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Why Do Monopolies Exist?

• Barriers to entry
– Technical – declining marginal costs

• “natural monopoly”

– Optimal scale of production satisfies market 
demand

– Legal – only one firm may operate
• Patents, licenses
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How to Correct Monopoly, in Theory
• Price regulation

– In competitive market regulation creates DWL
– How about here?

• What is MR with a price ceiling?

• With the right price, regulation can induce the monopolist 
to deliver the competitive outcome

• What’s hard about this in reality?
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Natural Monopoly

• Declining average cost
– ⇒MC below AC

• Left alone, we have usual monopoly problem
• If forced to charge Pc, she loses money
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Natural Monopoly and the Long Run

• Examples
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Monopoly and Monopsony

• What happens when buyers are large relative to 
the market?
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Monopsony

• A market with only one buyer
– E.g. labor market in “company town”

• Supply is average expenditure.  What is marginal 
expenditure?
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Monopsony with Elastic and Inelastic 
Supply
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Social Cost of Monopsony


