BUAD 200 Spring 2009  Week 10: March 23-25, 2009 Classnotes 

Monopoly = Price Searcher  (Chapter 14)

1. All firms that are not in perfectly competitive markets face a downward sloping demand curve. We can then use the (monopoly model = Price Searcher) to represent the pricing behavior and production decision of all other firms.

2. If demand is downward sloping, marginal revenue is less then Price.
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The marginal revenue (addition to revenue from selling one more unit) is less than price, because to sell more, you must lower the price to all buyers.

3. The degree of competition facing the firm is reflected by the elasticity of demand. With fewer competitors the demand is more inelastic (steeper), with more competitors it is more elastic (flatter)

4. The monopoly model: downward sloping demand curve










A. The profit maximizing output is where MR = MC, just like for the price taker firm.

B. The Price is above MR, and therefore, the price is above marginal cost.

C. The ratio of price to marginal cost is a measure of the market power of the firm. (i.e. the fewer the competitors, the greater the ratio)

D. Monopoly profits only occur if TR is greater than TC. There is nothing in being a monopoly that guarantees profits.
    1. The existence of profits will stimulate resource owners to produce similar products.

    2. As more close substitutes enter the market, the demand facing the monopoly will decline and become more elastic. This means competition will bring lower prices and lower profits. There are no profits in the long run, UNLESS the firm can limit competition.

5. Sources of Monopoly power: Barriers to entry:


A. Potential Entry: Firms may reduce prices and profits to reduce the chance of firms entering.


B. Patents: Patents are designed to protect a firm from competition, thus protecting the profits that arise from successful products. This protection stimulates risk taking in finding new and better products. ( Drugs, appliances, etc)


C. Firm Actions: Legal harassment, Exclusive licensing, bundling. Government laws to promote competition. Anti-Trust laws.

6. Solutions:


A. Enforce Anti-Trust Laws: Make them more competitive


B. Regulation: Price or output

C. Do Nothing: (Let the market)

7. Price Discrimination: (Alternative Pricing strategies may eliminate the dead-weight Loss)


A. 1st Degree: Different prices for different buyers according to different Marginal Values

· Auction

· College scholarships

· IBM Punch Cards

· Polaroid Camera & Film

· Xerox copier & Toner

· Ink Jet Printers & Cartridges

· Razor handle & Blades

· Swiffer handle & Pads

· Glade Plugins & refills


B. 2nd Degree: (Quantity forcing): Lower prices for additional units of the good. All buyers see the same price schedule. Ex. Different sizes of drinks. Med. Large, Ex-large, Gulp.


C. 3rd Degree: Different Prices to different Groups of buyers based on Different elasticities of demand.



1. Raise the price to the inelastic demanders.



2. Lower the price to the more elastic demanders.

· Grocery coupons

· Theaters

· Airlines & Hotels

· Newly released unique products (Segway)

· Prescription drugs in different countries.

· Menu (Freeway)

· Menu (Chinese)
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