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m If |ep| > 1, the percent change in quantity is greater than the
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percent change in price. We say the |demand is price elastic.| E?

m If |ep| = 1, the percent change in quantity is equal to the percent
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change in price. We say the|demand is unitary inelastic.|

m If |ep| < 1, the percent change in quantity is less than the percent
change in price: We say the |demand is price inelastic.|
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m At this price, you will play tennis for 8 hours: your WTP for 8
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Consumer surplus is the area below the demand curve and
above the price that the consumer must pay for the
good.
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The compensating variation is the difference between the income
necessary to buy basket A at the initial price Px, and the income
necessary to buy the decomposition basket B at the new price Py,.
Basket B lies at the point where a line parallel to the final budget line
BL, is tangent to the initial indifference curve U;.

Slope of BL, = slope of JE =~ P“

7 Slope of BL2 =slope of LB=— l"2

y, clothing

x, food

® equavoieeat woRIOXIN wiTh & POLIMVR NLoMR. ¥+

The equivalent variation is the difference between the income necessary
to buy basket E at the initial price Py, and the income necessary to buy
basket A at the initial price Py,. Basket E lies at the point where a line
parallel to the initial budget line BL; is tangent to the final indifference
curve Us.

Slope of BL, = slope of JE =~ l"‘
i { BL,, = sk {LB=—P
J Slope of BL, = slope of L5 I,2
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Consider the market demand for membership in a health and fitness
club. What happens if the membership price decreases to $900?

If consumers believed that the number of members would stay
at 1,000, demand would increase from point A to point B.
However, consumers know that the fitness club will become
more congested as more members join, and this will shift the
demand curve inward.

The total number of memberships actually demanded at a
price of $900 per month will grow only to point C.

The total effect of the price decrease is the pure price effect of
moving from point A to point B plus a negative snob effect of
moving from point B to point C.

A demand curve with negative network externalities is less
elastic than a demand curve without network externalities
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m At the endowment point A the ‘
person receives Gtility U4 (higher Ut

than she would get by no

endowment).
A’
‘Slope=-w,y,
m The slope of the indifference curve 0 >

at the endowment point is the 24
reservation wage: at such wage

m The person will not work at all
if the market wage is less than

her reservation wage;
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Consider a single-input
ONE INPUT production function:
m e.g. the quantity of
semiconductors g a firm can
q*ND produce in a year when it
employs various quantities L

Total
product
function

@
S

Q
=]

Q, thousands of chips per day

o
S

f I b . h . f b f Increasing Diminishing Diminishing
marginal marginal total
O a O u r Wlt I n a a O a relurrl\s relurrl1$ returns

) 6 12 18 24 30 36

given Size With a given Set Of L, thousands of man-hours per day
machines.
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m Firm can produce output by combining different amounts of

M labor and capital MMQ'
m In the long run, capital and labor are both variable
m The information can be represented graphically by the total

product hill how cmuth eadh pux
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m Firm can produce output by combining different amounts of
labor and capital

m In the long run, capital and labor are both variable

m The information can be represented graphically by the total
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A
- marQrol eote oF rechnicod Subwtuxon MRTS = - A—t tor a fixed \EwRL

o q

I_.M.so:me.d-ms\m

1 “e coxe ox uwhwdh ™ quantty, ok
m The rate at which the quantity of capital can be decreased for
every one-unit increase in the quantity of labor, holding the

quantity of output constant, or

m The rate at which the quantity of capital must be increased
for every one-unit decrease in the quantity of labor, holding OR - LA R 0 The QM\TB o
the quantity of output constant.

Qwwol an bl 2aduntrd ton Quan,

J \alace. , holdingy QUOIMITY, O SURRR .

As labor increases to replace capital

Slope of tangent line A =-2.5
s Slope of tangent line B =-0.4
m Labor becomes relatively less MRTS,, at A =25

pI’Od e > MRTS, yatB=04
.
m Capital becomes relatively more | R
productive g
E
m Need less capital to keep output < 2
constant
m Isoquant becomes flatter 9 20 %

L, man-hours per day

SUBSTITUTABILITY

£ 5
5 5
£ £
g g
2 e
= b=}
2 g
& B, &
£ 3o £
O
£ million g :
: : : million
0 100 400 0 100 400
L., man-hours per month L, man-hours per month

