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Basic model
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Williamson’s model

Monopolist’s marginal (average) costs are lower than perfect 
competition firms’ marginal (average) costs 
Monopolies are large size firms this large size allows them to 
take profits of economies of scale lower average costs
higher efficiency 
MgCM<MgCPC
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Williamson’s model
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Williamson’s model

Whereas in the basic model an industry monopolization 
necessarily implies a loss of social welfare, in the Williamson 
model an industry monopolization can produce both an 
improvement and a loss of social welfare
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Liebnstein Model (X-Inefficiency)

Monopolist’s marginal (average) costs are higher than perfect 
competition firms’ marginal (average) costs 
In perfect competition industries, competition per se 
stimulates firms’ efficient behaviour
However, the monopolist does not have to face any 
competition and so it does not have any incentive to behave 
efficiently possible existence of X-inefficiency firms’
managers do not have any incentive to behave efficiently 
MgCM>MgCPC
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Liebnstein Model (X-Inefficiency)
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Liebnstein Model (X-Inefficiency)

In the Liebnstein model the loss of social welfare caused by 
the monopolization of an industry is larger than in the basic 
model where the costs of the monopolists and thos of the 
firms in perfect competition are identical. 


