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Course code: ECO 302 

Course title: Intermediate Microeconomics ll 

Course credit load: 2 Units 

Series 1:  Foundations of Market Structures 

Series 2:  Perfect Competition and Equilibrium Analysis 

Series 3:  Monopoly, Monopsony, and Price Strategies 

Series 4:  Duopoly, Oligopoly, and Bilateral Monopoly Dynamics 

Series 5:  Revenue, Profit Maximization, and General Equilibrium Theory 

Series outline 

• Part 1: Meaning and Importance of Market Structures 

• 1.1.1 Definition of Market Structure 

• 1.1.2 Role of Market Structures in Microeconomics 

• 1.1.3 Classification of Market Structures 

• Part 2: Characteristics of Major Market Structures 

• 1.2.1 Perfect Competition 

• 1.2.2 Monopoly 

• 1.2.3 Monopolistic Competition 

• 1.2.4 Oligopoly 

• Part 3: Behaviour of Firms and Consumers under Market Structures 

• 1.3.1 Firm Conduct and Performance 

• 1.3.2 Consumer Choices and Resource Allocation 

• 1.3.3 Government Role in Market Structures 

• Part 4: Comparative Analysis and Relevance of Market Structures 

• 1.4.1 Efficiency and Welfare Implications 

• 1.4.2 Market Structures in Real-World Industrial Settings 

• 1.4.3 Contemporary Issues in Market Structures 

Introduction 

Market structures form the backbone of microeconomic analysis, shaping how firms operate, 

how consumers make choices, and how governments intervene in the economy. Understanding 

these structures is essential because they determine the level of competition, the efficiency of 

resource allocation, and the overall performance of industries. As you progress through this 

Series, you will see how the theoretical foundations of market structures connect directly to real-

world business practices and policy decisions. 

The aim of this Series is to equip you with a clear understanding of the fundamental concepts of 

market structures, their defining characteristics, and their implications for firms, consumers, and 
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governments. By the end of this Series, you should be able to analyse and evaluate how different 

market structures influence behaviour and outcomes in industrial settings. 

We shall commence this Series by examining the meaning and importance of market structures, 

focusing on their definitions, roles, and classifications. Next, we will explore the characteristics 

of major market structures, including perfect competition, monopoly, monopolistic competition, 

and oligopoly. Following that, we will consider the behaviour of firms and consumers under 

these structures, paying attention to conduct, performance, and the role of government. Finally, 

we will wrap up with a comparative analysis of market structures, highlighting efficiency, 

welfare implications, and their relevance in contemporary industrial contexts. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 1.1: Define the concept of market structure in microeconomics. 

• SLO 1.2: Explain the importance of market structures in shaping industrial behaviour 

and resource allocation. 

• SLO 1.3: Identify the distinguishing characteristics of perfect competition, monopoly, 

monopolistic competition, and oligopoly. 

• SLO 1.4: Analyse how firms and consumers behave under different market structures. 

• SLO 1.5: Evaluate the role of government in influencing outcomes within various 

market structures. 

• SLO 1.6: Compare the efficiency and welfare implications of different market 

structures. 

• SLO 1.7: Apply insights from market structure analysis to real-world industrial contexts. 

1.1 Meaning And Importance Of Market Structures 

1.1.1 Definition of market structure 

A market structure refers to the organisational and competitive characteristics of a market that 

influence how firms operate and how prices and output are determined. It provides the 

framework within which buyers and sellers interact. Market structures are typically classified 

based on the number of firms in the market, the nature of the product, and the ease of entry or 

exit. 

Fill in the blank: A market structure is defined as the ______ and competitive characteristics of a 

market that influence how firms operate. 
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[

Diagram showing the classification of market structures (perfect competition, monopoly, 

monopolistic competition, oligopoly).  

Figure 1.1 Classification of market structures  

1.1.2 Role of market structures in microeconomics 

Market structures play a central role in microeconomics because they determine how resources 

are allocated, how firms compete, and how consumers make choices. For example, in a perfectly 

competitive market, firms are price takers, while in a monopoly, a single firm controls output and 

pricing. These differences affect efficiency, innovation, and welfare outcomes. 

Fill in the blank: In a perfectly competitive market, firms are ______, while in a monopoly, a 

single firm controls output and pricing. 
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Box 1.1 Role of market structures in microeconomics  

 A boxed summary highlighting the importance of market structures in resource allocation, 

competition, and consumer choice.  

1.1.3 Classification of market structures 

Market structures are commonly classified into four major types: perfect competition, 

monopoly, monopolistic competition, and oligopoly. Each type has distinct features regarding 

the number of firms, product differentiation, and barriers to entry. This classification helps 

economists and policymakers analyse how markets function and predict outcomes under 

different conditions. 

Fill in the blank: The four major types of market structures are perfect competition, monopoly, 

______ competition, and oligopoly. 
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Table 1.1 Key features of major market structures  

A comparative table showing the number of firms, product type, and entry barriers for perfect 

competition, monopoly, monopolistic competition, and oligopoly.  

Pilot questions 1.1 

1. Which term refers to the organisational and competitive characteristics of a market? 

2. In which market structure are firms considered price takers? 

3. What is the role of market structures in microeconomics? 

4. List the four major types of market structures. 

5. Which market structure involves a single firm controlling output and pricing? 

1.2 Characteristics Of Major Market Structures 

1.2.1 Perfect competition 

A perfect competition market structure is one where there are many small firms producing 

identical products, with no single firm able to influence the market price. Firms are price takers, 

meaning they accept the prevailing market price. Entry and exit are easy, and resources are 

allocated efficiently. This structure is often used as a benchmark in economic analysis because it 

represents the most competitive environment. 

Fill in the blank: In perfect competition, firms are considered ______ because they cannot 

influence the market price. 
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Diagram showing demand and supply curves in perfect competition.  

Figure 1.2 Market equilibrium in perfect competition  

1.2.2 Monopoly 

A monopoly exists when a single firm dominates the market, producing a unique product with 

no close substitutes. The firm has significant control over price and output, often leading to 

higher prices and restricted output compared to competitive markets. Barriers to entry are high, 

which prevents other firms from entering. While monopolies may encourage innovation, they 

often reduce consumer welfare due to lack of competition. 

Fill in the blank: A monopoly is characterised by a single firm producing a ______ product with 

no close substitutes. 
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Box 1.2 Features of monopoly  

A boxed summary of monopoly characteristics including single seller, price maker, barriers to 

entry, and restricted output.  

1.2.3 Monopolistic competition 

Monopolistic competition refers to a market structure where many firms sell products that are 

similar but differentiated. Each firm has some control over its price due to product 

differentiation, such as branding or quality. Entry and exit are relatively easy, and firms compete 

through advertising and innovation. This structure is common in industries like restaurants, 

clothing, and consumer goods. 

Fill in the blank: In monopolistic competition, firms differentiate their products through ______ 

or quality. 

[ 

Feature Monopoly Monopolistic Competition 

Number of 

Firms 

Single Seller: One dominant firm 

controls the entire market. 

Many Firms: Numerous small to medium-

sized firms compete. 
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Feature Monopoly Monopolistic Competition 

Product 

Type 

Unique: The product has no close 

substitutes and is highly differentiated 

(by necessity). 

Differentiated: Products are similar but 

distinguished by branding, quality, or 

features (e.g., fast food, clothing). 

Entry 

Barriers 

Very High: Significant barriers (legal, 

technical, or cost-based) block new 

competitors from entering. 

Low: Relatively easy for new firms to enter 

or existing firms to exit the market. 

Pricing 

Power 

High: The firm is a "price maker" and 

can set the price, though limited by 

market demand. 

Limited: Firms have some control over 

price due to differentiation but are 

constrained by competitors. 

Table 1.2 Comparison of monopoly and monopolistic competition 

A table comparing monopoly and monopolistic competition in terms of number of firms, product 

type, entry barriers, and pricing power.  

1.2.4 Oligopoly 

An oligopoly is a market structure dominated by a few large firms. Products may be 

homogeneous, such as steel, or differentiated, such as automobiles. Firms in oligopoly are 

interdependent, meaning the actions of one firm affect others. Strategies such as collusion or 

price leadership often emerge. Barriers to entry are significant, and competition can be intense or 

cooperative depending on the situation. 

Fill in the blank: In an oligopoly, firms are ______, meaning the actions of one firm affect the 

others. 
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Diagram showing kinked demand curve in oligopoly.  

Figure 1.3 Kinked demand curve in oligopoly  

Pilot questions 1.2 

1. What does it mean when firms are price takers in perfect competition? 

2. Which market structure is characterised by a single firm producing a unique product? 

3. How do firms in monopolistic competition differentiate their products? 

4. What does interdependence mean in the context of oligopoly? 

5. Which market structure often uses collusion or price leadership strategies? 

1.3 Behaviour Of Firms And Consumers Under Market Structures 

1.3.1 Firm conduct and performance 

Firm conduct refers to the strategies and decisions that firms adopt in response to the market 

structure they operate in. For example, firms in perfect competition focus on efficiency and cost 

minimisation, while monopolies may engage in price setting and output restriction. Firm 

performance is measured in terms of profitability, efficiency, and market share. The conduct 

and performance of firms are shaped by the level of competition, barriers to entry, and consumer 

demand. 

Fill in the blank: In perfect competition, firms focus on ______ and cost minimisation to remain 

competitive. 
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Diagram showing firm conduct under different market structures. 

Figure 1.4 Firm conduct and performance across market structures  

1.3.2 Consumer choices and resource allocation 

Consumers make decisions based on prices, product availability, and preferences. In perfect 

competition, consumers benefit from lower prices and efficient allocation of resources. In 

monopolistic competition, product differentiation gives consumers more variety, while in 

monopoly, choices are limited and prices are higher. Resource allocation refers to how inputs 

such as labour and capital are distributed across industries. Efficient allocation occurs when 

resources are directed to their most productive uses, which is more likely in competitive markets. 

Fill in the blank: In monopolistic competition, consumers benefit from product ______, which 

provides more variety. 
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Table 1.3 Consumer choices under different market structures  

A table comparing consumer choices and resource allocation in perfect competition, monopoly, 

monopolistic competition, and oligopoly.  

1.3.3 Government role in market structures 

Governments intervene in markets to correct inefficiencies, protect consumers, and promote fair 

competition. In monopolies, regulation may be necessary to prevent abuse of market power. In 

oligopolies, governments may monitor collusion and enforce antitrust laws. Policies such as 

subsidies, taxation, and price controls are used to influence outcomes. The government’s role is 

crucial in ensuring that markets function in ways that promote welfare and efficiency. 

Fill in the blank: Governments often enforce ______ laws in oligopolies to prevent collusion and 

protect competition. 
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Box 1.3 Government interventions in market structures  

A boxed summary of government roles including regulation, antitrust laws, subsidies, and 

taxation.  

Pilot questions 1.3 

1. What does firm conduct refer to in the context of market structures? 

2. How do firms in perfect competition maintain competitiveness? 

3. What benefit do consumers gain from product differentiation in monopolistic 

competition? 

4. Why might governments regulate monopolies? 

5. Which type of law is often enforced in oligopolies to prevent collusion? 

1.4 Comparative Analysis And Relevance Of Market Structures 

1.4.1 Efficiency and welfare implications 

Efficiency in economics refers to the optimal use of resources to maximise output and welfare. 

Market structures differ in their efficiency outcomes. Perfect competition is often considered the 

most efficient because firms produce at the lowest possible cost and consumers pay prices equal 

to marginal cost. In contrast, monopolies may restrict output and raise prices, leading to 

inefficiency and welfare loss. Oligopolies and monopolistic competition fall somewhere in 

between, with varying degrees of efficiency depending on firm behaviour. 

Fill in the blank: In perfect competition, consumers pay prices equal to ______ cost, which 

reflects efficiency. 
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[Insert figure pl

Diagram comparing efficiency outcomes across market structures.  

Figure 1.5 Efficiency and welfare implications of market structures AI prompt suggestion: “” 

1.4.2 Market structures in real-world industrial settings 

Market structures are not just theoretical concepts, they are observed in real industries. For 

instance, agriculture often resembles perfect competition, while utilities such as electricity 

supply may operate as monopolies. The retail clothing industry reflects monopolistic 

competition, and automobile manufacturing is a classic example of oligopoly. Analysing these 

structures helps us understand pricing, innovation, and consumer choice in practice. 

Fill in the blank: The automobile manufacturing industry is a classic example of an ______ 

market structure. 
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Image showing examples of industries representing different market structures.  

Plate 1.1 Real-world examples of market structures  

1.4.3 Contemporary issues in market structures 

Contemporary issues include globalisation, digital platforms, and regulatory challenges. For 

example, technology giants such as search engines and social media platforms often exhibit 

monopoly-like characteristics due to network effects. Oligopolistic behaviour is common in 

telecommunications and airline industries. Governments face the challenge of balancing 

innovation with regulation to protect consumers and ensure fair competition. 

Fill in the blank: Technology giants often exhibit monopoly-like characteristics due to ______ 

effects. 
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Box 1.4 Contemporary issues in market structures  

A boxed summary highlighting globalisation, digital platforms, and regulatory challenges in 

modern market structures.  

Pilot questions 1.4 

1. Which market structure is considered the most efficient in terms of resource allocation? 

2. Give one example of an industry that resembles perfect competition. 

3. Which industry is a classic example of oligopoly? 

4. What challenge do governments face with technology giants? 

5. What type of effect explains monopoly-like characteristics in digital platforms? 

Series Summary 

In this Series, we explored the foundations of market structures, beginning with their meaning 

and importance. We examined how market structures provide the framework for interactions 

between firms and consumers, and how they influence efficiency and resource allocation. We 

then studied the characteristics of major market structures, including perfect competition, 

monopoly, monopolistic competition, and oligopoly, highlighting their distinctive features. 

Following that, we analysed the behaviour of firms and consumers under these structures, 

considering firm conduct, consumer choices, and the role of government. Finally, we carried out 

a comparative analysis of efficiency, welfare implications, real-world applications, and 

contemporary issues. Altogether, this Series has provided you with a strong foundation for 

understanding how market structures shape economic outcomes. 
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Glossary of Terms 

• Market structure: The organisational and competitive characteristics of a market that 

influence how firms operate and how prices and output are determined. 

• Perfect competition: A market structure with many firms producing identical products, 

where no single firm can influence price. 

• Monopoly: A market structure dominated by a single firm producing a unique product 

with no close substitutes. 

• Monopolistic competition: A market structure with many firms producing similar but 

differentiated products. 

• Oligopoly: A market structure dominated by a few large firms, often interdependent in 

their pricing and output decisions. 

• Firm conduct: The strategies and decisions adopted by firms in response to the market 

structure they operate in. 

• Firm performance: The outcomes of firm behaviour, measured in terms of profitability, 

efficiency, and market share. 

• Resource allocation: The distribution of inputs such as labour and capital across 

industries. 

