PERT e T STRUCTY
I. Whartis perfecy competition? COMPET HTION
Ans:-_l\_‘l_c_an_ing of perfect con tition:- Perf iti A

no. Of buyers & sellers ot‘hai};?__ cous producie. Hction ek

10 a marker situation i which th
£eneous products, The pri i Buting i e
e kst o : price of the product is dey

. 5 & price takes o ermined by industry With the forces
price. The seller cannot change the pric i the market determined uniform
market price by his own action,

2. Characteristics/ Assumption

Likewise, the number o
market supply.

(2) Homogeneous product:-
product is said to be homo,

situation of zero degree of product of al firms are perfect substitute of each other.
(3) Freedom of entry & Exit of firms:-Un der perfect competit
firms into the industry or exit of loss incurring firms from the i
the short period. not in the long period. ’
(4) Perfect knowledge:- under perfect competition bothih

& other market conditions . This knowledge refers not only
future periods as well

(5)Absence of trans rtation cost:-

buyers & sellers. The price of the produ
goods.

(6) Single uniform price:- Under PC. the products are sold in
by the industry which is determined by
the rate will be uniform. N

(7) No. Gowt. Intervention: - There is no govt. interference in a perfectly competitive market. Govt neither imposes
any 1ax nor gives any subsidiary 1o the producers.

(8)Perfect mobility:-Under PC, there is perfect mobility
There is no restriction on their moveinent. .

3. Explain the determination of market equilibrium under perfect competition
OR
Explain diagrammatically how an industry attains equilibrium under per
OR
: ilibri i : ‘mined under perfect competition,

Explain how equilibrium price & output are determ + ot
Ans:- Snder perfeccli competititon price is determined by the forces of market demand & market sup;.)ly.

‘ Market demand refers 10 the sum total of demand for a commodity for all the buyers in the market
indj ; tdemand schedule & market demand curve. _ ‘ |
S bﬂ;:igesufpw curve refers to the sum total of supply of a commodity by all the firms in the market. It is
indi ; : -1 'schedule & market supply curve. o . '
indicated by mi::et stﬁjii:m is stuck (attain) at the prevailing price in the market, quantity demanded is equal 1o

ity s Malr' d ‘ﬁere is no excess demand or excess supply in_the market. . .
e $$p}l;’ IIZ - & dia lrammalicai Explanation:- The following hypothetical schedule & diagram illusire
abular & g 2 1ation:-
situation of market demand.

geneous product A
other respect. It is a

ion, there is absolutely no restriction on entry of new
ndustry. Entry & exit of the firms is possible only in

¢ buyers & sellers have perfect kn

owledge about the price
to the prevalling condition in the

current period but in al|

As there is absence of transportation cost

due to close touch between the
ction under perfect competition is not affect

ed by the cost of transportation of

the market in single uniform

price. The price is fixed
the forces of market demand & supply Price may flu

ctuate in the marlet but

in the market both for goods & factors of production,

feet conipetition

s

e the

Nuantitv sonolicd Quantity Rema ke
LEiEygl Susae QU““(‘Sg;l:ll;Pl“d l Denmfldcm_“!_“_'ll S 0_' -
(n gRS') S0 S0 > Qﬁiéesm{p;;l_r' T
p 10 20 ) N
2 30 30] Qu=Qp market equilibrium
= 20 40
1 10 _ 302l b > Qs Excess demang
l The above schedule shows that when the price of commodity X js Rs, S, m

arket Supply
55 supply reduces 1
ommodity |eads 1o

to 20 dozen where quantiry e
ALY supplied
less thap markey Supply., Preassu?e of

markel price. Supposing it reduces to
:

is 530 dozen and
he marke; Price.
A 1ise in quanit,

i iti ilvation of excess supply. Pressure of exce
et g mr(:gﬁzé ‘f‘rc::naRs:;E:g Rs.4. Reduction in the price‘ of the ¢
Supposing. the PF?f'n ty supplied. Consequently, quantity demanded mcn‘:a;e
R e 40 ae gven at this price market is not clear. Marke1 dem-and. is
kv tolsost?ﬁz:;l{sls in the market which will lead to further reduction i ,
excess supp
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demanded increases 10 30 dozen while quantity supply decreases 1o 30 dozen. 1y,
= 3. Qp = Qs The markel clears itself. Accordingly Rs.3 is the equilibr'!um price & 30 dozen is 1
There is NO €XCESS demand or eNCeSS supply in the market. If price falls below the equilibrium
¢ on price & consequently market equilibrium is restored. The above

Rs.3 per dozen. Now gquantity
when Px :
cquilibrium quantity. 1]
price Qo = Q.. This will exert upward pressur
dule is depicted below:-

F

sche

\..
I Excess supply
D |
5 [ a /S S>D—» 4P
g 4
E Equilibrium price
* 3 VN
2
g 2
e
i .
._\__
P
S xcess demand o
o 10 20 30 40 50 X
«——Qty. Demanded & Supply——>
(Dozen)

In the above diagram, DD Is the demand curve and SS, is the supply curve. They intersect each other at
point E. Where market demand is equal to market supply . Thus , point E is the equilibrium point which shows that
equilibrium price is @3 and equilibrium quantity is 30 dozens. If initially price happens to be @ 4, then market supply
i.e 40 dozen, exceeds market demand. i.e 20 dozen. This is a situation of excess supply which is equal 10 AB in the
above figure. Pressure of excess supply leads to reduction in market price. In response to it, quantity supplied.tends to
fall and quantity demanded tends to rise. Fall in guantity supply is indicated by a movement along the supply curve
from B towards E. Rise in quantity demand i< indicated by a movement along he demand curve from A to E. Itis at
point E. that the excess supply is finally eliminated. Now, quantity demanded and quantity supply = 30 dozens.
Corresponding to this equilibrium quantity, Equilibrium price is Rs. 3. The market is cleared likewise. 1f initially price
happens to be Rs. 2. then market supply, i.e 30 dozen. This is a situation of excess demand. Equal to CD in the above
figure. Pressure of excess demand will lead to a rise in market price . In response 1o it, quantity supplied tends to rtise.
Fall in quantity demanded is indicated by a movement along the demand curve from D towards E. Rise in quantity
supplied curve from C towards E. It is at point E. that the excess demand is finally eliminated. Now, quantity

demanded = quantity supplied =30 dozen & equilibrium prices is Rs.3. The market is cleared.
Assumptions:-
Market equilibrium under perfect competition is based on the following assumptions:-
(1) Price & quantity demanded are negatively related or that demand curve of a commodity slopes downward

from left to right
(2) Price & quantity supplied are positive
right.
(3) Forces of demand & supply operate freely without any govl. Intervention.
4. Explain how market price is determined under perfect competition? OR
Explain Price-output determination of a firm under perfect competition in the very short period? OR
Explain equilibrium of a firm under perfeet competition in the very short period
Ans:-?_\’l'ark?l period is the very short period in which supply being fixed, price is determined by demand. The price
Rrevat‘nr_lg, in the market period is called the market price which changes with the nature of the commadity, many
times within a day or a week or a month market price is determined by the forces of demand and supply at a point of
tme. T_hc determination of market prisc is separately explained for perishable & durable commodities. -
Mba_'ok_mmgﬂ‘_fﬁ'_ Thc price of perishable commodities like milk, vegetable, fish etc. primarily influenced
by its _dema_nd. Supplly has no influence on price because it is fixed. The shape of supply curve here is perpendicular to
quantity axis, as perishable goods cannot be stored. Therefore, the price of a perishable commodities rises with the rise
in its demand and falls with the fall in its demand. ' '

ly related or that supply curve of a commodity slopes upward from left o
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In the above figure, MS is the supply curve which refers the fixed quantity of milk . DD is the initial demand
curve which intersects the supply curve MS at point “E™. Thus, OP market price is determined.
If the demand for milk rises from DD to D, Dy the market price is established at point E; and the price rises 10 0P,

Again , if demand for milk falls from DD to D2 D,. price also falls to OP; at point Ez
Thus. it is clear that market price is determined by demand force alone W ith the fixed supply of a perishable

commodity.

