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THE CHARACTERISTIC FEATURES OF MONOPOLY PRICES
Terminological Remarks

tis customary to distinguish between competition and monopoly. This distinction

suggests the idea that in the case of monopoly there is no competition at all.

However, this is not true with regard to the monopolies we have to deal with in a
study devoted to the problems of a market economy.

In a perfect socialist system, the state would enjoy the absolute all-round monop-
oly. The state, as the only owner of all means of production, would be in a position to
face every individual with the alternative of either yielding to all the wishes of those in
power, or starving. In the same position would be an enterprise owning all of the
supply of potable water and all the supply of one of the factors of production required
for rendering other water potable.

The monopolies we have to deal with are not absolute monopolies, but relative
monopolies. Ultimately, all these commodities compete with one another. Every
market commodity has its substitutes. No such commaodity is necessary and indispen-
sable in the strict sense of these terms. Competition is a factor in the determination of
monopoly prices also.

It is only under this reservation that we are allowed to use the terms competitive
price and monopoly price, competitive market and monopolized market.

Furthermore, it is important to realize that we have to deal with monopoly prices,
not with monopolies as such. The mere existence of monopoly is irrelevant. Under
copyright law, every author or publisher of a book has a monopoly. However, this
fact alone does not give the author or publisher any advantage if other conditions do
not supervene. [t may even happen that they will not find any buyer for their book, no
matter how low may be the price they are asking for it.

'Editors’ note: Mises marked this previously unpublished paper “Revised, July 1944” (Grove
City College Archive [IV S2, F7, D/22-24]). Itis his most in-depth treatment of the issue of monopoly
prices, providing even greater detail than the later discussion in Human Action(New Haven, Conn.:
Yale University Press, 1949, pp. 354-76). The editors would like to thank Grove City College for
providing access to Mises’s papers and Bettina Bien Greaves for permission to publish this paper.
The editors have made minor changes in punctuation, usage, and presentation for purposes of

clarity.
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The Nature of Monopoly Prices

The Greek word monopoly means that there is anly one seller of a certain
commodity on the market. The usual definition of monopoly is: Control of the supply
of a certain commaodity on the part of one seller or of a group of sellers operating in
concert.

However, not every seller enjoying a monopoly finds it advantageous to deviate
from the potential competitive price. If a rise of the price above the potential
competitive price results in a more-than-proportional restriction of the quantity
bought by the public, the total proceeds of the seller would drop. He would hurt his
own selfish interests by deviating from the competitive price. If at the competitive
price of 5 per unit 100 units can be sold, the total proceeds are 500. If a rise in the
price to 6 per unit reduces the quantity sold to 80, the total proceeds drop to 480; no
“monopoly price” in the technical meaning of this term is more advantageous to the
seller than the competitive price. But if at the price of 6 per unit it is possible to sell 90
units, the substitution of the monopoly price of 6 for the competitive price of 5
increases the total proceeds of the seller from 500 to 540. '

Under free competition, there prevails a tendency to adjust the quantities of
various commodities to be produced and the allocation of the factors of production
to the various branches of industry to the wishes of the consumers. What prevents a
further expansion of the production of copper or of shoes is the fact that such an
expansion would not pay. It would be unprofitable because the prices which could
be obtained for the products would not cover the costs of the factors of production
required. While the consumers in buying a greater quantity of copper or of shoes are
not prepared to recompense the seller for the prices of the required non-specific
factors of production, they are ready to make up for the same factors of production, in
buying some other commodities. The profit motive pushes the enterprisers toward
the production of those commodities for which the demand of the consumers is most
urgent. Under the profit motive, the consumers, on a competitive market, decide
how much raw material and labor should be used for the production of copper or
shoes and how much for the production of some other merchandise.

But it is different under a monopoly price. If some special barriers prevent other
people from competing with the monopolistic sellers, a restriction of the production
of copper or of shoes that does not comply with the demands of the consumers
becomes possible. Although the consumers are ready to pay for additional quantities
of copper or shoes at prices which would render an expansion of production
profitable on a competitive market, the sellers, sheltered by monopoly, do not
expand production if they are better off under a state of affairs which results in a
higher income for them with curtailment of production.

