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Ang:- i . Bt -
o OTh n!-:.E:: ﬂiﬁﬁ?:!r.mﬁﬁtmuc Ferfacy I:ﬂunntlll:n.'ln Fefers 1o 0 marke SINUTEhOm iy there are very fur
of Heviung SBply, A Bl ifuwm Produets, Thie prieg of the prropiag i determined by Indusiry with 1L.r5'F g
' - PErce fakey win should LT EHIM e Prodisci gy 1 bt ry ! B !i’ll:q. i
Esee. “"‘.' seller cannos change ihe price PreLailing in ghe markel, Like o gany yor nigs e eamined unitom)
marked price by Bie awn BCTiiun, J BellEr o buyer gign
X Charaeierstics Assum
A (1) Yery larpe No of buvers & sellers:
hat the demand of an

_ 15 only o smal) fraction of the imark
Likewise, the number of seller is so larpe
market supply,

{2} Homo

o i Hers nre wo Targe
Bl (odal demmned L,
1t the supply of an Indivicisl sefjer {fi e

P s ondy & smyall Teactbon of 1he
p-:li1|1_m ench: sebler In ihe indhistry solly 5 homepeneou product 4
unit of iv sold, ine-quarh:h eolayr, welght ar any other respet | {8\
sitmtion of rern degree of product of a1 firmes are perfect substitute of each other,

(3) Fresdom of entry & Exj

Exit of firms:-Un der perficy competition, there i absolutely no restriction an ety of new
firms inlo the Industry or exit of loss ingurring firms from the indusiry. Entry & exit of the firms is passible oaky In
the short period, not in the long period, N

4 Egjmmlgu; unider perfect competition botlle buyers & sellers have perfect knowladge ot the price
& other marke conditions ., This knowledge refers no oy 1o e peevalling condition in the current period but i a)
future periods m wel|

[5)A b TANSPOTIANON gost:-  As there js absance of Iransponiation cost due 1o
buyers & sellers. The price of the production under perfect competition is no affected
j=isTals LY

(0} Single yniform price:- Under PO, the products

Price. The price s fixed
2 the Industry which s determined by the forees o
the rate will be uniform.

Supply Price may flugtumte in the market bup
i) W, Gowvt, [merven ton: - There is no Bowl, interferziee in s perfectly competitive macket. Gove neither impoes
ROy lax e gives sny stbtidiary to the producers.

i iPeect mobility:-Under PC, there is perfect mobility in the market both for yoods & facigrs
Thete i= no restriction on Thelr movement,

SEeneous when each

close touch between e
by the eost of transportation nf

are 501d in he market in single unifonn
Uimarket demand &

of poduction,
3. Explain the determination ol market equilibrium under perfect eampetition
Gn
Explain diagrammatically how an industry attains equilibrinm under perfoet conpetiting
OnR
' & output are determined under perfeet competition,
Ans.l'l::‘ll_-::;:r m’f?ﬂ-nh;;ﬁlglpc:iu -i-udgtlm'lm,-d by the forces of marke demind & market supply,
; Market demand refers 1o the sum 1ial of demaid for o commodity for ol the buyers in the markes I s
i / d schedule & murket demand eurve, .
e hfiimt:up;mn: refers 1o the sum wial of supply of o commadity by all the fiims i the ket br je
indi ' ply schedule & marker Aupply curve, . . . =
indicated hLE:i“ﬁ::ﬁ?&ium i suck (amaing @ the prevailing peice in the marker, guamiiny demanded |y .
‘supphied. There is no excess demand or excess supply in the marke _
quamity '.I_J:-buj_m- & dimprammatical Explanation;- The followimg hypothetics| wehedyle & dlagram iugiryge thie
- Y 2 i = - o 1
S u:-:lumﬁ_:-iﬂzﬂ;j“!' X | Quontity supplied Cunniity Rimniks |
|_F ce of C (Dozen) | Demanded (Dopen) | -
| “H{_t!;L o 50 i | Qs = Oy Excess supply, |
4 40 0
| i 1ﬂ] = L nanrkgt el ity
_-1. 20 I{:l]
\ y | 16 50
| I ——

o oam L Oy Exooss deinang
R T TG e e T v the price of commodiny X iy Hs, & mirket gun v 18 40 1
edule shows that when the priee ! Sepply s 40
““ﬂ: Ifdnztn. it i5 & sivmtion of oxcess supply. Pressure of evcess SIPPlY reduces (e markel prjge
'?mhﬂ 'dﬂmm: price reduges from Bs5 e Ks 4. H""’unm.m.m i l:|H“|m i Fomodity. leady. iy D e In quati,
h“p:nldleﬂngm w fall in qiy supplied. Consequenly, '4“"“1"; ";:‘;“ﬂ":ﬂ::;d od =0 dozen wher, LAY Gunnbie
e 40 dozen. Even at this price market ks not clear. ki Buction i m o MArke PPk, Preassure of
Iim.m‘:z;lr;} AL G A N MR Wy - g 0 b oot B i Price. Suppasing j feduces §
EREESE
1
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TR gl h“'.! I.i|l.-ll.lr|l'l|§|- ulm:,' 'I"'“l'l‘-tim v !__u :Il.'| )
1 sy gpuanitily dainanided ingreasgs 11 W el AW : | o
lt;-.lﬂll‘: d'mfnﬂ:. :.Eh. The smarkel eleats itnel| Aceordimgy 11:,,.3 is ihe ﬂqu'lilhr!um prion. & M0 deven is 1
T ,}.Iihrlum guantity. There 8 o exoess deinand or excess supply 0 the murkes, I price fulls below the eauilibruen
price Qp = Qs. This wil exert upac IERIEe o price f& consequently market equilibrium iy restared. The above
wehedule s depicied behimw -
&

=

Excess supply

[ & i
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In the sbove diagram, DDy Is the demand curve and 58, is the supply curve. They intersect cach ather at
point E, Where market demand is equal to market supply . Thus , point E is e equilibrium point which shows that
equilibrium price is & 3 and equilibrium quantity is 30 dozens. If initially price happens 1o he T 4, then market supply
i e 40 dozen, exceeds market demand, ie 20 dozen. This is a siustion of excess supply which is equal to AB in the
ressure of excess supply leads 1o reduction in mirket price. In response 1o it, quumtity supplicd-tends o

pbove figure, I
fall and quantity demanded tends to rive. Fall in quantity supply ie indicated by n movement slong the supply curve

foir B towards E. Rise in guantity domand is indicated by a movement along he demand curve fram A 10 E.-hisat
point E. thm the excess supply s finally eliminsed; Now, quantity demanded and quantity supply = 30 degens.
Carrespanding to this equilibrium quanitity, Equilibrivm price is Rs, 3. The market is cleared likewise, 17 initially price
happens 1o be Rs. 2. then market supply. ie 30 dogen. This is a situation of excess demand. Equal 1o CD in the ahove
figure, Pressure of excess demand will lead 1o a rise in market price . In response 1o i, quantity supplied 1ends to riss
Fall it quontity demanded s indtcated by a movement slong the demand curve from D towards E. Rise m guanit
supplied curve from € towards E. It is a1 poim E. tha the cscess demand s finally eliminated, Now, quantity
demanded = quantity supplied =30 dozen & equilibrium prices is Rs.3. The market is ¢leared.