• Efficiency: The optimal use of resources to maximise output and welfare. 

• Welfare implications: The effects of market structures on consumer and producer well-

being. 

Concept Check Questions 

Objective Questions 

1. (Linked to SLO 1.1) 

Define the term opportunity cost and select the correct option: a) The monetary cost of 

production b) The value of the next best alternative forgone c) The total revenue earned from 

sales d) The fixed cost of resources 

2. (Linked to SLO 1.2) 

Identify which of the following is not a characteristic of a perfectly competitive market: a) 

Homogeneous products b) Free entry and exit c) Price-setting power by firms d) Large number 

of buyers and sellers 

3. (Linked to SLO 2.1) 

Match the following economic concepts with their definitions: 
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• Demand elasticity 

• Marginal utility 

• Comparative advantage 

Short-Answer Questions 

4. (Linked to SLO 2.2) 

Explain how shifts in the demand curve differ from movements along the demand curve. 

5. (Linked to SLO 2.3) 

Using an example, illustrate how scarcity influences decision-making in households. 

6. (Linked to SLO 3.1) 

Summarize the role of government intervention in correcting market failures. 

Long-Answer Questions 

7. (Linked to SLO 3.2) 

Discuss the relationship between inflation and unemployment in the short run. 

• Basic response: Use the Phillips Curve framework to explain the inverse relationship 

between inflation and unemployment. 

• Value-added response: Critically evaluate the limitations of the Phillips Curve in 

modern economies, incorporating expectations-augmented models and real-world 

examples. 

8. (Linked to SLO 4.1) 

Analyze the impact of fiscal policy on aggregate demand and economic growth. 

• Basic response: Describe how government spending and taxation influence aggregate 

demand. 

• Value-added response: Assess the effectiveness of fiscal policy in both recessionary and 

inflationary contexts, referencing multiplier effects and crowding-out phenomena. 

9. (Linked to SLO 4.3) 

Evaluate the role of international trade in promoting economic development. 

• Basic response: Explain how trade allows countries to specialize and benefit from 

comparative advantage. 

• Value-added response: Explore challenges such as trade imbalances, dependency risks, 

and the role of trade agreements in shaping development outcomes. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Answers to Concept Check Questions [Series 1] 

Objective 

1. b) The value of the next best alternative forgone 

2. c) Price-setting power by firms 

3.  

• Demand elasticity → Responsiveness of quantity demanded to price changes 

• Marginal utility → Additional satisfaction from consuming one more unit 

• Comparative advantage → Ability to produce at lower opportunity cost 

Short-Answer 

4. Shifts occur when non-price factors (income, preferences, expectations) change demand; 

movements occur due to price changes alone. 

5. Scarcity forces households to prioritize needs; e.g., choosing between paying school fees 

or buying a new appliance. 

6. Government intervenes through policies like subsidies, taxes, and regulations to address 

externalities and ensure efficient resource allocation. 

Long-Answer 

7.  

• Basic: The Phillips Curve shows that lower unemployment often comes with higher 

inflation, and vice versa. 

• Value-added: However, in the long run, expectations adjust, making the trade-off less 

reliable. Modern economies show stagflation and structural unemployment, challenging 

the original model. 

8.  

• Basic: Fiscal policy affects aggregate demand through spending (increasing demand) and 

taxation (reducing disposable income). 

• Value-added: Its effectiveness depends on timing, multiplier size, and crowding-out 

effects. In recessions, expansionary fiscal policy boosts growth, but in inflationary 

periods, contractionary policy stabilizes prices. 

9.  
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• Basic: Trade enables specialization, efficiency, and access to wider markets, fostering 

growth. 

• Value-added: Yet, trade can create dependency, expose economies to global shocks, and 

exacerbate inequality. Trade agreements and fair practices are crucial for sustainable 

development. 

Answers to Pilot Questions  

1. Opportunity cost is the value of the next best alternative forgone. 

2. Price-setting power by firms is not a characteristic of perfect competition. 

3.  

• Demand elasticity → Responsiveness of quantity demanded to price changes 

• Marginal utility → Additional satisfaction from consuming one more unit 

• Comparative advantage → Ability to produce at lower opportunity cost 

4. Shifts in the demand curve occur due to non-price factors (income, preferences, 

expectations), while movements along the curve occur due to price changes alone. 

5. Scarcity forces households to prioritize needs; for example, choosing between paying 

school fees or buying a new appliance. 

6. Government intervention addresses market failures through subsidies, taxes, and 

regulations to correct externalities and improve efficiency. 

7.  

• Basic response: The Phillips Curve shows an inverse relationship between 

inflation and unemployment in the short run. 

• Value-added response: Expectations-augmented models reveal that the trade-off 

is less reliable over time. Stagflation and structural unemployment challenge the 

original framework. 

8.  

• Basic response: Fiscal policy influences aggregate demand through government 

spending (increasing demand) and taxation (reducing disposable income). 

• Value-added response: Effectiveness depends on timing, multiplier effects, and 

crowding-out. Expansionary policy boosts growth in recessions, while 

contractionary policy stabilizes inflation. 

9.  

• Basic response: International trade promotes specialization and efficiency, 

allowing countries to benefit from comparative advantage. 
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• Value-added response: Trade can also create dependency, expose economies to 

global shocks, and exacerbate inequality. Agreements and fair practices are 

essential for sustainable development. 
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diagram showing four types of market structures: perfect competition, monopoly, 

monopolistic competition, and oligopoly, arranged in a flow chart style.” Search string: 

“market structure classification diagram OER economics” 

• Box 1.1 Role of market structures in microeconomics Suggested AI prompt: “Generate a 
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the kinked demand curve used to explain price rigidity in oligopoly markets.” Search 

string: “kinked demand curve oligopoly diagram OER” 
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prompt: “Create a diagram comparing firm conduct in perfect competition, monopoly, 
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• Table 1.3 Consumer choices under different market structures Suggested AI prompt: 

“Create a comparative table showing consumer choices and resource allocation in four 

market structures.” Search string: “consumer choices resource allocation market 

structures table OER” 

• Box 1.3 Government interventions in market structures Suggested AI prompt: “Generate 

a text box summarising government interventions in market structures, including 

regulation, antitrust laws, subsidies, and taxation.” Search string: “government role 

market structures regulation OER economics” 

• Figure 1.5 Efficiency and welfare implications of market structures Suggested AI 

prompt: “Create a diagram comparing efficiency outcomes in perfect competition, 

monopoly, monopolistic competition, and oligopoly, showing consumer welfare 

differences.” Search string: “efficiency welfare implications market structures diagram 

OER” 

• Plate 1.1 Real-world examples of market structures Suggested AI prompt: “Create an 

illustrative image showing agriculture (perfect competition), electricity supply 

(monopoly), clothing retail (monopolistic competition), and automobile manufacturing 

(oligopoly).” Search string: “examples of industries market structures OER economics” 

• Box 1.4 Contemporary issues in market structures Suggested AI prompt: “Generate a text 

box summarising contemporary issues in market structures, including globalisation, 

digital platforms, and regulation.” Search string: “contemporary issues market structures 

OER economics” 
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Course code: ECO 302 

Course title: Intermediate Microeconomics ll 

Course credit load: 2 Units 

Series 1:  Foundations of Market Structures 

Series 2:  Perfect Competition and Equilibrium Analysis 

Series 3:  Monopoly, Monopsony, and Price Strategies 

Series 4:  Duopoly, Oligopoly, and Bilateral Monopoly Dynamics 

Series 5:  Revenue, Profit Maximization, and General Equilibrium Theory 

Series Outline 

• Part 2.1: Demand and Supply Functions in Perfect Competition 

• 2.1.1 Demand function and consumer behaviour 

• 2.1.2 Supply function and firm behaviour 

• 2.1.3 Market equilibrium under perfect competition 

• Part 2.2: Factor Market Equilibrium 

• 2.2.1 Labour market equilibrium 

• 2.2.2 Capital market equilibrium 

• 2.2.3 Resource allocation efficiency 

• Part 2.3: Existence and Uniqueness of Equilibrium 

• 2.3.1 Conditions for equilibrium existence 

• 2.3.2 Uniqueness of equilibrium outcomes 

• 2.3.3 Stability of equilibrium 

• Part 2.4: Optimisation Exercises in Perfect Competition 

• 2.4.1 Revenue maximisation 

• 2.4.2 Output determination 

• 2.4.3 Profit maximisation strategies 

Introduction 

Perfect competition is one of the most fundamental concepts in microeconomics, often used as a 

benchmark to understand how markets function under ideal conditions. In this structure, 

numerous firms produce identical products, and no single firm can influence the market price. 

Studying perfect competition provides learners with insights into efficiency, equilibrium, and the 

allocation of resources, which are crucial for analysing more complex market structures later in 

the course. 

The aim of this Series is to enable you to examine the mechanics of perfect competition, analyse 

how equilibrium is established in both commodity and factor markets, and evaluate the 

conditions under which equilibrium exists, is unique, and remains stable. 
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We shall commence this Series by exploring demand and supply functions in perfect 

competition, focusing on how consumers and firms interact to determine market equilibrium. 

Next, we will move on to factor market equilibrium, considering labour and capital markets and 

their role in resource allocation. Following that, we will examine the existence and uniqueness of 

equilibrium, including the issue of stability. Finally, we will conclude with optimisation 

exercises in perfect competition, where you will study revenue, output, and profit maximisation 

strategies. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 2.1: Define the demand function and explain how consumer behaviour shapes 

demand in perfect competition. 

• SLO 2.2: Describe the supply function and analyse how firm behaviour determines 

supply in perfect competition. 

• SLO 2.3: Demonstrate how market equilibrium is established through the interaction of 

demand and supply. 

• SLO 2.4: Explain how equilibrium is achieved in factor markets, including labour and 

capital. 

• SLO 2.5: Evaluate the efficiency of resource allocation in factor market equilibrium. 

• SLO 2.6: Identify the conditions necessary for the existence of equilibrium in perfect 

competition. 

• SLO 2.7: Analyse the uniqueness of equilibrium outcomes and their implications. 

• SLO 2.8: Assess the stability of equilibrium in perfect competition. 

• SLO 2.9: Apply optimisation techniques to determine revenue, output, and profit 

maximisation strategies in perfect competition. 

2.1 Demand And Supply Functions In Perfect Competition 

2.1.1 Demand function and consumer behaviour 

A demand function expresses the relationship between the quantity of a good that consumers 

are willing and able to purchase and the factors that influence this decision, such as price, 

income, and preferences. In perfect competition, the demand curve faced by an individual firm is 

perfectly elastic, meaning consumers can purchase any quantity at the prevailing market price. 

This reflects the fact that identical products are available from many firms, so consumers will not 

pay more than the market price. 

Fill in the blank: In perfect competition, the demand curve faced by an individual firm is 

perfectly ______. 
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[

Diagram showing a perfectly elastic demand curve for a firm in perfect competition. 

Figure 2.1 Perfectly elastic demand curve in perfect competition  

2.1.2 Supply function and firm behaviour 

A supply function shows the relationship between the quantity of a good that firms are willing 

to produce and sell and the factors influencing production, such as price, technology, and input 

costs. In perfect competition, firms supply goods at the point where marginal cost equals market 

price. This ensures that firms produce efficiently and remain competitive. The supply curve of an 

individual firm is upward sloping, reflecting increasing marginal costs as output expands. 

Fill in the blank: In perfect competition, firms supply goods at the point where marginal cost 

equals ______ price. 
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Diagram showing an upward-sloping supply curve for a firm in perfect competition. 

Figure 2.2 Firm supply curve in perfect competition  

2.1.3 Market equilibrium under perfect competition 

Market equilibrium occurs when the quantity demanded equals the quantity supplied at the 

prevailing market price. In perfect competition, equilibrium ensures that resources are allocated 

efficiently, with no excess demand or supply. If the price is above equilibrium, surplus occurs, 

leading firms to reduce output. If the price is below equilibrium, shortage occurs, encouraging 

firms to increase production. The equilibrium point represents stability in the market. 

Fill in the blank: Market equilibrium occurs when quantity demanded equals quantity ______ at 

the prevailing market price. 
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Diagram showing demand and supply curves intersecting at equilibrium in perfect competition. 

Figure 2.3 Market equilibrium in perfect competition  

Pilot questions 2.1 

1. What does a demand function represent in economics? 

2. In perfect competition, what shape is the demand curve faced by an individual firm? 

3. At what point do firms supply goods in perfect competition? 

4. Why is the supply curve of an individual firm upward sloping? 

5. What condition defines market equilibrium in perfect competition? 

2.2 Factor Market Equilibrium 

2.2.1 Labour market equilibrium 

The labour market equilibrium occurs when the quantity of labour demanded by firms equals 

the quantity of labour supplied by workers at the prevailing wage rate. In perfect competition, 

firms hire labour up to the point where the value of the marginal product of labour equals the 

wage. Workers supply labour based on wage levels and preferences for leisure versus work. This 

balance ensures efficient allocation of labour resources. 

Fill in the blank: Firms hire labour up to the point where the value of the marginal product of 

labour equals the ______. 
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Diagram showing labour demand and supply curves intersecting at equilibrium wage. 

 Figure 2.4 Labour market equilibrium in perfect competition  

2.2.2 Capital market equilibrium 

The capital market equilibrium is achieved when the demand for capital by firms equals the 

supply of capital by households or investors at the prevailing interest rate. Firms demand capital 

to invest in production, while households supply capital through savings. In perfect competition, 

equilibrium ensures that capital is allocated to its most productive uses, with interest rates 

reflecting the opportunity cost of funds. 

Fill in the blank: In capital market equilibrium, the demand for capital equals the supply of 

capital at the prevailing ______ rate. 
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Diagram showing capital demand and supply curves intersecting at equilibrium interest rate. 

Figure 2.5 Capital market equilibrium in perfect competition  

2.2.3 Resource allocation efficiency 

Resource allocation efficiency occurs when labour and capital are distributed in such a way that 

maximises output and welfare. In perfect competition, equilibrium in factor markets ensures that 

resources are directed to their most productive uses. Any deviation, such as unemployment in the 

labour market or excess savings in the capital market, indicates inefficiency. Governments may 

intervene to correct these imbalances, but in theory, perfect competition achieves efficiency 

naturally. 

Fill in the blank: Resource allocation efficiency occurs when labour and capital are distributed to 

their most ______ uses. 
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Box 2.1 Resource allocation efficiency in factor markets  

A boxed summary highlighting how equilibrium in labour and capital markets ensures efficient 

resource allocation.  