Control of supply means that no outsider is in a position to counteract the
monopolist’s deliberate restriction of supply by offering on the market an increased
quantity of the commodity concerned.

There is no need to enter into sophisticated hair-splitting with regard to the
question of what should be regarded as the “same” commaodity and how the various
commodities should be distinguished from one another. It would be useless to
discuss whether all silk neckties are to be considered as specimens of the commodity
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class “silk neckties” or whether we have to consider every pattern as forming a
commodity class of its own. The practical problem that matters is the reaction of the
consumerto arise in the price. If any rise in the price of one special pattern above the
competitive price results in such a restriction of demand that the total proceeds drop,
such a rise would hurt the interests of the seller. Whether or not we consider his
commodity as unique, and his position as a monopolistic one, is immaterial for the
market, for the consumers, and for the allocation of factors of production.

The Plurality of Monopoly Prices

On a competitive market there prevails a tendency to make differences in the
prices of a commodity disappear. In the long run every unit is bought and sold at the
same price. At this price total demand and total supply are momentarily equal. The
temporary coexistence of a plurality of prices for the same commodity is the outcome
of the fact that the forces making for change are still operating and that a state of
equilibrium has not yet been attained.

In the case of monopoly prices the monopolist has generally the choice between
different monopoly prices.

Let us consider this example.

Price per unit of Amount of units that can Total proceeds
the commodity be sold at this price of the sellers
11 40 440
10 52.5 525
9 56 504
8 60 480
7 75 525
6 80 480
5* 100 500

*competitve price

Here we have three possible monopoly prices: 7, 9, and 10. The prices of 7 and
10 are more favorable for the monopolist than the price of 9. He will choose between
the prices of either 7 or 10. But if the amount that can be sold at the price of 10 is only
50 and the total proceeds consequently only 500, there is only one monopoly price
most favorable to him, namely 7.

In sketching a scheme like the one above, the economist is omniscient. He
pretends to know beforehand what the reaction of the public to any price changes
will be. In reality, monopolists lack such omniscience. They must discover by
speculative anticipation and by trial and error whether there is any monopoly price
possible at all, and sometimes, if so, which of the various possible monopoly prices is
the most advantageous for them.

It is this uncertainty about future reactions of the public that makes it often
practically difficult to draw a sharp line between monopoly prices and competitive
prices. The line is, however, sharp indeed. But the only means for a monopolist to
find out whether a policy of restraint will be more favorable to him than selling atthe
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competitive price is to try it. We see therefore many abortive attempts to embark
upon a monopolistic price policy which the reaction of the public frustrates.

The Imperfect Monopoly

Let us consider this example:

Price per unit of Amount of units that can Total proceeds
the commodity be sold at this price of the sellers
8 50 400
7 70 490
6 90 540
5* 100 500

*competitve price

If one man, A, owns 80 units, and other people 20 units, Ais in a position to embark
upon a monopolistic price policy, no matter what the behavior of the outsiders is. He
sells 70 units at a price of 6 and gets 420, instead of 400 which he would have
received in selling 80, his total supply, at a price of 5. It does not matter for him what
the outsiders do. They may continue to sell at a price of 5 or raise the price to 6.

But if A owns only 55 units and the outsiders 45 units, it is impossible for A to
adopt a monopolistic policy. If he sells 45 units at a price of 6 (instead of 55 at a price
of 5) he makes 270 only (instead of 275). In this case, amonopolistic policy requires a
cooperation of A with a sufficiently large group of outsiders.

Duopoly and Oligopoly

The assumptions on which the discussion of the problems of duopoly and oligopoly

is built are these: there are two or more sellers on the market. The public’s reaction to a

" restriction of supply would enable the sellers to engage in a monopolistic policy of

restraint and price raising. They are all eager to engage in such a policy. But for some

mysterious reasons—pride, mutual distrust, or simply spleen —they are not prepared to

combine and to adopt a uniform policy. There is no agreement, either open or tacit,

between them. Each of them acts on his own. But as the conditions for the establishment

of an imperfect monopoly are absent, each is forced in his pursuit of a policy of

monopoly prices to take into account the policies of his rivals. Each seller must consider
each move in view of the possible counter-moves of his rivals.