Durable ‘Commodities:- In case of durable commodities like tea. sugar. wheat, etc supply can be adjusted
depending on {he amount of cock. In case of such commodiiies, there aie two prices Viz.. the reserve price and the
minimum price below which a firm will not sell its commodity. The price at which the seller will be prepared 10 sell

the entire quantity of the commodity is known as the maximurm price.
In case of dureble commodities, the supply of +the commoditics initially increase

s at a very slow rate & then

hocomes inelastic.
Diaorammatically Lxplanation:-

The following diagram i[lustrates the price determination of a durable commoditity under PC:-
I

Y4 s S

P3
Py
(]
2
= P

0 Q Q Q> X
i <«———— Qty Demanded & Supplied——F
n the above figure, the supply curve 85 is initially risi i
. ; e : A B y rising upto point E,, iti i
increase the supply 10 match any increase 1 demand. In the figure, OS is tltc mini!]:_lt:]:so?(:_tef:“lble for the seller to
serve price below whic!
nch

o seller doesnot sell the commodity. When the demand curve DD intersects the suppl
ply curve SS; at point E
e, OP

b S D! D]

prices is OP; at which he sells OQ, quantity & i
y & keeps Q Q- in stock. i
the seller would i wic crs e 4 1 ‘
e beyandu[)-. tl;;:1 Pir:mﬁdo:}? sell the entire stock. Of his commodity at 1h-e)n:;th the dn.mnnd increases to D; D
2 D2, y raise the price above OP, (maximum price) be c&umum price of OP;. 1f the d ma d
scause 'm the - : cmian
market period not more

than OQ, quantity can be sold. A i i
. ny further increase in demand as shown by D; D; ¢ |
5 Dz curve leads to a ;
sleep rise in i
i1s

3



d has a greater influence than supply in price detery,,,

narket period deman

it {in thel
s, i11S clear tha i e o
TI1“} doesnot consider productior - - competition i
hecause the seller yal price is determine O ander Derfect il .
“ Fapain i s“b-nur:‘dmrmlnaﬁu" tn Bt pc_rlio n in the short run period. dity by taking more
Explain price :.".:.':1“0;9 firm under perfect comp:.j:;tlocl:mn Lo iy o!"ll:jc ;:mgl:ul)ikcyplam ing e
‘ s - %y fixed fac .
Explain equiliPr 2 o under perfect comp change e the 1 machne
& et fod L BECT o x i d to somec extent 10
foari g tion. In the short period . o b s . -
. | | ‘ th the decrea
arisble fBE0% T g w-materials. €t¢ supply S N
;:m;m by emplos n labs:l?crzm;tcd also by reducing the amt _of vart::jl:l}c: ;crigd e i e ined By o
o s Sufplyfcl‘;‘:' conunodﬂv is to some extent is elastic. Ins
s \
demand. Thus. the supply
d and supply- . | |
Lexchaecer s is explained below duagrammatlcally.

forces of deman :
Diagrammatica

i ilibri der perfect competition
The short pcrpwd equilibrium un clr);: s s

A

E;

EZ\
D

b

Ds b
o Q Q Q: X
< Qutput -+
mand curve & VSRS is the very short run period supply curve.
he original demand curve also

In the above diagram, DD is the original de
Goth the curves intersect each other at point “E’ & establish price OP & output OQ. T
‘E’ OP price & OQ output are established.
is fixed in the

intersects the short run supply curve SRS at point

When demand rises from DD to D; D, the market price rises from OP to OP;. Since supply
market periodit is not possible to increase it beyond OQ level. But it is possible to increase it with the help of existing
plat & machines but by employing more labourers. Raw-materials etc in the short run period. Thus in the short run
period. supply will be increased to 0Q along the SR, curve. The SRs curve intersects the new demand curve at pint
E.. In this way, short run price OP, is determined which is higher than the original market price OP but lower than the
market price OP; which prevails after the increased demand.

With fall in demand the demand curve shifis leftward as D, D, . The market Price immediatels falls from OP to
OP,. But during the short period . firms in the industry will try to reduce the supply by reducing the variable factors.
The news equilibrium in the short run is established at point E, where the curve SRS & D, D intersects. Now , Oq,
quantity is bought and sold at OP, price. This short run price is less than the original market price OP but it is higher

than the new market price OP which is established afier fall in demand.

6. Explain how normal price is determined under PC. OR

Explain price output determination under long period under perfect. OR
Explian equilibrium under perfect competition in the long run.
have enough time to take decision about demand and supply.

Ans:- Long run is the time period in which the producers

Supply can be fully adjusted to the changes in demand. In such period, all the factors are variable and none is fixed. In
the long period. if the existing firms are earning super normal profits, new firms are attracted to enter into the industry.
It will increase the industry supply, thus, price will fall. Similarly if the firms incur loss, firms will start leaving the
industry. 1t will reduce the supply of output & price will increase. In this way, due to free entry and exit of the firms in

the long run, all firms earn normal profit.
The long run industry price is determined by the interaction of active demand curve as well as active supply

curve as shown in the following diagram:-
The following diagram illustrates the price determination of durable commodities under PC:-
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_ ) Fig. Industry Equilibrium
e ,l_:_’_“"‘*_abc_’“‘ dizoram. the industry equilibrium point is ‘E" where the indusiry equilibrium output is 0Q &
equilibrium prce B OP.
The egquilibrium station of the firms in the long run period is explained bel

d: o TETIL
Pl =280 g

ow with the help ef the following
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et

LAR; = LMR;

 ___ » LAR=LMR

Price, AR, MRAC & MC
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Firms long run equilibrium
e, the ibri int E, because though the price OPy equals. LMC

o dizoram. the firms cannot be equilibrium at poin ‘
b e than the average cost & therefore the firms will be earming super normal profits.

. at U L h 'S grealcr 5 . ¥
at E; & OUPE L - firm to enter into the industry as @ result. the price will be forced to the level
g 0Q output. At point E, the price OF is

rence. there will B2 incentives for neW . A
Dae in equilibrium a! point E and 1s producin
be eaming normal profits. Thus at price OP. there will be no

OP with which price. tbe firms are in t
cost (LAC) & hence the firm will

equzl o average % 2
Candency of news firms to enter IO the industry. _ R ‘
e cannot be equilibnium at point Ex through at point E: Price 0P, will be equal to

Aﬁn-:'smda?Cinmelongmn

o - erage cost (LAC) at int E> and thus the firms will ining
put OQ: price OP; is lower g (LAC) at po be remaining

than the av
respect (o COSt CUrves, all would be incurring losses. To avoid

LMC at & : an (h r
josses 25 2ll +he firms in the industry are u:lcquml with i all y

haoce losses. T firms will start Jeaving the industry- AS a result the price will rise to OP where again all finms are
a OP price. the firms would have no tandency (o exit.

nz normal fir. Afier reaching :
n*,zkra_rwﬁ?;) is seen that 2t equilibrium point E, Price= LAR = LMR =LAC= LMC.
f a firm under perfect competition?