Pilot questions 2.2 

1. What condition defines labour market equilibrium in perfect competition? 

2. At what point do firms hire labour in a competitive labour market? 

3. What condition defines capital market equilibrium? 

4. How are interest rates determined in capital market equilibrium? 

5. What does resource allocation efficiency mean in factor markets? 

2.3 Existence And Uniqueness Of Equilibrium 

2.3.1 Conditions for equilibrium existence 

For equilibrium to exist in perfect competition, certain conditions must be satisfied. Demand and 

supply functions must intersect at a positive price and quantity. Consumers must be willing to 

purchase goods at the prevailing price, and firms must be willing to supply at that same price. If 

either demand or supply fails to respond appropriately, equilibrium cannot be achieved. This 

ensures that markets operate with balance between buyers and sellers. 

Fill in the blank: Equilibrium exists when demand and supply functions intersect at a positive 

______ and quantity. 
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Diagram showing demand and supply curves intersecting at equilibrium point.  

Figure 2.6 Conditions for equilibrium existence  

2.3.2 Uniqueness of equilibrium outcomes 

The uniqueness of equilibrium means that there is only one price and quantity at which demand 

equals supply. In perfect competition, uniqueness is guaranteed when demand and supply curves 

are well-behaved (downward-sloping demand and upward-sloping supply). If multiple 

intersections occur, the market may face uncertainty or instability. Unique equilibrium ensures 

predictability and efficiency in market outcomes. 

Fill in the blank: Uniqueness of equilibrium ensures that there is only one ______ and quantity 

where demand equals supply. 

[ 

Condition Description Why it contributes to uniqueness 

Downward-

Sloping 

Demand 

Curve 

According to the Law of Demand, 

as the price of a good falls, the 

quantity demanded increases (and 

vice-versa). This creates a curve 

with a negative slope. 

A downward-sloping demand curve 

ensures that consumers have a distinct 

willingness to pay for different 

quantities, making only one price point 

potentially clear the market. 
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Condition Description Why it contributes to uniqueness 

Upward-

Sloping 

Supply Curve 

Based on the Law of Supply, as the 

price of a good rises, the quantity 

supplied increases (and vice-versa). 

This creates a curve with a positive 

slope. 

An upward-sloping supply curve 

indicates that producers require higher 

prices to be motivated to produce and 

sell greater quantities, ensuring only one 

specific price-quantity combination is 

mutually acceptable. 

Single 

Intersection 

Point 

This is the graphical consequence of 

the first two conditions. Because the 

curves slope in opposite directions, 

they can cross each other only once 

within the positive quadrant of a 

price-quantity graph. 

The point of intersection is the unique 

equilibrium where the plans of buyers 

and sellers align. A single intersection 

prevents multiple equilibrium prices 

from existing simultaneously. 

Price 

Adjustment 

Mechanism 

If the market is not at equilibrium, 

forces exist to push it toward that 

single point. 

- If price is above equilibrium: A 

surplus (excess supply) occurs, leading 

sellers to cut prices. 

 

 

 

- If price is below equilibrium: A 

shortage (excess demand) occurs, 

leading buyers to bid prices up. 

Table 2.1 Conditions for unique equilibrium  

A table summarising conditions for uniqueness, including downward-sloping demand, upward-

sloping supply, and single intersection point.  

2.3.3 Stability of equilibrium 

Stability of equilibrium refers to the tendency of the market to return to equilibrium after a 

disturbance. In perfect competition, if prices rise above equilibrium, excess supply occurs, 

pushing prices down. If prices fall below equilibrium, excess demand occurs, pushing prices up. 

This self-correcting mechanism ensures that equilibrium is stable. However, instability may arise 

if demand or supply curves behave abnormally, such as backward-bending supply. 

Fill in the blank: Stability of equilibrium means the market tends to return to equilibrium after a 

______. 
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Diagram showing price adjustment process towards equilibrium. 

 Figure 2.7 Stability of equilibrium in perfect competition  

Pilot questions 2.3 

1. What condition must be satisfied for equilibrium to exist in perfect competition? 

2. What does uniqueness of equilibrium mean? 

3. Which curve behaviour ensures uniqueness of equilibrium? 

4. What happens when prices rise above equilibrium? 

5. What does stability of equilibrium imply about market behaviour? 

2.4 Optimisation Exercises In Perfect Competition 

2.4.1 Revenue maximisation 

Revenue maximisation refers to the process by which firms aim to achieve the highest possible 

total revenue. In perfect competition, total revenue is calculated as price multiplied by quantity 

sold. Since firms are price takers, they cannot influence the market price, so revenue 

maximisation depends entirely on adjusting output levels. The firm’s average revenue and 

marginal revenue are equal to the market price, which simplifies the analysis. 

Fill in the blank: In perfect competition, average revenue and marginal revenue are equal to the 

______ price. 
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Diagram showing total revenue, average revenue, and marginal revenue curves in perfect 

competition.  

Figure 2.8 Revenue maximisation in perfect competition  

2.4.2 Output determination 

Output determination in perfect competition occurs where marginal cost equals marginal 

revenue. Since marginal revenue equals price, firms adjust their output until marginal cost equals 

the market price. This ensures that firms produce the quantity of goods that maximises efficiency 

and competitiveness. Producing beyond this point increases costs more than revenue, while 

producing less reduces potential profit. 

Fill in the blank: Firms in perfect competition determine output at the point where marginal cost 

equals ______. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

[

Diagram showing firm output determination where MC = MR in perfect competition. 

Figure 2.9 Output determination in perfect competition  

2.4.3 Profit maximisation strategies 

Profit maximisation is achieved when firms produce at the output level where the difference 

between total revenue and total cost is greatest. In perfect competition, this occurs at the point 

where marginal cost equals marginal revenue, and average cost is minimised. If price is greater 

than average cost, firms earn supernormal profits. If price equals average cost, firms earn normal 

profits. If price falls below average cost, firms incur losses and may exit the market in the long 

run. 

Fill in the blank: Firms earn supernormal profits when price is greater than ______ cost. 

[ 

Outcome 

Price 

(P) vs. 

ATC 

Economic 

Profit 
Description and Firm Action 

Supernormal (or 

Abnormal) Profit 

P > 

ATC 
Positive 

The firm is covering all explicit and implicit 

(opportunity) costs and earning a reward for risk. 

This outcome is only possible in the short run and 

attracts new firms to enter the market. 
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Outcome 

Price 

(P) vs. 

ATC 

Economic 

Profit 
Description and Firm Action 

Normal Profit 

(Zero Economic 

Profit) 

P = 

ATC 
Zero 

The firm is exactly covering all explicit and implicit 

costs, including a fair return to the owner's capital 

and time. The firm is at its minimum efficient scale. 

This is the only long-run equilibrium for all firms in 

perfect competition. 

Loss 
P < 

ATC 
Negative 

The firm is not covering its total costs (ATC). 

 

 

 

 

- P > AVC (Shutdown Price): Firm continues to 

operate in the short run but exits in the long run. 

 

 

 

- P < AVC: Firm shut downs operations 

immediately. 

Box 2.2 Profit outcomes in perfect competition 

A boxed summary highlighting profit outcomes: supernormal profits, normal profits, and losses.  

Pilot questions 2.4 

1. What does revenue maximisation mean in perfect competition? 

2. At what point do firms determine output in perfect competition? 

3. What condition defines profit maximisation in perfect competition? 

4. When do firms earn supernormal profits? 

5. What happens if price falls below average cost in the long run? 

Series Summary 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

In this Series, we examined the mechanics of perfect competition and how equilibrium is 

established in both commodity and factor markets. We began with demand and supply functions, 

showing how consumer behaviour and firm decisions interact to determine market equilibrium. 

We then explored factor market equilibrium, focusing on labour and capital markets and their 

role in resource allocation efficiency. Next, we analysed the existence, uniqueness, and stability 

of equilibrium, highlighting the conditions under which equilibrium outcomes are predictable 

and self-correcting. Finally, we studied optimisation exercises, including revenue maximisation, 

output determination, and profit maximisation strategies. Altogether, this Series has provided a 

comprehensive understanding of how perfect competition operates as a benchmark for efficiency 

and welfare in economics. 

Glossary of Terms 

• Demand function: The relationship between the quantity of a good demanded and 

factors such as price, income, and preferences. 

• Supply function: The relationship between the quantity of a good supplied and factors 

such as price, technology, and input costs. 

• Market equilibrium: The point at which quantity demanded equals quantity supplied at 

the prevailing market price. 

• Labour market equilibrium: The balance between labour demand and labour supply at 

the prevailing wage rate. 

• Capital market equilibrium: The balance between capital demand and capital supply at 

the prevailing interest rate. 

• Resource allocation efficiency: The distribution of labour and capital to their most 

productive uses. 

• Existence of equilibrium: The condition where demand and supply curves intersect at a 

positive price and quantity. 

• Uniqueness of equilibrium: The situation where only one price and quantity satisfy the 

condition of demand equalling supply. 

• Stability of equilibrium: The tendency of the market to return to equilibrium after a 

disturbance. 

• Revenue maximisation: Achieving the highest possible total revenue, calculated as price 

multiplied by quantity. 

• Output determination: The process of selecting the level of output where marginal cost 

equals marginal revenue. 

• Profit maximisation: Producing at the output level where the difference between total 

revenue and total cost is greatest. 

Concept Check Questions 2 
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Objective Questions 

1. (Linked to SLO 2.1) 

In perfect competition, the demand curve faced by an individual firm is: a) Downward sloping b) 

Upward sloping c) Perfectly elastic d) Perfectly inelastic 

2. (Linked to SLO 2.2) 

Firms in perfect competition supply goods at the point where: a) Average cost equals price b) 

Marginal cost equals market price c) Total cost equals total revenue d) Marginal revenue equals 

average revenue 

3. (Linked to SLO 2.6) 

Equilibrium exists when demand and supply functions intersect at a positive: a) Wage b) Interest 

rate c) Price and quantity d) Marginal cost 

Short-Answer Questions 

4. (Linked to SLO 2.3) 

Explain how market equilibrium is established through the interaction of demand and supply. 

5. (Linked to SLO 2.4) 

At what point do firms hire labour in a competitive labour market? 

6. (Linked to SLO 2.5) 

What does resource allocation efficiency mean in factor markets? 

7. (Linked to SLO 2.7) 

Why does uniqueness of equilibrium matter in perfect competition? 

Long-Answer Questions 

8. (Linked to SLO 2.8) 

Assess the stability of equilibrium in perfect competition. 

• Basic response: Explain how surpluses and shortages lead to price adjustments that 

restore equilibrium. 

• Value-added response: Evaluate cases where abnormal supply or demand behaviour 

(e.g., backward-bending supply) may undermine stability, and discuss implications for 

policy intervention. 

9. (Linked to SLO 2.9) 
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Apply optimisation techniques to determine profit maximisation strategies in perfect 

competition. 

• Basic response: Show how firms maximise profit at the point where marginal cost equals 

marginal revenue, and average cost is minimised. 

• Value-added response: Analyse short-run versus long-run outcomes, including 

supernormal profits, normal profits, and losses, and discuss how entry and exit of firms 

affect market dynamics. 

10. (Linked to SLO 2.2 & 2.3) 

Evaluate the role of supply and demand functions in ensuring efficiency in perfect competition. 

• Basic response: Describe how consumer behaviour shapes demand and firm behaviour 

shapes supply, leading to equilibrium. 

• Value-added response: Critically examine how external shocks (e.g., technological 

change, policy shifts) alter supply and demand, and assess their impact on efficiency and 

welfare. 

Answers to Concept Check Questions [Series 2] 

Objective 

1. c) Perfectly elastic 

2. b) Marginal cost equals market price 

3. c) Price and quantity 

Short-Answer 

4. Market equilibrium is established when the quantity demanded equals the quantity 

supplied at the prevailing price, ensuring no surplus or shortage. 

5. Firms hire labour up to the point where the value of the marginal product of labour equals 

the wage. 

6. Resource allocation efficiency means labour and capital are distributed to their most 

productive uses, maximising output and welfare. 

7. Uniqueness ensures predictability and efficiency, preventing multiple equilibrium 

outcomes that could cause instability. 

Long-Answer 

8.  

• Basic: Stability means the market self-corrects—surpluses push prices down, shortages 

push prices up. 
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• Value-added: However, abnormal behaviours (e.g., backward-bending supply) can 

destabilise equilibrium, requiring policy measures to restore balance. 

9.  

• Basic: Profit maximisation occurs where marginal cost equals marginal revenue, and 

average cost is minimised. 

• Value-added: In the short run, firms may earn supernormal profits or losses, but in the 

long run, entry and exit drive the market to normal profit equilibrium. 

10.  

• Basic: Demand reflects consumer preferences, supply reflects firm costs, and their 

interaction ensures efficient equilibrium. 

• Value-added: External shocks can shift curves, affecting efficiency. For example, 

technological innovation lowers costs, shifting supply outward and improving welfare. 

Answers to Pilot Questions  

Answers to Pilot Questions 2.1 

1. A demand function represents the relationship between quantity demanded and 

influencing factors such as price. 

2. Perfectly elastic (horizontal). 

3. At the point where marginal cost equals market price. 

4. Because marginal costs increase as output expands. 

5. When quantity demanded equals quantity supplied at the prevailing price. 

Answers to Pilot Questions 2.2 

6. When labour demand equals labour supply at the prevailing wage rate. 

7. Where the value of the marginal product of labour equals the wage. 

8. When capital demand equals capital supply at the prevailing interest rate. 

9. Interest rates reflect the opportunity cost of funds. 

10. Efficient distribution of labour and capital to their most productive uses. 

Answers to Pilot Questions 2.3 

11. Demand and supply functions must intersect at a positive price and quantity. 

12. There is only one price and quantity where demand equals supply. 
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13. Downward-sloping demand and upward-sloping supply curves. 

14. Excess supply occurs, pushing prices down. 

15. The market tends to return to equilibrium after a disturbance. 

Answers to Pilot Questions 2.4 

16. Achieving the highest possible total revenue. 

17. At the point where marginal cost equals marginal revenue. 

18. When the difference between total revenue and total cost is greatest. 

19. When price is greater than average cost. 

20. Firms incur losses and may exit the market in the long run. 
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Course code: ECO 302 

Course title: Intermediate Microeconomics ll 

Course credit load: 2 Units 

Series 1:  Foundations of Market Structures 

Series 2:  Perfect Competition and Equilibrium Analysis 

Series 3:  Monopoly, Monopsony, and Price Strategies 

Series 4:  Duopoly, Oligopoly, and Bilateral Monopoly Dynamics 

Series 5:  Revenue, Profit Maximization, and General Equilibrium Theory 

Series Outline 

Part 3.1: Monopoly Behaviour and Market Outcomes 

• 3.1.1 Definition and characteristics of monopoly 

• 3.1.2 Sources of monopoly power 

• 3.1.3 Price and output determination under monopoly 

• 3.1.4 Welfare implications of monopoly 

Part 3.2: Monopsony and Factor Market Power 

• 3.2.1 Definition and features of monopsony 

• 3.2.2 Wage and employment determination under monopsony 

• 3.2.3 Welfare effects of monopsony in labour markets 

• 3.2.4 Case studies of monopsony power 

Part 3.3: Price Strategies in Imperfect Markets 

• 3.3.1 Price discrimination (first, second, and third degree) 

• 3.3.2 Peak-load pricing and two-part tariffs 

• 3.3.3 Bundling and tying strategies 

• 3.3.4 Dynamic pricing and modern applications 

Part 3.4: Regulation and Policy Responses 

• 3.4.1 Antitrust policies and monopoly regulation 
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• 3.4.2 Labour market policies against monopsony power 

• 3.4.3 Regulation of price strategies (fairness and consumer protection) 

• 3.4.4 Comparative analysis of policy effectiveness 

Introduction 

In the last Series, we examined monopoly and its implications for market power, focusing on 

how a single firm can influence prices, restrict output, and affect welfare. Building on that 

foundation, we now turn to a broader exploration of market structures where firms exercise 

significant control over both product and factor markets. This Series is particularly relevant 

because it introduces monopsony power in labour and input markets, alongside the diverse price 

strategies that firms employ in imperfect competition. Together, these topics provide a deeper 

understanding of how firms shape market outcomes and how policy responds to such behaviour. 