The aim of all sellers concerned is the substitution of a monopoly price for the
competitive price. Duopoly and oligopoly are therefore not special classes of mo-
nopoly prices. They are special classes of the policies adopted on the part of the
sellers for the establishment of a monopoly price.

The monopoly price established as a result of duopolistic and-oligopolistic
rivalries may differ from that which would have been established by a combine
between them. Each rival’s share in the monopolistic gain may differ from what it
would have been under a concerted action. But the outcome is necessarily always
. eitherthe establishment of a monopoly price or the failure of the attempts to establish
any monopoly price.
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Some economists devoted great intellectual effort to the study of duopoly and
oligopoly. However, we may wonder whether these problems are of any practical
importance. It is probable that the sellers concerned will always come at least to a
tacit agreement.

The Monopolized Commodity

The commodity the price of which can be made a monopoly price can be:
(1) a consumers’ good,

(2) a material factor of production,

(3) a special kind of skilled labor,

(4) a license required for a special kind of production or marketing,

(5) atechnological recipe which is secret or the utilization of which is only free to
especially privileged persons or firms (e.g., patents, copyrights);

(6) a name or a trade-mark the use of which is reserved to certain people.

Under competitive conditions, the specific factors of production are in the long
run used to the extent permitted by the opportunities of alternative uses for the
non-specific complementary factors. The poorest soil tilled and the poorest mine
exploited do not yield any rent. A further expansion of production in such a way as to
exploit poorer soil and poorer mines would not cover the costs of operation.

Under monopoly, a greater part of the specific factors of production concerned
will remain unused. The common feature of all instances of monopoly prices is that
part of the supply, which under competitive conditions would have been offered on
the market, is withheld from the market. The most spectacular and objectionable
instance of this withholding is the purposeful destruction of the commodities con-
cerned. It happened mostly with consumers’ goods (e.g., coffee) but sometimes also
with factors of production.

As a rule, however, the monopolists do not destroy the commodity concerned.
Their restraint of trade consists in producing a smaller amount and consequently in
not using a greater part of the resources than would have remained unused under
competitive conditions.

It is necessary to realize that this restriction of the production of a certain
commodity makes an amount of capital and labor available for other lines of
production. We will later deal with the consequences of this outcome.

Profit and Monopoly Gain

Profit is a surplus of the price realized in selling a commaodity over its cost, i.e., over
the amount of money which the seller had to spend for acquiring or manufacturingit. -

The price of every commodity is the result of an interplay of supply and demand.
If—other things being equal—the quantity offered for sale were greater, the price
would be lower. It is therefore permissible to say that profit is an outcome of the
relative insufficiency of the supply, i.e., the insufficiency when compared with the
supply of other commodities. But this is tantamount to the establishment of the fact
that there is no equilibrium in the distribution of the various factors of production
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between the various branches of industry. It is, of course, a truism to assert that a state
of perfect equilibrium can never be attained in a continuously changing world. In
such a world, there can never be stability and equilibrium, although there prevails
permanently a tendency toward the establishment of both. However, every change
of data disturbs anew the processes tending toward stability and equilibrium. In a
progressing society, there can never be stability.

Under special conditions, it is possible for an entrepreneur to add a monopoly
gain to his profit. If one entrepreneur or a group of entrepreneurs owns a supply large
enough for the establishment of at least an imperfect monopoly, and if the competi-
tion of firms newly entering this special field of production is not to be feared for the
moment because some time is needed for the production, the establishment of a
temporary monopoly price is feasible, by withholding a part of the supply available
from the market.

Again and again, people have confused the two things, profit and monopoly
gain. Itis true that the fact that the supply available at any moment is not larger than it
really is, is the outcome of the conduct of entrepreneurs. But no individual entrepre-
neur is in a position to prevent anybody else from counteracting his restraint by an
expansion of production.

