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ECT COMPETITION N
h , 'afect competition covers all situations where there is neither pure
': mPBtItlon nor pure monopoly. In the actual world it is the region of
llTlperI‘ect competition lying between the above two extreme limits.

23 A market structure which is lacking of any one of the assumptions of

- perfect competition is known as imperfect competition. The imperfect
competition market consists of the following three markets.
' a. Duopoly b. Oligopoly <¢. Monopolistic Competition
(ﬂ uogulg
£ It is @ market structure in which there may be two monopolists instead of
one who share the monopoly power. Under duopoly the simplest cases
will be those where the two monopolists are supposed to be selling an
~ identical product. Then, there will be collusion between the two. They may
agree on a price or assign quotas or divide territory in which each is to
market his product. This situation will create conditions like a monopoly if
cost curves of the Duopolists are identical. If there is no product
. differentiation, the consumers are indifferent between the two producers
and the same price must be charged by both in the long run. When there
Is product differentiation, each producer has his own good will. There will
be no agreement between them. The firm with better product can earn
~ abnormal profits. These are the impartant Duopoly models, the Cournot's
~ Duopoly model, Bertrand's Duopely model, and Stackelberg’'s Duopoly
- model.
M
It is market structure in which more than two or a few sellers are found in
munopoltstlc position. is called an cligopoly.
racieris icS
eS¢ qre important characteristics of an oligopoly market. o
vl _ __mllar is so influential that his rivals cannot | ignore the a ”, a .,_ 5
“““ ﬂum of a gwen change in the price-output pnl
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of price and output of goods. To avoid from u
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stances, the collusive aligepoly models have been introducec

ch models, the firms enter into some type of agreement. The
j nay be open as well as secret. A

e ag sements are known as cartels and price Leadership models.
e cartel is an organization of sellers and its objective is to minimize the -
Qi€ of competitive forces in the market e.g. cartels aiming at joint profit

.

- maximization or market sharing cartels. There are also price leadership
~oligopoly models e.g. price leadership by the low cost firm and dominant firm
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_:‘;w: leadership. Now an important mode| of cligopoly is discussed as below.

bl

he Kinked-Demand curve model or sweezy's Equilibrium Model

,-*, ional tool for the determination of equilibrium in an oligopolistic market.
Conditions of the Modei

Il

IB mode| operates under certain conditions as follows
. i) AIm of the firm is to maximize his profits
)  The demand curve is indeterminate because 3 i
e . : d ny ste
. nvals may change its demand curve. 4 P ’
A1) If a firm reduces the price of its 4
2y : _ _ prUdUCt to et
" F ﬁexpects that his competitors will follow him 9% [Tore Suyers
¥) If a firm increases the price of jts roduct. hi : : o
| the price increase. : . his competitors wil nol 8
": has to face two demand 1
Curve as well as a proportional d
€ oligopoly theory is explaine
ey 0

Curves i.e. an individual demand
emand curve. R

d in the following diagram.
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_;h ‘H it ’p:dr:a the relevant seclion of der _" ks
8 new Hnﬂ curve is dED which has a kink at po
2ction Is more elastic while the lower section s less elaam.
s discontinuation at the level of output and the MR rm
'_‘i.'.'.:'{:}"' ts. The segment dA corresponds to the upper part of den‘rlarld
z while the segment from point ‘B’ corresponds to the lower part of
the klnked demand curve. The MC curve passes some where through the
".'F"-:‘ scontinuous segment AB because the maximize profits are defined by
équatlng MC with MR. At any peint to the left of the Kink, MC is below
~ the MR while to the right of the kink" the MC is larger than the MR.
Therefure there is a stable equilibrium of firm defined by the point of Kink

uf the kKinked demand curve dED.
MONOPOLISTIC COMPETITION

It is @ market structure which has the following characteristics.
-,',. (i) Buyers and Sellers
There are large number of buyers and sellers in this group
{u] Profit Naximization |

A firm is aiming at maximizing its profits in short and long run.
{m} Free entry and exit

There is free entry and exit of firms in the group.

-ﬂ.lﬂ Close substitutes
B The products of the sellers are differentiated but are close

substitutes of one another. E.g. difference in advertising, attractive
packing, brand. allitudes of sellers etc.

,a, Given Technology
fnﬁes of factors and technology are given. S
f‘*__,*-. ped Cost curves R
- Cos s for all producers are identical in nature which araU :
aﬂt |
tries d:n attract huvm by usi g the nsirt
nd uses the method of various incer
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> t0 a negatively slopmg
0 ullst ¢ Competition |
are wo lypes af equnllbrlum of firm under monopolistic compe
g th ’tlme period.
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e are the various possible situations of firm's equilibrium relating to
rl:s and losses in the short run
1l profits.

e firm is in equilibrium at point E where SMC = MR, OQ output sold at
!’ﬁnce OP. In the following dragram MC = MR < [AR = P] > AC
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$Mrehm firm is obtaining abnormal profit i e

TR=P xQ=0P x0Q = OQAP

TC=AC xQ=BQ » 0Q = O
R le TG -
R . - = OQAP - OQBC = ABCP

_,'_ tﬁe firm is obtaining abnormal profit equal to the shaded area
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' =P xQ
=0F x 04
= QGAF
= AC » Q
=AQ » 0Q = DQAP
A =TR-TC
4 = COAP - OQAF = 0
" Therefore. the abnarmal profit is nil, which is not shown as shaded area in

. ' I-I
¥ .

~ the diagram but normal profit is included in SAC,

-5‘_'?: Normal loss a3t P . B
“'The normal loss of a firm is explained in the figure which is equal to a

. portion of average fixed cost. In the diagram, SMC = MR at point E. SAC
TR Ve is above the point ‘A' but SAVC cuts BQ at FIDII""I'[ . t '
Thercfore, a firm is covering average variable cost as well as a portion of

averaqge fixed cost. Y
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firm or normal 0= =
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e costs and bearing the closs of

= -P x Q
=0P x 0Q =0QAF
G4 TC AC x Q

= B0 x0Q =008C
w =TR-TC
i = ODQAFP - CQBC =- (ABCF)
- Therefore, firn is bearing the loss
equal to the shaded arca ABCP.
Point A is shut-down point of the
firm. By decreasing peice from P, firm Q
has to close down QUTPUT

,. 5. Close-Down
~ In the following figure, firm is in equilibrium at point E where SMC=MR.

- Equilibrium output is OQ and equilibrium price is OP. The SAVC is also
‘above the shut-down point A, the firm is bearing abnormal loss and it
 closes down immediately i e
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r* ::_.,Hﬁ“ =MC <AR < AC
Z 31 TR ‘PI Q
. TC =AC x Q
" %% x OQ =0QBC

- OQBC = - (ABCP)
':'-%‘-:';—,’: .j bearing abnormal loss
=d area ABCP and
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Q OP x0Q = 0QAP &
'x Q=AQ x 0Q=0QAP &
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erefore, firm is obtaining normal profit which is not shown in the fi f Y
haded area but included in LAC. In monopolistic competition, H'm,:; T
> too many firms in the industry or group each producing an uutput :
;han the optimal scale because demand occurs at the falling part of

1 LAC, so that LAC has not reached its minimum level but LAC .*.*
t A with its negative slope. IS
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