(a) Production Function (b) Production Function

with Limited Input with Abundant Input

Substitution Opportunities Substitution Opportunities
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RETURNS TO K

© METURNS TO HOIR : ROXT OX Winth CUZPUX INLAKANRS A WPUXS QN% ok Qikd @ aopoR,

TionoXRA)

7 08 (quarmry, ot ouugd
7 & (quastmy of cll Inpuxy)

ZLTUROS 10 WAl ©

By a production function ¢ = f(K, L), if all inputs are multiplied by
the same positive constant (A = 1), we have that:

Effect on Output Returns to Scale
f(AK,AL) = Af(K,L)  Constant returns to scale
f(AK,AL) < Af(K, L) " Decreasing returns to scale
f(AK,AL) > Af(K, L) “"Increasing returns to scale

m By increasing returns to scale, there are cost advantages from
large-scale operations

A single large unit will be able to produce a given amount of output
at a lower cost per unit than could two equally-sized small firms

m Such cost advantages determine the optimal size of firms

Q=3

Q=2
Q=1

R
o
—“nw

o 1 2

L L L
(a) Increasing Returns to Scale (b) Constant Returns to Scale (c) Decreasing Returns to Scale

Suppose that the production function is
q=f(K,L) = AK“LP with A,a, 8 > 0

ex. Lo - douRlad

This production function can exhibit any returns to scale
F(AK,AL) = A(AK)*(AL)P = ANSTBKELE = \“HPF(K, L)
mifx +p =1 = constant returns to scale
m if x + B > 1 = increasing returns to scale
mifa +pB <1 = decreasing returns to scale

The Cobb-Douglas production function is linear in logarithms
In(q) = In(A) + ax In(K) +  * In(L)

m « is the elasticity of output with respect to K
m B is the elasticity of output with respect to L
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* TO ON ANOMLL , THR O 1S TR LAUE of Wt (R OPPOTUMTIRS

. —o:hmom&m«utmuxxmﬁaushu@mom

AOTHRR. AR RNORWR 1S oKD

Two ways a firm can “not use”" the services of an input:

m Refrain from buying the input (i.e. saving an amount equal to the
market price of the input)

m Resell unused services of the input in the open market (gaining an
amount equal to the market price of the input)

m In both cases, the opportunity cost of the input services is the
current market price of those services

v
e aorion » forwo.ed \ookiw,

L ditreaRar  oppoRTUNTY) CtKE hon. ditt eaemt deweons

s SRRANOIWR. Utks CRUKd O TR TR oF detanon

. : TR ToTol oF UAUPUX COES Thox Hrove teen nuwened v The poix

I_.. OXUOA eXPROWES + deprREVATION chaeses for apXol RQuupMmesw

. P AT TO @ hirm oF URILAUR, LENAML IRACUAKS N EROALLICN , IOAIng,
OPPORTUAMTY) LON
. : oaTH ThoX hove alesady been wuweskd ond cannot b avaded 1+

PROCLTUMN STOPS , Thegs, MM be wwioveasd
igrorgd by The dewnon makee , os they do aor vary by  clxeeNCIWR
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LONG-RUN MINIMISATION

— prdb\f ot tinding R INPUX tominoxion thox ewmmes Q.

hiem's Total % of eroduuNg, o FORTILALE KU oF ouTeux

Firms can typically produce the same amount of output using
many different input combinations.

Among these, a firm that wants to make its owners as wealthy as
possible should choose the input combination that minimises the
costs of production

m Long time horizon: many costs become variable — they can
be adjusted to reverse previous decisions

TOTAL COBT
Kewl ¢cK L: laboue Ws PRIE OF @ uawr of L ) impLiaax on

K* capxad €3 QR oF a unwr OF K | expuux WOES

The manager must choose the quantity of K and L that minimize total
(economic) costs in producing gg units of output

—* X OF LOMBIOORIONS oF INPURS THOX WL eNToUL The Sam

TOrOA S for THR tirn

4
C, | Directions of
| increasing total cost
|

-

Slope of each isocost line =— -

K- (m/r) - (w/r\L

K, capital services per year

Uuope.'-“%'

I"(I I’.l

C,

L., labor services per year
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o LONORR PONT SOWITWONS = RN The. OPT\MAM IS (T ITERACR.

At point A, (MPy/MPy) > (w/r),
or (MP./w) > (MPk/r).