The aim of this Series is to equip you with the analytical tools to understand monopoly and 

monopsony behaviour, evaluate their welfare implications, and critically assess the range of price 

strategies used by firms in imperfect markets. 

We shall commence this Series by studying monopoly behaviour and market outcomes, 

including sources of monopoly power and welfare effects. Next, we will move on to monopsony 

and factor market power, examining how wages and employment are determined under 

monopsony and the resulting welfare implications. Following that, we will explore price 

strategies in imperfect markets, such as price discrimination, peak-load pricing, bundling, and 

dynamic pricing. Finally, we will conclude with regulation and policy responses, considering 

how governments intervene to address monopoly and monopsony power and regulate pricing 

practices. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 3.1 define monopoly and explain how price and output are determined under 

monopoly, 

• SLO 3.2 analyse the welfare implications of monopoly, including consumer surplus, 

producer surplus, and deadweight loss, 

• SLO 3.3 define monopsony and demonstrate how wages and employment are determined 

under monopsony, 

• SLO 3.4 evaluate the welfare effects of monopsony in factor markets, 

• SLO 3.5 explain the different forms of price discrimination and apply them to real-world 

examples, 

• SLO 3.6 describe advanced pricing strategies such as peak-load pricing, two-part tariffs, 

bundling, and dynamic pricing, 

• SLO 3.7 assess government regulation of monopoly and monopsony power, and 
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• SLO 3.8 examine policy responses to pricing strategies with respect to fairness and 

consumer protection. 

3.1 Monopoly Behaviour and Market Outcomes 

3.1.1 Definition and characteristics of monopoly 

A monopoly is a market structure in which a single firm is the sole producer and seller of a 

product with no close substitutes. Because of this dominance, the firm has significant control 

over price and output. Monopoly markets are characterised by high barriers to entry, restricted 

output, and the firm acting as a price maker rather than a price taker. 

Fill in the blank: A monopoly exists when a single firm produces a product with no close 

______. 

[

Diagram showing a single firm facing the market demand curve.  

Figure 3.1 Monopoly market structure  

3.1.2 Sources of monopoly power 

Monopoly power arises from several sources: 

• Barriers to entry such as patents, licences, or high start-up costs. 

• Control of essential resources, where one firm owns or controls a key input. 

• Economies of scale, which allow large firms to produce at lower costs, discouraging new 

entrants. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

• Government regulation, where exclusive rights are granted to a firm. 

Fill in the blank: Monopoly power can arise when a firm controls essential ______ needed for 

production. 

[

Box 3.1 Sources of monopoly power  

A boxed summary listing barriers to entry, resource control, economies of scale, and government 

regulation.  

3.1.3 Price and output determination under monopoly 

A monopolist maximises profit by producing at the output level where marginal cost (MC) 

equals marginal revenue (MR). The corresponding price is determined from the demand curve 

at that output. This results in restricted output and higher prices compared to perfect competition. 

Fill in the blank: A monopolist maximises profit at the point where marginal cost equals 

______. 
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[

Diagram showing MC and MR intersecting, with price determined from the demand curve 

above.  

Figure 3.2 Profit maximisation under monopoly  

3.1.4 Welfare implications of monopoly 

Monopoly reduces consumer surplus and increases producer surplus. It creates deadweight loss, 

representing inefficiency in resource allocation. While monopolists may invest in innovation 

using supernormal profits, they may also lack incentives to improve if competition is absent. 

Fill in the blank: Deadweight loss occurs when mutually beneficial ______ do not take place 

due to monopoly pricing. 
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[

Diagram showing deadweight loss area under monopoly.  

Figure 3.3 Deadweight loss under monopoly: 

Pilot Questions 3.1 

1. What is the defining characteristic of a monopoly? 

2. Name two sources of monopoly power. 

3. At what point does a monopolist maximise profit? 

4. How does monopoly affect consumer surplus and producer surplus? 

5. What is deadweight loss and why does it occur under monopoly? 

3.2 Monopsony and Factor Market Power 

3.2.1 Definition and features of monopsony 

A monopsony is a market structure in which a single buyer dominates the market for a particular 

factor of production, such as labour. Unlike monopoly, which involves a single seller, 

monopsony involves a single buyer with significant control over prices and quantities. Key 

features include restricted employment, lower wages compared to competitive markets, and high 

barriers to entry for other buyers. 

Fill in the blank: A monopsony exists when there is a single dominant ______ in a factor 

market. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

[

Diagram showing a single buyer facing an upward-sloping supply curve of labour.  

Figure 3.4 Monopsony market structure  

3.2.2 Wage and employment determination under monopsony 

In monopsony, the firm faces the entire labour supply curve. To hire more workers, it must raise 

wages, which increases the cost of all workers employed. As a result, the marginal cost of 

labour (MCL) lies above the labour supply curve. The monopsonist maximises profit by hiring 

workers at the point where MCL equals marginal revenue product (MRP). The wage paid is 

determined from the supply curve at that employment level, resulting in lower wages and fewer 

jobs compared to competitive markets. 

Fill in the blank: In monopsony, the wage rate is determined from the labour ______ curve at 

the equilibrium employment level. 
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[

Diagram showing MCL above the labour supply curve, with equilibrium at MCL = MRP.  

Figure 3.5 Wage and employment determination under monopsony  

3.2.3 Welfare effects of monopsony in labour markets 

Monopsony reduces both wages and employment compared to competitive markets, leading to 

lower worker welfare. This creates a deadweight loss in the labour market, as some mutually 

beneficial employment contracts do not occur. However, monopsony may also encourage firms 

to invest in training or long-term employment relationships, which can partially offset welfare 

losses. 

Fill in the blank: Monopsony leads to deadweight loss because some mutually beneficial 

______ contracts do not occur. 
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[

Diagram showing reduced employment and wages under monopsony compared to competitive 

equilibrium.  

Figure 3.6 Welfare effects of monopsony  

3.2.4 Case studies of monopsony power 

Examples of monopsony power include large employers in small towns, dominant firms in 

agricultural markets, and platform-based gig economies where workers have limited alternatives. 

These case studies illustrate how monopsony can shape wages, employment conditions, and 

bargaining power in real-world labour markets. 

Fill in the blank: A large employer in a small town may exercise ______ power over local 

workers. 
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[

Table summarising case studies of monopsony power in labour, agriculture, and gig economy 

markets.  

Table 3.1 Case studies of monopsony power  

Pilot Questions 3.2 

1. What is the defining characteristic of a monopsony? 

2. How does the monopsonist determine wages and employment? 

3. Why does the marginal cost of labour lie above the labour supply curve in monopsony? 

4. What welfare effects arise from monopsony power? 

5. Give one real-world example of monopsony power. 

3.3 Price Strategies in Imperfect Markets 

3.3.1 Price discrimination 

Price discrimination occurs when a firm charges different prices to different consumers for the 

same product, not based on cost differences. There are three main types: 

• First-degree: charging each consumer their maximum willingness to pay. 

• Second-degree: charging different prices based on quantity or product version (e.g. bulk 

discounts). 

• Third-degree: charging different prices to different groups (e.g. student discounts). 
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Fill in the blank: Third-degree price discrimination involves charging different prices to 

different ______ of consumers. 

[

Diagram showing demand curves for two consumer groups under third-degree price 

discrimination.  

Figure 3.7 Price discrimination strategies  

3.3.2 Peak-load pricing and two-part tariffs 

Peak-load pricing involves charging higher prices during periods of high demand and lower 

prices during off-peak periods. This is common in electricity and transport industries. Two-part 

tariffs involve charging a fixed fee plus a per-unit price, often used in utilities or membership-

based services. 

Fill in the blank: Peak-load pricing charges higher prices during periods of high ______. 
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[

Box 3.2 Peak-load pricing and two-part tariffs  

A boxed summary explaining peak-load pricing and two-part tariffs with examples.  

3.3.3 Bundling and tying strategies 

Bundling occurs when firms sell products together as a package, often at a lower combined price 

than if sold separately. Tying requires consumers to purchase one product in order to buy 

another, often used to extend market power. 

Fill in the blank: Bundling involves selling products together as a ______ at a combined price. 
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[

Diagram showing bundling strategy with two products sold together at a package price.  

Figure 3.8 Bundling and tying strategies  

3.3.4 Dynamic pricing and modern applications 

Dynamic pricing involves adjusting prices in real time based on demand, supply, or consumer 

behaviour. Examples include airline tickets, ride-sharing apps, and online retail. This strategy 

maximises revenue but raises questions of fairness and transparency. 

Fill in the blank: Dynamic pricing adjusts prices in ______ time based on demand and supply 

conditions. 
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[

Table summarising modern applications of dynamic pricing in airlines, ride-sharing, and online 

retail.  

Table 3.2 Applications of dynamic pricing  

Pilot Questions 3.3 

1. What are the three types of price discrimination? 

2. How does peak-load pricing differ from two-part tariffs? 

3. What is the difference between bundling and tying strategies? 

4. Give one example of dynamic pricing in modern markets. 

5. Why might dynamic pricing raise concerns about fairness? 

3.4 Regulation and Policy Responses 

3.4.1 Antitrust policies and monopoly regulation 

Governments use antitrust policies to prevent monopolistic practices such as collusion, 

predatory pricing, and abuse of market power. These policies aim to promote competition, 

protect consumers, and ensure efficient resource allocation. Antitrust laws may involve breaking 

up monopolies, restricting mergers, or penalising firms that engage in unfair practices. 

Fill in the blank: Antitrust policies are designed to promote ______ by preventing monopolistic 

practices. 
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[

 
Diagram showing government intervention breaking up monopoly power.  

Figure 3.9 Antitrust regulation of monopoly  

3.4.2 Labour market policies against monopsony power 

In monopsony labour markets, governments may intervene to protect workers from low wages 

and restricted employment. Policies include setting minimum wages, supporting collective 

bargaining, and regulating employment contracts. These measures aim to reduce the welfare 

losses associated with monopsony power and improve worker outcomes. 

Fill in the blank: Minimum wage laws are designed to protect workers from excessively ______ 

wages in monopsony markets. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

[

Box 3.3 Labour market policies against monopsony power A boxed summary explaining 

minimum wages, collective bargaining, and contract regulation.  

3.4.3 Regulation of price strategies 

Governments also regulate pricing strategies to ensure fairness and protect consumers. For 

example, laws may restrict discriminatory pricing, tying arrangements, or exploitative dynamic 

pricing. Regulators aim to balance firm innovation with consumer protection, ensuring that 

pricing practices do not harm vulnerable groups. 

Fill in the blank: Regulators may restrict discriminatory pricing to ensure ______ for 

consumers. 
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[

Diagram showing regulation of price discrimination and tying strategies. 

Figure 3.10 Regulation of price strategies  

3.4.4 Comparative analysis of policy effectiveness 

The effectiveness of regulation depends on enforcement, market conditions, and institutional 

capacity. While antitrust policies can promote competition, they may be difficult to enforce in 

global markets. Labour policies can improve worker welfare but may reduce employment if set 

too high. Regulation of pricing strategies must balance innovation with fairness. Comparative 

analysis helps evaluate which policies work best in different contexts. 

Fill in the blank: The effectiveness of regulation depends on enforcement, market conditions, 

and ______ capacity. 
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[

Table comparing policy tools (antitrust, labour policies, pricing regulation) with their strengths 

and limitations. \ 

Table 3.3 Comparative analysis of policy effectiveness  

Pilot Questions 3.4 

1. What is the purpose of antitrust policies? 

2. How do minimum wage laws protect workers in monopsony markets? 

3. Why might governments regulate price strategies? 

4. What challenges arise in enforcing antitrust policies in global markets? 

5. How can comparative analysis help evaluate policy effectiveness? 

Series 3 Summary 

In this Series, we examined how firms exercise market power in both product and factor markets, 

and the pricing strategies they employ. We began with monopoly behaviour, exploring its 

characteristics, sources of power, and welfare implications. We then studied monopsony, 

focusing on wage and employment determination in labour markets and the resulting welfare 

effects. Next, we analysed price strategies in imperfect markets, including price discrimination, 

peak-load pricing, two-part tariffs, bundling, tying, and dynamic pricing. Finally, we considered 

regulation and policy responses, highlighting antitrust measures, labour market interventions, 

and consumer protection in pricing practices. Altogether, this Series provided a comprehensive 

view of how market power shapes outcomes and how policy seeks to balance efficiency, 

fairness, and innovation. 
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Glossary of Terms 

• Monopoly: A market structure with a single seller and no close substitutes. 

• Monopsony: A market structure with a single buyer dominating a factor market. 

• Barriers to entry: Obstacles preventing new firms from entering a market. 

• Marginal revenue (MR): Additional revenue from selling one more unit of output. 

• Marginal cost (MC): Additional cost of producing one more unit of output. 

• Marginal cost of labour (MCL): Additional cost of hiring one more worker in 

monopsony. 

• Marginal revenue product (MRP): Additional revenue generated by employing one 

more unit of labour. 

• Price discrimination: Charging different prices to consumers for the same product. 

• Peak-load pricing: Charging higher prices during periods of high demand. 

• Two-part tariff: Pricing strategy involving a fixed fee plus a per-unit charge. 

• Bundling: Selling products together as a package. 

• Tying: Requiring purchase of one product to access another. 

• Dynamic pricing: Adjusting prices in real time based on demand and supply. 

• Antitrust policies: Government regulations to prevent monopolistic practices. 

• Deadweight loss: Welfare loss due to inefficiency in resource allocation. 

