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 Abstract: The study tries to answer the question: Do 

monopolistic firms have a negative effect on the economy of 

developing countries? By discussing several articles made to a 

similar topic in the past, we found the index named The 

Herfindahl-Hirschman Index (HHI) which shows the level of 

monopoly in the market of the country. Thus, the GDP per capita 

of the ten developing countries was compared with the HH index, 

in order to find the correlation between monopoly and the 

economy of the countries. After the estimation and discussion of 

the correlation, the finding showed us that the monopolistic 

market slows down the development of the economy over a long 

period. 

Key words: economy, monopoly,  inflation, taxes,  barriers to 

importing goods. 

Introduction 

There is a fact that the market structure of the country has a large effect on the development of the 

country, and mainly on its economy. Nowadays, almost all scientists tend to believe that perfect 

competition is the best market structure for countries and its economy. On the other hand, there are still 

many countries that do not have a fully free market. For example, Nicaragua, the Republic of Niger, 

Mongolia, and the Kyrgyz Republic are some countries with a high level of monopoly in their markets. 

(WITS, 2023) 

A monopoly is one of the market structures where one company or producer dominates the whole market. 

Mainly the monopolistic market has a negative impact on everything such as consumers, the economy, 

and the development of the country. The reason for this is that the monopolist can change the price of the 

product as it wishes. Moreover, being the only producer in the market causes a decrease in the quality of 

the product and a loss of interest in innovations in production.  

At the end of the 19th century, the monopoly increased its power in the world. One of the most popular 

ones was Standard Oil company by John Rockefeller. His company in 1880 was controlling 90 percent of 

the oil industry, meaning that he was controlling the whole oil market in the United States. In that period 

of time, the government started steps against the monopolistic system of John Rockefeller, by putting lots 

of restrictions. However, there were many years before the United States decreased the level of monopoly 
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in the oil production industry. Besides that, perfect competition in the market in the United States had a 

large positive effect on the economy of the country.  

Nowadays, many countries try to control the monopoly level in their markets, but a large number of 

developing countries do not take care of it, or even support the monopolists in their markets. Thus, in this 

study, it will be analyzed if the level of monopoly has a negative effect on the well-being of the country 

in the case of developing ones.  

Literature review 

There were conducted several studies to estimate the effect of the monopoly on the economy. Most of 

them concluded stating that the monopoly is one of the factors of countries’ well-being. On the other 

hand, there are some articles that state about benefits of the monopolistic firm. Below, it will be discussed 

main studies of the correlation between monopoly and the economy of the countries.  

First of all, in the article named Monopoly by EconomicsOnline (2020), it can be seen that there were 

explained how the monopoly works by curves. Moreover, it was stated that there are some benefits for 

the country from monopoly in its market. For instance, a monopolistic firm that has high earnings due to 

its power in the market can attract foreign investors to invest, which has an effect on the well-being of the 

country. Furthermore, to protect their power in the market, the dominants establish barriers to importing 

goods, which is one kind of the taxes that go to the budget of the country. However, the study 

demonstrates several negative impacts on consumers. One of the main examples provided in this research 

was the inefficient price change and shortage of choice. Since the monopolistic producers have no 

competition with other producers, they charge higher prices in order to earn more. At the same time, 

monopolistic companies start to produce fewer products so that they could lower their expenses. Overall, 

the article states that monopoly leads to an inefficient and not competitive economy in the country. 

In addition to this, the research by Tatiana Kotcofana et al (2020) discussed the influence of monopoly on 

inflation and economic growth in the case of Russia. They compared the producers’ price index, inflation, 

and GDP growth, by using dialectical materialistic and concrete historical methods. The results of their 

study showed a positive correlation between inflation and the level of monopolization. Moreover, they 

found that monopoly is a drawback to the economic growth of the country.  

In 2022, Paul Gabriel Ekpeyong and Babajide Wasiu Akintunde studied the monopoly in Nigerian 

Electricity Regulatory Commission. The qualitative analyses showed that over a long period of time, 

there is a loss for the monopolistic firms too. Moreover, the monopoly in the market of developing 

countries causes the inefficiency of the economy and a decrease in the development of the country. 