Ans:- Long un 13 2 tiem period pply can be changed by changing all the factors of production. There is No
- - variable factors because all the factors are made variable. In the long run, a firm
? oy a1 minimum average cost. In this situation long run marginal cost, marginal revenue, avemgeqre\'enu ]
ces munif sre equal revenue and long run average cost are equal, i.e LMC =LMR = LAR = LAC. Tl :
s s cojoying v fits. So that position of rpargn}a_l cost curve will determine the supply curve wi ich 1s
; erage variable cost. The point which minimum average cost is equal to marginal cost is1 'Ill !;

A o Thus, long run supply curve of a firm under perfect competition is that portion of i i
opta™ ;s above the minimum point of the average COst curve. its marginal

5



IWEIE T K s brapereeny= oy o s oy
: i =y

s"Sem. P

B.Com

cal ex Janation:-

nder perfect compel ition is depicted below:-
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In the above figure. the firm is in equilibrium at poin :
corresponding to this point. This point ‘E’ is also called optimum point point because at this point, LMR = LMC

LAR= LAC. That portion of LMC which is above E is the long run supply curve of the competitive firm.

8. Explain the long run supply curve of an industry under perfect competition.
Ans:- In the long run, an industry’s supply curve is determined by the supply curves of firms in the long run. Long ru

<upply curve is the Jateral summation of the short run supply curves. Industry’s long run supply curve depends upol

the change in the optimum size of firms and change in the no. Of firms. It is on account of two reasons —
(1} In the long run. firms continue to enter into and exit from the industry and
(2) Firms get economics and diseconomies of scale. This displaces the long run marginal cost (LMC). Due &
these reasons long run supply curve of industry is not the lateral summation of supply curve of firms. Ir
reality. long run supply curv

¢ of an industry can be known from the long run optimum production of firm:
multipiied by the no.of firms

{ E where LMR = LMC. Average cost is minimu

in an industry. Symbolically,
LRS, = (Q). N where, LRS = Long run supply curve of the industry.
Q = The optimum output of a firm &

N = No. Of firms

9. Explzin the impacts of taxes on welfare?
its effect on consumption and production, consumer

vro: The welfare effect of the tax is examined on the basis of
»nd producer’s surplus and the deadweight loss of its causes. These effect of a tax are examined by applying a partial
‘I"brium model of demand and supply. The welfare effect of excise tax will be examined here. For the purpose of

ticz] simplicity, we assume that 2 specific rate of excise tax is imposed on a commodity. The welfare effect of

cd-2
]

—
cildd ¢
-

excice tax is illustrated with the help of the following figure:-
[te following dizgram illustrates the price determination of durable commodities under PC:-
Y 4
\ A Sx+
! T Sx
g P31 E

Dy
o Q O B

- Outpit ——————
Fig. Wellare effect of exci
Let us suppose that there is no e oot the den {
iyl o fee e d: il n:::;‘jis: laxI and the demand curve for the commedity X is given by AD, and its
ke o R il upply curves for commodity X , the equilibrium output for the industry X
price is OP;. In the absence of 1ax , the consumer's surplus is given by th.c ar -.:
6 A Pe B Sy
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/ " roducer’s surplus by the areq

. ""ﬁ: Tgigxinmm surplus and total e Both consumers and
Ut ow let excise tax be im
cost increase and hence supply
-quilibrium point shifts from poi
rom OQ: to OQ, & increase in

. the imposition of exci ( . : .
curve shift ; , Xcise tax, supply cost increase
nt ‘E’ 1o p;in'-l‘P“;_fqurhfrom-Bs) to CS\'.I with the shift in the supply curve. the
price from OP, 1o Op " it W the equilibrium point indicates decrease in output
- Lomsumers lose Ja -"fDue. 10 increase in price of commodity X. both consumers
LONSUIMers SUTPIUS can be measured as fo]]o“.-s- part o l'pll.lS as their COHSUITIPIiOH decrease. The loss of

AEP.- ATP; = P;TEP,
And, due to decrease in product; : .
s follows: production and in POSt tax price, production also lose a part of their surplus measured

PzEB X P[MB = P}EMP].
- _The totgl loss of surplus can be measured as P:TEP, + P,EMP,= P,;TEMP,
owever. a major part of the lost consumer and producer surplus goes to the govt. in the part of revenue. The part of

‘onsumer surplus and producer surplus that goes to the govt. can be measured as follows —
Jovi. revenue = P;TMP,+P:NP,+P,N MP,= P;TMP,

This amount gives the total amount of tax
surplus lost go to the gowvt. in the form of tax revenu
suffer a total loss of consumer and producer due to i

paid to govi. it implies that the consumer surplus and producer
e. Since the govt. is also a part of the society the society docs not
mposition of excise tax.
Although a major part of lost consumer and producer surplus get converted into govt. revenue, there is still a welfare
loss to the society. It is to be noted that a loss of consumer surplus to the extent of ENM do not benefit any section of
the society. This is called the deadweight loss, which equals. TNE+ENM= TNME is the welfare loss to the society.
10) Explain the welfare effect of subsidies? o ) ‘
Ans: subsidy is the part of price paid by the govt to benefit the consumers. For ¢.g. the govt .of india prqvudcs subsidy
to the Farmers on purchase of fertilizers. Subsidy is the reverse of tax. Subs?dy may be provided at specific rate. Here
we will examine the welfare effect of subsidy provided by the govt at a specific rate. o )

Let us suppose that the market considers for a commodity X without subsidy are given in the following figure.

Y &
D
Sx
S"‘-f
£ P {
% Po i
£ D,
|
[l
o) Q Q: S
<«————  Output

. curves for the commodity X are given by D, and 8, respectively the D, & Sy curves
The demand and_supgl}d:em]i“ing the equilibrium price at EQ & equilibrium output OQ,. In the absence of
t'E
- ntersect each other at point "& HE7&0  od fo bestable. -
;le subsidy, the market equ:hbnu;r;lscf:lf%mvides a specific subsidy equal to the amount ET to the producers of the
Now let us suppose '}13‘:1 ofgsubsidv, the supply price of commodity X goes down by the amount of i
commodity X Wit thle p:s::r?%x <hifis right wards to S,” (8= subsidy). With the shift in the supply curve
As a result , the suppiy CIRYE T |
e:uilibrium shifts from point hE \:‘;1?:;: effect of subsidy. The welfare effe:r:t of subsidy can be exam
Let us now ex?g::i];ljs and in producer’s surplus and the dead weight loss of subsidy.
change in consum:e :
?Zil.zanee in consumer S SU rplus: idy= DEP»
Consumer’s surplus without subsidy E

A idv = DFP

i ith subsidy = DFP: i 73
e T Surprealuso‘; DFP, is greater than the area DEP;. It means that the consumer £ain 1n terms of consumer’s
Note that the @ )

surplus. )
N;p consumer’s surplus gain

market

ined on the basis

= DFP;* DEPZ
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Change in producer’s surplus: .
Producer’s surplus without subsidy = P:ED

: idy =P,FO o
Producer's surplus Wit Spess than llhe area of P,EB. It means that the producer gains in terms of producer's

Note that the area of PFO is greater

surplus.
Nclppmducer's surplus gain = P1F(}3 }_:i’l;)EB

= A 1 ‘
The measurement of consumer’s s&rplus and producer's surplus shows that both'conSUmcr.s and prodlrlccrﬁ maicfn a
net eain in terms of their surplus from subsidy. This gives the overall welfare gains of subsidy. The overall weliare
effect of subsidy can be measure as the sum of the net gains of consumer’s and producer surplus
Welfare effect of subsidy = Net consumer’s

Surplus + net producer’s surplus = P,EFPy+ PFTPy
= P,EFTP, ' '

The deadweight loss: inspite of a considerable welfare gains of subsidy, it involves a deadweight loss like excise fax.
The deadweight loss can be measured as the difference between the total monetary cost of subsidy and net gains to
consumer’s and producer’s. the total amount of subsidy equals per unit subsidy (MF = ET) multiplied by total output
0Q,. Since OQ; = P\F. the total amount of subsidy can be measured as follows:
Monetary cost of subsidy = P\F x MF

=P3P
Deadweight loss =subsidy cost area —total net surplus gain area
= area P,EFP, — Area PsMEFP,
= Area MEF.