Asspppilnmss.
warkel eguilibrium under perfect comp
(1} Price & guanity demanded mre

froseri beft v right
{21 Pries & quantity supplied are positively relased of that supply curve of o capmodity

right,
(3) Forces of demend & supply operste freely without any govt. liery
4, Explaln how morket price is determined under perfect competition? R
Eapluin Price-output determination af 3 firm under perfect competition in the very short perind? O
Eaplain equilibrium of o firm weder pecfect eompetition inthe very shar preriod
An-Market period is the very shor period in wihiich supply belng Nined, price is determined by demand, The prce
p_f:wn.ﬁ'i!l}g in the market period is ealled the market price which changes with the nafure of the commesding, mdsh
“.m“ _mnhm a duy oF 1 week or B manth market price b5 determined by the fawes of dermnnd and supply ot 3 pabnt of
wme. The determ|nation uf market prise s separately explained for perishable & durable commnditics
!';I‘I}}MHLI‘-_EJM!IIH:" The price af petishuble commodities like milk, vegetable, fish e, primarily inflyenoed
by 1|s:ﬂ=mnl1'rd '-’-unﬂ:'mhur- o influeice on price bocause 1 |s Axed. Fhe shipe of supply ctirve here s perpendicila 1o
?:?:?ﬁg-:ﬁ:& 1:;!!”:::{15 E;ﬁﬂ:;d“ﬁliﬁ ::':1:1:1 Therafore, the prics of p perishable comniad s fses wiih tae s

ctithon is based on (he following assumpliens:-
negatively related or that demand curve of 8 commodity slopes dowmward

slapes upward from lelt 1o

ertion.
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In the above figure. MS is fhe supply eurve which refers the fixed guaniey of milk . DD s the inita) demand

curvie which mitesseats {he supply CUFvE M at point “E” Thus, OP market price s defermined.
17 the demand for milk faes from DR e Th D 1hi mirked price s eslahlished it puirt Eq ard the price rises o 610
in _ 4f demand for milk falts from DD e B B price also fulls to P, ot point E;
Thvas, it is clear that mrarket price is Asermined by demand force alone with the [xed supply of u perishabic

cevmmadity-
i:rgqb&ﬂﬂﬂl'.l"ﬂﬂiﬂ-_h case -of duranle caprmadities like ted, sugar, whest, elc supply can be adjusicd
a=peradimy on the amoum of gioih, L COSE of sweh commadiiies, there ars e prices Vi the regerve price ihe
b g helmw which a fiom will not sell its commaodity, The price af which the selles aill be prepered 10 sell
s grifine QUAmIY of the comnodity 15 known s The maxipm price.

In ezce of duf le commpdities, the supply efthe commadities initially mere

e pppines ineiestic.
e argmmatically Dyplapationi:
i following diagrum iilustrates the price desermination of @ duraltle comm
s

g5es Bl 8 vely glow e & 1530

moditly vhder P

11
ﬁ P B
Py -
5 | r‘ﬂl
0 o U &2 X
- Oty pemanded & Supplivd- .

in the above figure, the sapply curve 55, b inftially rslng 2 |
\ncreane the supply 1o match any !mr.'ruf:s: in ﬂ:nn:uél- in 11;Laﬂ:l£cl.lg;[:ll:htn$}nki:' it 1s ot possible for the seller
he seller docsnal sell 111:_ commuodity. When the derriand curvg DI intesects m::l-lﬂ'l R
pr:;iﬁqdﬂ?mmﬂ;:|::1\1:£ﬂ'u“ﬁ5§;1ﬁ () quantity. of the commodity & keeps QQ: ;uﬂhmm e 14D Dy
The seller would be < 0, quantity & keeps Q) O in stock. 1Lis only when the st e 5, B
prepared to sell the entire stock. OF his commuodity ot the ma :u dl{mﬂnd OB, IF e rl:
samum price of OP-. I the 'i.L'I'i'I'.I"..I..|

rises beyond D: Dy, il
than . €K qﬂlr'ﬁil'_q';m minﬁ?;:?rm:mnﬂ- OP, {maximum price) because in the
‘Pﬁ'ﬂEmﬂFl- “ e dm“d e ll'm“1l h:lI D:l D-l EL'IH'-E l;met Pﬂil.‘!-ﬂ m“" n.":'qt
5 10 @ sleep rise in it
g,

3
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arker period demnmned

Thas 1818 ¢lgar that !Lﬂ:&wﬁpu cusl focd] i‘-'“.Fﬂ"'n"' (Rl
sefler dot iped wnder O " ader perfeet eampetition. O

I |'|-T'H."'E i dheiermy o seriod
gt dlijon In the short ran i r:'hc cpmmodity by taling mors

g, Eaplain
of w firm under P€ petitioncar change the suppiY :ml actor like plant. machines

 x i =i
Eaplain ”;L"::,h;: perfod. finm wndet r-r’“".:!:l"";. s niot penssibie to change the O sqme eatent ‘1o maleh the
M"'.‘nm.-::::.'gmu in production In the shirt PETE S ias, ctc. supply €an be increased 12 o match with the decreiss
variahle joying mode [mboNFes, I‘lﬂl'-'l-'ll'l-:l:'= by r:rdl.hdn-.h:lh: amil ul'ﬂlﬂ'hl': faclors d oe 14 :}:|¢fl|‘|-|‘l‘||-"d by the
d, Supphy call h“d“m;lid; r: come extent it elastic. In pr
adily

v af the Smmnm

:.“1:.1“5:' 1h!

sig, Bul by cmp
pereased {0 denan
.Iin-u.md. Tius, the suppl

|
frces oof derigind and sUpPL s
I!Il||EntmglkE|h5;“Em|g uu:d_\!._uﬂ et :mﬂ-‘[!.'l“im is explained helow diagr
8] SRS SRS

The shor period equlbli g

]"" N
Ny

matieally .

M

Trice
.=

| p——

0 & Q h X
- Qutput *
d curve & VSRS is the very short run period supply curve

In the above diagram, DD ig the original deman
Hath the curves intersect gach other st point “E° & establish price OF & output GQ, The original demand curve also
iiersccts the hor run supply curve SRS et point ‘E* QP price & OQ output are esteblished.

VWhen deimand rises from DD to Dy Dy, the market price rises from OF 1o OF;, Since supply is fixed in the
parket periodit is not possible to increase it heyond 00 level. But it 1s possible to increase il with the help of existing
plat & machines but by employing more laboutess. Raw-materiols ete in the short run period. Thus in the short eun
period, supply will be increased to 0Q; along the SR, curve. The SRs curve imtersects the new demand curve at pinl
E-. In this way. short run price OP; is determined which is higher than the original market price OF but lower than the
market price OP; which prevails afier the increased dhesryvanid,

with fall in demand the dervand curve shifls leftward as 1; D . The morket Price inmediatels falls from OF to
0P, But during the shor period . firms in the industry will try to rediice the supply by reducing the variabie factors.
The news equilibrium in the short run is established at point E, where the curve SRS & D D, intersects. Now , Og
qusmity is bought and sold ar OP, price, This short nun price is less than the original morke price OP but it is higher
than the new market price OF which is established afler fal] in demand.
&, Explain how normal price is determined under rC. OR
Explain price output determination under long period under perfect, OR

Explinn equilibrivm under perfect competition in ihe long rin.
demand and supply .

Ans:- Long run is the time period in which the preducers have enough time 1o wke decision aboul
period, all the factors are variable ond none is fixed, In

Supply can be fully adjusted 1o the changes in demand. In such

(e long period, if the existing firms are earning super normal profits. new finms are anracted to enter into the industn
it will increase the industry supply, thus, price will fall. Similacly if the firms incur loss, firmis will <tart feaving the
industry. 1 will reduce the supply of output & price will increase, In this way, due to Free entry and exit of the fins b

ihe long rure all firms cam normial profit
The long run industry price is determined by the interaction of sctive demind curve as well as aclive supply
carve 45 shown in the following diagrum:-
[ durable commpdities under PC:-

The following diagram illustrates the price determination o
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Fie. Industry Equilibrium
I the above dizgram, the industry equilibrium point is “E where the indusiry equilibrium output 18 0Q &
'EE;_.: ET?—.I—"'_'IFfiEE 'r_'iﬂF. - tos
The euilibrium station of the firms in the long rul period is explained below with the help of the follawiAg

Ij.:'*l AT~

Ya LMC

/I LAC
\ = f.-.- { AR, = LMR,
\\\_ = LAR = LME

|

o

4

- -
LAR: = LMR:

.

