Chapter 15- Monopoly
Monopoly: A market for a good/service with no close substitutes. 
Has one supplier that is protected from competition by a barrier preventing the entry of new firms.
Why Monopolies Arise?
1. A single firm owns a key resource (e.g. DeBeers owns most of the world’s diamond mines)
2. The government give a single firm the exclusive right to produce the good (e.g. patents, copyright laws) (legal barriers)
3. Natural monopoly: a single firm can produce the entire market Q at lower ATC (average total cost) than could several firms.
One firm can meet the market demand at a lower cost than two or more firms can.
Understanding the Monopolist’s MR 
Increasing Q has 2 effects on revenue
· The output effect: more output is sold, which raises revenue
· The rice effect: the price falls, which lowers revenue
To sell a larger Q, the monopolist must reduce the price on all the units it sells.
· Hence, MR < P
MR could even be negative if the price effect exceeds the output effects. 
Price setting Strategies 
Face trade off between price and Q sold. To sell a larger quantity they must set a lower price.
2 price—setting possibilities that create different tradeoffs.
1. Single price
2. Price discrimination- a firm can sell different units of a good/service for different prices (e.g. airlines have different prices or same trip)
Like a competitive firm, a monopolist maximized profit by producing the quantity where MR = MC 
A competitive firm 
1. Takes P as given
2. Has a supply curve hat shows how its Q depends on P 
A monopoly firm
1. Is a “price maker”, not a “price taker”
2. Q does not depend on P; rather, Q and P are jointly determined by MC, MR and the demand curve.
Therefore there is no supply curve for monopoly 

Chapter Summary 
1. A monopoly firm is the sole seller in its market.  Monopolies arise due to barriers to entry, including:  government-granted monopolies, the control of a key resource, or economies of scale over the entire range of output. 
2. A monopoly firm faces a downward-sloping demand curve for its product.  As a result, it must reduce price to sell a larger quantity, which causes marginal revenue to fall below price.  
3. Monopoly firms maximize profits by producing the quantity where marginal revenue equals marginal cost.  But since marginal revenue is less than price, the monopoly price will be greater than marginal cost, leading to a deadweight loss. 
4. Policymakers may respond by regulating monopolies, using antitrust laws to promote competition, or by taking over the monopoly and running it.  Due to problems with each of these options, the best option may be to take no action. 
5. Monopoly firms (and others with market power) try to raise their profits by charging higher prices to consumers with higher willingness to pay.
· This practise is called price discrimination
·  Airline prices
Discounts for Saturday-night stopovers help distinguish business travellers, who usually have higher WTP, from more price-sensitive leisure travellers.
· Discount coupons
People who have time to clip and organize coupons are more likely to have lower income and lower WTP than others.  
· Financial aid 
Low income families have lower WTP for their children’s college education. Schools price-discriminate by offering need-based aid to low income families.