Concept Check Questions  

4.1 Objective Questions 

1. A monopoly exists when a single firm produces a product with no close ______. (Linked 

to SLO 3.1) 

2. Monopoly power can arise when a firm controls essential ______ needed for production. 

(Linked to SLO 3.1) 

3. A monopolist maximises profit at the point where marginal cost equals ______. (Linked 

to SLO 3.1) 

4. In monopsony, the wage rate is determined from the labour ______ curve at the 

equilibrium employment level. (Linked to SLO 3.3) 

5. Third-degree price discrimination involves charging different prices to different ______ 

of consumers. (Linked to SLO 3.5) 
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6. Peak-load pricing charges higher prices during periods of high ______. (Linked to SLO 

3.6) 

7. Minimum wage laws are designed to protect workers from excessively ______ wages in 

monopsony markets. (Linked to SLO 3.7) 

8. Antitrust policies are designed to promote ______ by preventing monopolistic practices. 

(Linked to SLO 3.7) 

4.2 Short-Answer Questions 

9. Define monopoly and explain its key characteristics. (Linked to SLO 3.1) 

10. Identify two sources of monopoly power and briefly explain them. (Linked to SLO 3.1) 

11. Explain why the marginal cost of labour lies above the labour supply curve in 

monopsony. (Linked to SLO 3.3) 

12. What welfare effects arise from monopsony power in labour markets? (Linked to SLO 

3.4) 

13. Differentiate between bundling and tying strategies with examples. (Linked to SLO 3.6) 

14. Give one modern example of dynamic pricing and explain why it may raise fairness 

concerns. (Linked to SLO 3.6) 

15. Why might governments regulate price strategies in imperfect markets? (Linked to SLO 

3.8) 

4.3 Long-Answer Questions 

16. Analyse how monopoly affects consumer surplus, producer surplus, and deadweight loss. 

(Linked to SLO 3.2) 

17. Evaluate the welfare implications of monopsony in labour markets, including both 

negative and potential positive effects. (Linked to SLO 3.4) 

18. Compare and contrast first-degree, second-degree, and third-degree price discrimination, 

providing real-world examples. (Linked to SLO 3.5) 

19. Assess the effectiveness of antitrust policies, labour market interventions, and regulation 

of pricing strategies in addressing market power. (Linked to SLO 3.7 & SLO 3.8) 

Answers to Concept Check Questions  

Objective Questions 

1. substitutes 

2. resources 

3. marginal revenue 
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4. supply 

5. groups 

6. demand 

7. low 

8. competition 

Short-Answer Questions 

9. A monopoly is a market structure where a single firm is the sole producer of a product 

with no close substitutes. It is characterised by high barriers to entry and the firm acting as a 

price maker. 

10. Sources include barriers to entry (e.g., patents, licences) and control of essential 

resources (e.g., ownership of a key input). 

11. Because hiring additional workers requires raising wages for all employees, the marginal 

cost of labour exceeds the wage rate on the supply curve. 

12. Monopsony reduces wages and employment, creating deadweight loss as mutually 

beneficial contracts do not occur. 

13. Bundling sells products together as a package (e.g., Microsoft Office suite). Tying 

requires purchase of one product to access another (e.g., printer requiring proprietary ink). 

14. Example: Airline ticket pricing. Fairness concerns arise because two consumers may pay 

different prices for the same flight depending on booking time or demand. 

15. To ensure fairness, protect consumers from exploitation, and prevent firms from abusing 

market power through discriminatory or manipulative pricing. 

Long-Answer Questions 

16. Monopoly and Welfare Implications 

• Basic response: Monopoly reduces consumer surplus, increases producer surplus, and 

creates deadweight loss because mutually beneficial trades do not occur. 

• Value-added response: Beyond inefficiency, monopolists may use supernormal profits 

to invest in innovation, but lack of competition can reduce incentives for efficiency and 

quality improvement. Historical examples include regulated utilities versus unregulated 

tech monopolies. 

17. Welfare Implications of Monopsony 

• Basic response: Monopsony reduces wages and employment compared to competitive 

markets, lowering worker welfare and creating deadweight loss. 
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• Value-added response: However, monopsony may encourage firms to invest in worker 

training or long-term contracts, potentially stabilising employment. For instance, large 

employers in rural areas may provide job security despite lower wages. 

18. Price Discrimination Types 

• Basic response: 

• First-degree: charging each consumer their maximum willingness to pay. 

• Second-degree: discounts based on quantity or product version. 

• Third-degree: different prices for different groups (e.g., student discounts). 

• Value-added response: Real-world examples include Uber’s dynamic fares (first-degree 

approximation), bulk discounts in supermarkets (second-degree), and cinema student 

pricing (third-degree). Firms use these strategies to maximise revenue while segmenting 

markets. 

19. Effectiveness of Regulation 

• Basic response: Antitrust policies promote competition, labour policies protect workers, 

and pricing regulation ensures fairness. 

• Value-added response: Effectiveness varies by context—global markets make antitrust 

enforcement difficult, minimum wages may reduce employment if set too high, and 

regulating dynamic pricing requires balancing innovation with consumer protection. 

Comparative analysis helps identify which tools are most effective in specific industries 

(e.g., tech vs agriculture). 

Answers to Pilot Questions  

Pilot Questions 3.1 

• A monopoly is defined by a single firm producing a product with no close substitutes. 

• Sources include barriers to entry and control of essential resources. 

• A monopolist maximises profit where MC = MR. 

• Monopoly reduces consumer surplus and increases producer surplus. 

• Deadweight loss occurs because mutually beneficial trades do not take place. 

Pilot Questions 3.2 

• A monopsony is defined by a single dominant buyer in a factor market. 

• Wages and employment are determined where MCL = MRP, with wage set from the 

supply curve. 
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• Because hiring more workers raises wages for all, making MCL higher than the supply 

curve. 

• Welfare effects include lower wages, reduced employment, and deadweight loss. 

• Example: A large employer in a small town. 

Pilot Questions 3.3 

• First-degree, second-degree, and third-degree price discrimination. 

• Peak-load pricing varies by demand periods, while two-part tariffs combine fixed and 

variable charges. 

• Bundling sells products together, tying requires purchase of one to access another. 

• Example: Airline ticket pricing. 

• Dynamic pricing may raise fairness concerns by charging different consumers different 

prices at the same time. 

Pilot Questions 3.4 

• Antitrust policies aim to promote competition and prevent monopolistic practices. 

• Minimum wage laws protect workers from excessively low wages. 

• Governments regulate price strategies to ensure fairness and protect consumers. 

• Enforcement is challenging in global markets with cross-border firms. 

• Comparative analysis helps identify which policies are most effective in different 

contexts. 

 

References and Attributions  

General References 

• Nicholson, W., & Snyder, C. (2017). Microeconomic theory: Basic principles and 

extensions (12th ed.). Cengage Learning. 

• Varian, H. R. (2014). Intermediate microeconomics: A modern approach (9th ed.). W. 

W. Norton & Company. 

• OpenStax. (2016). Principles of microeconomics. OpenStax CNX. Retrieved from 

https://openstax.org/books/principles-microeconomics (openstax.org in Bing) 

Illustrations and OER Sources 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

• Figure 3.1 Monopoly market structure Attribution: AI-generated illustration using 

prompt “Create a diagram showing a monopoly market structure with one firm 

controlling supply and facing the market demand curve.” 

• Box 3.1 Sources of monopoly power Attribution: AI-generated text box using prompt 

“Generate a text box summarising sources of monopoly power: barriers to entry, resource 

control, economies of scale, government regulation.” 

• Figure 3.2 Profit maximisation under monopoly Attribution: AI-generated diagram using 

prompt “Create a diagram showing MC and MR intersecting at equilibrium output, with 

price determined from the demand curve above.” 

• Figure 3.3 Deadweight loss under monopoly Attribution: AI-generated diagram using 

prompt “Create a diagram showing deadweight loss area under monopoly, highlighting 

inefficiency compared to perfect competition.” 

• Figure 3.4 Monopsony market structure Attribution: AI-generated illustration using 

prompt “Create a diagram showing a monopsony market structure with one buyer facing 

an upward-sloping labour supply curve.” 

• Figure 3.5 Wage and employment determination under monopsony Attribution: AI-

generated diagram using prompt “Create a diagram showing monopsony wage 

determination with MCL above the labour supply curve and equilibrium at MCL = 

MRP.” 

• Figure 3.6 Welfare effects of monopsony Attribution: AI-generated diagram using prompt 

“Create a diagram comparing competitive labour market equilibrium with monopsony 

equilibrium, highlighting deadweight loss.” 

• Table 3.1 Case studies of monopsony power Attribution: AI-generated table using prompt 

“Create a table summarising case studies of monopsony power in labour markets, 

agriculture, and gig economy platforms.” 

• Figure 3.7 Price discrimination strategies Attribution: AI-generated diagram using 

prompt “Create a diagram showing third-degree price discrimination with two consumer 

groups facing different demand curves.” 

• Box 3.2 Peak-load pricing and two-part tariffs Attribution: AI-generated text box using 

prompt “Generate a text box summarising peak-load pricing and two-part tariffs with 

examples from utilities and transport.” 

• Figure 3.8 Bundling and tying strategies Attribution: AI-generated diagram using prompt 

“Create a diagram showing bundling strategy with two products sold together at a 

package price, and tying strategy requiring purchase of one product to access another.” 

• Table 3.2 Applications of dynamic pricing Attribution: AI-generated table using prompt 

“Create a table summarising modern applications of dynamic pricing in airlines, ride-

sharing, and online retail.” 
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• Figure 3.9 Antitrust regulation of monopoly Attribution: AI-generated diagram using 

prompt “Create a diagram showing government intervention breaking up monopoly 

power through antitrust regulation.” 

• Box 3.3 Labour market policies against monopsony power Attribution: AI-generated text 

box using prompt “Generate a text box summarising labour market policies against 

monopsony power, including minimum wages and collective bargaining.” 

• Figure 3.10 Regulation of price strategies Attribution: AI-generated diagram using 

prompt “Create a diagram showing regulation of price discrimination and tying strategies 

to protect consumers.” 

• Table 3.3 Comparative analysis of policy effectiveness Attribution: AI-generated table 

using prompt “Create a table comparing antitrust policies, labour market interventions, 

and pricing regulation, highlighting strengths and limitations.” 
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• 4.1.4 Collusion and cooperative strategies 

 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Part 4.2: Oligopoly Market Structures 

• 4.2.1 Meaning and features of oligopoly 

• 4.2.2 Game theory and strategic interdependence 

• 4.2.3 Kinked demand curve model 

• 4.2.4 Cartels and competition policy 

Part 4.3: Bilateral Monopoly Dynamics 

• 4.3.1 Definition and examples of bilateral monopoly 

• 4.3.2 Bargaining power and negotiation outcomes 

• 4.3.3 Welfare implications of bilateral monopoly 

• 4.3.4 Case studies in labour and resource markets 

Part 4.4: Policy and Regulation in Complex Market Structures 

• 4.4.1 Antitrust and competition law in oligopolistic markets 

• 4.4.2 Regulation of collusion and cartels 

• 4.4.3 Government intervention in bilateral monopolies 

• 4.4.4 Comparative analysis of policy effectiveness 

Introduction 
In the previous Series, we explored monopoly and monopsony power, alongside the pricing 

strategies firms use in imperfect markets. That discussion highlighted how single sellers or 

buyers can shape market outcomes and how regulation seeks to balance efficiency with fairness. 

Building on that foundation, this Series moves into more complex market structures where 

multiple firms or bargaining parties interact strategically. These dynamics are central to 

understanding modern industries such as telecommunications, energy, and digital platforms, 

where competition and cooperation often coexist. 

The aim of this Series is to equip you with the analytical skills to evaluate duopoly and oligopoly 

models, apply game theory to strategic behaviour, and assess the welfare and policy implications 

of bilateral monopoly situations. 

We shall commence this Series by examining duopoly models and strategic behaviour, focusing 

on Cournot and Bertrand frameworks as well as collusion. Next, we will move on to oligopoly 

market structures, where interdependence and game theory play a crucial role, including the 

kinked demand curve and cartel behaviour. Following that, we will explore bilateral monopoly 

dynamics, considering bargaining power, negotiation outcomes, and case studies in labour and 

resource markets. Finally, we will conclude with policy and regulation in complex market 

structures, evaluating antitrust measures, cartel regulation, and government intervention in 

bilateral monopolies. 
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Series Learning Outcomes 
Upon completing this Series, you should be able to: 

• SLO 4.1 define duopoly and explain the key features of Cournot and Bertrand models, 

• SLO 4.2 analyse strategic behaviour in duopoly markets, including collusion and 

cooperative strategies, 

• SLO 4.3 describe the main characteristics of oligopoly and apply game theory to explain 

interdependence among firms, 

• SLO 4.4 evaluate the kinked demand curve model and its implications for price stability 

in oligopoly, 

• SLO 4.5 assess the role of cartels in oligopolistic markets and discuss competition policy 

responses, 

• SLO 4.6 define bilateral monopoly and demonstrate how bargaining power influences 

negotiation outcomes, 

• SLO 4.7 analyse the welfare implications of bilateral monopoly in labour and resource 

markets, 

• SLO 4.8 examine government regulation of oligopolies and bilateral monopolies, and 

• SLO 4.9 compare the effectiveness of different policy tools in addressing complex 

market structures. 

4.1 Duopoly Models and Strategic Behaviour 

4.1.1 Definition and characteristics of duopoly 

A duopoly is a market structure in which two firms dominate the supply of a product or service. 

Each firm’s decisions about price and output directly affect the other, creating strategic 

interdependence. Duopolies often serve as a bridge between monopoly and oligopoly, illustrating 

how competition between a small number of firms shapes market outcomes. 

Fill in the blank: A duopoly is a market structure with exactly ______ dominant firms. 
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[

Diagram showing two firms controlling supply in a duopoly market.  

Figure 4.1 Duopoly market structure  

4.1.2 Cournot model of duopoly 

The Cournot model assumes that each firm chooses its output level simultaneously, taking the 

other firm’s output as given. Market price is determined by total output. The equilibrium occurs 

when neither firm has an incentive to change its output, known as the Cournot–Nash 

equilibrium. 

Fill in the blank: In the Cournot model, firms compete by choosing their level of ______. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

[

Diagram showing reaction functions of two firms intersecting at Cournot equilibrium.  

Figure 4.2 Cournot duopoly equilibrium  

4.1.3 Bertrand model of duopoly 

The Bertrand model assumes that firms compete by setting prices rather than output. Each firm 

chooses its price simultaneously, and consumers buy from the firm offering the lower price. In 

equilibrium, prices tend to equal marginal cost, similar to perfect competition, even with only 

two firms. 

Fill in the blank: In the Bertrand model, firms compete by setting ______ rather than output. 
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[

Diagram showing Bertrand duopoly price competition leading to equilibrium at marginal cost. 

Figure 4.3 Bertrand duopoly equilibrium  

4.1.4 Collusion and cooperative strategies 

Duopolists may collude to maximise joint profits, behaving like a monopoly. Collusion can be 

explicit (formal agreements) or tacit (informal understanding). While collusion increases profits, 

it reduces consumer welfare and is often illegal under competition law. Cooperative strategies 

highlight the tension between self-interest and collective outcomes. 

