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Monopoly



Perfect discrimination



Arbitrage Pricing

ARBITRAGEARBITRAGE

TThe process of buying a 
commodity and then 
reselling at a favorable 
price.

If resale possible, then 
arbitrage implies a single 

price in market.

OptimisationOptimisation

MC = MR
R = p(q) · q



Arbitrage Pricing



Optimality Condition



Monopoly Pricing



Example: Linear Demand 



Monopoly Pricing and Deadweight Loss



Profitability Condition



Profitability Condition



Market Structure

Why Do Monopolies Emerge?



Market Structure



Natural Monopoly



Natural Monopoly



Natural Monopoly
Minimum Efficiency Scale



Sustainable Monopoly
Minimum Efficiency Scale



Sustainable Monopoly



Inertia Shopping Rule



Contestable Market



Deadweight loss and Government

Why do governments tend to 
control monopolies?



Deadweight Loss
Government Regulation



Monopoly and deadweight loss



Deadweight Loss
Government Regulation



Demand Elasticity and Markup



Lerner Index and Market Power



Lerner Index

Explain why the boundaries on lerner index are 
0 and 1


