1. There is only one producer.

2. no entry in the long run.

3. Buyers are price takers
max profits = px - C(x

T

Not a constant

p(x) ---- market inverse demand curve.
a(X)=TR(X) - TC(x)
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downward sloping
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F igure 105:



TR(X) = P(x)*x

AR(X) = TR(x) / x = P(x) | with x
{ TR(O0)=0
—» TR(X)  concave

x1,P(X)=AR |

TR =P(x)| * x1

Pl <Xt = TR?

% change in P <% change in X = ¢,>1

X1<P| = TR} g<1

"X
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Figure 107:



MR(X) = d TR(X) / d X

N

, TR(x1) = 2 MR(x)
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F igure 108:

TR(X) concave —» MR(X)|with x

TR"(X) <0 MR'(X) <0
gp> 1 MR(X)> 0
g=1 MR(X) =0
gp<1 MR(X) <0
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Figure 109:
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X=A/P

}P(X)-X=A

or PX)=A/X
gp=1latall x

TR(X) =Aatall x fixed. 7K324%

MR(X) =0 AR JE

n(X) = P(x) - X - C(x) = TR(X) -m(X)
Foc. MR(X) = MC(x)
P=AR(X) £ MR(X)
MR(x) <AR(X) = RX) AR| with x <> MR <AR
P(X) = AR(X) > MR(X) = MC(X) in equilibrium

MR(x) = d TR(x) / d X

=d (P - X)/dx

= P(x) + x(d (Pex) / d X)

_ X dP (X)
=P(x) (1+P(X)X B )

=P() (1- )
in equilibrium,
PO(L - =) = MC(x)

ep >0 = MR(X) < P(x) = AR(X)

Soc. ' (x) <0
m(x) = TR - TC

m (x) = MR — MC



m (x) = MR (x) — MC'(x) < 0 = MR (x) < MC (%)

(MR’(x)= 0 in perfect competition)

Since MR(x) ¢ with X = MR'(x) <0
MC (x) > 0 ok

MC (x) < 0 needs MC (x) > MR (x)

Since MR = MC in equilibrium

MC > 0 = MR > 0 in equilibrium
=g >1

monopoly equilibrium output = X,,

market demand curve at X,,is elastic



1
MR= p(1 — —) =MC
€p

SR. P(x) = AVC(x)

LR. P(x) = LRAC(X)

b A

TR TR(x)

=1 > X DX

r BE(x)=p(x), x=constant

Figure 110:
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Figure 111:More on perfcet competition



P
MRSy, = 5

Good X, Good Y : other goods y : expenditure on other goods, P, =1

Mu, Mu,=1
MRS,, = M E—

Mu, = B,
Uy

TS =CS+PS ate, TSismaximized

$/‘\

Figure 112:



TS at X; TS at X which is maximized

Pld = Mux (Xl)

TS at x
=M (%) \,;
F.- =F} \\\\
Fr=MCx:}
¥

whichis maximized
X X=X > X

A
P
Figure 113:

price ceiling({Ef& LK) vs.  price floor({EA& TR - fREE(ETE)
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Figure 114:



CS 4 e =A+D CSate.=A+B

PS & e =BrC+E PS & e, =C

TS =A+B+C+D+E TS =A+B+C

deadweight loss = D+E

TS in SHB g
the Black Market

& Deadweight loss

L
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Figure 115:

Pg : equilibrium price in the black market.

Xg — X = quantity traded in the black market
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dln MRTSLK
R !
din(p)

o= 1Tp=>~p=0,c5=1 cobb — Douglas

p = 1,0 = oo perfect substitute