Fill in the blank: Collusion allows duopolists to maximise joint ______ by acting like a 

monopoly. 
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[

Box 4.1 Collusion and cooperative strategies  

A boxed summary explaining explicit and tacit collusion, with examples.  

Pilot Questions 4.1 

1. What is the defining characteristic of a duopoly? 

2. How do firms compete in the Cournot model? 

3. What is the Cournot–Nash equilibrium? 

4. How do firms compete in the Bertrand model? 

5. Why might duopolists choose to collude? 

4.2 Oligopoly Market Structures 

4.2.1 Meaning and features of oligopoly 

An oligopoly is a market structure where a small number of firms dominate the industry. Each 

firm’s actions influence the others, creating strategic interdependence. Oligopolies are common 

in industries such as telecommunications, airlines, and automobile manufacturing. Key features 

include few sellers, barriers to entry, product differentiation (or homogeneity), and the potential 

for collusion. 

Fill in the blank: An oligopoly is a market structure dominated by a small number of ______. 
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[

Diagram showing a few firms controlling supply in an oligopoly market. 

Figure 4.4 Oligopoly market structure  

4.2.2 Game theory and strategic interdependence 

Game theory provides tools to analyse strategic behaviour in oligopoly. Firms must anticipate 

rivals’ reactions when making decisions about price, output, or advertising. Concepts such as the 

Nash equilibrium and the prisoner’s dilemma illustrate how firms may choose strategies that 

balance competition and cooperation. 

Fill in the blank: In game theory, a Nash equilibrium occurs when no firm has an incentive to 

change its ______. 
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Diagram showing a payoff matrix for two firms in a prisoner’s dilemma scenario.  

Figure 4.5 Game theory in oligopoly  

4.2.3 Kinked demand curve model 

The kinked demand curve model explains price rigidity in oligopoly. It assumes that if one 

firm raises its price, rivals will not follow, causing demand to be elastic above the kink. If one 

firm lowers its price, rivals will match, causing demand to be inelastic below the kink. This leads 

to a discontinuity in the marginal revenue curve and stable prices despite cost changes. 

Fill in the blank: The kinked demand curve model suggests that prices in oligopoly tend to 

remain ______ despite changes in cost. 
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Diagram showing kinked demand curve with discontinuous marginal revenue.  

Figure 4.6 Kinked demand curve in oligopoly  

4.2.4 Cartels and competition policy 

A cartel is a formal agreement among oligopolists to fix prices, restrict output, or divide 

markets. While cartels increase profits, they reduce consumer welfare and are illegal in many 

countries. Competition policy seeks to prevent cartel formation and promote fair market 

practices. Famous examples include OPEC in the oil industry. 

Fill in the blank: A cartel is a formal agreement among firms to fix ______ or restrict output. 
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Box 4.2 Cartels and competition policy  

A boxed summary explaining the nature of cartels, their effects, and competition policy 

responses.  

Pilot Questions 4.2 

1. What is the defining characteristic of an oligopoly? 

2. How does game theory help explain strategic interdependence in oligopoly? 

3. What does the kinked demand curve model suggest about price behaviour? 

4. What is a cartel and why is it often illegal? 

5. Give one real-world example of an oligopoly industry. 

4.3 Bilateral Monopoly Dynamics 

4.3.1 Definition and examples of bilateral monopoly 

A bilateral monopoly occurs when a single seller (monopoly) faces a single buyer 

(monopsony). This structure is unique because both sides possess market power, and outcomes 

depend on negotiation and bargaining. Examples include a dominant employer negotiating with a 

powerful labour union, or a sole supplier dealing with a sole purchaser. 

Fill in the blank: A bilateral monopoly exists when a single seller faces a single dominant 

______. 
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Diagram showing one seller and one buyer negotiating in a bilateral monopoly.  

Figure 4.7 Bilateral monopoly structure  

4.3.2 Bargaining power and negotiation outcomes 

In bilateral monopoly, the final price and quantity are determined by bargaining between the two 

parties. The seller seeks higher prices, while the buyer seeks lower prices. The outcome depends 

on relative bargaining power, negotiation skills, and external factors such as government 

intervention. 

Fill in the blank: In bilateral monopoly, the final outcome depends on the relative ______ 

power of the buyer and seller. 
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Diagram showing bargaining range between monopoly price and monopsony price.  

Figure 4.8 Bargaining outcomes in bilateral monopoly  

4.3.3 Welfare implications of bilateral monopoly 

The welfare effects of bilateral monopoly are ambiguous. While negotiation may lead to 

outcomes closer to competitive equilibrium, it may also result in inefficiency if bargaining 

breaks down. Deadweight loss can be reduced compared to pure monopoly or monopsony, but 

distribution of surplus depends on bargaining outcomes. 

Fill in the blank: Welfare outcomes in bilateral monopoly are ______ because they depend on 

negotiation results. 
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Diagram comparing welfare under monopoly, monopsony, and bilateral monopoly.  

Figure 4.9 Welfare implications of bilateral monopoly  

4.3.4 Case studies in labour and resource markets 

Real-world examples of bilateral monopoly include negotiations between large employers and 

powerful trade unions, or between mining companies and governments controlling natural 

resources. These case studies highlight how bargaining power and institutional frameworks 

shape outcomes. 

Fill in the blank: Negotiations between large employers and trade unions are an example of a 

______ monopoly. 
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Table summarising case studies of bilateral monopoly in labour and resource markets. 

Table 4.1 Case studies of bilateral monopoly  

Pilot Questions 4.3 

1. What is the defining characteristic of a bilateral monopoly? 

2. How are price and quantity determined in bilateral monopoly? 

3. Why are welfare outcomes ambiguous in bilateral monopoly? 

4. Give one example of bilateral monopoly in labour markets. 

5. How does bargaining power influence outcomes in bilateral monopoly? 

4.4 Policy and Regulation in Complex 

Market Structures 

4.4.1 Antitrust and competition law in oligopolistic markets 

Antitrust and competition laws aim to prevent anti-competitive practices such as collusion, 

predatory pricing, and abuse of market dominance. In oligopolistic markets, these laws are 

crucial because firms may be tempted to form cartels or engage in tacit collusion. Effective 

enforcement promotes consumer welfare and ensures fair competition. 

Fill in the blank: Antitrust laws are designed to prevent anti-competitive practices and promote 

______ welfare. 
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Diagram showing government intervention in oligopoly markets to prevent collusion.  

Figure 4.10 Antitrust regulation in oligopoly  

4.4.2 Regulation of collusion and cartels 

Governments regulate collusion and cartels by imposing fines, breaking up agreements, and 

monitoring industries prone to cartel behaviour. International cartels, such as those in shipping or 

oil, pose challenges due to cross-border enforcement. Policies aim to deter firms from restricting 

output or fixing prices. 

Fill in the blank: Governments often impose heavy ______ on firms found guilty of cartel 

behaviour. 
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Box 4.3 Regulation of collusion and cartels  

A boxed summary explaining government measures against collusion and cartels, including fines 

and monitoring.  

4.4.3 Government intervention in bilateral monopolies 

In bilateral monopolies, government intervention may be necessary to resolve bargaining 

deadlocks or ensure fair outcomes. Policies include arbitration, collective bargaining support, 

and regulation of contract terms. Intervention seeks to balance the interests of both buyer and 

seller while reducing inefficiency. 

Fill in the blank: Arbitration is a form of government intervention used to resolve ______ in 

bilateral monopolies. 
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Diagram showing arbitration process between buyer and seller in bilateral monopoly.  

Figure 4.11 Government intervention in bilateral monopoly  

4.4.4 Comparative analysis of policy effectiveness 

The effectiveness of policies depends on enforcement strength, institutional capacity, and market 

conditions. Antitrust laws may succeed in breaking up collusion but struggle with tacit 

agreements. Labour policies in bilateral monopolies can improve fairness but may reduce 

efficiency if poorly designed. Comparative analysis helps identify which policies are most 

effective in different contexts. 

Fill in the blank: The effectiveness of competition policies depends largely on enforcement 

strength and institutional ______. 
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Table comparing antitrust laws, cartel regulation, and bilateral monopoly interventions with 

strengths and limitations.  

Table 4.2 Comparative analysis of policy effectiveness  

Pilot Questions 4.4 

1. What is the purpose of antitrust laws in oligopolistic markets? 

2. How do governments regulate collusion and cartels? 

3. Why might government intervention be necessary in bilateral monopolies? 

4. What challenges arise in enforcing antitrust laws across borders? 

5. How does comparative analysis help evaluate policy effectiveness? 

Series 4 Summary 
In this Series, we explored how markets operate when more than one firm or bargaining party 

holds significant power. We began with duopoly models, examining Cournot and Bertrand 

frameworks and the role of collusion. We then moved into oligopoly structures, highlighting 

strategic interdependence through game theory, the kinked demand curve, and cartel behaviour. 

Following that, we studied bilateral monopoly dynamics, where negotiation between a single 

buyer and seller determines outcomes. Finally, we considered policy and regulation, focusing on 

antitrust laws, cartel regulation, and government intervention in bilateral monopolies. Altogether, 

this Series provided a comprehensive understanding of complex market structures and the 

policies designed to manage them. 
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Glossary of Terms 
• Duopoly: A market structure dominated by two firms. 

• Cournot model: A duopoly model where firms compete by choosing output levels. 

• Bertrand model: A duopoly model where firms compete by setting prices. 

• Collusion: Cooperation between firms to maximise joint profits, often illegal. 

• Oligopoly: A market structure dominated by a few firms. 

• Game theory: Analytical framework for studying strategic interactions among firms. 

• Nash equilibrium: A situation where no firm has an incentive to change its strategy. 

• Prisoner’s dilemma: A game theory scenario illustrating conflict between cooperation 

and self-interest. 

• Kinked demand curve: A model explaining price rigidity in oligopoly. 

• Cartel: A formal agreement among firms to fix prices or restrict output. 

• Bilateral monopoly: A market structure with one seller and one buyer, both with market 

power. 

• Bargaining power: The ability of a party to influence negotiation outcomes. 

• Arbitration: Government or third-party intervention to resolve disputes. 

• Antitrust laws: Regulations designed to prevent anti-competitive practices. 

Concept Check Questions  

4.1 Objective Questions 

1. A duopoly is a market structure with exactly ______ dominant firms. (Linked to SLO 

4.1) 

2. In the Cournot model, firms compete by choosing their level of ______. (Linked to SLO 

4.1) 

3. In the Bertrand model, firms compete by setting ______ rather than output. (Linked to 

SLO 4.1) 

4. Collusion allows duopolists to maximise joint ______ by acting like a monopoly. (Linked 

to SLO 4.2) 

5. An oligopoly is a market structure dominated by a small number of ______. (Linked to 

SLO 4.3) 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

6. In game theory, a Nash equilibrium occurs when no firm has an incentive to change its 

______. (Linked to SLO 4.3) 

7. The kinked demand curve model suggests that prices in oligopoly tend to remain ______ 

despite changes in cost. (Linked to SLO 4.4) 

8. A cartel is a formal agreement among firms to fix ______ or restrict output. (Linked to 

SLO 4.5) 

9. A bilateral monopoly exists when a single seller faces a single dominant ______. (Linked 

to SLO 4.6) 

10. In bilateral monopoly, the final outcome depends on the relative ______ power of the 

buyer and seller. (Linked to SLO 4.6) 

11. Antitrust laws are designed to prevent anticompetitive practices and promote ______ 

welfare. (Linked to SLO 4.8) 

4.2 Short-Answer Questions 

12. Define duopoly and explain its key characteristics. (Linked to SLO 4.1) 

13. Differentiate between Cournot and Bertrand models of duopoly. (Linked to SLO 4.1) 

14. Why might duopolists choose to collude, and what are the welfare implications? (Linked 

to SLO 4.2) 

15. Explain how game theory helps analyse strategic interdependence in oligopoly. (Linked 

to SLO 4.3) 

16. What does the kinked demand curve model suggest about price behaviour in oligopoly 

markets? (Linked to SLO 4.4) 

17. Give one real-world example of a cartel and explain why it is often illegal. (Linked to 

SLO 4.5) 

18. Define bilateral monopoly and provide one example from labour markets. (Linked to 

SLO 4.6) 

19. Why are welfare outcomes ambiguous in bilateral monopoly situations? (Linked to SLO 

4.7) 

20. How do governments regulate collusion and cartels? (Linked to SLO 4.8) 

21. What challenges arise in enforcing antitrust laws across borders? (Linked to SLO 4.8) 

4.3 Long-Answer Questions 

22. Analyse the strategic behaviour of firms in duopoly markets, comparing Cournot, 

Bertrand, and collusion outcomes. (Linked to SLO 4.1 & SLO 4.2) 
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23. Evaluate the role of game theory in explaining oligopoly behaviour, with reference to 

Nash equilibrium and the prisoner’s dilemma. (Linked to SLO 4.3) 

24. Discuss the kinked demand curve model and its implications for price stability in 

oligopoly markets. (Linked to SLO 4.4) 

25. Assess the welfare implications of bilateral monopoly, considering bargaining power and 

negotiation outcomes. (Linked to SLO 4.7) 

26. Compare the effectiveness of antitrust laws, cartel regulation, and government 

intervention in bilateral monopolies. (Linked to SLO 4.8 & SLO 4.9) 

Answers to Concept Check Questions  

Objective Questions 

1. two 

2. output 

3. prices 

4. profits 

5. firms 

6. strategy 

7. rigid/stable 

8. prices 

9. buyer 

10. bargaining 

11. consumer 

Short-Answer Questions 

12. A duopoly is a market structure with two dominant firms whose decisions directly affect 

each other. 

13. Cournot focuses on output competition, while Bertrand focuses on price competition. 

14. Duopolists collude to maximise joint profits, but this reduces consumer welfare and 

creates inefficiency. 

15. Game theory models strategic interdependence, showing how firms anticipate rivals’ 

reactions. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

16. Prices remain stable despite cost changes due to discontinuity in the marginal revenue 

curve. 

17. Example: OPEC cartel in oil markets; illegal because it restricts output and raises prices. 

18. A bilateral monopoly involves one seller and one buyer; example: employer vs trade 

union negotiations. 

19. Outcomes depend on bargaining power, making welfare effects uncertain. 

20. Governments impose fines, break up agreements, and monitor industries. 

21. Enforcement is difficult due to jurisdictional limits and cross-border operations. 

Long-Answer Questions 

22. Duopoly Strategic Behaviour 

• Basic response: Cournot firms compete on output, Bertrand firms compete on price, and 

collusion maximises joint profits. 

• Value-added response: Cournot equilibrium leads to restricted output above monopoly 

but below perfect competition. Bertrand equilibrium drives prices to marginal cost, 

resembling perfect competition. Collusion mimics monopoly outcomes, maximising 

profits but harming consumers. 