The MEF part of subsidy doesnot benefit anybody. Therefore, the area MEF is treated as deadweight loss to the

society.

11) Explain producer’s surplus under perfect competition?

Or

Explain how producer's surplus is measured under perfect competition?

Ans: producer’s surplus is defined as the difference between. What a producer actually receives, i.e, market price, for
a product and the producer’s minimum supply price, i.e, marginal cost for that product.

Meaning producer’s surplus in the short run of a firm under perfect competition:

I'he producer’s surplus is the excess of money receipts of a producer over the minimum supply price at which he is
willing to sell rather forgo, the sale. It is obtained by the area below the market price and above the MC of
production. of a given level of output. It is to be noted that the short run supply curve is the portion of the short run
marginal cost curve above the short run average variable cost curve.
Diagrammatical explanation:
The following figure shows the producer’s surplus for a firm under perfect competition.

Ya
MC
A
Pe= ¢ > AR = MR
AVC
c /

Price, Cost & Revenue

\

O Q X
«—— Output ———+

The profit maximising output is OQ where P=MC. Price being OP and equilibrium output OQ. the
producer’s surplus under the given cost and revenue conditions will be PAD. It is the area under the demand
curve and above the MC curve, from O output to the profit maximising output Q.

Producer’s surplus can also be determined as the difference between the firms total revenue (TR) and
total variable cost (TVC). In other words producer's surplus is equal to PABC, calculated as the difference
between OPAQ(TR)-OCBQ (TVC).

.
L

4—
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;s to be nc_ncd that producer’s surplus s

-;;‘Trg only variable cost from revenue, profj

.nff':_;":osfs (TC) fr{.Jm total revenue (TR). In other
(.‘;_}_:C.J,Tvc‘)_ Thus. in the short run produce

(8] 5 . y .
Not equal to profit while producer’s surplus is caculated by
L1s measured b '

! Y substracting both variable costs as well as
\\.ords. producer’s surplus =TR-TVC and profit =TR-TC
3 S 1s always greater than profit,

In the Walrasian a ili bllll)‘analysis?
Ans:;:itj; oo oot asgll:;oa;hi’ equilibrium is dcf.'lncd by the price which equates quantity demanded and
qua 2> . 1 cdt at_ whenever there 15 excess demand, the buyers will bid up the price & in the
case ol excess supply, the sellers will Jower the price. Thus, the market will be i ium situai
in the Intersecting point cen a downward sloping demand curve and an
clfmr?SL MHTShalll defines equil ¥ which equates demand pric
the w alramanladjustmem process works through price movements, the Marsh
through quantity movements,

Hence, we find 1]

1) In Marshal’s view

upward rising supply curve. In
e with supply price. Thus, while
allian adjustment process works

1e following difference between Walrasian and Marshallian stability:

quantities respond to change in price, while Walras considers prices to be
responding to changes in quantities,
2) Walrasian stability is based on a shout run response while. Marshallian stability is based on a long run
response.

Walrasian approach 1o stability:

- The Walrasian adjustment mechanism can be illustrated with the help
of the fO”O\\’iTlg diagrams; <
Y 4
P Walras - AQ — AP
Marshall - AQ — AQ

g P
o

P2

9) Q X

<—— Qty. DD & Supply ——»

i nd supply curve SS interest at point “E’. thus, the

i I‘“ e _abO\_"e (c)illfg;g? gr;};zsdgcrr:;g(ri t(l:'ll:lr:%gl?sipply gfcieds demand leading to chation of exceg‘s
equihbr:u"_1 price '? - hesﬁhe price downward till it reaches OP level. For e.g. at the price OP;, markg
supply “‘-hmh is turn ,PU; t supply is P\S; Here, supply is inexess of demand by p,sl N‘ow. the _Sellcrs W 1
demand 15 Pf ke ane ma; ) X E?s supply dnly by reducing price. The process will continue until the price
be able to dispose off the (:;c rices lower than OP, demand is greater than supply leading to excess demand
returns to OF level. Ag‘al”iinugous upward pressure until it returns to OP level. At prices lower than
Whid-]" _mlurn -Crc_at; L'Ol::reasing competition among buyers will curve prices to move up until it re.u‘lm_s to
cquillbfl-lll-r; i‘:;‘:c;}fc: 'llllere the equilibrium price is represented by point ‘E’ lis a Zlable E'q':l‘ilhbmlm
o et o di ss in case of normal demand and supply conditions will ensure
according to the Walrasian adjustment proce
stabili;])’-ll'an approach to stability: the Marshallian adjustment mechanism can be illustrated with the Hily
Marshalli 1a
of the following diagram:




e ——— LN

Price

]1:‘7/32 i

Q  Q Q
+“—— Qty. DD & Supply

In the above figure, the marke ith demand curve DD and supply curve SS and
market price is OP. for any qQuantity less than OQ, demand price is areater than supply price. This will encourage fi
expand output until the quantity returns to 0Q. Similarly, i ater than OQ, demand price will be low
supply price which in tums, push the firms to cut down output and getting the market clearing output back 10 0Q."
the n]:Iemand curve is down ward sloping, while the supply curve is upward raising then the equilibrium s
equilibrium.

X

_ EE—
L1s in equilibrium at point ‘E’ w

ms to
er than
Thus, if
a stable

up) ¢ two approaches is that while in
approach it is assumed tha level changes when the market is out
is assumed that the ity

Short questions:
1) What is indifference curve?
Ans: An indifference curve is the locus of all combination of two goods which
consumer. Or

2)What is an indifference
Ans: Given.

3) Write two assumptions of indifference curve?

<) Write two properties of indifference curve?

5) What is an axiom?

Ans: A statement or proposition which is regarded as bein

g established, accepted or self evidently true,
6) What is ordinal utility analysis?
Ans: Ranking or ordering scale o

7) What is cardinality/cardinal

Ans: Measuring the utility levels numerically is called car
8) Why is an indifference curve downward sloping?
Ans: An indifference curve is downward sloping from left to 1

another along the indifference curve, one commodity say X is in
same level of satisfaction.

9) Why is an indifference curve convex in shape?
Ans: An indifference curve is conv

£00ds Y, the marginal rate of substit
10) Why two indifference cury
Ans: Two indifference curves ¢

yield the same leve] of satisfaction 1o th
map?

L=

fpreference is called ordinary or ordinality analysis.
utility analysis?

dinality/ cardinal utility analysis.

ght because when a consumer moves from one bundle 1o
creased, another commodity say Y is scarified to derive the

€X 1o the point of origin of axes because when the consumer substitutes goods X for
ution diminishes,
€s can not interest each other?

annot intersect each other because if two indifference curves intersect it implies that in one
situation, two bundles imply same satisfaction and in another situation t

hese imply different satisfaction levels,
11) Why an indifference curve cannot touch the axes? _
Ans: An indifference curve must not touch either X axis or Y axis because touc

will have to consume only one commodity but in the indifference curve t
consumes a bundle of two commodities.

12) Write two conditions of consumer equilibrium as per the indifference curve techniques?
Ans: 1) Conditions of tangency.

2) Condition of convexity.
13) What is an engel curve? (Given earlier)

14) Who propounded the revealed preference theory?
Ans: Prof. Paul A. samuelson.

15) State the revealed preference axiom?

impli i he bud
Ans: The revealed preference un;{hes that given t
price if a consumer chooses a particular basket, he reveal

hing of either axis means that the consumer
echnique, it is assumed that the consumer

getary constraint and alternative basket of goods having the same
s his preference,

10
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,) Write (w0 assum ptions of reye
r

. . ul N
s 1) Rationality. 4 preference
2) choice reveals preference
- ] is 'y .
17) .\\ hat is the shape of enge) curve of an inf,
Ans: The engel curve for an inferior guod‘ e Goatls?

