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Why the Competitive Market will Lead to Monopoly?
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Abstract: This paper employs the random growth model to discuss the possibility of market concentration under
a perfectly competitive market. Assuming that the enterprise is completely consistent in the initial stage and there is
no externality or asymmetric information. The scale of an enterprise is determined endogenously by its technological
level and all the shocks to its technological level are distributed independently and identically. The research finds
that: (1) Assuming the firm number is continuum. If there is no entry cost the stationary distribution of the firm size
satisfies the Zipf’ s Law which takes the form of a long tail distribution. If there exists some fixed cost and no new
enter into the market the firms having low technology would exit the market and the market will be in concentra—
tion. ( 2) If the firm number is finite the market will be in monopoly. The numerical simulations and empirical evi-
dence support the conclusion.
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