23. Game Theory in Oligopoly 

• Basic response: Game theory explains interdependence through Nash equilibrium and 

prisoner’s dilemma. 

• Value-added response: Firms may choose suboptimal strategies due to fear of defection, 

as in the prisoner’s dilemma. Real-world applications include airline pricing wars and 

advertising strategies. 

24. Kinked Demand Curve Model 

• Basic response: The model explains price rigidity in oligopoly, where firms match price 

cuts but not increases. 

• Value-added response: This leads to discontinuous marginal revenue and stable prices, 

even with cost fluctuations. It highlights why oligopolistic industries like petrol retailing 

show sticky prices. 

25. Welfare in Bilateral Monopoly 

• Basic response: Welfare outcomes are ambiguous, depending on bargaining power and 

negotiation. 
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• Value-added response: Negotiation may reduce deadweight loss compared to monopoly 

or monopsony, but distribution of surplus varies. Case studies in labour markets show 

unions securing better wages, while resource negotiations may favour governments. 

26. Policy Effectiveness 

• Basic response: Antitrust laws prevent collusion, cartel regulation deters price fixing, 

and government intervention resolves bilateral monopoly disputes. 

• Value-added response: Effectiveness depends on enforcement strength and institutional 

capacity. Global cartels challenge jurisdictional enforcement, while poorly designed 

labour policies may reduce efficiency. Comparative analysis helps tailor policies to 

industry-specific contexts. 

Answers to Pilot Questions  

Pilot Questions 4.1 

• A duopoly is defined by two dominant firms. 

• In the Cournot model, firms compete by choosing output. 

• Cournot–Nash equilibrium occurs when neither firm has an incentive to change output. 

• In the Bertrand model, firms compete by setting prices. 

• Duopolists may collude to maximise joint profits. 

Pilot Questions 4.2 

• An oligopoly is defined by a small number of dominant firms. 

• Game theory explains strategic interdependence through concepts like Nash equilibrium. 

• The kinked demand curve suggests prices remain rigid despite cost changes. 

• A cartel is a formal agreement to fix prices or restrict output, often illegal. 

• Example: The airline industry. 

Pilot Questions 4.3 

• A bilateral monopoly is defined by one seller and one buyer. 

• Price and quantity are determined through bargaining. 

• Welfare outcomes are ambiguous because they depend on negotiation results. 

• Example: Negotiations between large employers and trade unions. 

• Bargaining power influences whether outcomes favour the buyer or seller. 
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Pilot Questions 4.4 

• Antitrust laws aim to prevent anticompetitive practices and promote consumer welfare. 

• Governments regulate collusion and cartels through fines, monitoring, and enforcement. 

• Intervention may be necessary to resolve deadlocks and ensure fairness. 

• Enforcement across borders is challenging due to jurisdictional limits. 

• Comparative analysis helps identify which policies are most effective in different 

contexts. 

References and Attributions  
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• Nicholson, W., & Snyder, C. (2017). Microeconomic theory: Basic principles and 

extensions (12th ed.). Cengage Learning. 
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W. Norton & Company. 

• OpenStax. (2016). Principles of microeconomics. OpenStax CNX. Retrieved from 

https://openstax.org/books/principles-microeconomics (openstax.org in Bing) 

Illustrations and OER Sources 

• Figure 4.1 Duopoly market structure Attribution: AI-generated illustration using prompt 

“Create a diagram showing a duopoly market structure with two firms facing the same 

market demand curve.” 

• Figure 4.2 Cournot duopoly equilibrium Attribution: AI-generated diagram using prompt 

“Create a diagram showing Cournot duopoly equilibrium with two firms’ reaction 

functions intersecting.” 

• Figure 4.3 Bertrand duopoly equilibrium Attribution: AI-generated diagram using 

prompt “Create a diagram showing Bertrand duopoly equilibrium with two firms 

competing on price, converging to marginal cost.” 

• Box 4.1 Collusion and cooperative strategies Attribution: AI-generated text box using 

prompt “Generate a text box summarising collusion and cooperative strategies in duopoly 

markets, including explicit and tacit forms.” 

• Figure 4.4 Oligopoly market structure Attribution: AI-generated illustration using prompt 

“Create a diagram showing an oligopoly market structure with a few firms controlling 

supply and facing interdependent demand.” 

• Figure 4.5 Game theory in oligopoly Attribution: AI-generated diagram using prompt 

“Create a diagram showing a prisoner’s dilemma payoff matrix for two firms in an 

oligopoly.” 
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• Figure 4.6 Kinked demand curve in oligopoly Attribution: AI-generated diagram using 

prompt “Create a diagram showing a kinked demand curve with discontinuous marginal 

revenue, illustrating price rigidity in oligopoly.” 

• Box 4.2 Cartels and competition policy Attribution: AI-generated text box using prompt 

“Generate a text box summarising cartels in oligopoly markets, their effects, and 

competition policy responses.” 

• Figure 4.7 Bilateral monopoly structure Attribution: AI-generated illustration using 

prompt “Create a diagram showing bilateral monopoly with one seller and one buyer 

negotiating over price and quantity.” 

• Figure 4.8 Bargaining outcomes in bilateral monopoly Attribution: AI-generated diagram 

using prompt “Create a diagram showing bargaining range between monopoly price and 

monopsony price, with negotiated outcome in between.” 

• Figure 4.9 Welfare implications of bilateral monopoly Attribution: AI-generated diagram 

using prompt “Create a diagram comparing welfare outcomes under monopoly, 

monopsony, and bilateral monopoly, showing potential efficiency gains.” 

• Table 4.1 Case studies of bilateral monopoly Attribution: AI-generated table using 

prompt “Create a table summarising case studies of bilateral monopoly in labour markets 

(employer vs union) and resource markets (supplier vs government).” 

• Figure 4.10 Antitrust regulation in oligopoly Attribution: AI-generated diagram using 

prompt “Create a diagram showing government intervention in oligopoly markets to 

prevent collusion and promote competition.” 

• Box 4.3 Regulation of collusion and cartels Attribution: AI-generated text box using 

prompt “Generate a text box summarising government regulation of collusion and cartels, 

including fines, monitoring, and enforcement challenges.” 

• Figure 4.11 Government intervention in bilateral monopoly Attribution: AI-generated 

diagram using prompt “Create a diagram showing arbitration process between buyer and 

seller in bilateral monopoly, with government as mediator.” 

• Table 4.2 Comparative analysis of policy effectiveness Attribution: AI-generated table 

using prompt “Create a table comparing antitrust laws, cartel regulation, and bilateral 

monopoly interventions, highlighting strengths and limitations.” 
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Introduction 

In earlier Series, we examined market structures ranging from monopoly and monopsony to 

oligopoly and bilateral monopoly. We now turn to the fundamental principles that underpin firm 

behaviour and the broader economy: revenue, profit maximisation, and general equilibrium. 

These concepts form the analytical backbone of microeconomics, linking individual firm 

decisions to overall market efficiency. 

The aim of this Series is to provide learners with a clear understanding of how firms generate 

revenue, how they maximise profit under different conditions, and how general equilibrium 

theory explains the interaction of multiple markets in achieving efficiency. 

We shall begin by analysing revenue concepts and their measurement. Next, we will study profit 

maximisation, focusing on the conditions under which firms achieve optimal outcomes. Finally, 

we will explore general equilibrium theory, examining how markets interact simultaneously and 

how welfare is distributed in equilibrium. 

Series Learning Outcomes (SLOs) 

Upon completing this Series, you should be able to: 

• SLO 5.1 define and measure total, average, and marginal revenue. 

• SLO 5.2 analyse revenue behaviour under different market structures. 

• SLO 5.3 explain the conditions for profit maximisation in competitive and imperfect 

markets. 

• SLO 5.4 distinguish between short-run and long-run profit outcomes. 

• SLO 5.5 differentiate between partial and general equilibrium analysis. 

• SLO 5.6 describe the Walrasian general equilibrium model. 

• SLO 5.7 evaluate efficiency and welfare implications of general equilibrium. 

• SLO 5.8 assess policy applications and limitations of general equilibrium theory. 

5.1 Revenue Concepts and Measurement 

5.1.1 Total, average, and marginal revenue 

Total revenue (TR) is the total income a firm receives from selling its output, calculated as 

price multiplied by quantity. Average revenue (AR) is revenue per unit sold, equal to total 

revenue divided by quantity. Marginal revenue (MR) is the additional revenue gained from 

selling one more unit of output. 

Fill in the blank: Marginal revenue is the additional ______ gained from selling one more unit 

of output. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

[

Diagram showing TR, AR, and MR curves for a firm.  

Figure 5.1 Total, average, and marginal revenue  

5.1.2 Revenue under different market structures 

Revenue behaviour varies across market structures: 

• Perfect competition: AR and MR are constant and equal to price. 

• Monopoly: AR is downward-sloping, and MR lies below AR. 

• Oligopoly/Monopolistic competition: AR slopes downward, MR lies below AR, but 

strategic behaviour influences outcomes. 

Fill in the blank: In perfect competition, average revenue is equal to ______. 
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Diagram comparing AR and MR under perfect competition and monopoly. 

Figure 5.2 Revenue under different market structures  

5.1.3 Relationship between revenue and elasticity 

Elasticity of demand influences revenue: 

• When demand is elastic, lowering price increases total revenue. 

• When demand is inelastic, lowering price decreases total revenue. 

• At unit elasticity, total revenue is maximised. 

Fill in the blank: When demand is elastic, lowering price will ______ total revenue. 
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Diagram showing relationship between elasticity and total revenue.  

Figure 5.3 Revenue and elasticity  

Pilot Questions 5.1 

1. Define total, average, and marginal revenue. 

2. How do AR and MR behave under perfect competition? 

3. Why does MR lie below AR in monopoly? 

4. What happens to total revenue when demand is elastic and price falls? 

5. At what point is total revenue maximised in relation to elasticity? 

5.2 Profit Maximisation 

5.2.1 Definition of profit and types 

Profit is the difference between total revenue and total cost. Firms aim to maximise profit as 

their primary objective. Types of profit include: 

• Normal profit: Minimum profit required to keep a firm in operation, covering 

opportunity costs. 

• Supernormal (economic) profit: Profit above normal profit, indicating strong market 

power or efficiency. 

• Accounting profit: Difference between explicit revenues and explicit costs. 
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Fill in the blank: Supernormal profit is profit earned above ______ profit. 

[

Diagram showing normal profit and supernormal profit areas. 

Figure 5.4 Types of profit  

5.2.2 Profit maximisation in perfect competition 

In perfect competition, firms maximise profit where marginal cost (MC) equals marginal 

revenue (MR). Since MR equals price in perfect competition, the condition simplifies to MC = 

Price. In the long run, firms earn only normal profit due to free entry and exit. 

Fill in the blank: In perfect competition, profit maximisation occurs where MC = ______. 
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Diagram showing MC and MR intersecting at equilibrium output in perfect competition.  

Figure 5.5 Profit maximisation in perfect competition  

5.2.3 Profit maximisation in monopoly and imperfect markets 

In monopoly, profit maximisation occurs where MC = MR, but price is set from the demand 

curve above MR. This leads to higher prices and lower output compared to perfect competition. 

In imperfect markets (monopolistic competition, oligopoly), firms also use MC = MR as the 

condition, but strategic behaviour and product differentiation influence outcomes. 

Fill in the blank: In monopoly, price is determined from the ______ curve above MR. 
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Diagram showing monopoly equilibrium with MC = MR and price set from demand curve. 

Figure 5.6 Profit maximisation in monopoly  

5.2.4 Short-run vs long-run profit outcomes 

In the short run, firms may earn supernormal profits or losses depending on market conditions. 

In the long run, entry and exit of firms drive profits to normal levels in competitive markets. 

Monopolies and oligopolies may sustain supernormal profits due to barriers to entry. 

Fill in the blank: In the long run, competitive markets drive profits to ______ levels. 

[ 

Market Structure 
Short-Run Profit 

Outcome 
Long-Run Profit Outcome 

Perfect 

Competition 

Supernormal profits, 

normal profits, or losses 
Normal profits 

Monopoly Supernormal profits Supernormal profits 

Oligopoly 
Supernormal profits, 

normal profits, or losses 

Supernormal profits, normal profits, or losses 

(depending on competition and barriers) 
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Market Structure 
Short-Run Profit 

Outcome 
Long-Run Profit Outcome 

Monopolistic 

Competition 

Supernormal profits, 

normal profits, or losses 

Normal profits (due to product differentiation 

and low barriers to entry) 

Box 5.1 Short-run vs long-run profit outcomes  

A boxed summary explaining differences between short-run and long-run profit outcomes in 

competitive and imperfect markets.  

Pilot Questions 5.2 

1. What is the difference between normal and supernormal profit? 

2. What condition determines profit maximisation in perfect competition? 

3. How does monopoly determine price after setting output? 

4. Why do competitive markets only earn normal profit in the long run? 

5. How do barriers to entry affect long-run profits in monopoly and oligopoly? 

5.3 General Equilibrium Theory 

5.3.1 Partial vs general equilibrium analysis 

Partial equilibrium analysis studies a single market in isolation, assuming other markets 

remain unchanged. General equilibrium analysis considers all markets simultaneously, 

showing how they interact to achieve overall balance in the economy. General equilibrium 

provides a more comprehensive view of efficiency and welfare. 

Fill in the blank: Partial equilibrium focuses on a single ______, while general equilibrium 

considers all markets simultaneously. 
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[

Diagram contrasting partial equilibrium (single market) with general equilibrium (multiple 

markets interacting).  

Figure 5.7 Partial vs general equilibrium  

5.3.2 Walrasian general equilibrium model 

The Walrasian model, developed by Léon Walras, explains how supply and demand across all 

markets adjust simultaneously to reach equilibrium. Prices act as signals, and the process of 

tâtonnement (trial and error) ensures markets clear. This model underpins modern 

microeconomic theory of efficiency. 

Fill in the blank: In Walrasian general equilibrium, prices act as ______ to balance supply and 

demand across markets. 
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[

Diagram showing Walrasian equilibrium with multiple markets adjusting through tâtonnement. 

Figure 5.8 Walrasian general equilibrium model  

5.3.3 Efficiency and welfare in general equilibrium 

General equilibrium analysis demonstrates how resources are allocated efficiently when all 

markets clear. It highlights Pareto efficiency, where no one can be made better off without 

making someone else worse off. Welfare distribution depends on initial endowments and market 

conditions. 

Fill in the blank: A Pareto efficient allocation means no one can be made better off without 

making someone else ______. 
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[

Diagram showing Pareto efficiency in general equilibrium. 

 Figure 5.9 Efficiency and welfare in general equilibrium  

5.3.4 Applications and limitations of general equilibrium theory 

Applications include analysing tax policies, trade, and welfare distribution. Limitations arise 

from assumptions such as perfect competition, complete markets, and rational behaviour. Real-

world frictions like externalities, imperfect information, and market power reduce the 

applicability of the model. 