Price, AT, MILAL & MU
il

‘7&
\@

hibrium ;
Fig. Firms long ron eQUTRL o o point E, because hough the price OP, equals. LMC
In ﬁﬁhﬂﬂ@m“ﬁmmﬁ MTE-I;:& (herefore the finms will be eaming super narmal profits.
he jndustry o8 3 fesult the price will be forced 1o the fevel
E and s produciig £ eulput. Al point E, the p-k:t_ or s
be eaming normal profits. Thus af price OF. there will be no
ool o SverRge cost ; _ .
£ v of pews firms 10 gmiel m::ﬂ:,ﬂmuﬂiﬁum at point Ex through &t peint E; Price OF: _wiH be gqual 10
a‘ﬂmmdﬂPCm'lhfhﬂﬂE mmmmmﬂ{ﬂlﬂ[ﬂwﬁzmﬂlhﬁlh firms will be remainiig
a £ 4 ] i to cost curves, all would be incurring In.s..r.ull-. To avoid
ipsses. 25 all the 7T 0 3 o ey, AS 8 result the price will rike 10 OF where again all firms are
These loandSs. the “'E:M!:LE‘SEF price, the firms woald hive ne tandency 10 exil.
aakiing norml P ecqilibrim poiat E; Priee LAR = LMR = LAC = LMC.
F : of a firm under periect competition’
;. Explaia the ong 1 ST EECE cppiy can be changed by CUPELTE i the facters of production, There is 10
Ans:- Lo qeiidy amdd varizhie factars hecause sl the factors are made variable. In the lomg run, & firm
crage cost. In this sinugion long Tun marginal cost, murgingl revenue, avernge revens
crase equal revenus and long run Average cost are equal, i.e LMC =LMR = LAR = LAC. The
e ooty norma] profits. 50 that pasition of mnrﬂipnll cost curve will determine the supply curve which is
firm 5 u‘-rﬂ"‘;ﬂ;m average variable cost- The point shich minimum average cost is equal 10 marginal cost is culled
shove the e Thus, long run supply curve of o firm under perfect competition is that portion of ils inl
¥ B lies above the minimum paint of the AvEraEe COS1 Curve, MAargimi

s
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'[;-: |1:-1‘:'1ru=1 supply curve under pet fect competition 13 depicied below:
& f
P - LAR = LLMR
=
<
g
L &
3
|
| - —
vy O Q X
e Dutput ———" T
i the above figure, the firm is.in cquilibrium a1 point E where LMR = LMC, Average cost 15 minimu
correspanding to this point. This point "E" is also called optimum point point because al this point, LMR = LM
L AR= LAC. That portion of LMC which is nbove E Is the long run supply curve of the eompetitive fimm.
upply curve of an industry under perfect compelition.
is determined by the supply curves of firms in the fong run. Long ru

%, Eaplain the long run s

Ansse In the long run, an industry"s supply curve i

senly curve is the lateral summation of the short run supply curves. [pdustry's long ruti supply curve depends upo
f firme and change in the no. OF firms, 18 i% on account of two reasons —

tha change in the optimum size 0

i1} In the long tun, firms continue 10 cnter inta and exit from the industry and

i2) Firms el economics and diszconomies of scabe, This displaces the long run marginal cost (LMC). Lhue 1
{hese peasons long run supply curve of industry is not the lateral summation of supply curve of firm= It
reafity. Jong rum supply curve of an industry can be known from the long run optimum production of firm:
multiplied by the noof firms in an industry. Symbolically,

LRS. = {0} N where, LRS = Long run supply curve of the industry.
) = The aptimum outpul of a firm &

N = Np, Of firms

9. Explain the impacts of tuxes on welfare?
tns: The welfare effect of the tax is examined on the hasis of its effect on consumption and production, consume
4 producer”s surplus and the deadwelght loss of its causes. These effect of a tax are examined by applying a partial
equilibrium model of demand and supply. The welfare effect of excise tax will be examined here. For the purpase of
sralytical simplicity. we assume that o specific rate of excise tax is imposed on a commaodity, The welfare eficct of
ev2ice wa is illustrated with the help of the following figure:-
Ite following diagram illustrates the price determination of durable commaodities under PC:-

Y o4

| ANy o

N
& P
" il
| 5L
H 2
D,
0 0y th —%

T Dutpat ————*
Wellare piTect of pacise (n
Lt us s e th - .
it wgose i Rr s it W 01 Mgt e o e commet 3 I hvn S 40, 4
o determined &5 OO, and equilibri and supply curves for commaodity X , the equilibrivin outpul for the indlsstry X
rivem price b5 CP;. Inothe pbsetde of o, the consimeri ssirplues b glven by the I.' ..l
ﬁ ) | 15



ol increase and hence sy

quilibrium paint shifts from poin g AR

rom 0Q; 10 V0 & i““ﬁﬁfriflgii; ﬁ:mﬁgln: 1" The shift in the equilibrium point indicates decrease in outpu

urplus, Comsumers Iose 3 prt of oy e " Pise of commedity X. boih_consames

onsumers surpius can be measured as follows; | PUe 3 their consumption decrease. The loss of
'ELEPT ATFS - F:—TEP- .

And, due 10 decrease n produet;
5 follows: P and

mmpasition of excise X, supply cost incresss
v With the shifi in the supply curve. the

N post lax price, production also lose & part of their surpius measured

P-EB - P,MB = p.EMP
The total loss of surplus can Be e atired o EE ,
Towever. a major part of the lost ConsEumer aﬁi:l’::iipz F;:JEMPI_ P!‘IhmﬂlpI i ;
somsumer surplus and producer surplus that goes to 1 e e e I T et e s
Hovt. revenue = PyTMPy+PaNPy+ PANMP, = P TMP,
This amount gives the total amount of fax paid 1o govi it fmplies that
.Urp]u:. lost go to the govt, in the form of tax revenue. Since the govi. is also a part of the socisty the socicty does nor
suifer a towal 1!.1-.55 of consumer and producer due to imposition of excise 1ax.
Although a mujor part of lost consumer and producer surplus get converied inio.govi. revenue, there is still o welfare
logs. tor the society. 1t 15 1o be noted that a loss of consumer surplus to the extent of ENM do not benefit any section of
the sociery. This is called the deadweight loss, which cquals. TNE+ENM= TNME is the welfare loss 10 the society.
1) Explain the welfare efTect of subsidies?
Ans: subsidy is the part of price paid by the govt to benefit the consumers. For e,z the govt of india provides subsidy
to the Farmers on purchase of Tertilizers. Subsidy is the reverse of tax. Subsidy may be provided at specific mie. Here
we will examine the welfare effect of subsidy provided by the govt ot a specific rate,
Lt s suppose thet the market considers for & pommodity X without subsidy are given in the following fleare,

the consumer surplus and produces

Y &
]
Sa
/ B+

P 4 1
§ Py
o ‘
v Pod
T
=.- . 3
| s

(] Oy

«——— Output et

. curves far the commodity X are given by D, and 3, respectively the D, & Sy cunves
e ;a trﬁﬂ: :gi:':?gl? d':::-r;inlng the equilibrivum price a1 EQ, & equilibrium outpwt 00y In the absence of
jrterseci edch oth -

ik s supposed o be stable.
any subsidy. the mirkel cquﬁhﬁ::liﬂ’;:;_ provides o sp-:n‘f!: subsidy :ql.1|:|._| to the amount ET 1o the producers of o
n;“ﬁ.:ﬂ:i:ﬁmv‘ﬂ“ of subsidy. the -n:fphﬁp'f_!";; of cm?njd!g':hgﬂh? d;:n by the amount of subsidy.,
commodity A . by wards to 5, = 5l W ith the shift in the supply : .
Ag a result , the supply Surve Sx 5}11:1'!::!!:1'."2.. PRYY curve markes

: it *E" 10 poin

equilibritm shifis fJ‘ﬂTﬁ Fﬂ":mf u-TI?:rﬂ effect of subsidy. The welfare effect of subsidy can be
Lﬂ;s m::nﬁ::?:aurrﬂm and in producer’s surplus and the dead weight loss of subsidy.

of change in eon

in consumer’s surplus:

Eginmgt & surplus without EH{::“}ISF?:EF-
' . lus with subsidy = ¥ N~

Eﬁiﬁirﬁﬁn of FP, is grester than the area DEF;. [t means that the consumer BEIN 10 terms of consumes’

lus. - ) 1
?‘:':? consimer’s surplus goin = DFP; DEP:

examined on the hagiy
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{‘hange in producer’s surplus:
Producer's surplus without :.gh!q:l:,- = P;EL; s

tr’?’du:;r!;::ﬂ;:;ﬂ;unbi:i:ﬁﬂﬂ than Ilhr area of P:EB. 1t mcans that the praducer gains in terms of producer
i [

surplus.
Net producer’s surplus gain = F‘J‘E ;_:';EH
=priFy .
y ; s shows that both consumer’s and producers make

[he measyrement of consumer’s surplus and producer’s surp \ ;

net gain in terms of their surplus from subsidy. This gives the owverall 'u:.f]’r'nrc paing of 5uh?|dy The overall wellare
ffect of subsidy can be measure as the sum of the net gains of consumer's and producer surplus

Wellare effect of subsidy = Nel consumner’s

Surplus + net producer’s surplus = PEFP+ PIFTP,
=i PIF.F W{l ) _

Tie deadweight loss: inspite of a considerable welfare gains of subsidy, it involves o deadweight loss like excise tax,

Mhe deadweipht Joss can be measured o the difference between the total monetary cost of subsidy and net gains fo
consumer’s and producer’s. the todal mmount of subsidy equals per unit subsidy (MF = ET) multipfied by wtal output
00, Siree OQ: = PiF. the 1otal amount of subsidy can be mensured as follows:

Monetary cost of subsidy = PyF x MF

-F].P
Deadweight loss =subsidy cosl ares ~total nel surplus gain ancs
= ares PREFP; = Area PsMEFR,
= Arca MEF.

