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Ch. 24: Monopoly 

Two extreme examples of market structure:

Polypoly Firms are price takers

Monopoly The single firm faces entire demand

Thus, the firm determines price (or qty), and 
quantity (price) is determined by market 
demand.
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Monopoly 
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Monopoly: Market power

Interpretation: Lerner-Index is the price markup as ratio 
of the difference between p and MC.
Competitive Firm: LI = 0, Monopoly: up to 1.

Def:  Market power is 
the ability of a firm to charge a price above MC and to earn
positive profits.
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Monopoly: Graphing linear demand

Deadweight loss

Assume no fixed costs and constant MC

x* where MC=MR

CS

Profit
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Monopoly: Graphing the ‘price markup’
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Monopoly: Graphing the ‘price markup’



W. Gick – Econ21 – Summer 07

Natural Monopoly 
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Same with increasing MC (fig. 24.6) 
Two cases: 

1. Government 
regulates the 
monopolist to 
produce the 
competitive 
quantity: y* at 
MC=p.

Problem: mono-
polist faces a loss.
2. Government 
requires production 
y* at ATC=p.

(Average cost 
pricing)


