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INTRODUCTION

• MONOPOLY AND MONOPOLISTIC COMPETITION 

ARE IMPERFECT COMPETITION MARKET 

SITUATIONS. IN IMPERFECT COMPETITION THE 

PRICE DOES NOT REMAIN CONSTANT. IN 

MONOPOLY AND MONOPOLISTIC COMPETITION, 

PRICE FALLS WITH RISE IN OUTPUT. LET US SEE 

HOW THE REVENUE CURVES BEHAVE IN THESE 

SITUATIONS.



MONOPOLY

• MONOPOLY REFERS TO A MARKET SITUATION WHERE THERE IS A 

SINGLE SELLER SELLING A PRODUCT WHICH HAS NO CLOSE 

SUBSTITUTES. 

• IN MONOPOLY, THERE IS A SINGLE SELLER AND THE PRODUCT THAT 

HE SELLS HAS NO CLOSE SUBSTITUTES. 

• THERE IS ALSO RESTRICTION ON THE ENTRY AND EXITS INTO THE 

INDUSTRY. THIS ENABLES THE MONOPOLIST TO SET HIS OWN PRICE 

OR CHARGE DIFFERENT PRICES FROM DIFFERENT SETS OF 

CONSUMERS AT THE SAME TIME.

• THEREFORE, IN A MONOPOLY, THE FIRM IS A PRICE MAKER.



MONOPOLISTIC COMPETITION

• MONOPOLISTIC COMPETITION REFERS TO A MARKET SITUATION IN 

WHICH THERE ARE LARGE NUMBER OF FIRMS WHICH SELL CLOSELY 

RELATED BUT DIFFERENTIATED PRODUCTS. 

• MARKETS LIKE SOAP, TOOTHPASTE, AC ETC. ARE EXAMPLES OF 

MONOPOLISTIC COMPETITION.

• BUYERS OF A PRODUCT DIFFERENTIATE BETWEEN THE SAME 

PRODUCT FROM DIFFERENT FIRMS. 

• THEREFORE, THEY ARE ALSO WILLING TO PAY DIFFERENT PRICES. 

THUS, THE FIRM OR THE SELLER HAS PARTIAL INFLUENCE ON PRICE.



AR & MR CURVES UNDER IMPERFECT 
COMPETITION

• UNDER IMPERFECT COMPETITION, A FIRM FOLLOWS ITS OWN 

PRICING POLICY. 

• MONOPOLY AND MONOPOLISTIC COMPETITION FALL UNDER THE 

CATEGORY OF IMPERFECT COMPETITION. 

• HOWEVER, THE FIRM CAN INCREASE ITS SALES ONLY BY 

DECREASING THE PRICE. WHEN FIRMS CAN INCREASE THEIR SALES 

ONLY BY DECREASING THE PRICE OF THE PRODUCT, THE AR FALLS 

WITH INCREASE IN SALE. 

• IT MEANS THAT REVENUE FROM EACH ADDITIONAL UNIT, I.E. MR, 

WILL BE LESS THAN AR. AS A RESULT, BOTH AR AND MR CURVES 
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CONTINUE…..

• AS WE CAN SEE IN THE ABOVE SCHEDULE AND GRAPH, BOTH AR 

AND MR FALL WITH INCREASE IN THE NUMBER OF OUTPUTS SOLD. 

• HOWEVER, THE FALL IN MR IS DOUBLE THAN THAT IN AR.

• IN OTHER WORDS, MR FALLS AT A RATE TWICE THE RATE OF FALL 

IN AR. AS A RESULT, THE MR CURVE IS STEEPER THAN THE AR 

CURVE BECAUSE MR IS CONCERNED WITH ONE UNIT, WHEREAS AR 

IS DERIVED FROM ALL THE UNITS OF OUTPUT SOLD. 

• THIS LEADS TO A COMPARATIVELY LESSER FALL IN AR THAN THE 

FALL IN MR.

• IT MUST ALSO BE NOTED THAT MR CAN FALL TO ZERO AND 

FURTHER FALL TO BECOME NEGATIVE, WHEREAS AR CAN NEVER BE 

ZERO OR NEGATIVE SINCE TR IS ALWAYS POSITIVE.



AR & MR CURVES UNDER MONOPOLY AND 
MONOPOLISTIC COMPETITION

• AS WE ALREADY KNOW, BOTH MONOPOLY AND MONOPOLISTIC 

COMPETITION FALL UNDER THE CATEGORY OF IMPERFECT 

COMPETITION.

• THEREFORE, UNDER BOTH MARKET SITUATION, AR AND MR 

CURVES SLOPE DOWNWARDS AS MORE AND MORE UNITS OF 

OUTPUT CAN BE SOLD ONLY BY REDUCING THE PRICE.



DIFFERENCE BETWEEN THE AR AND MR 
CURVES OF MONOPOLY AND MONOPOLISTIC 

COMPETITION.

• THERE IS ONE MAJOR DIFFERENCE BETWEEN THE AR AND MR CURVES OF 

MONOPOLY AND MONOPOLISTIC COMPETITION.

• UNDER MONOPOLISTIC COMPETITION, THE AR AND MR CURVES ARE MORE 

ELASTIC, I.E. MORE SENSITIVE AND PRONE TO CHANGE, AS COMPARED TO THE AR 

AND MR CURVES UNDER MONOPOLY. 

• THIS HAPPENS BECAUSE OF THE PRESENCE OF CLOSE SUBSTITUTES UNDER 

MONOPOLISTIC COMPETITION WHICH ARE ABSENT UNDER MONOPOLY.

• WHEN THE PRICE OF A COMMODITY IS INCREASED IN BOTH MARKETS, THEN 

THE PROPORTIONATE FALL IN DEMAND UNDER MONOPOLY IS LESS THAN THE

PROPORTIONATE FALL IN DEMAND UNDER MONOPOLISTIC COMPETITION.



CONTINUE…..

• IN OTHER WORDS, IF THE PRICE OF A COMMODITY IS INCREASED, 

UNDER MONOPOLISTIC COMPETITION, THE CONSUMERS CAN 

TURN TO CLOSE SUBSTITUTES OF THAT COMMODITY FOR LOWER 

PRICES, THEREFORE THE FALL IN DEMAND IS HIGHER. 

• WHEREAS UNDER MONOPOLY, THE CONSUMERS DO NOT HAVE ANY 

SUBSTITUTES AND HAVE TO BUY THE COMMODITY AT THE PRICE 

DECIDED BY THE PRODUCER, THEREFORE THE FALL IN DEMAND IS 

NOT AS MUCH AS THAT IN MONOPOLISTIC COMPETITION.





• AS SEEN IN THE DIAGRAMS, THE AR AND MR CURVES 

UNDER MONOPOLISTIC COMPETITION ARE MORE ELASTIC 

AS COMPARED TO THE AR AND MR CURVES UNDER 

MONOPOLY.