The MEF pan of subsidy doesoot benefit anybody. Thesefore, the area MEF is treated as deadweight lods 1o the
society.

1) Explain producer’s surplus under perfect competition?

Or

Explain hiow producer’s surplus is measu red under perfect com petition?

Ans: producer’s surplus is defined as the difference between. What & producer actually receives, 1,e, market price. Tor
s product and the producer’s minimun supply price, 1,2, marginzl east for that product,

ferning producer”s surplus in the short rin of & firm under perfect competition:

ﬁ'b-:.j:"l'l.'lduc.:f'g, surplus i5 the exeess of money receipts of a producer over the minimum supply price &t which he b
willing 1o zell rather forgo, the sale. It is obtained by the area below the market price and above the MC of
pcud'u.crlm:_ oi 8 given level of output, It is to be noled that the short run supply. curve is the portion of the short run
marginal cest curve above the short run averaoe varishle cost curve,
Diprpnmatical explanation:
The following figure shows the producer’s surplus for a firm under perfect competition,

i 'fral.
MO
A
P — AR = MR
3 AVC
=
C
EE L
l o Q X

-— Ountput ———=
Fhe profit moximising ouiput is ) where P=MC. Price being OF mmd equilibrivm ourpsd 00, the
producer’s swrplus under the given cost wnd revenmee conditions will be  PAL. 1 is the area uneler the deosand

curve snd abeve the MO curve, Trom O outpa o the proflt masimising outpus G
Prodocer's surplus can also be deterimined = the diftference helwesn the frns ool revenue { T8) and

total variable cost (TYCL In oiber words produces”s sarplus i egqunl to PABC, calculased an the dilference
Between CPAUTR HOCHD | TYIE,
B



is 1o be noted that producer's surplus i nog a4 : )
g only variable :T!-I: from revenue, profiy i m?-_m Fu%;ﬂ;‘?mﬂ:m = surplus iy caculated by
P asts (TC) frn?m Wil revenue (TR, 1 other wards Hiige Ing beah varishle costs s well as
ppo+TVC), Thus, inthe short run, producer's surplus is afy producer’s surplus =TR-TV(
=,z Explain walrasian and My

s always preater th and profit =TR-TC
i T
the Walrasi rshallian ﬂuhﬂi[}- analysis? T thin profic
Ape 3 S Vel Fasian approach. equilibriym is defined by the metes i

uates gquantity demanded and
ower the price and, the buyers will bid up the peice & in the

in the i i ' : - Thus, the murket will be in a stable equifibrium siustion
rr::;l:lmsl.j;::anr:ﬁrlﬁe[:a:::. hﬂ?;'m-' @ dawnward sloping demand curve and an upwird ﬁsi:g supply curve. In
equilibrium as the quantity which equaies demand price with supply price. Thus, while

I I - , I L : n 4 I w =
; ; g FH'IEE' m“m:n't 1|1E Mmhn‘lun |:I.I1|5t!'|'|=“1 Fllill:i ra

ense of excess supply, the sellers will |

Hence, we find altasinn and Marshallian stability

: g quantities respond 1o change in price, while Walras considers prices to be
responding to changes in quantities,
2) Walrasian stability is based an a shout run response while, Marshalfian stahility is based on o long nm
respanse.
Walrasian approach 1o stalility: - The Walrasian adjustment mechanism can be illustrated with the heln
of the following diagrams:
I Y 4
P Walras - AQ — AP
Marshall - ACH — AD)
sz r
[
B
Pa
l —_—
0 ¥ X

+—— OQty. DD & Supply —»

i - and supply curve 55 interest at point ‘E°. thus. the
s I-n e ?hntrcﬂd{]agf{:;n];';::ﬁd;n;z:: til::::: E?{szp-p]}' Ecieds demand leading 1o creation of excess
Eﬂ“'“"”““‘_"ﬂﬁr_’?iu"?n u‘thﬁ the price downward till it reaches OF level. For e.g. at the price OPF; market
supply “:m'I; r:‘n nnj-r] r;]:rkct supply is PiS; Here, supply is inexess of demand by 18, T’*!I}W, the _:*-elh:rs W il
i d! : off the excess supply only by redocing price. The process will continue wntil the price
e RS lfpﬂuj Apain, at prices lower than OF, demand is greater than supply leading to excess demand
rc"fmﬂfjm IEW; E;m}]inumus upward pressure until it retwms o OF level. Al prices lower than
e ::.1: increasing competition among buyers will curve prices to move up until it retuims 1w
£qui Lo RS, ice. Here, the equilibrium price is represented by point *E” is a stable equilibrium
thﬁ;ﬂﬂ:ﬁﬂ L:JI:L mah';ls'mn u:ijuﬂlmfﬂt process in case ol normal demand and supply conditions will ensure
ACCOr
MM:M Marshallian adjustment mechanism can be illustrated with the help
of the following diagram:
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In the above figure, the marker 5 i equilibriom PO "E” wiith dlemn
market price is OP, for any quantity less than 00, demand price is grenter than supply price. This will encourage firms
expand outpul until the qQuaNtity retums te 00, Similarly, at Quintities greuter than 00, demand price will be lower than
supply price which in tumns, push the firms 1o <l dovn output ang getting the market clearing output back 1 06}, Thys i
the _;!Enj:nd curve s down ward sloping, while the SUPplY curve i upward raising then the equilibrium i A stahle
Equlabranam,

There is no conflict between Walrasian and Marshallian Bpproaches when the demand ey
and the supply eurve is u

pward rising. The only difference between the two
ipproach it is assumed that

nd curve DO and supply curve 55 and

rve 18 downwerd tloping
approaches is that while fn the wialrasion
he price level changes when the market i aut of equilibrium but in the Marshalltan appronch. i
' assumed thay the quantity of autpiit changes when the market is oul of equilibeum,

1) What is indifference curye?
Ans: An indifference curve is the

locus of all comibination of two goods which yield the seme devel of satisfaction 1o (e
SOTSmeT, L
2iWhat is an indifference map?
Ans: Given,

3} Write two assum phons of indifTerence eu rve?
40 Write two propertics of indifference curye?
5} What ks ap aviom?

hns A sistement ap propasition which is Teparded as being established, accepded or self evidently true.
4] What is ordinal ulility analysis?

Ans Ranking or ofdering scale of

TV What is ¢a rdinality/curdina)

Ans; Measuring the utility levels numerically is called cardinal;
5) Why is an indifference curve downward sloping?

Ans: An indifference curve is downward sloping from Jeft to right because when 2 consumer
mother along the indiference Curve, one commodity say X is increased, anotler comimodity
same level of satisfaction,

Y Why is an indifference euryve convex in shape?

Ans: An indifference curve is convex 1o the

point of origin of axes because when the consumer substitutes goods ¥ o
goods Y, the marginal rate of substitution diminishes,
10) Why two indifference

CUrves can not interest each other? _

Ans: Two indifference carves cannot intersect each other becanse if two indifference curves iut-:rse_ﬂ it implkes thag i ane
situation. two bundles imply same satisfaction and in another situation these imply different satisfaction levels.

11y Why an indifference curve cannot tonch the axes?

Ans: An indifference curve must not wouch either X axis or ¥ axis bec

will have 10 consume only ope commaodity but in the
comsumes a bundle of two commndities.

12) Write two conditions of consumer tquilibrium as per the Indifference eurve techn iues?
Ang: 1) Conditions of tangency.

2} Condition of convexity.
13} What is-an engel curve? LGiven enrlier)

14} Who propuunded the revealed preference thenry?
Amns: Prof. Paul A. samuelson,

15) State the revealed preference axiom?

: The revealed preference implies that given the budgetary constraint and aherative basket of goods having the wm
:.:z: if & consumer chooses a partbcular basket, he reveals his preference.

in

preference is called ardinary or ardinality analysis.
utility analysis?

vy! cardinal wility analygis,

moves from sne bandle 1o
m_}' "||I' Ilsi-cn-riﬁld ] d-l:!ﬁ'.-t The

ause fouching of either axis means that the consume
difference curve technique, it is assumed that the Colsumer

10



B.Com, 5" ey, Prine

L Wit D BRSUIR prions of reveale
e 1) Rationality d preferency Iheory?

