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Monopoly: historical origins in PICs 

and equilibrium condition. 

Key assumption of the Perfect Competition model: consumers and firms are 
price takers: no consumer or firm can influence market prices of their products. 

 

Yet the real world is quite different, both in the global economy (think of the oil 
multinationals, Microsoft), or small PICs: 

 

In particular, PIC economies are small: their market sizes are small by 
international standards. from Niue (1000) to Fiji (850,000).   

 

Often just a few sellers in the market (oligopoly); a duopoly (just two sellers); or 
monopoly- just 1 seller. 

 

Critical to understand the impact of monopoly on the market: specifically, the 
damaging impacts on efficiency in consumption, production and allocation- the 
desirable outcomes outlined in the lecture on General Equilibrium. 
 

Need to understand both the global monopoly phenomena (eg Microsoft) and 
local monopolies both of which impact on PIC lives. 
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How do monopolies originate? And why do they persist? 

1. Natural monopoly:  If the market size is such (as in PICs) that one firm is able to 

supply the market at or before the minimum ATC: cut-throat competition will 

eliminate one. eg in utilities: how many electricity companies can you have?  

 

 For many products, simply not profitable to have more than one seller, given the 

large initial investment required and the start-up costs- whether in manufacturing 

(only surviving under protection that eliminates global competition) or retailing 

specific products. For example in manufacturing: 

 

 only 1: cement factory in  Fiji (under tariff protection): none in most others. 

 

 only 2:  for flour milling, noodles, local airlines, cooking gas, mobile phones 

 

Even in retailing where any number can theoretically set up: how many international 

companies have set up in Fiji to sell cars or out-board motor engines or fridges? 

 

Are our markets attractive to the international competitors? It is not just about selling 

products but also servicing them.  
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2.  Through state protection, or licensing, market franchise 

eg 1 Telecommunications companies in Fiji were all granted monopoly powers by the 

Fiji Government:  FINTEL, Telecom Fiji, Vodaphone ...  

 

Why? Complex reasons to be investigated thoroughly 

 

 (a) convinced that otherwise the company would not invest 

 

 (b) “other” reasons.  we will cover in our case study of ATH). 

 

 

eg 2  Fiji One (television) was granted a monopoly to set up allegedly because 

competition would have made it unprofitable. 

 

eg 3  At one stage, license to import dairy products only given to Rewa Dairy 
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3.  Patent rights granted by law everywhere in the world 

Patent rights usually protecting company for 17 years by law:  idea being protect the 

person who creates the idea long enough for them to recoup their R&D costs. 

 

What if the patent owner makes very high profits eg from some drug that they have 

developed? 

 

They would argue that for every drug that becomes commercial, there are 10 others 

which don’t, so that the profits on the successful patent has to cover the losses on the 9 

others, and not just the one found to be profitable.  

 

What if the patent causes misery throughout the world: eg anti-AIDS drugs like AZT 

Or discourages development?  Note patents once covered- cellophane, radios, 

 televisions, cameras, etc. 

 

Major legal difficulties over what can be covered and what cannot especially when it 

comes to associated products.  

 

Fantastic international case study whose relevance continues and will continue for 

decades is Microsoft as it faces legal battle after legal battle from competitors: 
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4.  Through key control of the necessary raw materials 

If you control the necessary raw material for a product- you control the market for that 

product. 

 

The example often quoted is that of the aluminium manufacturers before WWII- the  

Aluminium Company of America (Alcoa) controlled all the bauxite sources in the world- 

which refused to sell bauxite to any of Alcoa’s competitors 

 

This monopoly had to be broken by federal court order. 

 

Standard Concrete no doubt gets preferential supply of cement from parent company. 
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5.  Market mergers and take-overs 

Much evidence throughout the world that one of the natural developments of profit 

maximising behaviour of firms is to try and get as large as possible in order to dominate 

the market and make monopoly profits: 

 

Through killer competition (killing them off) or horizontal integration (taking over 

competitors) or peaceful co-operative merging. 

