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1.3:  Monopoly, Monopsony, and Imperfect Competition 

 
Monopoly:  sole seller in a market. 

 

Monopoly or market power:  an ability to raise 

and sustain price above marginal cost. 

 

Standard neoclassical theory of the firm 

hypothesizes that the objective function of the 

perfectly competitive firm and the monopoly are 

the same:  profit maximization.  The difference in 

outcomes arises due to the nature of marginal 

revenue.  
 

Key concepts: 

Allocative inefficiency, misallocation of resources 

Anti-competitive practices 

Rent seeking 

Unilateral v. coordinated effects 

 
Monopsony:  sole buyer in a market 

 

Bilateral monopoly:  A market situation in which 

a monopolist and a monopsonist must bargain 

over the surplus in the market. 

 
Monopolistic Competition:  A hybrid form of 

market structure with product differentiation 

and free entry and exit. 

 

Other early models of imperfect competition: 

Kinked demand curve 

Dominant firm 

Cournot oligopoly 

 

 

 
 
Relevant exercises:  Problem Set 1, exercises 1 through 3. 