2 choice reveals preferen
oo
17) What is the shape of en .
Bel curve of gy §
wlerior pomds )

Ans: The engel curve for an inferior ponds shopes dow
8 chowmwarg,

18) What is the sh
Ans: upwird, shape of an engel curye?

:I:-::::h:ll i perfect competition®
Tl Ew o assumpitions i f ‘
oo . eituires) of P
] e two conditions of equilibrium of o firm under pergleei oo il
e iiion

Ans: 1.’ M tlTE_'iﬂ.ﬂl m;!t Dn-“:} s be :‘I.'ll.lll 1] I“HE-'““ revenoe( MR}

23 The MC curve muast cul
23 Whint s equilibrinm? N R ke e

CHCS M0

l*ﬂ!l!-: quli!ib'l’ium lr."l'{w 1 A 51 i i ]

; (HREY vl b!,'h |

: ol : LU mﬁl:‘ﬂﬂﬂlﬂ‘lg .L’|T.1rlg|: the u|:|'h.|'||t1',' tirection are Fw.r!'::rl:. In halance s ihst thess
243 What is :quilihrlnm price?

Ans: The eguilibrinm e i
oy nlﬂi M LE:;I::? fers to the price al which demand and supply are equal to each ather.

Ans: The very shon period price wnder perfect competition is i
263 What is sub- normal price? " s

Ans: The short period price undr perfect cornpetition is called sub- narmal price.
271 What is normal price?

Ans: The long period price under perfect competition is called narmal price.

28) Wha fs short period market?

Ans: The short period market allows producess 1o adjust iheir production 1o market conditions 1 sme extent, When fn
needed, either they incrense supply by employing more variable Factors or by overutiling the exising fackors. ln short perioc
market fised fctors cannet be changed.

20 What is long peried mnrked?

ans: in the Jony period miirket, the time is enough o increase e supply by fcrcasing most of {he engaped factom npun
crmitiltanecusly, In such time period, expansian of existing Axed factors is possible nlong with the vaariable fncsors. Hence. in
the bong perind markek, all factors are varishle and none is fiwed

1) What is super normal profits/abaormal profis? _ o
Ans: If price charged b a firm is higher {han the avermge eost of production, {liere Gecurs super normal or shnarmal prefis

ot is normul profit?

_:,1.3:‘;1"*;:13- -.;nn__-,:d IL} u firm s equal to aversge cost af production, there aeeurs noymal profit.

32) What isa plant?

Ans: A ploat is the producing unit of & fiFm.

ﬂTELﬁ :-:Tg:m that employs factors of production 12 produce commodithes that f¢ selis o other Firnas, housslsolds or to
the povi. i

ﬂfﬂ:;ﬂr'ﬁﬁﬂ :?Im sell w well defined produet or closely related set of products is called wn industry.

18) What Is producer’s st rplus?

O

36) W hui is the shape ol AR curve/ demand curve mmeler rCy ) _

anse The AR eurve! demand eurve under PC is horizontal straight line parallel o ox- axs.

37) What is Lhe clasticity of demand curve (AR curve)?

At |:|¢r||:l'.ﬂ}' glasine X

3%) Why is the dem and curve! AR curve i perfectly rr_:mu.r o izontal strubght lines : _
ans: The demmnd curvel/AR curve isperiectly olust ichorizontal sraiuht Tine becanse & finm under PC sells an minyy units of
the commedity at the singhe uniform price

349) What is the significance of very large no. O buyers & seller unider g 84

Ane: By very large no, Of sellers under PC we memn thal overy individunl seller sells a quite insignifican poction of the
wotal sapply. Like scliers no single buysr is shle to influence the market price i any price,

40) What is the significant of homogeneois produets under PC?

Ans: Under PC, products sald are homogencoas which refer 1o those products which are identical in respect of quality. sizc
chape, calonr, weight, design etc. The products ofall firms are perfect substitute of each other.

LR
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10, ke A B primelides of Micen Fenmosbesiticns TV RS L P

! MONOPOLY |
Vit In ooy T 1 ajelaim the Jviduris § politinnsd wasei ! whmias ferlstios ol gty
1. WWlad s e i

' y > T ' TTo R bl P L e I
N Hr'“”""m "u"”?m‘ . fi- fppiiin” & *aly! M et sk v

] aresl ol Twen womdse 0

Thie wanrd “smoiopssly” |8 vangs

- liew il A ||||-||u|l Moy hse e eeplin T g
whtutlast whicrar Hsere |8 only o wel %
i mm;:"“:l Iri:!:aﬁl;: II'll--lll-:ll':l:1II'::' HI"I"H g g i lan In, 1 Iwere In nis chose aillmbitge o thie product seled by 1l
e il wasiaiie ;
| -r:::: u-‘llrr. (e seBler s (il il et (e supply ol Pt gorssihiaih,

HI in““!t"i.-llr'r & o e iy, T Daayer;e inider gy, tlvere Ia ol nne wellrs of m el e seliee may Le in
I TR 24 1

J Tneer A The anly seller. @
s fustmnn af sl Prosprienar s, partnensdiipy it Wi the foir af Jubinl ek fuce I1-‘"'“l"-"'“:l'.-I the II:I: |r il -hl-:_ R

| ||::|n11.|ln-: fsces mo gimpetithon (o it M. Shinee here s no wrpnpeddtboi, e L0
sl profbis et |y, ) . "
i LI::“HP::-: I4:1|II1'4III|.]|I1"-'- Ve iminpiely, thove mie o close wbiliitoes avallihie ol the product sold Ty fa

) 4 ' ' Q]

manopilist, As o single selber, he mng [ m bl wlibnie s, ) . |
Kl Il-l"-lﬂ!.'llrllﬂ'l'll thie ety ol tew Toy:-Lisler mnupaly, e mre s Liigricas Hant prevent enliy ol new firm

fatis the industey. The harrkors sy be dn the lonn ol pustent tlhis eopy Pl eoutinmb of seake elv, |
|I (41 Lirm bs a price makeps mopopoly rhen fs Tulk comtrol over il sappply bee e tleere 15 no emmpetilion in He
I| ynrket and tere are hartiers 10 the ey of new {ioms listo thie industey, Therefore, i e Infncnes e anrket
price by varvimg ite sapply,

(%) Price dlscoiminntions The et of welling 11 hogisojeensie produe) ol il lerenl piicoy i 1IH|nn.*|I|1 brnyers ks ko
as e diserimination. A monopelist con chinge difterent prives from his diflerent bayers emtily. 1 & imnrpeabie
acfopds a policy of price disceimination, T he sitution is colled discrimbnuting monapaly, A mongpolist adupt the
peliey of peioe discrimination so o masimise g,

(6] W xelling cont- 1o monopely, there is wo compel o md hec thiere i+ na need o incar fdvertiscment cont o
what 1s endled selling cost, However, it miay Ineur very tormal selling cos fin dhe beginning to give informationg o
Buyers nbout j1a product

171 Shape of AR curve.s A omsapeldisl fices o down-ward sloping demnmd eurve or mverage revermie cirve This |

bocuse (F the monepaliss wams o sell mose, he ean do s only by Bsweddig the peice. He ean piluer Fivive prive il
he i prepared 1o forgo some sples. Allematively, the mionopolist cin lower the price by Ineretising the supply arid
can aise e price by reducing bis supply, This in depleted in the Gillowing ljiaring:-

[ Y
Py
H [*
£
F+
1 AR
0o QO 0 G x*
o Quantily ————»

In the above Figure AR |s the average revenise curve or demand curve ficed by o monopoly T, At price OF
Cunntity demanded is 06, 17 the monopolist wants to sell more, Say, 00 quintity, he has o lower the price from OF
1 OF, if he restricts the supply to O, prive will mise 1o OP; level. BY joining the price- Quanity demanded
comhbination points o b & ¢ we get nogafively sloped demand curve or AR auirve.