At any points on the isoquant, the
marginal product per dollar spent on
labor exceeds the marginal product
spent on capital: hence it is better
to give up capital in favour of
labour.

At point A, there is no more capital
to give up.

COMPRARATIVE STATICY

@ haOQeS 10 INDUX_ERACKS

W dhangle, © and g onk NLTAcKR

T o — 150008t SeRpee

———

LONK = «\\(\\«\\‘1\(\5

K, capital services per year

" - . MP;
ope of isoquant = — TP,\

U

Slope of isocost lines = — <~

Qp isoquant

Isocost lines

K, capital services per year

L, labor services per year

Slope of isocost line Cy =—1
Slope of isocost line C, = -2

foom A vo B

Q, isoquant

L, labor services per year

(The change in total costs can be measured as the change in the vertical

intercept)
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: Labor demand, Q = 200
: Labor demand, Q = 100

¢

chitheoror (EURK. oF W — demwe aboua
demand Funaion E
GROOLRS 1 THR. OURPUE CLOLME Bkt « The ©
AR :

L, labor services per year

SHORT -RUN COST HINIMIZATON

In the short run, the firm faces the constraint that one or

more of the firm’s inputs cannot be changed. TC NL‘I‘ 'y E
< mok
< oo berou TR firt cannor WIDEITURE
- Q
K
\J
\ Q, isoquant » mﬂ and \‘bm/ The, dm«\\mm

L., labor services per year

of ™R opnMal.  @maunt JORS aor (IWAR,
Q.TQSM endiTe)
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" how doeb o dhame 1 O BINQ\E LT Pk alfe & torad LOWS!

Cy = $50 million isocost line K Q’Q'“’ QX pur and et
before the price of capital goes up
g Cor= $50 million isocost line CLONKR QLT
S after price of capital goes up
o C5 = $60 million isocost line . .
8 A after price of capital goes up As we know, the isocost will
>
. roll around the isoquant
5| G sbpe.f--“%-,’d-r“ haneine th N
- changing the cost-minimising
> Swope, ¥ input combination from A to B.
1 million TVs per year 0 . .
The new input combination
will correspond to higher total
L. labor services pervear  kaom Cy 10 Co costs, holding output fixed.
TC(Q) -
/ ofter Increase. For any positive amounts of
/ in price of capital . . .
inputs employed in production,
5 / ) ease — an increase in the price of K
o // in price of capital P '
% A will result in a new TC curve
£ S50 milion oy | that lies above the original one
e |
£ §50 million // ! Sy at every g > 0
0 1 million
Q, TVs per year

* how doeb o dhaoge, 1 & oL Neul Pk alte & Toral LOWS?

A given percentage increase in
both input prices leaves the
$ cost-minimizing input
& . . .
o combination unchanged, while
g 4 the total cost curve shifts up
2 by exactly the same percentage
< 1 million units
per year lm
TANRALY IS unafteed  As- —
0 ac
(a) L, labor services per year
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m |f average cost is decreasing as quantity is increasing, then average
cost is greater than marginal cost: |JAC(q) > MC(q)
adding one unit of output decreases average costs

m If average cost is increasing as quantity is increasing, then average
cost is less than marginal cost: JAC(q) < MC(q) |
adding one unit of output increases average costs

m If average cost is neither increasing nor decreasing as quantity is
increasing, then average cost is equal to marginal cost:

AC(q) = MC(q)

‘a hemn enyos, 10 Q UTVOXKN WHRAE OLRRONE WO RERS down
When CUXPUT QS WP @
ca hemn witers 10 Q UTVOXWN WHRNE OLRROAR WO RERS WP

AC(Q)

The greater the MES in comparison to overall market sales, the
o y/ greater the magnitude of the economies of scale.
//////

1C, dollars per unit
\\

Q, units per year

. 15 THR IMARET qUACTITY, ox whmeh T

\msv.\m QARZAVR, WO WKV QIRKORNS TH WL OOMVTT

T OUIQME ok Than  doub\ks  when e

QUAITITIRS Ok Ol MEUES Quk douls\®d
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TG : TOTOA VARIQDIE COST LURIR

TEC: rE : Torod Fixed CONT LuRue

NC+TEC =TVC + r K

AN \ Q =2 million TVs per year
N\
;“; Q = 1 million TVs per year
P Long-run expansion path
:
&
2 K.
5 7N
g |
oKy \
< \
L \\
L, L L, L

