The monopoly market
HELLO EVERYBODY. This week, I want to focus our attention on the monopoly market. Now many of you know the general definition for a monopoly ​ a situation where there is one producer or supplier of a product ​ whether it is a good or service. Well, I would like us to broaden this definition a little to say that a monopoly situation exists when there is one firm which excessively dominates the market. Meaning that there may be other small firms in the market but they are of very little significance to affect the pricing or output of the product. For a monopoly situation to exist, there must be no close substitutes for the product ​ the product must be unique. This is understandable; if the firm is producing a product for which there are close substitutes then one firm's ability to dominate the market will be reduced. 
When a monopoly exists, there is restricted entry into the market. Sometimes entry into the market may be completely blocked. 
There are two main types of monopolies, one where due to one firm owning some resource (whether monetary or technically) will have the opportunity to be the sole provider of the product. This is a situation where people may want to enter the market but may not have the capital necessary to start a business or they may not have some resource or the know how to establish a business. 
The other monopoly exists when due to some government intervention through the granting of licences, laws or issuing patents a firm will be able to hold monopoly power of the production of that product. These monopolies are quite popular as many times governments will allow the monopoly to ensure that the product that they produce is made available in the country. If the firm is to take on the production of some good or service, they want some assurance that they will be able to earn profits and they may require that governments establish them as monopolies for a period of time (sometimes up to 50 years). 
THE MONOPOLIST AND THE DEMAND CURVE 
The monopolist cannot control the demand for his product, even though he may be able to influence the demand through marketing. The firm faces a downward sloping demand curve that tells us that at higher prices less will be demanded and at lower prices more will be demanded. The firm's demand curve is also the industry's demand curve - as there is only one firm in the industry. See Figure 1 below. 
PROFIT MAXIMISATION AND THE MONOPOLY 
The monopolist will maximise profits where MC=MR. However, what we will see is that the profit maximising output will be sold for a higher price than where MC=MR. Why is this so? You see the monopolist having established the profit maximising output knows, based on the demand curve of the consumers, that the consumer is willing to pay a higher price for his good than the profit maximising price. Let us look at the Figure 2 below. 
MONOPOLY AND EFFICIENCY 
The monopolist will not generally experience allocative or technical efficiency. Remember that allocative efficiency is there the price of the good is equal to the marginal cost of the product. Under a monopoly, the price of the good is much higher than the marginal cost of the profit maximising output. Also, technical efficiency will be absent as the monopolist may not produce at the lowest cost possible. Remember that due to a lack of competition the monopolist does not have much incentive to produce at the lowest cost possible to 'beat his competitor'. 
Now, guys by now you should be working on your final draft for your Internal Assessment and please ensure that you spend some quality time on the internal assessment. Next week we will go on to look at the monopolistic market structure so until then, blessings and peace. 
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