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How can a monopoly maximize the profit?

A monopoly can maximize its profit by setting a price and quantity where its marginal 

revenue (the additional revenue generated from selling one more unit) equals its marginal 

cost (the additional cost of producing one more unit). This is because the marginal 

revenue represents the additional revenue that the firm earns from selling an additional 

unit, while the marginal cost represents the additional cost of producing that unit.

To determine the optimal price and quantity, a monopoly needs to understand its demand 

curve, which shows how much customers are willing to pay for each unit of the product. By 

setting a higher price, the monopoly can earn more revenue per unit sold, but this also 

reduces the quantity sold.

The monopoly needs to balance the trade-off between price and quantity to maximize its 

profit. It can use pricing strategies such as price discrimination, which involves charging 

different prices to different customers based on their willingness to pay, or bundling, 

which involves offering products as a bundle to increase the overall revenue.

A monopoly can also engage in strategic behavior such as limiting output to increase 

prices, or engaging in predatory pricing to drive competitors out of the market. However, 

such practices may be illegal and can result in antitrust scrutiny and penalties.
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3. Graphs about profit maximization by a monopoly 
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The monopoly does not face competition. 
Nevertheless, it faces a demand curve being 
the only supplier. 
 
It will choose price and quantity maximizing 
the profit.  
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Maximization of profit in 3 steps: 
 
Step 1: Find the point where MR = MC (MR has double the slope compared to the  
  demand curve = average revenue) 
Step 2: Find the point on the demand curve where P > MC, as well as Pm and Qm 
Step 3: Profit = (Pm - AC) * Qm (the red rectangle) 
 
 
Abreviations: 
P = Price Q = Quantity  AC = Average cost  MC = Marginal cost 
MR = Marginal revenue Pm = Price monopoly Qm = Quantity monopoly 