L, Labor services per year

l Short-run expansion path when K=K, ]

l Short-run expansion path when K=K \

TC, dollars per year

STC(Q) when K=K,

TC(Q)

STC(Q) when K=K, |

1 min
Q, TVs per year

2min

CONES WUA 10 QRORROA b MQIRR \0 TR Lo e

» horT U0 AURRALY. cobys

SAC * src/q

" thoeT 2un marYnal oSS

wie = dure /oq

Cost per unit

SMC(Q)

SAC(Q)
’

Q, units per year
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. bugpsmaws ST Fom O WACOUER TO anotheR
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PROFIT MAXIMITATION
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® When the quantity is such = When the quantity is such
that|P > MC| producing that P < MC, producing
more increases profit LESS increases profit

m Increasing the quantity in this m Decreasing quantity in this
range increases total revenue range decreases total cost
faster than total cost: faster than it decreases total
dTR/dq > dTC/dgq revenue

m When P > MC, any additional m When P < MC, reducing
unit increases its profit by output by one unit increases
P — MC, the difference profit by MC — P, the
between the marginal revenue difference between the
and the marginal cost of that marginal cost and the marginal
extra unit. revenue of that extra unit.

T eEloxiontg berweRn EUK Qnd Guant Ty BuppUEd 15 descetbed by
T

* WNRNRIRR. TR PRACE WUl Fall BRACW The (LA OF QIRRAEER OE , TS MRANS
Thox we have Q@ MeEERMR ToTod paohT DROME OF O MAEXWR QIRRANL. OB

SHORT RUN

2 thows how 1He Shont - Run  PAOKT - MaxIM A0S

oUXpUX deucns (hames Qb The MarKer gratk hangRs

* ShopT- RUN HC uRsR QS Long Qs P > sAC
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NSFC =0, he(Kk TFC =SFC

If market price falls below the shutdown price Ps, the firm is better
off NOT producing:

m If it produces, the loss is: loss =SFC + (AVC — P) x ¢
m If it closes down: loss = SFC

Ave
$0.35 |
0.30 |

0.25 |

SACy,—|

Price (dollars per rose)

0.18 |
AVC,
Vg
0.10 [ il P = minimum AVC
005 |-rrererewzay -’
0 25 33 40 505560
Quantity (thousands of roses per month)
m A profit-maximizing price-taking firm with all fixed costs sunk finds .

it uneconomic to produce where P < AVC, i.e. on the portion of
the SMC curve where SMC < AVC. This is the portion below the
minimum level of the AVC curve.

m Hence, the supply curve has two parts:

m If P < min(AVC), the firm will supply zero output (i.e., g=0).
m If P >= min(AVC), the supply function will be equal to \
P=SMC.

m Average nonsunk cost ANSC =AVC+NSFC/q
m If market price falls below min(ANSC), the firm is better off NOT
producing:
m If it produces, the loss is: loss=SFC + (ANSC — P) x g
m If it closes down: loss = SFC

SAC  ANSC

we

imum ANSC

Price (dollars per rose)

PaHMC & P> o (ave)
q:o ¢ B¢ mm(lN(D

NSFC, SFC 20 hentk

TFC = SFC ¥ NSFO
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* O Showry - RUN OCRRD WIRN THR. QUUSTITY,
demanded equoly The Torad guamity WiepWEd

Consider an industry with 100 identical firms: each will be supplying
the same quantity g* (which is where MC = P*)
Market supply will be 100g*

SMcC

s
Ps N ;

Price (dollars per unit)
.
Price (dollars per unit)

D

0 o 0 100Q"
Quantity (units per year) Quantity (units per year)
(a) Typical firm (b) Market

. of 1hR short RUN QualbIuen W hle
undeewranding, The fasxors thed deteemaRk The maeKer Quuibrium GRIE

=
=
@
Q
%) $10
]
S Equilibrium ERQMR O The bR of fhiewd
T price falls
0}
L
i . .
—
0 Equilibrium
quantity rises
Quantity (units per year)
Market supply curve
E Market supply curve é New
o New o price
o price o
3 2 Initial
S Initial o "
8 Inita 8 price INCARQAKE 1N The maeks
(V] @
Q L
a a
Quantity (units per year) Quantity (units per year)
(a) Effect of shift in demand: (b) Effect of shift in demand:
Supply is relatively elastic Supply is relatively inelastic
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More specifically, three conditions must hold in long-run perfect
equilibrium:

