quantity of a monopoly with zero cost will be half of the market

demand when price is zero. This is shown by the following diagram.
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In the diagram equilibrium price is 5 and equilibrium quantity

is 10. So The Total Revenueis10X 5= 50.In this situation

Total Costis zero. So the profit = TR -TC = 50 -0= 50.
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TR -TC =50 -0 = 50.

Total Revenue and Total Cost approach (TR TC APPROACH)

Under such a situation the firm reaches equilibrium
when the difference between Total Revenue and

vt B /‘TC
Total Cost is maximum. This is shown by the c Loss
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even points. Q is the equilibrium quantity. At the ‘E Profit
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Marginal Revenue and Marginal Cost approach (MR MC SHORT RUN EQUILIBRIUM UNDER THE MONOPOLY
APPROACH)

Under such a situation a firm under Monopoly reaches Cost &
equilibrium when the following conditions are satisfied. Revenie

1. Marginal Revenue and Marginal Cost should be
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v v v For monopolist to maxinmze his short run profit, that 1s be i equilibrium at pownt where
2, °®°<nﬂ Sl ™o @lan 06)0@9(3 - NGIoTNOI) MR =MC . This will be at output level @ . Price per unit charged by a monopolist is 2,
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