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FORM OF MARKET:
MEANING OF MARKET: Ordinarily, the term “market” refers to a particular place where goods are
purchased and sold. But, in economics, market is used in a wide perspective. In economics, the term “market”
does not mean a particular place but the whole area where the buyers and sellers of a product are spread.

This is because in the present age the sale and purchase of goods are with the help of agents and samples.
Hence, the sellers and buyers of a particular commodity are spread over a large area. The transactions for com-
modities may be also through letters, telegrams, telephones, internet, etc. Thus, market in economics does not
refer to a particular market place but the entire region in which goods are bought and sold. In these
transactions, the price of a commodity is the same in the whole market

Market is a mechanism or arrangement through which the buyers and sellers of a commodity or service come
into contact with one another and complete the act of sale and purchase of the commodity or service on
mutually agreed prices.

MEANING OF MARKET STRUCTURE: Market structure refers to the nature and degree of competition in
the market for goods and services. The structures of market both for goods market and service (factor) market
are determined by the nature of competition prevailing in a particular market.

Determinants of Market Structure: There are a number of determinants of market structure for a particular
good or services, some of the common points are discussed below:

 Number and Nature of Sellers: The market structures are influenced by the number and nature of sellers
in the market. They range from large number of sellers in perfect competition to a single seller in pure
monopoly, to two sellers in duopoly, to a few sellers in oligopoly, and to many sellers of differentiated
products.

 Number and Nature of Buyers: The market structures are also influenced by the number and nature of
buyers in the market. If there is a single buyer in the market, is called monopsony market. Such markets
exist for local labour employed by one large employer.

 Nature of Product: It is the nature of product that determines the market structure. If there is product
differentiation, products are close substitutes and the market is characterised by monopolistic
competition. On the other hand, in case of no product differentiation, the market is characterised by
perfect competition. And if a product is completely different from other products, it has no close
substitutes and there is pure monopoly in the market.

 Entry and Exit Conditions: The conditions for entry and exit of firms in a market depend upon
profitability or loss in a particular market. Profits in a market will attract the entry of new firms and
losses lead to the exit of weak firms from the market. In a perfect competition market, there is freedom
of entry or exit of firms. But in monopoly and oligopoly markets, there are barriers to entry of new firms.
Usually, governments have a monopoly in public utility services like postal, air and road transport, water
and power supply services, etc. By granting exclusive franchises, entries of new supplies are barred. In
oligopoly markets, there are barriers to entry of firms because of collusion, tacit agreements, cartels,
etc. On the other hand, there are no restrictions in entry and exit of firms in monopolistic competition
due to product differentiation.

 Economies of Scale: Firms that achieve large economies of scale in production grow large in comparison
to others in an industry. They tend to weed out the other firms with the result that a few firms are left
to compete with each other. This leads to the emergency of oligopoly. If only one firm attains economies
of scale to such a large extent that it is able to meet the entire market demand, there is monopoly.
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FORMS OF MARKET STRUCTURE: On the basis of competition, a market can be classified in the
following ways:
 Perfect Competition
 Monopoly
 Oligopoly
 Monopolistic Competition

PERFECT COMPETITION: A perfectly competitive market is one in which the number of buyers and sellers
is very large, all engaged in buying and selling a homogeneous product without any artificial restrictions and
possessing perfect knowledge of market at a time. According to R.G. Lipsey, “Perfect competition is a market
structure in which all firms in an industry are price- takers and in which there is freedom of entry into, and exit
from, industry.”

Features of Perfect Competition:
 Large Number of Buyers and Sellers: The first condition is that the number of buyers and sellers must

be so large that none of them individually is in a position to influence the price and output of the industry
as a whole. The demand of individual buyer relative to the total demand is so small that he cannot
influence the price of the product by his individual action.
Similarly, the supply of an individual seller is so small a fraction of the total output that he cannot
influence the price of the product by his action alone. In other words, the individual seller is unable to
influence the price of the product by increasing or decreasing its supply.
Rather, he adjusts his supply to the price of the product. He is “output adjuster”. Thus no buyer or seller
can alter the price by his individual action. He has to accept the price for the product as fixed for the
whole industry. He is a “price taker”.