Given the price P*, each active firm chooses a level of
output that maximizes its profit and selects a plant size that

minimizes the cost of producing that output.Hence,
P* = MC(q")

Each firm’s economic profit is zero. This condition implies

that a firm's long-run average cost equals the market price,
P* = AC(q*)

At price P*, market demand equals market supply, given the
number of firms n* and individual firm supply decisions q*.
This implies that ID(P*) = n*g*, or equivalently,

< B TYPES OF INDWWRRIES

NEUX SRR QVALABIR 10 LAtTRA SUEE\W)

= =
5 5
@ $23 5
Q Q
@ 2
S =
g 15 g $15
3 3
o a
0 50 52 0 1010.4 18
Quantity (thousands of units per year) 200 llirms 360 l‘irms MK O‘- dQ.mQt\d

(a) Typical firm

l (b) Market

ol GiemS Q% deamcol

Quantity (millions of units per year)
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m Industry whose long-run supply curve is downward sloping
m Increase in demand causes production to increase

m Increase in size allows firm to take advantage of size to get
inputs cheaper

m Increased production may lead to better efficiencies or quantity
discounts

m Costs shift down and market price falls

SMC,
SMC,
%
=]
5 $23 - N fofoeeee e fornnnn
e ;
L
= 4
§ 15 .................... 2 , .....................
© 12 | corvrreeee T o e
Q :
o
o s I DO
0 50 52 0 10I 104 2|0
Quantity (thousands of units per year) 200 firms 400 firms
Quantity (millions of units per year)
(a) Typical firm (b) Market

FREE ENTRY WUl ©IECTTUALLY DRIVE €CONOMIL PROFIT TO TRo

When profit opportunities are freely available to all firms,
economic profits will not last.

“If anyone can do it, you can't make money at it."

© Proprieta riservata dell'autore - Digitalizzazione e distribuzione a cura del CENTRO APPUNTI - Corso Luigi Einaudi, 55/B - Torino / Pagina 65 di 172



© Proprieta riservata dell'autore - Digitalizzazione e distribuzione a cura del CENTRO APPUNTI - Corso Luigi Einaudi, 55/B - Torino / Pagina 67 di 172

® In an increasing-cost industry, the long-run industry supply curve is
upward sloping. Again, the area between the price and the long-run
supply curve measures the producer surplus.

Price S
($ per
unit of

output)

X Market producer surplus is
P le=sssessssss the difference between P*
F = and Sfrom O to Q.

Producer
Surplus

Q Output

Welfare is measured by:
Consumers' surplus
Producers’ surplus,
Any benefits accruing to the government

The impact of a policy is estimated as the net change in
welfare (some will gain, some will loose)

— TOTAl BRMHET ThOoX CONWVUMNRAS QRIRWR ‘oRnd
whox Thew poyy tor The gpod

—* 5 TR benefit feom WULOQ TR UNTS:, ditre,
PS5 Pq = NSTC RO BTWRRN TN MARKSX Gtk THR EROAMER
REtxes and The maeynol ¢ow FRom pRoduug

psr 7 (e"-pd) Q* THNE VTS
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m If a policy is not welfare-maximizing, it is imposing an efficiency
cost (but the intentions of the policy may be other than efficiency)

m But there are cases where the market by itself does not lead to the
most efficient outcomes: the market failures:

m if prices fail to provide proper signals to consumers and producers,
the unregulated competitive market is inefficient.

m Externalities: the actions of consumers or producers result in costs
or benefits that do not show up as part of the market price (e.g.
pollution, knowledge spillovers)

m Government regulation about emissions is the only way to
provide the right incentives to consider the social costs of
pollution

m Lack of information: consumers lack information about the quality
or nature of a product and so cannot make utility maximizing
purchasing decisions

EXCUSE TAXES

Consider a specific tax, i.e. a tax t on each unit sold of a specific
commodity (e.g. gasoline or cigarettes), collected by suppliers

m The government must receive t cents for every unit sold

m The price the buyer pays must exceed the net price the seller
receives by t: P, = Ps + t

m Buyers consider the price they pay, i.e. Py
m Sellers consider the net price they receive, i.e. Ps

m The quantity sold must equal the quantity bought.

e £ (fg -P;)q*
Q°:= Q" (PY)
Q> Q= (eD

Q®- Q> w: Psrest (b.QY)

