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000000000 Imperfect Competition] [ One serious deviation from an efficient marketcomes from
imperfect com[J petition or monopoly elements.\Whereas under perfect competition no firm or consumer can
affect pricest] imperfect competition occurs when a buyer or seller can affect a good's price.For example[d if the
telephone company or a laborunion is large enough to influence the price ofphone service or labor[] respectively
[0 some degree ofimperfect competition has set in. When imperfect competition arisesC] society may move inside
its PPF. This would occur] for example[d if a single seller (0 a monopolistC] raised the price to earn extra profits.
The output of that good would be reduced below the most efficient levelCJ and the efficiency of the economy
would thereby suffer. In such a situation(] the invisible-hand property of markets may be violated.[1 [0 What is the
effect of imperfect competition[]

Imperfect competition leads to prices that rise above cost and to consumer purchases that are reduced below
efficient levels. The pattern of too high price and too low output is the hallmark of the inefficiencies associated with
imperfect competition.[] 0 In reality[] almost all industries possess some measure of imperfect competition.
Airlinest for exampleld may have no competition on some of their routes but face several rivals on others. The
extreme case of imperfect competition is the monopolist-a single supplier who alone determines the price of a
particular good or service. For example[d Microsoft has been a monopolist in the production of Windows
operating systems.[J [1 Over the last centuryl] most governments have taken steps to curb the most extreme forms
of imperfect competition. Governments sometimes regulate the price and profits of monopolies such as local water
O telephoneld and electric utilities. In addition[J government antitrust laws prohibit actions such as price fixing
and agreeing to divide up markets. The most important check to imperfect competitionl] however[] isthe
opening of markets to competitorsC] whether they be domestic or foreign. Few monopolies can long withstand the
attack of competitors unless governments protect them through tariffs or regulations..0 O O [0 [0 [

[ Externalities[] [ A second type of inefficiency arises when there are spillovers or externalitiesC] which involve
involuntary imposition of costs or benefits. Market transactions involve voluntary exchange in which people
exchange goods or services for money. When a firm buys a chicken to make frozen drumsticksC] it buys the
chicken from its owner in the chicken market] and the seller receives the full value of the hen. When you buy a
haircut[] the barber receives the full value for time[d skillst] and rent.lJ [0 But many interactions take place
outside markets. While airports produce a lot of noise[] they generally do not compensate the people living
around the airport for disturbing their peace. On the other handJ some companies which spend heavily on
research and development have positive spillover effects for the rest of society. For example[d researchers at AT&T
invented the transistor and launched the electronic revolution] but AT&T's profits increased by only a small
fraction of the global social gains. In each case[] an activity has helped or hurt people outside the marketplace; that
istJ there was an economic transaction without an economic payment.[J] [ Externalities O or spillover effectsl]
occur when firms or people impose costs or benefits on others outside the marketplace.[] [ Governments are
generally more concerned with negative externalities than positive ones. As our society has become more densely
populated and as the production of energy[] chemicalsC] and other materials increasesC] negative externalities or
spillover effects have grown from little nuisances into major threats. This is where governments come in.
Government regulations are designed to control externalities like air and water pollution[] damage from strip
mining[] hazardous wastes[] unsafe drugs and foods[] and radioactive materials.[] [ In many ways(]
governments are like parents] always saying no: Thou shalt not expose thy workers to dangerous conditions.
Thou shalt not pour out poisonous smoke from thy factory chimney. Thou shalt not sell mind-altering drugs.
Thou shalt not] wearing thy seat belt. And so forth. Finding the correct balance between free markets and
government regulation is a difficult task that requires careful analysis of the costs and benefits of each approach. But
few people today would argue for returning to the unregulated economic jungle where firms would be allowed to
dump pollutants like plutonium wherever they wanted.[J (I (O OO 00 O [0 Public Goods[] [1 While negative
externalities like pollution or global warming command most of the headlines] positive externalities may well be
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economically more significant. Important examples of positive externalities are construction of a highway network
[0 operation of a national weather servicel support of basic sciencel] and provision of measures to enhance
public health. These are not goods which can be bought and sold in markets. Adequate private production of these
public goods will not occur because the benefits are so widely dispersed across the population that no single firm or
consumer has an economic incentive to provide the service and capture the returns.[J [J The polar case of a
positive externality is a public good. Public goods are commodities which can be enjoyed by everyone and from
which no one can be excluded. A classic example of a public good is the military. When a nation goes to war—to
root out terroristsC] to look for weapons of mass destructiond to grab land or oilC] or to stir up patriotic
sentiments—all must pay the piper and all will suffer the consequences] whether they want to or not.[] (] Because
private provision of public goods is generally insufficient] the government must step in to encourage the
production of public goods. In buying public goods like national defense or lighthouses[] the government is
behaving exactly like any other large spender. By casting sufficient dollar votes in certain directions] it causes
resources to flow there. Once the dollar votes are castlJ the market mechanism then takes over and channels
resources to firmsso that the lighthouses or tanks get produced..l O O O
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