EC120- Final Exam SOS Notes
Monopoly
Formulas to know
· TR = P x Q
· MR= Change in TR/ Change in quantity
· AR= TR/Q = (p x q) / q = p OR AR = P
· Profit Max. Point = where MR = MC
· Where marginal revenue equals marginal cost
· Shut down business if : P < AVC
· Where price is less than average variable cost
· Exiting in Long Run if P < ATC 
· Where price is less than average total cost
Notes
· Monopoly : a firm that is the only seller of a certain product (without many close substitutes)
· Formed by attaining market power through entry barriers that include:
· Single firm owns a key resource to production
· Firm has exclusive rights to a product (copyrights, patents etc.)
· Economies of scale (a “natural monopoly” situation)
· Large initial investments and lump capital requirements, allow ATC minimization to only occur with one firm
· Cost and revenue in the short run
· Demand curve is the market demand curve for that product
· Faces negatively sloped demand curve; implying a trade-off between price charged and quantity sold
· When the same  price for all units sold is charged, total revenue is equal to the price times the quantity sold
· Average revenue is the total revenue divided by the quantity, (when price is the same, AR = price)
· Marginal revenue- revenue resulting from the sale of an additional unity of production 
· Since faced with a negatively sloped demand curve charging highest price possible, it must reduce price to increase sales
· Profit Maximization
· Producing where MR = MC, priced that MR is less the MC for subsequent units
· Pricing above marginal cost, where P > MR and MR = MC so P > MC
· Shut down/ Exit Points
· Short run- where Price < AVC because the firm will not be covering its variable costs and adding to its losses
· Long run if price < average total costs
· Monopolies and Deadweight Loss
· Allocatively inefficient because price is greater than marginal cost and thus all those willing to pay the marginal cost are not served

· Public Policies to Fix DWL
· Public Ownership- gov’t owns/runs business, firms objective becomes total surplus not profit
· Economic regulation- gov’t control price and/ or entry
· Competition policy- refers to laws designed to prevent anti-competitive behavior 
· No action- as all other actions have disadvantages, no action is the best policy
· Price discrimination 
· When a producer charges different prices for different units of the same product for reasons not related to cost differences
· Different degrees
· First degree: “perfect price discrimination” occurs when the entire consumer surplus is obtained by the firm as profit 
· Second degree: when different prices of a good are charged to the same customer (ex: selling at a discount in bulk)
· Third degree: charging different prices to different segments of the market based on their elasticities 
Monopolistic Competition
Notes 
· Definition: a market structure in which many firms sell products that are similar, but not identical 
· Assumptions:	
· Each firm produces one variety of a differentiated product (done through advertising and brand loyalty)
· Industry contains so many firms that each one ignores the possible reaction of its many competitors when it makes its own price and output decisions
· Freedom of entry and exit in the industry
· Predictions of Theory
· Short run- monopolistically competitive firm faces a downward sloping demand curve and maximizes profits when MR = MC 
· Provide an incentive for new firms to enter the industry, thereby causing total demand for the product to be shared among a larger number of firms
· Externalities
· Positive- the “product-variety externality” in which consumers experience positive benefit from being able to choose from a variety of products
· Negative- the “business-stealing externality” in which businesses bare the cost of losing customers and profits when new competitors enter the market
· Advertising 
· Branding is a direct product of advertising 
· Critiques:
· Waste of money, gives a perceived difference that isn’t there and then allows for markup of prices
· Defenses:
· More informed  buying, increases competition
Oligopoly
Notes
· Definition: a market in which there are only a few sellers that provide similar or identical products
· “Duopoly”- contains only two sellers
· Dependent and have an interesting struggle/tension between each firm’s self-interests and cooperation 
· Collusion- entails firms coming together to agree upon prices and quantities each will produce
· Cartels- group of firms acting in unison, colluding together
· Problems with Cartels
· Any one firm within the cartel has an incentive to cheat- increase output so as to benefit from the high price caused by the other members’ output restrictions
· Successful cartel must create barriers to prevent the entry of new firms that are attracted by the cartel’s high profits
· Nash equilibrium 
· Situation in which economic participants interacting with one another each choose their best strategy given the strategies that all the others have chosen
· Considerations
· As the number of firms in the oligopoly increases, it starts to get closer and closer to the perfect competition outcome (lower prices, higher Q and more socially optimal)
· As number of firms increases, market power decreases, price decreases, quantity increases, deadweight loss decreases and total success and happiness increases
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