1. Explain the price output detevmbngthon uniler monopoly In the shuret period?

Ansi- [n shont period, & manopoly firm has 16 @ work with & given existing plat. B ean expand or contract outpu? by
varying the mmount of varishle factom of production but working with the fixed factors. 1t cannot odjust the slee of the
plant i the short run increase machinerics, Maximisation of peafit in the short rn reguires the fixatien of output at o

level at which marginal cost with the given exieting Tived fetors b equal to morginal revime and the MC curve culs
the MR curve Trom below,

'." vhe shor period a manopaly Tinm in equitibrivm can eam nunmal profie and may bcur mibnfminn less. These
jhiree situstions of equilibriom cin be explaioed rough Bgunes o follvss-

(1) Super narmal profit If price determined by the monopoely inm bs greater than its average cost then the frm
witl enjoy # super-nirmial profit, This ls shown in the Following dingram

12
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.. Yigrn Fean mile frvneral] (C 1Sy 2020
"k -.

[ Super — norma|

. prafi 2

E BAD

i, = AR = %1
f P AT

e

£

=

Vo 0 X"

— Oilpl ———»
o, FigoSueper — wormal profir
I he r'\.:lul:l:ﬂlll'll_:_ painis ate evident in the shove fipure.
I-El“[E‘hll1m Poimt = 'E' | MC = MR & MC curve culs the MR curve from below]
Equilibarivim outpun = O [= CC, ar PPR,]
Average revenoe or price = OF [= Q)
Avemnpe cost = OC [ =C,; Q]
Profit per amit = Price -Avemge cost
= (0F) —{0C}
=P
Total profit = Profit per unit % Quamtity sold
(CPIX(CC)
CC PP
Mies, the monopoly fmn earn super-nomal profit equal o the dorted ared © ©: Py
heati i thie aboye Tipure ;
(2 el 'F"".'l'rﬁ PR I'I'IEITIDPI-}' firm in il sl run can alsn =T||_|1.|l:|' normal I!I'EI'H. if F].'Il;t and BvETaE
cqual. The following figure shown the case of nermal profi.
Y oa

P st equilibrium pom © =

& COSt aIs

SMC

SAC
P=AR=>MR
P =AC

#—  Pricelnst & Hevenuae

0

Quipl ———*
Fig. Narmal profit
Ihe following points are evident in the above figure-

o

Equilibrium paint = “E* [ Me = MR & MC curve euts the MR curve form below]
Equilibrum output = Q[ = PC)
Price or avernge revenue = OF =00
Averape cost = OP = |= cQ]
profit per unit = Price —Averige Cnst
= (OP) - (OP}
=0

Total profit = Profit Per unit X, Qty old

=0 (0Q)
=0

13
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Zince, AR { P = AL, the monopaly fiem enrns pnly normal pradit e no prafll e los
i3] Mdrimoem Leskscs A monopoly (i i the slsorl perind can alsa inour minlnum |oss WS i .

becmmes higher thin price (AR}, The following figure shows the cise of minimam oss
Mimimum Loss

Ya .
t M
R A '
‘E ) ;‘?ff.f?f}}"ﬁ. SAVE I,,: J:.E = Mt
g ‘\ ' P=SAVC
f o SAR
l SMR -

0 Q A

+———— Outpul ————»
Fig. Minimum Loss
The following points are evident in the above figure.
Equilibrium point = "E" [+~ MU = MR & MC curve cuts the MR curve Trom below)
Equilibrium sutput = OQ |~ PPy or CC,]
Price or average revénue = O] = BP0 |
Averpge cost = OC [ =00 ]
Loss per umit = Averapge cost - Price
= (0C) —{OP)
Total loss = Loss por unit (gty-sold)
=CPXPP,
= ]:'P': C|C
A firm incurring losses will continue 1o produce in the short run so long as i is in a posithon 10 cover avemee
variohle cost (SANC). If the price falls shon of the SAYC, the monopoly firm will shut down its business.
3, Expluin with the help of & dingram the long ron equilibrivm of a firm woder monopaky?

OR
Explain price-output deter mingthon of o Arm ander manopoly | the long run period? _
Ans:- Long run peried ts a period which is long enough to fully adjust the supply to the changes in demnnd r:l
product. A monopoly firm in the long run will also be in equilibrium at & point '-'-'hfrf- its marginal revenae i edui g
its lang run marginal cost. A monopaly firm in the long run will nos be satisfied with n::rr;:i Fmﬁ.t anly rather it s |
a position 1o earn super normal prafits. In the long run, a monopaly firm cah fully :xplin 1 the situstion,
narmal profit of a mopapoly firm in the Jong run.

The following fizure shows the case of super-
b
Super — normal  SMC

fit
i SAC
p=AR> MR

“- P> AC

ﬂ P
N

T

N

Price Cost & Revenpe —*
ﬁ

0 Q

l «——— Qutpul _-I_-_';'-'_—.
— normal pro »
s Superr the supply eurve under monopoly:

0
lain why there is absence
F o ¢ monopoly?

4. Ex
ue EI.IPFI-}' curve nnde

Fxplain why {here is no unif
14
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j - n i
cltionshiip between (ak) g “uiNbri Ptk

T i Precise
puessibiliticg - Quantity : PUIN. wiipee MH"_!'"T’N!- ERirve g
(1) That given the by HPrlied canngy b, MC st p s pger 'y MOS0, A o
(2) That at's »: C, the i . extablisheg 1 Under g ) T magimis
; BIVED price. diee.. TPULES sppn; T L T
djn—:ﬂ.‘nt elasts e, d]ﬁfl'l:‘m . IllFFHIEﬂ al diffe 1l Ehiern e by = 1T
SUCItY. The twg ua.s:g H.TML?JIH Ry be mr"r:Iri!-:ll;lnri‘fs_ @ dilferem
€ illumy ; il the
T i ied jn iy follawing f 'I':'fr:l!lnnnwnnl Blespineg detmane esryes §
™ C! hayp
: i '1.' L]
G P
. : .
2
=
! T
! )
[ ]
D MP
) D.'I - a HP|I :
<— Quantity——» —X
Fig.:(1) Same quantity su e )
different 3r1:-!-'amm S ORF et auantiy sy ek of fhe

Siline prices

Figure 1 shows fhat the same i '
. . pan ity uppli i it
faced with two demand curves [, & I:l]:h wllﬁn Errlfet-.:emgt ghuiﬁ :ln;“;:ﬂ mﬂi ':m ' mﬁh&::ﬂ' =
Suppose asa i S ; : - g, W cieves . Kl I
.1::1|1:1:.:..:E;i115ﬂp h:;cr'l:ci:lmn 5 MO curve passes thiodgh Iiu: point of inersoction of the Iwe demand curves nf painl E
e ¢ Equilibriun outpu :11_EH:L The same quantity (00} can be supplisd af two DilTarent Prices- at prics OF
e I'|{:|r‘ .;l.::mam]ji;dun-e fs more elastic (D,) & price OP: When demand curve is Jess glastic (D) . oBviousty there is no
quantity supplied.

Figure 2 shows that different quaniiiies are supplied a1 the same price; OGP, Given the M Curve, Quastin
01, 5 =applied when demand curve 15 D. o the siie price, OF, Given the MC curve quantity OQ i supptisd whe
dernind corve s Dy & quantity 00y is supplied when demand curve is D at the same price, OF, |n this case alsis
Jhere is no unique relationship berween price & quantity suppiied.

The abave two situstions lead ane 1o the conclusion that there is no unique supply curve under monopoly.
&, Explain the shift in demand curve & absence of the supply curve under monapoly?
Ans.: The above aRswer. "

 Explain the various measure of monopoly power:
ins:.hﬂmuﬂng monopaly power his been 2 very difficult peoblems. The efforts to devise 8 method for messut ve
monapoly power have not yield any universal or non-controversinl measure. To devise atleast conceivable mestre wl
rnnnup-n!l;' gven if rnmn’rcai measurement {5 impossible confinues To resin the interest of the comomists far stheat
s rcuﬂfﬁ;t a part from intellectual curiosity, people would Hike 1 know about the economy in which they Tive, s
P the industries from which they get the supply. . i
mdum&létmnm‘;r: ag'fﬂwﬁ of monopolis have forced govl. Have many couniies to formulote policies & deviss
iy : and reaulate monopolil.
e o pfmcf:: tere in :iing}cnﬁ?m in s industry, the frin s the total and the absolute manopo
(13 H_n_..gf_;r[::tl;_; |I|.:;: OF firms ncrease, the degree of monopoly power decreases. The smaller b vo. O Tirnsk,
o A . I ;
I;‘:“ H:anr.-r ic this dugree 67 mionopoky power of pach ﬁlnn in the m&umls», e wice-versa N
(2 :;DHEE Ell;ﬂ'I._raliu:un'|_11lli;r_;_; The concentration ratio is abtained by calculating the percentage share of the hrgEs]

of the firms in the total aufpul of un industry. 17 the concentration rafio is hiigh monopoly posver will be
group

Hﬂh& ﬁct.m l : “ . | 2 . n:l- 'E““-.'. 11|_ et l“Il-al'l mll
. . If peofit mte of u firm continues to: romitin SWiEEnty A%

{3) Eneest -%u:;i}iir‘ﬁ r‘cmﬂinnir:thc industry. It implies that neither competition mmeng the seller 1
ﬂppnnumg_ new firms prevents the finn from making a pure or monopaly profit. af
"h:.:ﬁn 5 ross elasticity erifesion= Acording 10 Triffin's criterion, cross elasticity taken as the metuie -

¢4y Tritlin s ere=

degree of v, The lpwer the cross alasticity of the product of u firm, the greater the degree of 18
o 0 :
monopoly power & vice-verse.