The mere fact that an entrepreneur did not produce more of the commodity in
question is not indicative of a monopolistic restraint, even if his plant has a capacity
for a larger output. The reasons for his not producing more can be twofold: either he
lacked the funds for a larger production, or he believed that employment of the rest of
his available funds in other lines of business would be more advantageous, i.e.,
would satisfy more urgent needs of the customers.

The question is always: Can an individual gain by restricting production? If
someone else is free to increase output, an individual can increase his profits only by
increasing output, not by restricting it.

The main fault of many current doctrines dealing with monopoly and competi-
tion is that they shut their eyes to the fundamental fact of economic activity. They do
not realize that the factors of production are scarce and that one branch of industry
cannot expand other than by withdrawing scarce factors from other branches.

The Role of Increasing or Decreasing Costs

A monopoly price is always a price of a consumers’ good or of a factor of
production needed—either on account of physical and natural conditions, or on
account of institutional and legal conditions—for the production or the marketing of
a commodity. If a production aggregate or a whole branch of industry enjoys a
monopolistic position, it always owes it to the fact that it has a monopoly with regard
to one of the factors of production needed. The specific monopoly gain must always
be imputed to the fact that the monopolist owns such a commodity or privilege.

Average cost of production, i.e., cost of production per unit produced, changes
as a rule with the amount produced. It may either increase or decrease with the
restriction of output. Itis easy to understand how this fact influences the monopolist’s
attitude.
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Increasing costs:

Amount of units , Total surpius
Price per that can be Cost per Total Total of proceeds
unit sold at this price  unit sold costs proceeds over costs
8 40 3.4 136 320 184
7 60 3.6 216 420 204
6 80 3.8 304 480 176
5 100 4.0 400 500 100

The monopoly price most favorable to the monopolistis 7.

Decreasing costs:

Amount of units < Total surplus
Price per that can be Cost per Total Total of proceeds
unit sold at this price  unit sold costs proceeds over costs
8 40 5.0 200 320 120
7 70 4.8 336 490 154
6 85 4.5 382.5 510 127.5
5 100 4.2 420 500 80

The monopoly price most favorable to the monopolist is 7.

The Role of Difference in Production Costs

Even if entrance into an industry is free to anybody, a monopoly could develop if
the differences in production costs are large enough.

Let us consider the case of local monopolies of bulky goods, e.g., building
materials or coal. A firm which owns all of the stores of clay needed for the
production of bricks in the neighborhood of a city can obtain monopoly prices{1) if
and as far as there is no competition of other building materials, and (2) if the freight
rates for the shipping of bricks from more distant places are such that a monopoly
price can be found within the margin of the competitive local price and the price
which would allow competition of those tile-works situated in other places.

Price per unit of ‘ Amount of units that can Total proceeds
the commodity be sold at this price of the sellers
7 70 490
6 90 540
5* 100 500

*competitve price

If the transportation costs are more than one per unit, a local monopoly price of 6
can be established. But if the transportation costs are less than one per unit, a local
monopoly would be out of the question.
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The same is true with regard to national monopoly prices. The establishment of a
national monopoly (mostly through cartelization) is possible if the costs of importa-
tion from abroad plus import duties are high enough. A national monopoly is
unfeasible if foreign producers are in a position to underbid on the domestic market
any possible monopoly price.

Moreover, analogous conditions make it possible to attain monopoly prices for
an industry the future prospects of which are at the time deemed unfavorable.

There may exist one plant for the production of the commodity A. Using its full
capacity it could turn out 100 units. But 100 units could only be sold at a price of 5;
this price would not cover the cost of operation, it would involve a loss and still less
would it leave any room for a return of the capital invested in the buildings and the
machinery. Conditions being such, there is no need to be afraid of a newcomer’s
entrance into the industry. The existing plant can restrict its output and sell the
quantity produced at a price that not only covers the cost of current production, but
may also allow a return of the capital invested in the plant. In some cases, it may
happen that the entrepreneur nets above this return a net monopoly gain. If, notwith-
standing this fact, no outsiders enter this field of industry, the reason is that they
consider the further prospects as unfavorable. They believe thattoo much capital has
been invested in this branch, and that market conditions make investment in other
branches more advisable.