18) What is the shape of s slopes downward
: an eng Y :
Ans: upward. P cngel curye?

?cnrrnl) ;(‘B(‘S}'lﬂlﬂ

theory?

20) \\:h.s&l is perfeet competition?
;;; ‘\t:rrftc two assumptions (features) of P,C?
- t » LR o i . 4
ik ]')l ]:1::\ :1. conditions oI equilibrium of a firm under perglic
4 rginal cost ( MC) must be equal to marginal glect competition?
2) The MC curve ginal revenue(MR)

must cut the MR curve fi a
23) What is equilibrium? GV fhoa:below

Ans: equilibrium refers t i :
S 0 a state in whi i3 b R
5160 GBI ADiCHARGE, ch forces making .change the opposite direction are perfectly in balance so that there
?.:l) Wlllnl is equilibrium price?

ns: The ilibri i - :
::;) ““I:hmeiiul:?:;:::1p;:l:|ccecqrel'ers to the price at which demand and supply are equal to each other.
ER s market price?
Ans: The very short period price under perfect competition is called market price.
26) What is sub- normal price?
Ans: The short period price undr perfect competition is called sub- normal price.
27) What is normal price?
Ans: The long period price under perfect competition is called normal price.
28) What is short period market? B _
Ans: The short period market allows producers to adjust their production to market conditions to some extent. When in
needed, either they increase supply by employing more variable factors or by overutiling the existing factors. In short period
market fixed factors cannot be changed.
29) What is long period market? ) . ) T -
Ans: In the jong period market, the time is enough to increase the supply by increasing mos of the f:ngang factors lr
5in*,'ullancuus}v.hln such time period, expansion of existing fixed factors is possible along with the variable factors. Hence, m
the long period market. all factors are variable andrr}(n;e is fixed.
30) What is super normal profits/abnormal profits: ) o
L\[:::.' lll'lprice chi;rned by a firm is higher (han the average cost of production. there occurs super normal or gbnormal profits.

i . 9
i‘n) :,“lrf[.I ;1‘1::: '::;;I;Lrl';nf lf';r!‘ﬂ is equal to average cost of production, there occurs norm al profit.
32) What is a plant? ‘ _
Ans: A plant is the producing unit of a firm.
33) What is firm? )
Ans: A firm is a umt1
the govl. .

is ustry? . :
:::1)5'\\::1;: Oi; :l{;r"fl'::ms {hat sell a well defined product o closely related set of products 1s called an industry.

35) What is producer’s surplus?
o /d 1 der PC?
Vhat is the shape of AR curve/ demand curve under v ) | o
?:::s" T‘}:r: AR curve/ demand curve under PC is horizontal straight line parallel to ox- axis.

37) What is the elasticity of demand curve (AR curve)?

- » aslic.
;\%5.\5:21:&;[‘};\]’:?:;3“(1 curve/ AR curve is pcrchlty' t-}_aslit'f huri':mnlu_l slraighl Iinc'.’_ " S—
Ans: The demand curve/AR curve isperfectly elastic/horizontal straight line because a firm under PC sells as many uiis
the commodity at the single uniform price.
39) What is the significance of very large no. Of buyers & scllc_r uglt!cr PC? o _ |
Ans: By very large no. Of sellers under PC we mean (hat every individual seller sells a quite insignificant portion of the
total supply. Like sellers no single buyer is able to influence the market price in any price.
40) What is the significant of homogeneous products under PEY
Ans: Under PC, products sold are homogeneous which refer to those products which are identical in respect of quality, size.
shape. colour, weight, design etc. The products of all firms are perfect substitute of each other.

hat employs factors of production to produce commodities that it sells to other firms. households or 10

LR dd

11



1Cony at wop, Peinelples of Miceo LeononlestCenernty (¢ DES2020

J I\vﬂlN“l'“lAf
- v \ Hilons/ wastmption/ chnrncteristies of monapuly?
' A aplaln the fentures / eom
I, \What Ix monopoly?
ace ) ”"}‘”h.: ) U] ' eHIs & . t Ehiglar® n B i
o ML‘mlh'jﬁn‘nh::::nh-! jw compared ol 1wo wordw mono’ & "Poly’, Mumnn® et illllvir ,.m: iinll,;‘ :ll!'.u ‘ e s
Taps p ] s kit Wyers have g aptit . &
“.“ “m: yoly refers o arket siiuation whete there I only one seller ol a i"“""f'- : ;;r' '"”f lrln‘lilffl'nliil?l ml: |
”m; m“r:lh‘l L;nnnlm\HI\' from the seller or golng without 1, There Is no elose fubstitule for ] oled iy th
ArChinse L } . ’ | .
r .imh- celler. The seller has full cantrol over 1he supply ol the product,
Fetturesi » yolle I he seller may be in
i ¢ lrpe no, OF buyers: (nder monopoly, there s only one veller of l"'"'""-.““ eller may 5
Ll 2 e Inl‘mL i l‘l hip |uu.||u-uhipm in the form of Jolnt stock faces company. feing the only scller, a
the form of sole Proprictonsing. ) . : p AR X S
I monopolist faces no competition from: other frms, Shnee there s 0o competition, the firm 1% able to
abnarmal profits permanently, e & o
] »" ) y 2 duct sold by the
() No close substitufes;: Under monopoly, there nre no close wubatititues avallable of the pro ¥
monopolist, Avn sinple seller, he mny B i kg wlthout erown, e .
(3) Restriction on the enry of new HrmsUndel monopoly, there nre strong barriers that prevent entry oF new TP

] into the industry. The barriers may be (n the form of patent fghts copy right, economics of seale ete, .

’ (1) Firm is o price moker:- monopoly firm by full control aver the supply becanse there is no competition in the

J market and tere are barriers 1o the entry of new (e Into the tndustry. Therefore, it can influcnce the marke!
price by varying its supply,

(5) Price discrimination:= The nct of selling the homogenous produet at different prices to different buyers is known
as price discrimination. A monopolist con chinrge difterent priees from his different buyers easily. If a monopolist
adopts a policy of price discrimination, 'l he sitution s ealled discriminating monopoly. A monopolist adopts the
policy of price discrimination so o to max imise profit.

(6) No sclling costi= In monopoly, there is no competition und hence there is no need to incur advertiserment cont or
what is called selling cost, However, it may incur very normal selling cost in the beginning to give information to
buyers about its product.

(7) Shape of AR curve.- A monopolist faces o down-ward sloping demand curve or average revenue curve This 15
because if the monopolist wants to sell more, he can do so only by lowering the price. He can also raise price if
he is prepared 10 forgo some sales. Alternatively, the monopolist can lower the price by increasing the supply and

can raise the price by reducing his supply. This is depicted in the following figuring:-

Y
P

8 ]J

=

-9
P>

l AR
0 Q0 Q X"
< Quantity - epp

Irj the above Figure AR is the average revenue curve or demand curve faced by a monopoly firm. At price OF.
Quanmy‘dcmandcd is 0Q. If the monopolist wants 1o sell more, Say, OQ, quantity, he has to lower the price from OP
10 OP',_ 11.' he restricts the supply to OQ, price will raise 10 OP; level. BY joining the price- Quantity demanded
combination points a b & ¢ we get negatively sloped demand curve or AR curve, '

2. Explain the pr'lce output determination under monopoly in the short period?

Ans:: In short period, a monopoly firm has o a work with a given existing plat. It can expand or contract output by
varying the amount Of. variable factors of production but working with the fixed factors. It cannot adjust the size of Ih;.'
plant in the short run increase machineries. Maximisation of profit in the short run requires the fixation of output at a

level at which marginal cost with the giv
en existing fixed factors is equal to marginal revune and the MC curve cuts
the MR curve from below. ' ] " cnane s

lln tht_: S]'I‘Clrl pcri.t)fi a monopoly firm in equilibrium can earn normal profit and may incur minimum loss, These
three situations of equilibrium can be explained through figures s follows:-

(1) St}pcr r}ormal profit:- If price determined by the monopoly firm is greater than its average cost then the firm
will enjoy a super-normal profit, This is shown in the following diagram '

12

12



Y 4

—_—

Super - normal MC

é p \"A | SAC
" IBIRIL

é R

Lo 4 SMR o

<

e Output ————»
i ) ) IE. Super — normal profit
T'he following points are evident in the abm[:e figure.