15

15



B.Coom, 8 Sem Prineintrs of Mises Eeomomieoffornreal € 02 S27474
(%) Lmﬂr.‘-..ﬁ[.mmmh wrrel- Mpber mealire ol & peee &l frtmenedy gooact 1n
profitability has been supgesied by AP Lenrner, Acorrdmg b b, Bor w enn ;.-:' vl Bk 0y
- equals marginal cost bt fir n mereily price eeoeale marginal et
- Explain the rule of thumb under monopity?
x“'T!‘W'HWIIIr. Profit is masimived o the level of eupet ot which fem's MR - M Ercne
ermincd. equilibrium price s deietmined a1 AR, given the Gems demind conve, KR = 6 [0 |
f:mmil!m W based on e svsumption that fiems have e petfect kneratedpe of ticie AR ME & W 4.
‘conamists claim that untler this comedition, firm folles pratical eide, abich maaled Co plaaf £on 5 0l grls
The follawing formula can be wed us the tule of fhamb fot price determination by The mosegr.. *

- i
Ciiven this rule of Wumb of formils fret pric g 1ll ;E::u nal oot (NG )l el ey of der
Price of \he product can be worked out by fhe rule of fho

ﬁﬂh":'llpl'l.'-ldlﬂﬂ (e} hie boen estimated ai -2
elasticity

[ 2

AR e § REA
tammbe pricing. For e toppene tle g o de | fr
i and M b been worked enl a8 T 10, Coeen B e oes gl o0
&) nnd marginal cost (M) e price of the product ean be werked ed i falires -
1
P

4+ (7)

x|

14{ JEJ
_ 10
=T
‘i
= M
Thus. going by the rule of thumb pricing the peice of fhe menopaly firm i fesd o B 20, Tia £ 2 0
s imising price.
It may this be concluded That assurning MC of the firm o be pven The ellawing ottt nlon i % e
fraom the rule ol thumb for pricing.
{1} The higher the clasticity of demand, the ferwer the mark-imp price snd
(2} The lower the elasticity of demand, the higher the mark-up price,
The nbove conclusion of the rule of thurmb of priting are illuctrated graghically in the folloaing dagranc-

[

_..-.———'l'-!

> <. h‘nd_-:fd:#.rd eurves wih Gifferest e 1- '
o AP R R, curses represd U
' mon  firm’s MC » Bk MR e el
S g ucp:ﬁesl represcrit the WA 'ﬂfﬂfrmﬂﬁ ‘:f’.f'?f;.um-
ure. . hiws 8 Bighe! prioen prtput 88 00} EEEHEEC 1k
In the fig b | revenue curves. ARy e equilbriem out ey |ttt 0 P
ing margind’ T imt E, determint aicity. MC & MR, &
mﬂtipﬁ“d‘“g " FveT mtersect a1 p “h lower ehasticry
4C & MR <t AR Wi
chaws, the N

”mld ey , - § BT, il
Smililarly, i €25 “:t:: e & cquibeim P16 M OFLL o prce s OPL B2 0 hion
ibrium © 8

if

il i, mhich u P —
_ g and curve .n.n..cq_ Afbrium price 8 OF B0 ©
determining 'f-‘fl“::ilihﬂ in case of highe? clasticity. d:{mmmd curve {hﬂ",‘: pairit guan e Bigher the price B

. ; glas.‘lll'-if.'l’ L EOYEY
P ol e )
aps > 0P - 9970 "op, incase of 10
pigher than the PFCE *
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shpe Bnanay A paice & ilig | |
A e
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- ; il e fieal codpaline !

P 1L B ; B o i T B [ 1 11:.:. |:T‘I1ﬂmh 1 1w evin Db om the Dasks ol Illbruls |II-|I-”-hr.‘|r| ILIIFII ‘Ll Ili“ i

[ AT TR R T ' i Towwn Jrbambin 10onn m I h : . il Dicun ANl & mmesieg <l

e sl il YA gch price &y 4 dhmion gk

“.h"““"-“l!- ot vis I i D i 1.:| ol ooy ol e fowt ceangaetinav T t'-.:ltll';llll Il‘*¢~||'11- ! '
Compatison ot b e ““.”‘ : | g':“m whe piive & ol wider umwily & periicad Con 1 g edime e
o ot i) bt ] Tl CuimpE il
Rl A B IAL S %S . Tt eT. Nl : :
u-.mml'- l:h.-l.:,""- :I'hll'll"}n o et i b pubee & i mlu Ell"ﬁ ':[ft'lllrﬂ iy Industyyts Vhe fallow ing figees @6 |
™w ob ERIES & 1AL eurves ave sabontivcal far h1l.l|~l| I,I el ._,...Il}',-“‘“l"“" & mthopaly fn the b run, LEL 8
cveriie curaes LAR X MRY Cwives ave difforent e wompetithe indusiny & o srnnerusly. bt thecl altg

N

I

"

a— PriceLot & Revraoe

%,
: hiR
" I T3 R X'
e e Uit — -—
pains bbb ol i comjethye [y Tuapiiies (v al] ks TR e fvequril it € akl il

[T T

e ihasi Al <RI - LAL i M. This wonah i 15 R L it mbwwe figane phu, b e

by eqquilibp . price o oty ol esuil b AT RAR L sl 1 i Rudustry 7= mgmoplit

copditions (AR & ML) will be difforent. Tiwe AR & MR curves i the wwsnopolised inclustry e ghven b the AR &

AR cuvves respestively in the e, Glven it AR & MR curves, the emwrpaly  fem sl reneh s cyuilib i J

max s its tokal profin ol ihe level of putpul at which 1= MR MO Tk Bevel af outpul s showin by podnt A, e
it ol [rfersea i ol MR & [MAL" curves, [Tt Hl;llH-“'rrllllil gl e ooty whil e Oy anad i

gogud et price will be OF;. The fallowdig 1able prosents a Lo of the egquilibeim price & ouipu jinisbes

aidl, e ey

perfiect competition nod monapolts e i tion | R ——
Priee f Ouiput, e I'_rgl_l‘.'u_mlw_lllll.ﬂn | monopely Compaiison
Priee j . op, | o= Of:
_l?_l_l-lﬂl.ﬂ (I (4 & H (AR T LhLs
lymn wriley

dentienl enimpetition outpi Is higher thin

1 the above din that wndes
frerfoet competiing therofore woie

podustry by ot i i mwhopely.
fhe gl went conditions

i may be concluded [ror ]
monapely and price in e competilive 1
o il wellare palnt of whew uneer

e den ﬁﬂﬂ'll_lﬂh.!ﬂ,'ld!'l.IH"E"H']'!".‘L'!'.f

: alimt apainst monopolist (s thit mohppely canses Jpss of social wellane i) RSEOITIONS B FENEAE
The loss of socinl wellore & eptiscd 15y auib-optimal use gl pspurees allocation, The Jeius of macinl W ctars
L gusedh by sl optimal resouves e of respiees sinch Wy e welght o wneler monepaly. e sub eptimad s
ol TesOURETS arid boss of socinl wellare ARG Mustimted i The forbloainge e wssuming @ constant vost fnuduniry which
has LAC M, The rEvEnic comiditions aie slowh by e AREMR curves, Ly iy Ve coad Bl TevEIHE PETITLLL LSRRt

perfevtly competitive industry will produce G W which LAS=LMU=LAR the prive under periect comipeiirin il

he Aptermined al i

Alleeation,
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Fig.: Dead Weighi Loss Under Meanopoly

ilile i firm
Un the other hand, under the same cost equilibrivm m |:-|:tlnl k. .'—ll"'f" the equilibrium point, the mm;unzalr 1'_;!'
produces 00y putput and charges price OP, the comparison of prices um:l_ Oulput under mWﬂPﬂ'{} Jaw:rpﬁ;:!r::
compelition gives the memsures of the loss of social welfare, |y 15 mited that price fs Righer amd output is
manogely which retaed the welfare of the consumers,

. What is price discrimination? Expluin the degrees of price discrimination?
Ans Meaning of price iseriming fion:

P'rice discrimination refers to charge different prices for the same prosluct froem the differen buyers on the h:a!_-:lh_ul

perional, silualional and froge eonsideration for rensong ol mssociated with difference i cost. In arder to maximize

prafi, the monopalis ncdopes (e policy of price diserimination when il is possible and profitable for him to da &0,
Degrees of price dise imination:

Prof. A.C. pigou has given the following thrae degrees of discrimina
I Price discrimination 1 dey

N monopoly.

