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Monoply VS rect Competition

In perfect competition, there are infinitely many buyers and
sellers, selling homogeneous products.) + Fret enbries awl exits
G earn normal T in LK.
As a result, perfectly competitive firms are price takers: they
take price as given, and face a perfectly elastic demand curve.

In contrast, a monopolist is a price maker. It sets the market
price to maximize its profit.

However, we often state the monopolist’s profit maximization
problem in terms of setting quantity rather than price.

This is because TR(Q) and TC(Q) are functions of Quantity. ﬂ
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Normal profit

Normal profit is a situation where a firm makes sufficient revenue to cover its the total costs
and remain competitive in an industry.

When a firm makes normal profit we say the economic profit is zero.

Formula of normal profits
Normal profit = total revenue — total costs
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Normal profit occurs at an output where average revenue (AR) = average total costs (ATC)

Normal profit in perfect competition in the long-run

For supply curve
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Firms in perfectly compefitive mit takes prices as given.
Thus, at higher prices thelp MR increases,
so they increase 4 L output to max. profit.

P1

Firm in P.C Industry in P.C.

MC

\ /.

D=AR=MR

Q1

3|




TR=TC = T =g
MR = MC = T may

MR7 MC
573 - additional profit =,

MR =M > additional profit =0
¥ profit is Yow Canngt  make any wore exira profit
alveady max x

!‘I

In perfect competition, there is freedom of entry and exit. If the industry was making
supernormal profit, which is Economic profit is any profit above the level of normal profit. It is
also referred to as supernormal profit.

then new firms would enter the market until normal profits were made.
This is why normal profits will be made in the long run. At Q1 which AR=ATC.

Moreover, the firms can leave the industry in the long run. The long-run equilibrium then refers to the
situation when free and full adjustment in the capital equipment as well as in the number of firms has
been allowed to take place.

If the price is greater than the average cost, the firms will earn more than normal profits. These
supernormal profits will attract outer firms into the industry.

the following two conditions must be fulfilled.
1. Price — Marginal Cost

2. Price = Average Cost
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Topic 8 Part 1

Monopoly
(Chapter 11)
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