B.Com, 3™ Sem Pri
. ciples 3
of Micro Economics General) (CBCS)'2020

P=AR>MR

Equilibri St — e
quilibrium Point = *E’ | MC = MR & MC curve cuts the MR curve from below]

Equilibrium output = OQ [= CC, or PP,
Average revenue or price = OP [= P,Q]
Average cost = OC [=C, Q]
Profit per unit = Price ~Average cost
= (0OP) - (0O)
=CP
Total profit = Profit per unit X Quantity sold
=(CP)x (CCy)
CER P

Thus. the monopoly firm earn super-normal profit equal to the dotted area C C, piP &t equilibrium point £ 25

hown in the above figure

(7) Normal profit :- A monopoly firm in the short tun can also enjoy normal

equal. The following figure shown the case of normal profit.

Y 1
I SMC
E SAC
:
= p
o
S
E SAR
SMR N
t o Q X"

Output —————
Fig. Normal profit
The following points are evident in the above figure:-
Equilibrium point =
Equilibrum output = OQ [=PC]
Price or average revenue = OP [ =CQ]
Average cost = OP = [= CQ]
Profit per unit = Price ~Average Cost
= (OP)- (OP)
=0

<

Total profit + Profit Per unit X Qty sold

=0(0Q)
-0

13
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profit if price and average cOSt are

P=AR>MR
P=AC

‘E' [ Mc = MR & MC curve cuts the MR curve form below]
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Since. AR ( P) = AC. the monopoly firm earns only normal profit i.e, no profit no loss.
(3) Minimum Loss:- A monopoly firm in the short period can also incur minimum loss when o
J ara '\.L—'"'T'(' St

becomes higher than price (AR). The following figure shows the case of minimum loss
Minimum Loss

Y 4
r Me
Z
(=
f SAVC P= AR > MR
5 “ P<AC
Z P=SAVC
g
£
&

1 SMR
o Q X

<4——— Output —48 —»
Fig. Minimum Loss
The following points are evident in the above figure.
Equilibrium peoint = *E” {~ MC = MR & MC curv g
i pUTS00 [~ P\ ar L e cuts the MR curve from below)
Price or average revenue = OP[ = P\Q ]
Average cost=0OC [=C,Q ]
Loss per unit = Average cost - Price

= (0C) - (0OP)
Total loss = Loss per unit (qty sold)
=CPXPPR

- PP] C|C
A firm incurring losses will continue to produce in the short run so long as it is in a position 10 cover average

variable cost (SAVC). If the price falls short of the SAVC, the monopoly firm will shut down its business.
3. Explain with the help of a diagram the long run equilibrium of a firm under monopoly?
OR

Explain price-output determination of a firm under monopoly i the long run period?
Ans:- Long run period is a period which is long enough to fully adjust the supply to the changes in demand of 2
long run will also be in equilibrium at a point where its marginal revenue is equal to

firm in the long run will not be satisfied with normal profit only rather it is i
run. a monopoly firm can fully exploit the situation.
normal profit of a mopopoly firm in the Jong run.

product. A monopoly firm in the
its long run marginal cost. A monopoly
a position 1o earn super normal profits. In the long

The following figure shows the case of super-

Y 4
Super —normal  SMC
profit
- SAC
g _ P=AR>MR
LI /b P> AC
s I
‘g C I"'l. II"‘.’.‘ A
A N
- SMR
0] Q
<«——— Output e
Fig. Super — normal profit onopoly?

ce of the supply curve under m

OR ,
oly?
o unique supply curve under monop )

4. Explain why there is absen

Explain why thereisn
14
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tconomists believe

; < that ¢ .
wonopaly firm dctenni : herc 1% B
b ; nes itg o 10 upigy :
. "”-'“.n{;hip between (AR) & €Quilibriyyy, e g € Or pregise supply ¢
possibilities:- Quantity ¢, PUl Where MR = Y Curye under mo
(1) That giy Pplied canpgy ~nd P e 0ROl A profiy e
(2) That given the Mc the - ¢ Cstablisheg T C. Under these condiyi Maximising
al a given pp: € outpuyy : © TN reason g qhgy '00S., @ unique
di - price, diffe S Supplied at dify: . * AL there are twe (fifrare.
flerent elasticity, The 1wor§:; quantities may :':;Tcﬂ" Plices. e
T a €S are illustrageq in the I%llliciv:,r‘th; Wo downwarg aloping ¢ |
€ Ngures:- > demand curves haye
- MC T Y4
o
S P -
< 8 MC
é o
£ P
=
&
| p
I b,
1P, ;
MP} D \ D| MP!
OL— : MP,
< i S 8 — X
P 0} S < Quantity——»
2.:(1) Same quantity supplied at two

Fig.:(2) Different quantity supplied at the

different prices same prices

) !—“1gure I shows that the same quantity can be supplied at two different prices. Suppose a monopoly firm is
faced with two demand curves D; & D, with different slopes and the corresponding MR curves as MR, & MR..
suppose also that the firm’s MC curve passes through the point of intersection of the two demand curves at point L,
determining Equilibrium output at OQ. The same quantity (OQ) can be supplied at two Different Prices- at price OP,
When demand curve is more clastic (D)) & price OP, When demand curve is Jess elastic (D;) . oBviously there is no
quantity supplied. .
Figure 2 shows that different quantities are supplied at the same price, OP. Given Ilht:' MC Curve. lOL'EﬂEi'[‘}
00, is supplied when demand curve is D at the same price, OP. Gich the MC curve quantity 0oQ, is supphed \\h;n
demand curve is Dy & quantity OQ; is supplied when demar.ld curve is D; at the same price, OP. In this case also.
“here is no unique relationship between price & quantity fsupphed. ‘ . |
The above two situations lead one to the conclusion that there is no unmque suppl;'.; curve under monopoly.
5.Explain the shift in demand curve & absence of the supply curve under monopoly?
Ans.: The above answer. - o
6. Explain l_!le various measure uril‘ mc{;::goa}vg;mdirfhcu]t problems. The efforts 1o devise a method for measuring
Ans:-Megsuring DiGHEpOY e et sal or :un-contmversial measure. To devise atleast conceivable measure of
monopoly power heve &2 i um\ftcf impossible continues to remain the interest of the economists for atleast
monopoly even if practical measurement is Imp

| ’ d h 'e. s

. ; ' ly.
i i ies from which they get the supp _ ot i dtas
industrial Stmn;]re ound ﬂfhmoc}-u ;?(;Eopolim have forced govi. Have many countries to formulate policies & devise
Secondly. grow

. e monopolist.
e measure 10 control d.n]d rzg;il single flrm in an industry, the firm has the total and the absolute mofn?pol?
) N_g.__(_)iﬁrmi- - C%S?;_”::S increase, the degree of monopoly power decreases. The smaller the no. O firms,
; no. " ; : , jce-ver

power. As t_heh deeree of monopoly power of each firm in the mdusnj), and vice \clsa.1 ool it

e gremmet K X The concentration ratio is obtained by calculating the percentage share of HF (il be
(2) g@_c_ﬁ.flt_@ﬂgl;—@-lgime total output of an industry. If the concentration ratio is high monopoly power Wit be

n

group of the firms 1

high & vice-versa. sterion - 1f profit rate of a firm continues to remain sufficiently higher than al\
(3) E&M@M%ﬂ%rémain in the industry. It implies that neither competition among the seller nor
i costs require E i )
opportunity cost ! qs revents the firm from making a pure or monopoly profit. asure of
the entry of new 11rms p iterion;- Acording 10 Triffin's criterion, cross elasticity taken as the meas e
) Iﬂw%c cross elasticity of the product of a firm, the greater the degree O 1
degree of monopoly. 71

monopoly power & vice-versa.

