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Effects of Monopoly

Negative:

· monopoly profits - transfer to owners from consumers, not necessarily unfair, though usually thought to be

· profits serve no allocative function, unlike in competitive markets, where profits drive the long run adjustment process

· suspicion of big business

· technical inefficiency - lack of pressure on costs – “X-inefficiency” 

· economic inefficiency (allocative inefficiency, welfare cost, deadweight loss)   


P  >  MC is root of problem.  This inequality signals that the social value (marginal benefit) of the last unit of output exceeds the opportunity cost of producing it.  We want the market to respond with more Q, but a monopoly won’t produce more because that will lower profits. 

measuring the welfare cost in a graph

· “rent seeking” behavior to obtain or defend monopoly position uses resources

On the other hand:

· dynamic efficiency and prospect of monopoly profit as a spur to invention may dominate static inefficiency by leading to faster economic growth – is there a tradeoff between short run inefficiency due to monopoly and long run higher economic well-being?