 

eg in Fiji Carlton Brewery killed off Fiji One (NZ beer company in Lautoka), Malt 

House Brewery; and took over South Pacific Distillery (spirits) 

 

 

eg Coca Cola has killed off dozens of soft-drink manufacturers in Fiji, and of course, 

hundreds of thousands of firms throughout the world. 

 

Or vertical integration: taking over suppliers or clients: eg cement factory and and 

Standard Concrete (blocks etc). 
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Note 1     Powers of monopoly weakened by close substitutes  

For example you may have a flour milling company which is the only company 

manufacturing or selling flour. 

 

But there are several close substitutes- such as potatoes, dalo, cassava, noodles, 

rice - to which consumers can switch to if the price of four gets too high. 

 

But of course, there may be many consumers for whom bread or roti is a “must” 

- regardless of the price of flour required to make it. 

 

For a complete monopoly- the product or service has to be the only one, without 

any practical alternatives. 

 

eg if there is no boat to Rotuma but an Air Pacific flight, then the operator of 

that flight is a true monopoly. 
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Note 2      Monopolies do not last forever 

“Fact of life”: all life forms (whether business firms or apes) follow the “natural 

Darwinian law of the jungle”- leaders eventually giving way to new challengers: why? 

 

 1.  Often, improvements discoveries in technology etc not by established firm, but 

newcomers- who through patent laws, take over the market until their patent runs out- by 

which time the former monopolists may be gone:  eg DVD technology v VHS;  digital 

cameras v film cameras. 

 

2.  Established monopolies become complacent and lose their competitive edge: why 

bother with good service ( money is rolling in), profits (when you have more than 

enough for yourself and your children); or status (who cares at the end of your life),  

 

On the other hand, those that don’t have anything, have all the incentives to fight: work 

extra hours, be extra ruthless to their workers, go that extra mile for customers (story of 

most successful local firms today (Punjas, Lees, etc) who fought off foreign owned 

Burns Philips and Carpenters and their subsidiaries. 

 

Biologically: dominant male apes “in control of their female harem” eventually become 

old,  tired and doddery, and give way to “younger more hungry and powerful apes” 
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Monopoly  profit maximisation condition 

With a monopoly situation, there is only one seller-  

 

We assume facing a downward sloping demand curve. 

 

If monopolist wants to sell one more unit of output, the price must come down for all the 

units that he sells (we assume there is no market splitting and price discrimination) 

 

So Marginal Revenue keeps dropping and is not equal to the price, but less than it. 

 

Because the price drops for all units, the MR has to be less than the price. 

 

The MR curve is therefore below the Demand curve, and steeper than the Demand curve. 

 

All the text books give you arithmetic examples which illustrate how all this works 

 

And also how to pin-point the  profit maximising output by the rule MR  = MC 
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The condition for profit maximisation: done it before 

Using numbers- the hard way (tutorials).  Or do it the easy way, using calculus.    

 

In general: both Total Revenue and Total Costs are functions of the output y 

.   

Revenue = R(q)  Cost = C(q)  П = R(q) - C(q) 

 

As before, profit is at a maximum, where the first derivative wrt q = 0 

 

dП  =    dR(q) -   dC(q) =  0 

dq dq dq 

 

dR/dq  = Change in Revenue wrt a unit change in q =  MR 

 

dC/dq = Change in Cost wrt a unit change in  =  MC 

 

Hence the first order condition: is that d П /dq = MR - MC = 0   

 

   or MR = MC 
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The second order condition is also important 

As before at the profit maximum, the slope must go from +ve to 0 to -ve  : ie be falling 

 

i.e. d2 П /dq2 =  d2(MR - MC)/dq2     must be <  0      П 

 

i.e  d(MR)/dq   -  d(MC)/dq   < 0 

 

i.e.  d(MR)/dq   <  d(MC)/dq 

 

i.e.   (Slope of the MR curve)  must be  < (Slope of the MC curve) 

 

Or put it the other way around: 

 

 (Slope of the MC curve)  must be  >  (Slope of the MR curve) 
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In tutorials, you will be filling in the numbers and illustrating  

the monopoly condition for profit maximisation  

 
Here we do it mathematically with a few simple equations first. 

