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6. Monopoly versus perfect competition a Aa S

Consider the market for hot dogs in a small city. Suppose that being a hot dog vendor requires a license, which is
easily issued. Assume the licenses are spread around so that there are many hot dog stands in the city. Each sells m
the same kind of hot dog, and each vendor is a price taker and possesses no market power.

Assuming no fixed costs and a constant marginal cost, the graph that follows shows the daily demand (D) and supply
() curves in the market for hot dogs. Place the red point (cross symbol) on the graph to indicate the market price
‘and quantity that wil result from perfect competition (PC). Dashed drop lines will automatically extend to both axes.
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Now assume that one firm controls all the hot dog stands in the entire city, s it is the market for hot dogs. That is,
one vendor has acquired all of the issued licenses, but it cannot price discriminate. The graph that follows shows the
demand (D), marginal revenue (MR), and marginal cost (MC) curves for this monopolist. Notice that the new
monopoly's MC curve is the same as the competitive market supply curve in the previous graph.
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Now assume that one firm controls all the hot dog stands in the entire city, s it is the market for hot dogs. That is,
one vendor has acquired all of the issued licenses, but it cannot price discriminate. The graph that follows shows the
demand (D), marginal revenue (MR), and marginal cost (MC) curves for this monopolist. Notice that the new
monopoly's MC curve is the same as the competitive market supply curve in the previous graph.

Place the red point (cross symbol) on the graph to indicate the profit-maximizing price and quantity of the monopoly.
Dashed drop lines will automatically extend to both axes.
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In the following table, enter the price and quantity that would arise under perfect competition; then enter the
profit-maximizing price and quantity that would be chosen if a monopolist controlled this market.
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In the following table, enter the price and quantity that would arise under perfect competition; then enter the
profit-maximizing price and quantity that would be chosen if a monopolist controlled this market.

Under Perfect Competition Under Monopoly
Price $ (|
Quantity

Given the summary table of the two different market structures, you can infer that in general the price is lower under
, and the quantity is lower under
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