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Assumptions 
Chamberlin has made the following explicit and implicit assumptions to develop his thepry of monop 

olistic competitin. 

1. There are a large number of firms selling slightly differentiated products, which are close substi 

tutes for one another. 

2. The number of firms in a product group is so large that their activities, especially, manoeuvring 

of price and output, go unnoticed by the rival firms. 

3. Demand and cost curves for all the products and for all the firms of the group are uniform, 

i.e., firms face identical demand (including perceived one) and cost curves.

4. Consumers preferences are evenly distributed among the different products and product

differentiations are not such that they make a difference in cost." 

The last two assumptions are called rather 'heroic' in the sense that these are unrealistic. However, 

it can be assumed, for theoretical convenience, that the differences, wherever they are, are not signiicant 

enough to influence the price and output decisions of the rival firms. Given the assumptions, let us dis 

cuss first the short-run equilibrium of the firm. Firm's long-rnun equilibriunm will be discussed in the next 

section. 

Short-run Equilibrium of the Firm 

lictic comnetition is illhustrated in Figures 18.4 
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