MC = 10*q 

Demand curve:  P = 200 - 5*q 

 

How derive MR curve? 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

$ 

200 

q 
10 
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In tutorials, you will be filling in the numbers and illustrating  

the profit maximising output and price  

 
Total Revenue =  P*q = (200-5q)*q = 200q - 5q2 

 

MR  = d/dq(TR) =  d/dq(200q - 5q2) =  200 - 10q   

 

Note slope of the MR curve (-10)  is double the slope of the demand curve (= -5) 

 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
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Profit maximising output is where MR = MC 

i.e MR = 200 - 10q = MC = 10q 

 200 = 20q 

 q = 200/20 = 10 

MR = 200 – 10*10 = 200-100 = 100. 

But what will be the price charged by the monopolist? 

 MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

100 
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The price charged will be what the market can bear: 

i.e given by the position of the demand curve 

 

i.e. P = 200 - 5q = 200 - (5*10) = 200 -50 = 150. 

 

Note:  P = 150 > MR = 100. 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

150 

100 
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What will be the size of the profit?    Not known 

Depends where the ATC is at profit maximising output 
eg here:  he MUST be making a loss since P < ATC at the profit maximising output.   

 

Indeed, will never be able to make a profit at all.  Why not?  1 bonus mark. 

 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

ATC 

price= 150 
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But for the monopolist to be in business must make a profit 

Here I am drawing an ATC curve which roughly corresponds to your numerical example 

in the tutorial.  With the given Total Fixed Cost (400) and the MC data. 

ATC at profit maximising output = 95. 

Profit = Output * (P - ATC) = area AECB = size of profit. 

 = 10*(150-95) = 550. 

 MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

ATC 150 A 

95  B 

E 

C 
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Note: the profit is really “Super-profit” 

Since the opportunity cost of capital is already included in his costs and part of the ATC. 

Superprofits are profits are above the normal market rate of profit- called monopoly rents 

. 

[Question: what should be the effect of these super-profits if the market gets to know?] 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

ATC 150 A 

95  B 

E 

C 
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Output for efficient consumption?  Where P = MC 

P = 200-5q = 10q  15q = 200 q = 200/15 = 13.3  (at point G) 

 

This is 3.3m more than the monopolist’s profit maximising output of 10 m. 

 

Would this monopolist still make any super-profit at output 13.3? 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

ATC 
150 A 

95  B 

E 

C 

G 

13.3 

133 H 
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Output for efficient consumption?  Where P = MC 

i.e. with monopolist is freely allowed to maximise his profits, then 3.3m consumers are 

eliminated from the market whose valuation of the product was higher than the MC of 

producing that commodity: 

 

Which expression gives the dead-weight loss? 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

ATC 
150 A 

95  B 

E 

C 

G 

13.3 

133 H 
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Where would his super-profits be = 0?  i.e. still makes normal profits. 

Equation of ATC = 400/q  + 5q + 5  (take my word for it) 

Solve for ATC curve cutting the demand curve (at point F) (quadratic equation with two solutions) 

From the numerical example in tutorials- show that profit = 0 at output around 17.2  

Note:  this is way beyond the profit maximising monopoly output of 10 m 

i.e. 7.2 million consumers denied consumption because the monopolist wants to squeeze as much 

profits as he can from his monopoly situation- to enjoy his monopoly rents. 

 

 

 

MC 

 P = 10*q 

           D 

 P = 200- 5*q 

           MR 

 P = 200- 10*q 

$ 

200 

q 
10 

ATC 150 A 

95  B 

E 

C 

17.2 

F 
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Next lecture 

Take a general case of the impact of monopoly 

 

By comparing the monopoly situation with what would have prevailed under perfect 

competition. 
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