Jegislati
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(5) Lcs!mcr'_a_indc_&_sztmonomly power.- Anather measure of degres of memonsiy powsr |

profitability has been supgested by AP Learner. Accordmg to bum, for a compatinue fiem, ¢, -. firm
- o-quais marginal cost but for & monopoly price excesds marginad ot
- Explain the rule of thumb under monopoly?

gnsz-Thcorilicnll.y. Profit is maximised at the level of cutput at which firm's MR = M (rcae ) s
ctermined. equilibrium price is

i . determined at AR, given the firms demand curve, AR - O . fis €
propos:ti'on 15 based on the assuy
Economists claim that under this

[~

mp"ml that frtms have (he p‘l‘fr((-' knrrxkﬂgg of their AR, Vit & VT ¢ -
. condition. firms follow a pratical rule, which is calizd (e rulz of €
The following formula can

be used as the rule of thumb for price determination by the monop. !
= ”'Ci
Giv ) 14 ( é)
Prics of ll]:cmr‘:clls rule of thumb of farmula for pricing. If marginal cont (MC ) & el ticity of der 4 (spare hors s
it produst uct can be wm‘ked out by the rule of thumb pricing. For ez supproe elan city of deprood for € -
proiihd (c) has been estimated a1 -2 and MC has been worked out as % 10, Gaven the mes mzs of gt
icity (¢) and marginal cost (MC) the price of the praduct can be worked ot & folloma:-

ML
P=-

‘.+(f_—)

1(

)
-
14(5)

10
=-71—
42

o .",.(;' '

=20
Thus. going by the rule of thumb pricing fthe price of the monapoly firm is fixed at Rs. 20. This is ©¢ proli
maximising price,

It may thus be concluded that assuming MC of the firm to be given, the foliowing eanclusion ean be dras
from the rule of thumb for pricing.

(1) The higher the clasticity of demand. the lower the mark-up price and
(2) The lower the clasticity of demand, the higher the mark-up price. _ .
The above conclusion of the rule of thumb of pricing are illustrated graphically in the following diagranc

[
MC
g "I\
-4
% P \ 4
R =t
=
2 AR
E \ « ‘Akz
l MR, MR,
0L QQ .

Output — 7~ 1 different elzsicl e
- wimndi
i ndy of demand curves et thEir
' there are two kinds O S0 T Wi, curves repres

. 1y firm's MC curve. i urves and MR, e, AS the £ ue

Suppose given the m;nocﬁ:or\?’cs represent the ™o d"’"':?:i,iim- of demand than the AR:M‘ - ;i:: s
In the figure. ARy &1 A\,énuc curves. AR shows a higher ﬁ-.b;aumompma:fx).&f-% 2
o margi“a o -
corresponding

de i T X 1L
i ining equ! Lak t , CUMES T ersect at poios B
C & MR cur¥’s intersect 1LPEC E!AR[g:E‘:h lfv-cr elasticity. & MR;

, po ] -

shows, B2 ilarly, in cas€ of the dcmand&curﬁlibrium price at Oz silibrium price I8 oR B ;C‘Jthm",
Smililar y’°|'brium output at OQ 3 & S v nd curve AR--“;{ equilibrium price is OP2 »EP B 0 o
” ining equill : of higher clasticity, demand curve (ARz). €4 {hat the hig er the prce &
determ observed that in C35€ B 5l elasticity of © alysis proves the point
It !E)P " obviouslys n?cas; oof Lower elasticity This 27
?1)1;1:1' tha:lm the price OP1 1N 16
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4 e owet the ‘\”\ e & "
A it Ve pates
O e price elatiein of demand the higher tl | |
e 1w |\| co under ”1'_ lllll' ol ”llllnh

o \|\ld||l the savial cost
ul
wae Vhe social cost o nmn.l\?\:l\'ll\“l'ml-‘ powver Inebading dend welght los?
monopel and the p v eonsived ansd me -
: nee & oup domeasurad fne
W o 2 erims ol TToTORRpy, T .
autpat s Tower under “'\\n.\p.qi\ il et ‘_“m“‘,”““" iy hgebie “t|l'.‘lh1. |u|t hetween the price & oulput T
o o ¥ W | N ' e LML ALY | \ " | '
that there is adeadweiehit loss ‘t\ mpared o e & ontput under perfect b 1|”i\ '”1'\‘-‘ e Jopve
- » . Lo . %, 11 ‘l'ln l o l' | = -
canses social Tossy wer monepoly I is e ClonT) ealden, 11 has been prined
) o he seviety o vl conclided o the basks ol these -
1 ol s ; VN e i hl\\ |‘l\‘tlu‘ 1 { ol thes "I;-llhllml fagts that a """"‘I""l'
OW e simple ; ction and high prive & e )
moddels o ve & ndead ““'l!hl loss
".‘N“““"“' Letus beein by compan m\- l!“jmmp"l“ and perfeet competition to examin the loss af soclal welfare due
Compavison of Fong n”“ l‘ﬂ\‘c.\‘ :_:u PHvE & o winder monopoly & p.:rlu.l(‘ulnprnnnn SRl AR
. ' - "y f v L
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. ¢ that LAMOC & AU cunves are Ldentical Tor both 1l periedt competition & monapoly in the long run. I ety
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have their AR MR - LAC T MG [ his condition i satisficd at point

industry equilibrum price s Oy and cquilibrivm ouput is O, . Now if this industry is monopolised. the reve
tions (AR & M R) will be different. The AR & MR curves for the monopolised industry are given by the AR &
cctively in the figure. Given its AR & MR curves, (he monopoly  firm will reach its equilibrium and
| profit at the level of output at which its MR MC, This level of outpul is shown by point A, the
MR & IMC curves, Ihus, the ly will be 0Q, and he
rable presents @ COMpx

vilibrivm 1€ all the ©

gt atd fis fivms are e
Fhus, ina comyp

171 i the nbove figure.

ALIRY

-

condi
MR curves vesp
maximise its tota
soint of intersection ©
equilibrivm price will be OPy. The following
perfect competition and 1_1_1_0_!\«)}191)'.

equilibyinm output under monopoe
wison of the equilibrivm price & output under

__I‘:fi'l"t:;‘_f Competition _' Monopoly f_.'ll-l'_l\l'i-gl_l'!.‘i_p]__!__ ]

Price / Output
_!‘I_'_i}'t.' . . __'()1’]_ ) _UP; _ Ul‘_ s (“':
Qutput 0Q, | OO 0Q, - OO
ompetition output is higher than than under

¢ data that under identical ¢
industry s lower than in monopoly.
plven conditions

juded from the nbov
Perfect competition therefore moie

¢ in the competitive
point of view under the

|t may be cone

nmonopoly and pric
desirable from cocinl welfare

The dead weight loss under. monepoly:s

A general complaint ngainst monopolist is that monopoly Causes loss of socinl well
allocation. The loss of socinl welfare is caused by sub-optimal use ol resources allocation.
is caused by b —optimal resources Use of resourees and by dead- weipht loss under monopo
of resources and loss of socinl welfare are ilustrated in the following fipure assuming a constant cost ine
has LAC=LMC. The revenue ¢ AR&MR curves. Giving the cost and revenue conditions a

onditions are shown by the
perfectly competitive industry will produce OQ: at which LAC=LMC=LAR the price under pertect competition witl
be determined at Qr,

ure and distortions in resauiee
[he loss of social wellare
ly. The sub optimal wse
fustny which
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Fig.: Dead Weight Loss Under Monopoly

ilibri [ iv ilibri i nopoly firm
On the other hand, under the same cost equilibrium at pqml K. given the cqmllbnumdpomt. I!:)c 0!‘;10 an‘:j gcrrecr
produces OQ, output and charges price QP, the comparison of prices and output under mon poly

i i ice is hi i ‘er under
competition gives the measures of the loss of social welfare, It is noted that price is higher and output is lower ur
monopoly which retard the welfare of the consumers,

9. What is price discrimination? Explain the degrees of price discrimination?
Ans: Meaning of price diserimination: )
Price discrimination refers to charge different prices for the same product from the different buyers on the basis of
personal, situational and trade consideration fi
profit, the monopolist adopts the policy of price di
Degrees of price discrimination:

Prof. A.C. pigou has given the following three degrees of discriminating monopoly.