Qo s’
Tax LVLUL

por 7 (eg-00) Q"

© Proprieta riservata dell'autore - Digitalizzazione e distribuzione a cura del CENTRO APPUNTI - Corso Luigi Einaudi, 55/B - Torino / Pagina 69 di 172



© Proprieta riservata dell'autore - Digitalizzazione e distribuzione a cura del CENTRO APPUNTI - Corso Luigi Einaudi, 55/B - Torino / Pagina 71 di 172

PRICE CEILINGS

With price ceilings and floors, markets do not clear: the government
specifies a maximum or minimum price to specific goods.

m With a price ceiling policy, the government makes it illegal for
producers to charge more than a ceiling price set below the
market-clearing level.

m Such a policy decreases production and increases quantity
demanded, hence creates a shortage

m e.g. rent controls

® Max consumer surplus: net
change A— B

m Some consumers are
worse-off as they are
rationed out of the

Price

Deadweight loss

market: triangle B Po i ]
m Some consumers are o :
n i
better-off as they can buy | i E\
the good at a lower price: : : : D
rectangle A ' . :
g Q1 Qo Q2 Quantity

m Producer surplus: net change
—A—-C

m More efficient suppliers
stay in market and sell
lower quantity @7 at a
lower price Ppmax, loosing
A

m Less efficient suppliers are
rationed out of the
market, loosing C

Net effect:a deadweight loss
A-B-A-C=-B-C
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* macginok QEVRALE 1S The ChanfR In RAVEANE REWIRWQ FROm Q. WAIT AR W

CURQAUK

$ per
unit of
output

Average Revenue (Demand)

-~

Pg

Output

Qa Qg

TO IARQAKE SOIR , The ERUWE MU fold

t: (Qo-Qa): Pq

NCARQOR, CUTRAK
L e (P, -Pa) Qn decARAOg PRI
o . P+ @ A0 maeQnal UMWk
AQ | AQ
<5 MRC P

m Hence, we can view MR as made up of two components:

m The additional revenue P obtained by adding the price of one

unit of output;
m The/reduction in revenue associated with
lower price Qg—g (g—g is always negative)
m MR can be negative

FOR A LNRAR TEMAND Rk

Suppose market demand is P = a — bQ.

Average revenue coincides with the
demand curve. Thus, AR = a — bQ.

Marginal revenue is MR(Q) = P + Q;,a%:
Noting that §& = —b,
MR(Q) = a— bQ + Q(—b) = a —2bQ

MR intersects the x axis halfway between
the origin and the horizontal intercept of
the demand curve at Q=a/(2b).

For @ > a/(2b), MR is negative.

selling all units at a

P=a-bQ

| ~
Marg{wl‘

Revenue:
MR=a-2bQ

con be neqoxie

Average Revenue (Demand):

al2b
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Relationship between

Region of Demand Curve  Marginal Revenue and ¢gp  Total Revenue and Price

Elastic (—oo < egp < —1) MR >0 The monopolist can in-
[because 1 + (1/eqp) > 0] crease total revenue by
decreasing price (and
thereby increasing quan-
tity) by a small amount.

Unitary elastic (g = —1) " MR =10 The monopolist’s total
[because 1 + (1/egp) = 0] revenue will not change
when price (or quantity)
is changed by a small

amount.
Inelastic (—1 < egp < 0) MR <0 The monopolist can in-
[because 1 + (1/eqp) < 0] crease total revenue by

increasing price (and
thereby decreasing quan-
tity) by a small amount.

m Notice a monopolist will never produce a quantity in the inelastic
portion of demand curve

m In inelastic portion, can increase revenue by decreasing
quantity and increasing price

Pua-HQ
Demand is elastic when Q < a/(2h)
w<typ<=1, MR>0
Demand is unitary elastic when Q = 2/(2h)
% ¢ p=-1,MR=0
e, Demand is inelastic when #/(25) < Q < alb
1<ty p<0. MR<0

4
sy,
D

P (dollars per unit)

"0,

[

a
2k
Quantity ( (units per year)

* PRUK for @ monopoLws = RCA+ (4/&4)

Monopoly pricing compared to perfect competition pricing:

= | Monopol

m P> MC
m Price is larger than MC by an amount that depends inversely
on the elasticity of demand

= lPerfect Competition |

m P=MC
m Demand is perfectly elastic, so P = MC
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