Fill in the blank: One limitation of general equilibrium theory is its reliance on assumptions of 

______ competition and complete markets. 
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[

Box 5.2 Applications and limitations of general equilibrium theory  

A boxed summary explaining applications (tax, trade, welfare) and limitations (assumptions, 

externalities, imperfect information).  

Pilot Questions 5.3 

1. What is the difference between partial and general equilibrium analysis? 

2. Who developed the Walrasian general equilibrium model? 

3. What role do prices play in Walrasian equilibrium? 

4. What is Pareto efficiency? 

5. Name one limitation of general equilibrium theory. 

5.4 Policy Implications and Applications 

5.4.1 Market efficiency and government intervention 

Government intervention is often justified when markets fail to allocate resources efficiently. 

Policies such as subsidies, taxes, and regulation can correct inefficiencies caused by externalities, 

imperfect competition, or information asymmetry. The goal is to improve welfare while 

maintaining incentives for innovation and growth. 

Fill in the blank: Government intervention is often justified when markets fail to allocate 

resources ______. 
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[

Diagram showing government intervention correcting market failure.  

Figure 5.10 Market efficiency and government intervention  

5.4.2 Welfare distribution and equity considerations 

General equilibrium analysis highlights efficiency, but policymakers must also consider equity. 

Redistribution policies such as progressive taxation, social welfare programmes, and minimum 

wage laws aim to balance efficiency with fairness. Equity considerations ensure that economic 

growth benefits society broadly. 

Fill in the blank: Redistribution policies aim to balance efficiency with ______ in society. 
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[

Box 5.3 Welfare distribution and equity  

A boxed summary explaining redistribution policies and their role in balancing efficiency and 

fairness.  

5.4.3 Real-world applications of general equilibrium models 

General equilibrium models are applied in analysing tax reforms, trade policies, and 

environmental regulations. They help predict how changes in one market affect others, providing 

policymakers with insights into systemic impacts. For example, a carbon tax affects energy 

markets, production costs, and household welfare simultaneously. 

Fill in the blank: General equilibrium models help predict how changes in one market affect 

______. 
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[

Diagram showing ripple effects of a carbon tax across multiple markets.  

Figure 5.11 Applications of general equilibrium models  

5.4.4 Comparative analysis of policy effectiveness 

Comparing policies helps identify trade-offs between efficiency and equity. For example, 

subsidies may improve welfare but distort incentives, while taxes may reduce inequality but 

discourage investment. Policymakers must weigh these trade-offs to design effective 

interventions. 

Fill in the blank: Policymakers must weigh trade-offs between efficiency and ______ when 

designing interventions. 
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[

Table comparing policy tools such as subsidies, taxes, and regulation with their strengths and 

limitations.  

Table 5.1 Comparative analysis of policy effectiveness  

Pilot Questions 5.4 

1. Why is government intervention sometimes necessary in markets? 

2. How do redistribution policies balance efficiency and equity? 

3. Give one real-world application of general equilibrium models. 

4. What trade-offs do policymakers face when designing interventions? 

5. How does comparative analysis help evaluate policy effectiveness? 

Series 5 Summary 

In this Series, we examined the fundamental principles of firm behaviour and overall market 

efficiency. We began with revenue concepts, distinguishing between total, average, and marginal 

revenue, and explored how revenue behaves under different market structures and elasticity 

conditions. We then studied profit maximisation, focusing on the conditions under which firms 

achieve optimal outcomes in perfect competition, monopoly, and imperfect markets, as well as 

the distinction between short-run and long-run profit outcomes. Next, we analysed general 

equilibrium theory, contrasting partial and general equilibrium, explaining the Walrasian model, 

and highlighting efficiency and welfare implications. Finally, we considered policy implications 

and applications, including government intervention, welfare distribution, and comparative 
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analysis of policy effectiveness. Together, these topics provide a comprehensive framework for 

understanding how firms and markets interact to achieve efficiency and balance. 

Glossary of Terms 

• Total revenue (TR): The total income from sales, calculated as price × quantity. 

• Average revenue (AR): Revenue per unit sold, equal to TR ÷ quantity. 

• Marginal revenue (MR): Additional revenue from selling one more unit. 

• Normal profit: Minimum profit required to keep a firm in operation. 

• Supernormal profit: Profit above normal profit, indicating market power. 

• Perfect competition: Market structure where many firms sell identical products. 

• Monopoly: Market structure with one dominant seller. 

• Partial equilibrium: Analysis of a single market in isolation. 

• General equilibrium: Analysis of all markets simultaneously. 

• Walrasian model: General equilibrium framework developed by Léon Walras. 

• Tâtonnement: Trial-and-error process of price adjustment in Walrasian equilibrium. 

• Pareto efficiency: Allocation where no one can be made better off without making 

someone else worse off. 

• Externalities: Costs or benefits affecting third parties outside the market transaction. 

• Redistribution policies: Government measures to balance efficiency with equity. 

Concept Check Questions  

4.1 Objective Questions 

1. Marginal revenue is the additional ______ gained from selling one more unit of output. 

(Linked to SLO 5.1) 

2. In perfect competition, average revenue is equal to ______. (Linked to SLO 5.2) 

3. When demand is elastic, lowering price will ______ total revenue. (Linked to SLO 5.2) 

4. Supernormal profit is profit earned above ______ profit. (Linked to SLO 5.3) 

5. In perfect competition, profit maximisation occurs where MC = ______. (Linked to SLO 

5.3) 

6. In monopoly, price is determined from the ______ curve above MR. (Linked to SLO 5.3) 
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7. In the long run, competitive markets drive profits to ______ levels. (Linked to SLO 5.4) 

8. Partial equilibrium focuses on a single ______, while general equilibrium considers all 

markets simultaneously. (Linked to SLO 5.5) 

9. In Walrasian general equilibrium, prices act as ______ to balance supply and demand 

across markets. (Linked to SLO 5.6) 

10. A Pareto efficient allocation means no one can be made better off without making 

someone else ______. (Linked to SLO 5.7) 

11. Redistribution policies aim to balance efficiency with ______ in society. (Linked to SLO 

5.8) 

4.2 Short-Answer Questions 

12. Define total, average, and marginal revenue. (Linked to SLO 5.1) 

13. Explain why MR lies below AR in monopoly. (Linked to SLO 5.2) 

14. Differentiate between normal profit and supernormal profit. (Linked to SLO 5.3) 

15. Why do competitive markets only earn normal profit in the long run? (Linked to SLO 

5.4) 

16. Distinguish between partial and general equilibrium analysis. (Linked to SLO 5.5) 

17. Who developed the Walrasian general equilibrium model? (Linked to SLO 5.6) 

18. What is Pareto efficiency? (Linked to SLO 5.7) 

19. Name one limitation of general equilibrium theory. (Linked to SLO 5.8) 

20. Why is government intervention sometimes necessary in markets? (Linked to SLO 5.8) 

21. Give one real-world application of general equilibrium models. (Linked to SLO 5.8) 

4.3 Long-Answer Questions 

22. Analyse how elasticity of demand influences revenue outcomes. (Linked to SLO 5.2) 

23. Evaluate profit maximisation in perfect competition versus monopoly. (Linked to SLO 

5.3) 

24. Discuss short-run and long-run profit outcomes across different market structures. 

(Linked to SLO 5.4) 

25. Explain the Walrasian general equilibrium model and its significance for efficiency. 

(Linked to SLO 5.6 & SLO 5.7) 

26. Assess the applications and limitations of general equilibrium theory in policy design. 

(Linked to SLO 5.8) 
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Answers to Concept Check Questions  

Objective Questions 

1. revenue 

2. price 

3. increase 

4. normal 

5. price 

6. demand 

7. normal 

8. market 

9. signals 

10. worse off 

11. equity 

Short-Answer Questions 

12. TR = price × quantity; AR = TR ÷ quantity; MR = additional revenue from one more 

unit. 

13. Because lowering price to sell more units reduces revenue from earlier units, MR falls 

below AR. 

14. Normal profit covers opportunity costs; supernormal profit is above normal profit. 

15. Free entry and exit drive profits to normal levels. 

16. Partial equilibrium studies one market; general equilibrium studies all markets 

simultaneously. 

17. Léon Walras. 

18. Allocation where no one can be made better off without making someone else worse off. 

19. Reliance on assumptions of perfect competition and complete markets. 

20. To correct inefficiencies caused by externalities, imperfect competition, or information 

asymmetry. 

21. Example: Carbon tax analysis using general equilibrium models. 
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Long-Answer Questions 

22. Elasticity and Revenue 

• Basic response: Elastic demand means lowering price increases revenue; inelastic 

demand means lowering price decreases revenue; unit elasticity maximises revenue. 

• Value-added response: Firms use elasticity to set pricing strategies—airlines adjust 

fares dynamically, while luxury goods rely on inelastic demand to sustain high prices. 

23. Profit Maximisation in Competition vs Monopoly 

• Basic response: In perfect competition, profit maximisation occurs where MC = MR = 

Price; in monopoly, MC = MR but price is set from the demand curve above MR. 

• Value-added response: Competitive markets lead to efficiency and normal profits in the 

long run, while monopolies sustain supernormal profits due to barriers to entry, often 

prompting regulation. 

24. Short-Run vs Long-Run Profit Outcomes 

• Basic response: In the short run, firms may earn supernormal profits or losses; in the 

long run, competitive markets drive profits to normal levels, while monopolies sustain 

supernormal profits. 

• Value-added response: Oligopolies may sustain profits depending on collusion or 

barriers. Monopolistic competition tends toward normal profits due to product 

differentiation and entry. 

25. Walrasian General Equilibrium 

• Basic response: Walrasian equilibrium explains how prices adjust across all markets 

simultaneously to balance supply and demand. 

• Value-added response: The tâtonnement process highlights trial-and-error price 

adjustment. It underpins modern efficiency analysis, showing how Pareto optimality can 

be achieved, though real-world frictions limit its application. 

26. Applications and Limitations of General Equilibrium 

• Basic response: Applications include tax policy, trade, and welfare distribution; 

limitations include assumptions of perfect competition and complete markets. 

• Value-added response: Policymakers use CGE (computable general equilibrium) 

models to simulate systemic impacts, such as carbon taxes or trade liberalisation. 

However, externalities, imperfect information, and inequality challenge the model’s real-

world accuracy. 
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Answers to Pilot Questions  

Pilot Questions 5.1 

• TR = price × quantity; AR = TR ÷ quantity; MR = additional revenue from one more 

unit. 

• In perfect competition, AR and MR are constant and equal to price. 

• MR lies below AR in monopoly because lowering price to sell more reduces revenue 

from previous units. 

• When demand is elastic, lowering price increases total revenue. 

• Total revenue is maximised at unit elasticity. 

Pilot Questions 5.2 

• Normal profit covers opportunity costs; supernormal profit is above normal profit. 

• Profit maximisation occurs where MC = MR. 

• In monopoly, price is determined from the demand curve above MR. 

• Free entry and exit drive profits to normal levels in the long run. 

• Barriers to entry allow monopolies and oligopolies to sustain supernormal profits. 

Pilot Questions 5.3 

• Partial equilibrium studies one market; general equilibrium studies all markets 

simultaneously. 

• Léon Walras developed the Walrasian model. 

• Prices act as signals to balance supply and demand. 

• Pareto efficiency means no one can be made better off without making someone else 

worse off. 

• One limitation is reliance on assumptions of perfect competition and complete markets. 

Pilot Questions 5.4 

• Intervention is necessary when markets fail to allocate resources efficiently. 

• Redistribution policies balance efficiency with equity. 

• Example: Carbon tax analysis using general equilibrium models. 

• Policymakers face tradeoffs between efficiency and equity. 
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• Comparative analysis helps evaluate strengths and limitations of different policies. 
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Illustrations and OER Sources 

• Figure 5.1 Total, average, and marginal revenue Attribution: AI-generated illustration 

using prompt “Create a diagram showing TR, AR, and MR curves for a firm, with TR 

rising then flattening, AR as demand curve, and MR below AR.” 

• Figure 5.2 Revenue under different market structures Attribution: AI-generated diagram 

using prompt “Create a diagram comparing AR and MR under perfect competition 

(horizontal line) and monopoly (downward-sloping AR with MR below).” 

• Figure 5.3 Revenue and elasticity Attribution: AI-generated diagram using prompt 

“Create a diagram showing demand elasticity zones and their effect on total revenue, 

highlighting elastic, inelastic, and unit elastic regions.” 

• Figure 5.4 Types of profit Attribution: AI-generated diagram using prompt “Create a 

diagram showing normal profit as break-even point and supernormal profit as area above 

it.” 

• Figure 5.5 Profit maximisation in perfect competition Attribution: AI-generated diagram 

using prompt “Create a diagram showing MC and MR intersecting at equilibrium output 

in perfect competition, with price line equal to MR.” 

• Figure 5.6 Profit maximisation in monopoly Attribution: AI-generated diagram using 

prompt “Create a diagram showing monopoly equilibrium with MC = MR and price 

determined from demand curve above MR.” 

• Box 5.1 Short-run vs long-run profit outcomes Attribution: AI-generated text box using 

prompt “Generate a text box summarising short-run vs long-run profit outcomes in 

competitive and imperfect markets.” 

• Figure 5.7 Partial vs general equilibrium Attribution: AI-generated diagram using 

prompt “Create a diagram contrasting partial equilibrium (single market analysis) with 

general equilibrium (multiple markets interacting).” 
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• Figure 5.8 Walrasian general equilibrium model Attribution: AI-generated diagram using 

prompt “Create a diagram showing Walrasian general equilibrium with multiple markets 

adjusting through tâtonnement to reach balance.” 

• Figure 5.9 Efficiency and welfare in general equilibrium Attribution: AI-generated 

diagram using prompt “Create a diagram showing Pareto efficiency in general 

equilibrium, with allocations where no one can be made better off without harming 

others.” 

• Box 5.2 Applications and limitations of general equilibrium theory Attribution: AI-

generated text box using prompt “Generate a text box summarising applications and 

limitations of general equilibrium theory, including tax analysis, trade, welfare, and 

assumptions.” 

• Figure 5.10 Market efficiency and government intervention Attribution: AI-generated 

diagram using prompt “Create a diagram showing government intervention correcting 

market failure through subsidies, taxes, or regulation.” 

• Box 5.3 Welfare distribution and equity Attribution: AI-generated text box using prompt 

“Generate a text box summarising welfare distribution and equity policies such as 

taxation, social welfare, and minimum wages.” 

• Figure 5.11 Applications of general equilibrium models Attribution: AI-generated 

diagram using prompt “Create a diagram showing ripple effects of a carbon tax across 

multiple markets, including energy, production, and households.” 

• Table 5.1 Comparative analysis of policy effectiveness Attribution: AI-generated table 

using prompt “Create a table comparing subsidies, taxes, and regulation, highlighting 

strengths, limitations, and trade-offs.” 

 

 

 