_ltis necessary to realize that this particular case of monopoly prices is unlikely to
play an important role within a progressing society. In such a society, there prevails a
tendency toward both progressive accumulation of capital and technical improve-
ments. If a newly established plant is in a position to produce at lower costs or to turn
out a better product, the advantage of the older plant disappears.

Price Discrimination

In any case in which monopoly prices are advantageous for the monopolist, it
would be still more advantageous for him to discriminate among the buyers and to
charge every customer the full value of the service. (Moreover, price discrimination
can also be favorable to the seller in cases in which any monopoly price would
involve a loss.)

There are two facts with regard to price discrimination: (1) it does not result in
any restriction of the amount sold; and (2) it brings about a drop in the price of a
part of the units sold, and thus makes the commaeodity or the service in question
accessible to customers in reach of whom it would not be in the case of the
competitive price.

A doctor is in a position to sell forty units of service in the week. If he were to ask
$6 per unit, he could sell ten units; at $2, forty units; at $1, fifty units. The competitive
price is $2. At that price people who cannot afford to pay more than $1 must forego
his services.

But if out of the forty units twenty are bought by people who would be ready to
buy ten units at a price of $6 per unit, price discrimination would mean: ten units are
bought at $6 per unit, and twenty units at $2; there remain ten units which can be
bought by people who cannot afford to pay more than $1. The doctor makes $90

-~
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(instead of $80). The wealthiest of his patients pay more and are forced to restrict their
consumption. A class of less-wealthy customers is in a position to be served.

It is important to realize that price discrimination is applicable not only on the
part of sellers who are in a monopolistic position, i.e., sheltered against the entrance
of outsiders into their field, but also in the field of competitive business. A hotel, for
instance, may charge lower rates than those generally charged, to special classes of
patrons, e.g., ministers, members of special clubs, or special groups of business. The
above mentioned doctor, too, will not be in a monopolistic position.

The Regulation of Competition

The history of economic progress is a record of the substitution of cheaper and
better methods of production and of marketing for more expensive methods resulting
in less satisfactory achievements. It is a record of free competition.

It is a fact that competition is not always fair. Ruthless people often resort to lies,
slander, and calumnies in order to bring competitors and their products into bad
repute. They take recourse to blackmail and to sabotage. They procure for this
purpose the services of gangsters and libelists. It is one of the tasks of the penal code
and the courts to wipe out these pests.

It happens time and again that such criminal methods are applied with the
deliberate intention of establishing a monopoly for whose establishment the neces-
sary institutional and economic conditions would otherwise be lacking. There is,
however, no need for special anti-monopoly laws to suppress the resort to proce-
dures which are in themselves defined by the penal code as criminal offenses without
any regard to the purpose they serve in the individual case.

Meddling with the conditions of competition is an authoritarian policy aiming at
counteracting the democracy of the market, the vote of the consumers. If a govern-
ment interferes for the protection of the railroads against the competition of motor-
buses, it curtails the freedom of the individual to use his income in a way that he
himself considers the most appropriate. It forces people to subsidize the railroads and
to get less for the money spent.

What is euphemistically called government regulation of competition is necessarily
always a restriction of the freedom of the consumers to choose the commodity or the
service they would choose in the absence of such regulation. The government hinders
some enterprises or groups of enterprises from competing as efficiently as they could.
Some countries of continental Europe have developed these methods to great perfection,
protecting the arts and crafts against the mechanical factory, the small shopkeeper
against the big stores and chain stores, the local dealer against the mail order houses, and
so on. But such methods are not totally unknown to America, either.

Restriction of competition does not always result in monopoly prices. But its
effects are nevertheless detrimental both for the buying publlc and for the potential
competitors excluded.

Are Wage-rates, under Labor-Union Pressure and Compulsion, Monopoly Prices?

All that is valid with regard to monopoly prices of commaodities is no less valid for
wage-rates, provided the conditions required for the establishment of monopoly
prices are present.