I Price discrimination of 1% degree: price_discrimination of |* degree is said to exit when the monopolist is
able 10 sell each separate unit of his product at different prices. In case of 1" degree price discrimination. 3
seller charges g price equal 10 what the consumer is willing to pay. 1t means the seller leaves ne consuimer’s

surplus with the consumer. A part from this, under perfect price discrimination, the demand curve of the
buyer like undey simple monopoly becomes the marginal revenue curve of the seller,
Price discrimination of 2" degyee: price discrimination of 7 is sai i
divided into different groups and dem
if each individual buyer have a per for goods below and above a certain price.
Price discrimination of 3ed degree: price diseri i N degree is said to exit when the seller divides
his buyers into two or more than tw Eroup a different price js charged. The price
charged in each syb- markets depe

ub markets along with demand conditions of
that sub —markets . i the real wor

rimination which exits,
10. Write the conditions of price diserimination 2

Ans: |, I_)_i!_‘jj:;r_cn_cg_i_rl_c_]_._-_'lg!_igi_li_o_f demand ; price discrimination is possible only
different in different markets. The monopolist will fix higher price when demand
demand is more elastic. In this way, he will be able to merease his tota) revenue,
2, I\*i_;gkc@_i_nmgl_'{_eg!i_ogg ¢ Generally, price discriminati hen there is some degree of marker
i al is able to divide his market i

3. Differentiated product:

1t price discrimination is possible when buy
differentiated products, |

ore.g., railways charges different rates for the transp
4.__Igg_gj_!=_:!n_(;t__i_(}_r_1:__ in some cases,

s

nds on the output sold in that s
ld. it is the 3" degree price disc

when clasticity of demand will be
is inelastic and Jow price when the

ort of coal and copper.

price discrimination is legally sanctioned. As electricity board charges lowest for
domestic use and highest for commercial houses,
S.__Mgn_uppl_y__cb_i.il_c_ngg;_price discrimination s also called discrimination monopoly.
discrimination is possible only under

It is evident that price
conditions of monopoly.

ofitability under price discrimination ?
- Joan Robinson pointed o

11, Write the conditions of pr
Ans: Prof A.C. Pigou and Mys
wo conditions:

1. The first essential condition is that £00ds sold in the chea
2. The second essential condition is that buyers should not

ut that price discrimination js profitable under the following

Per market can not be resold in the

dearer market.
move from one market lo another.,
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The monopolist has to take three decisions:
1. What should be the tatal output?
3 plow to ditide total caspa etwesn two different sub-nurke(s?
3. What price shouid be chursed in cach market?

| The discrimimating monepolist produces (hat level of output where the following two equilibrinm conditions are
satisfied:

a1 Marsinal coct (MC) must be equal 10 marginal revenue (MR) &

iy 1he MO cumve musi et the MR curve from below at the point of equilibrium.

I heire 3 the diseriminating monopoelist is in equilibrium ol point *E* where the MC curve cuts the MR
curve from below. Our monopolist produces output equal to OQ. The AMR is lateral summation of MR, and MR, of
<imilarly. Aar is the lateral cummation of AR, & ARy, of the two sub- markets.

3 [he discriminating monopolist has to divide his total output between the two sub- markets A’ &'B’ in such a way
that

A) MRS ( Marginal rate of substitution) in the sub- markets must be equal to each other and

13) MRS in the two sub-markets also be equal to marginal cost of total output.

1t is seen that MR in sub-market *A” is F,Q, and MR in sub market ‘B is F.Q. where F,Q,  E.Q» Marginal
cost of the whole industry output is £Q where FQ~ Q) + E,Qp. In other words, MR of sub market ‘A" is equal 1o
MR of sub-markets *B° and they are equal to MC of whole output. Thus the monopolist sells OQ; units in markets “A”
and O0Q- units in market *B7 where OQ, ! 00, 00,

3. The monopolist charges OP price in market *A* and OP, price in market *B', it is seen that price OPy is greater
than price OPs it is because of that fact that demand in market *A' is less elastie (inelustic) in comparison to demand
in market ‘B,

To conclude, it is seen that with given demand and cost conditions, the diseriminating monopolist produces
total output 0Q to be distributed OQ, market *A" and 0Q. in sub-market *B* where he charges higher price (OP))
in market *A” in Jesser elastic demand and lower price (OP:) in sub- market *B* with higher elastic dcnh!:md I
13. What do you mean by harizontnl and vertical integration of firms?

Ans: Horizontal integration is the process of o company increasing productio . & 1 N

of the supply chain. A company may do this via inlmnul r\r.nn-iun'\._ .tu|uils.i:‘i¢::: l,::‘:{:::::t! M_n‘;"_‘ \_"' the same part
The process can lead 1o monopoly if o company captures the vast majority of the market Ihl'bir:l-m L‘l N IMETELT,
single firm V.LP, maruti veitical intepration is characterized by one fiem engaved in differe - 'F'“dl“k’l or service. A
instance. Indians one of the largest company reliance industries, has adopred u ;crli all erent pan ol production, For
supply change. i.e, from drilling ond extructing  curved oil, wansporting it, refi cally 15ucgralcd structure ulm:g the
products to marketing. + refining it into different petrochemical

14. Define monopoly?
19
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: f monopoly)?

5. Write two assumption (features o : o
15, Write 'tu"‘l:w shape of demand curve (AR curve) under monopoly? .
16. What '}-1 ¢ of demand curve under monopoly is steeply downwarf:l sloping from left right,
e I I“, : ,nl:’c demand curve(AR) curve under monqpnly 15 negatively slope?
o “i'l"o;;cr to sell more a monopolist reduces the price of the product and hence the demand (AR) cury
Ans: In

isti i loped.

- monopolist is negatively s _ )
;I;: ;1:] “‘h};ch market a single firm constitute an industry?

) Or

In which market there is no difference between a firm and an industry?
Ans: Monopoly. o -
19. In which market price discrimination is possible?
Ans: Monopoly. L
20. What is price discrimination?
21. What is pure/absolute monopoly? o - .
Ans: A pure/ absolute/perfect monopoly implies a single seller market with no substitute of the product. It is absolyte
ition market with zero cross elasticity of demand.

no competi y
22. What is discriminatory monopoly?
Ans: Discriminating monopoly occurs when the same product is sold to different sets of consumers at differen:
prices.(Indian railway).
23. What is simple monopoly?
Ans: A simple monopoly exists when a single price is charged to all categories of consumers,
23. What is bilateral monopoly?
Ans: Bilateral monopoly is a market situation consisting of one buyer and one seller.
24. What is horizontal integration of firms?
25. What is vertical integration of firms?
26. Why cannot a monopoly firm earn normal profit in the long run?
Ans: A monopoly firm cannot earn normal profit in the long run because of closed entry of other firms.

€ faced b,

fifekfk
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