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1. INTRODUCTION 

In a recent article C.A. Holt1 indicated the difficulties involved using the 
Lerner equation to estimate theoretically welfare losses when the predominant 
industrial structure is not monopolistic but oligopolistic. Using a Cournot-type 
oligopoly situation, where firms produce a homogeneous good and marginal costs 
are constant, he showed that «the Lerner equation reuslts to a significantly greater 
welfare cost than the actual cost of imperfect competition in an oligopoly». 

However, and regardless of the degree of accuracy the general conclusion 
i.e. a negative relationship between number of firms and associated welfare loss 
estimates, has not been discussed by Holt or others. Thus, while the literature 
on oligopolistic markets is by now very extensive, little attention has been paid 
so far to this otherwise intuitive result. 

It is the main purpose of this paper to consider a differentiated Bertrand-
type model and show how the degree of product differentiation alters this «otherwise 
intuitive result». Thus, we first investigate, in contrast to C.A. Holt's model, how 
the adjustment process, from quantity to price, affect the magnitude of welfare 
loss. Second we extent the model incorporating elements of product differentiation 
and conditions describing more accureteiy the degree of heterogeneity in order 
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