= [price discrimination of 1 degres 5 said 1o exit when the monopalist iy

[ prices. In case of 1 degree price diserimination, s
seller churges a prige il 1o what the eonsiumer i5 willing 10 pay. It means the seller leaves no consumer's
Aplus with the eonsuper. fect price discrimination, the demand curve of e
huyer like under simple monopaly becomes fhe midrginal revenue curve of the seller.

2 Price diserimination of 2

EULEE: price discrimination of 2% i5 5aid 10 exit when the buyers are

divided inta differen EroUps and demand price of g groups. This type of price discrimination weuld B
il each individual buyer have o perfeci]

¥ inelastic demangd curve for goods bejow amd above a cenaig pric
vice diseriminatinn ded depreg: price discrimination of 3% degres is spi i
his buyers into 1w or more than i

charged in wach sy markats depends on (he
ot sub —prarkets in the real workd, it i
0. Weite the conditions of price discrimination *
Ams: |, Dilference jin | elasticity af demang : price discrimination ;
hilerent in differem markets The monopolist will fiy higher price when demgn
demand §s more elastic, In this way, he will be able 14 increase his total revente,
1 Murker imperfections ; Generally, priee diserimination is possible only when there I% some degree of marke
nperfections. The mdividual is able 1 divide his market fnio separate parts only if it is imperfag.
I;il_'[l;rgmja:m_mmn:_mim distrimination is possible wihen Buyers need the syme service in conmectinn with
differentimted products, Far c.g., railwayy charges different rsfes finr the transport of coal and o]

Lo

5 price discrimination is legnlly sunctioneqd, As eleciricity board charges fowest fhr
dennestic use and highes for Commercial hogses.
Hi_ Muonopoly eiglence: price discrimination iy also called disirimination monopely. I is evidem thar price
diserimination {s Possible onby ynder conditions of monopoly,

1L Write the condifions of profitability under i
Adis Prof AC, Pigou and My that price diserimination is profit)e unider the following
Twa candithons:

L. The firat essentin) Condition is that oo sold in the chenper murkes LAt o

bt resold in the dearer markeq
2. The seeond essentip| condition s that buyers

should not move fronm cae market 1 anothar,
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A elastiely of dernand & Muighe inonpoly. prive difiers fy Wit Al erent i
Lo papluin the probee ot pat dbebesmbnatbon wasder ilise fmlnmiing n syt
e The eguiliboi ol i liscriminating waonepoly van be Hluased ;'1::‘“:'::11“‘ ps
e o e Tobliwing se af ai
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i Less hasibe demand) i More elistic demnd}

The mnppolist has to take 1hree decisions:
| Wihat should be the total cutpuat?
O ppats 1 sl bobal o besthadai o differon sy nnrkes!
1 Wl priee shold be charied i et markett

i The diertmmtig Eenepalist prodices shat level of sudpin where e fallowing buwo equilibimm cunditions me
aninlied

ol Mse =ingh eoet (VE) ninn e gyuial bo maarg bl revernve (RIRG &

by § e S0 e v el ihe KR curve from below ot ihe poin af cuilibeium,

et inpewe F e diseriinat g ssanmpulist s 0 equilibeiun o) poim “E where the WL e cuts the MR
earve from below. Olur manopalist produres outpul equal to O, The AMR s bslernl summuation of ME, mnd MK, of
it by, Awr i the 1ateral cusimation of AR, & ARy, of the twi sub- markels,
b (e ibser minating monopolitl has to divide his total ontjpun between the 1w apibe namrkets CAY BB insuch o way
thai

A WIRS | Marginal mte of sabsdinutbon) b the sub- i kets must be eqgual o esch other and

(1 MRS i the 1wo sub-paarlets alse be euueal 10 imarginial cosy ol Lol garlput,

by e ety U BAIR b suleniaibel A" 18 i, wiwld MR i sub ikl “I° s F.;{:l_- wherne FoCh  E:0: Maryieal
cord of 1he wlwobe industey output is 14O where Qe EyQy ¢ EQe b other words, MR af sub mewrkel ‘A4 bs n.-qp-u.! i
Wi of subi-murbets <1 and ey are equal to MU of whole oviput. Thus the imoavepolist sells 00 units in merkets *4°
e £300: denits b imprdien 'R swhiere O 0= 00
3 The monspobist clisrges OF price in markel *A7 el O prive nomarkat “B, i i seen that prce OF) is greaner
i i €0 i i beemne of (it Lttt devmd o ket A" Iy bess elastie (Inelimtic) by comparison bo demiaid
I rianiediet 0,

To conclude, it 1 seen tha with ghven demaond ik ol codiditboims, Uie diserimingt g monoepali i
petal it TIE) 16 be diarituited 60, in poprhel *A" il CHY; o siobeamarkel *R wheie be ﬂlmi-:u::it:ﬁ ;:&‘p:\:j;::_j
o market * A b Nemeer elosthe deovieid und lower pridoe (O 0 B wake pnrdoet "B wikh bigher elestic denrand )
E3. Wit de y oo arcun by bowlemmind wod vertbenl ltegvat b of Tems? -
Aorist Vet brontal Hstepration kb e progues OF B oiungeany incve by peodoction of o .

ol the spmy clunbin & eoimpuany dnes 00 s i nteal ».--.|=.-u|-.|...l|:||l-.h -ll'lllli?-'rlhl-l[ *]:I::!:u::‘l :::tﬂ“ I"_:I the salee et
The proceis L‘ullllt,-d vor mntpely B vy sapiares e vt majority of the markey r:lrglhuu T O
singele Formn Y LI, it ven ool btepration b ehaeacterieed by ong T engayed dn dilTerem

Imerger
product o serv e, A
instanee, Indians one of tle larped company (elimice indhistries, hits adipred o oyering it s S
supply ctange, e from dilling and exiragting - cursed ol insimgy “i:'lnf h“'u{'h;!tlzi ot b o
prdusets Lo murketing. S

14, Befne monogpely?
13
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{4, W plte two assumplion (features ol monopoly ) ?
1o, What is the shape of demand curve (AR curve) under monopoly?

\ns: The shape of demand curve under monopoly is steeply downward sloping from lefi rght,
17, Why is the demand corve(AR) tllj rve under monopoly is negatively slope?
Ans; In order 10 sell more 8 monopolist reduces the price of the product and hence the dem
- n E m I
badlmbatebedpmte b, and (AR} eurve fuced |
18. I which market a single lirm constituie an industry?
Or
In which market there is no difference between a firm and an indusge®
Ans: Monopoly. -
19. In which market price discrimination is possilile?
Anz: Monapaly.
20, What is price discrimination?
21. What is pure/absolute monopoly?
Ans: A pure! absolute’perfect monopoly implies a single '
re 1 A : seller marker w i

no compelition market with zero CRiss f]'ue:li{:il}- of d:im . obaitie ofthe product. It-is absolute
22. What is discriminatory monopoly? I
Ang: Diseriminating monopoly m:ur_:. when the

- i . 7 u I I 5 [
prices.(Indian milway), me product is sald 1o differen sets of consumers ot difieen:
23, What is simple monopaly?
Ans: A simple monopoly exists when a single price i

- :
13, What is bilateral monopaly? SRSt TR R
Ant: Bilateral monopoly is a market situati st
: uation cons
I4. What is horizontal integration of firms® FRR SR e o e
3. What is vertical integration of firms®
26. Why cant 25
iy !;n:;:;::rﬁ":;“g:.ﬂ; lirm earn normal !:mﬁr in the long run?
X cam normal profit in the long run because of closed entry of other finms.

A drr
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