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Price Determination under Imperfect Competition
The situation in tlle reai r+'orid iies befiveen these tno extremes. Imperfect compelition may take
severai {brms.

Price Determination under Oligopoly:

!n an oligopr:i-v situation there are onl-v a. fen, films and the size of each firm is so large that a single
firrn can influence considerably the rtarket suppl3, and price. How.el,er, art oligopolist cannot
determine the output and price independently.

He is requirerl to study the reactions of the rivai seilers *'henerrer price is changed. FIe does not
find a stabrle ancl definite demand curn'e for his product as he does not know with?ertainty to what
extent his sales u'ill change in case of anv change in the price of his proclnct"

This is sa because his actions create various reactions frorn his ril,al sellers. If fact, the complete
unceftainty unpredictability and inter-dependence prer aii in such a market. In actual practice the
price is, hor+'ever, determined through agreernents among the oiigopolists. In some cases, a
particriiar firrn especiaii3,' the biggest one act as the price-leader and the other: firms folloit, its
actir:ns.

'Ihe leader fixes the price and the other firms fol1ou it. So, the price under oligopoly is fixed
through agreernents or coilusion among the firms.

Price Determination under Monopolistic Competition:
{-hrder mr:rnopolistic cornpetition a fimr citn to some extent control suppl--v aud price b1.its own inclepeniient
action" As it has a near-nlonopclly position in its ou,'n product r,r,'hich is ciilf-erent lrom those of other fimrs. it
can fir:d a certaiu and stable dernand curve for its products. and this clemand curve has a slightl,v rlownw.ar:cl
slope^

A monopr:iistic competitor produces all output up to that amount at rl,hich the marginal cost becomes equal
to ttarginal revenue, because at that output its totrl profit is the maximum. The price in sush a market
becomes greater than marginal cost. In the short run a monopolistic cornpetitor may eagl excess protits
when the price becomes higher than average cost,

T'his is possihle due to the absence of the possibility of new firms entering the industry. tsut in the lorrg run
due to the possihility of new firnls enteritrg the industry the pr:ice under monopolistic competition becomes
equal tc long-run average cost giving only normal protits. So, no firm under monopolistic competition can
mak.e excess profit or loss in the long run. Such f-rrm is able to make only normal prollt which ii induced in
its total cost.

Conclusion:
Price detennination under imperfect competition is a complicated task because of the difficulties in getting a
cefiain and stable demand curve of the firm. But one thing is, horvever, certain tliat under imperlbct
competition. the price u,'i11 be above the marginal cost but hor.v much higher will depend upon the market
situation and on elasticity of demand.