Furthermore, the World Bank (2016) researched competition in several industries and poverty in the 

country. There was an empirical study of the negative correlation between poverty and the level of 

competition in the market and found that less competitive markets like monopolies cause the rise of 

poverty in the country.  

Overall, all past studies were concluding that the monopoly is a danger to the economy and the market of 

the country. Due to the fact that monopolistic companies have control over the price change and the 

quality of the product, the economy decreases slightly in the long run. Thus, the article states that the 

government should take some steps against the monopoly through restrictions and policies. 

Data and variables 

The secondary data from WITS and World Bank Open Data were used in order to find whether there is 

any negative effect of monopolistic firms on the economy of developing countries. The time-series data 

was used due to it covers the 5 countries for a 20-year period starting from 2001. Five countries with the 
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highest monopoly level in 2001 and with lower one in 2020 were selected because their fluctuation could 

show us the correlation of monopoly level with the economic well-being of the country. 

In order to see the level of monopoly in the country, the Herfindahl-Hirschman index (HHI) was taken. 

The Herfindahl-Hirschman index (HHI) is the measurement of constatation on the market and is mainly 

used for understanding the level of monopoly in a specific industry. The HHI is calculated by squaring 

the market shares of the firms and is in the range from 0 to 10000. However, in order to find a monopoly 

in the whole country, it was calculated the mean of the monopoly levels in the main industries in the 

country and divided into 10000. Thus, in the graphs below, you are going to see the monopoly level in 

the range from 0 to 1. 

As we are comparing the monopoly with the economic well-being of the countries, it was taken GDP per 

capita as it is the measurement of the economy in the countries. Gross Domestic Product (GDP) value 

shows the final goods and services that were bought or used inside of the country in the given period. 

Therefore, the GDP per capita is the GDP divided by the population of a country. The World Bank states 

that the GDP per capita is a widely used indicator of the level of economy in the country.  

Furthermore, to analyze the correlation between HHI and GDP per capita, the graphical method has been 

used to see the correlation, and the OLS method has been used in order to prove the effect of monopoly 

on the economy of the country. 

Results  

Below you can find the graphs of the countries’ GDP per capita and HH market concentration index. The 

GDP per capita was divided into 1000 in order to see the correlation between variables. 
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From the graphs above, it can be seen that Aruba, Botswana, Dominican Republic, and Mexico, have a 

clear negative correlation between the HH market concentration index and GDP per capita. The trend line 

shows that while the level of monopoly decreases the GDP per capita and the economic well-being 

growth. At the same time, the results from the OSL method are similar to the graphical results. The 

regression models of Aruba and Botswana showed that the HH Market concentration index explains 

about 45 percent of the whole regression. However, in the case of the Dominican Republic and Mexico, 

the regression has about 75 percent in R-squared. The p-values for all four countries are lower them 0.05, 

meaning that independent variables are significant. Moreover, the coefficients are negative due to the 

negative correlation between the level of monopoly and the economy of the countries.  On the other hand, 

the graph of St Lucia shows stability in the HH Market Concentration Index and a slight growth of GDP 

per capita. Furthermore, the results of the regression state that the level of monopoly in St Lucia is not the 

factor that affects the GDP per capita of the country.  

By comparing the results of this study and the previous ones, we can conclude that they are similar to 

each other. 

Conclusion and Recommendations 

To sum up, the study showed us the negative impact of the monopoly on a developing country’s 

economy. Since monopolistic firms control the price and the quality of the product, it causes inefficiency 

in the market. Moreover, consumers are less happy because they can not buy the product at an efficient 
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price. In addition, the monopoly mostly causes a lack of innovations and options of products, which leads 

to stability in the development of the country.  

On the other hand, the government in highly monopolistic countries can improve the situation by several 

steps. In my opinion, the government can put restrictions on the price of the product that the monopolists 

produce. This will lead to a decrease in overpricing and a rise in the efficiency of the market. 

Additionally, the government can provide investments and opportunities to the firms and companies that 

are competing with monopolistic firms, which will build perfect competition in the long run. 

Furthermore, the government can lower the taxes and barriers to foreign products and companies. This is 

going to accelerate the building the perfect competition in the market of the country. 

Appendix 
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