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The costs and benefits of monopolies and oligopolies in a country’s economic system are controversial issues.
The negative effects of monopolies became so serious in the USA in the late 1900’s that legislators were forced to introduce ‘anti-trust’ laws to break up monopolies and prevent new ones from forming.
These laws are still in place and similar laws operate in Australia and other developed countries.


Advantages of monopolies

1 Economies of scale
In general terms, the larger a production facility is, the lower the cost of production tends to be.
By operating with a few very large production facilities rather than a large number of small ones, a monopolistic industry can have lower costs of production which can benefit society by increasing overall wealth.

2 Employment structure
Monopolistic and Oonopolistic industry structures are characterised by having a small number of business owners and a large number of employees, rather than the other way around.
This economic structure is associated with countries with higher levels of production and wealth.

3 Technology development.
The dominance of the Windows operating system on desktop PC’s, and the dominance of payment systems such as Visa and Mastercard is probably a good thing for most people.
This ensures that users and support people only need to learn one system, and that technology suppliers only need to develop one version of their products, rather than the costly and wasteful situation of developing multiple versions of their products to support a large number of different system.



Disadvantages of monopolies
There are a number of serious disadvantages of an economic system based on monopolies and oligopolies.

1 Supplier revenue
Due to dominating a large part of their market, monopolies have the power to force lower prices from their suppliers. While this may benefit the monopolies, and in some cases be passed on to the consumer, this may cause great suffering of the suppliers which is not a good thing.

2 Higher prices for consumers
As noted above, monopolies have the ability to pass on lower costs to consumers due to their economies of scale.
However they do not always take advantage of these opportunities. Funds saved through economies of scale may be passed on to shareholders and employees rather than consumers.
While this may be good for the shareholders and employees it may cause suffering of consumers as they may be subject to high prices.
As an example, payment systems require a ‘critical mass’ of size to operate, which basically forces businesses and consumers to use them once they are reached a large size, regardless of the fees that they might charge.

3 Lack of startup-opportunities
In an industry dominated by a few large players, it may be effectively impossible for small start-up ventures to get established.
This situation disadvantages citizens that have an aptitude for business rather than employment, and may result in high levels of unemployment overall.
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Conclusion
A system based on monopolies may lead to higher wealth for a country but may also lead to a concentration of wealth into a small number of hands.
When this occurs there may be case for government intervention to prevent the formation of monopolies, and/or regulate prices for suppliers and consumers.

This article is intended for third-world countries that need help in their economic development.