 Freedom of Entry or Exit of Firms: There is no restriction on the entry or exit of firms in the market. If
any new firm sees the profits in the market, it can enter and sell the same product at the same price.
And if any firms feel that there are losses and cannot survive in market, it can leave the industry without
any restriction. Its implication will be that all the firms can earn only normal profits in the long run.

 Homogeneous Product: The product sold by all the firms in the market is homogeneous. It means the
products sold by the firms are identical in all respects. The buyer cannot differentiate between the
products of different firms. The implication of this is that the cost for all the firms is same so the price
charged by firms is also same.
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 Absence of Artificial Restrictions: The next condition is that there is complete openness in buying and
selling of goods. Sellers are free to sell their goods to any buyers and the buyers are free to buy from
any sellers. In other words, there is no discrimination on the part of buyers or sellers.

 Perfect Knowledge of Market Conditions: This condition implies a close contact between buyers and
sellers. Buyers and sellers possess complete knowledge about the prices at which goods are being
bought and sold, and of the prices at which others are prepared to buy and sell. They have also perfect
knowledge of the place where the transactions are being carried on. Such perfect knowledge of market
conditions forces the sellers to sell their product at the prevailing market price and the buyers to buy at
that price.

 Absence of Transport Costs: Another condition is that there are no transport costs in carrying of product
from one place to another. This condition is essential for the existence of perfect competition which
requires that a commodity must have the same price everywhere at any time. If transport costs are
added to the price of the product, even a homogeneous commodity will have different prices depending
upon transport costs from the place of supply.

 Perfect Mobility of Goods and Factors: Factors like labour are free to move from one firm to other
where they get better remuneration and they have to produce the same thing in all firms.

 Absence of Selling Costs: Under perfect competition, the costs of advertising, sales-promotion, etc. do
not arise because all firms produce a homogeneous product.

Perfectly elastic demand curve. : The price in this market is same at all levels so the average and
marginal revenue curves coincide each other i.e., they become equal and parallel to x-axis i.e. perfectly
elastic.


Under perfect competition price is determined by the industry on the basis of market forces of demand
and supply. No individual firm can influence the price of the product. A firm can takes the decision
regarding the output only. So industry is price maker and firm is price taker.

Perfect Competition vs Pure Competition:
 Perfect competition is often distinguished from pure competition, but they differ only in degree. The

first four conditions relate to pure competition while the remaining conditions are also required for the
existence of perfect competition. According to Chamberlin, pure competition means, competition
unalloyed with monopoly elements,” whereas perfect competition involves perfection in many other
respects than in the absence of monopoly.” The practical importance of perfect competition is not much
in the present times for few markets are perfectly competitive except those for staple food products
and raw materials. That is why, Chamberlin says that perfect competition is a rare phenomenon.”

 Though the real world does not fulfil the conditions of perfect competition, yet perfect competition is
studied for the simple reason that it helps us in understanding the working of an economy, where
competitive behaviour leads to the best allocation of resources and the most efficient organisation of
production. A hypothetical model of a perfectly competitive industry provides the basis for appraising
the actual working of economic institutions and organisations in any economy.
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MONOPOLY COMPETITION: Monopoly is a market situation in which there is only one seller of a product
with barriers to entry of others. The product has no close substitutes. The cross elasticity of demand with every
other product is very low. This means that no other firms produce a similar product. They assume that more of
the product can be sold at a lower price than at a higher price. He is a price-maker who can set the price to his
maximum advantage.
However, it does not mean that he can set both price and output. He can do either of the two things. His price
is determined by his demand curve, once he selects his output level. Or, once he sets the price for his product,
his output is determined by what consumers will take at that price. In any situation, the ultimate aim of the
monopolist is to have maximum profits.

Features of Monopoly:
 Single seller and large number of buyers. : In monopoly, there is one single seller having full control

over the supply and price of the commodity. There is no competition.

 Restrictions on the entry of new firms: There is restriction on the entry of new firms in this market as
new firms will require permission and huge funds to compete with the existing firm.

 Absence of close substitutes: The product offered by the monopolist has no close substitutes. Hence,
under monopoly, the cross elasticity of demand for a monopoly product with some other good is very
low.

 Full control over price: The firm has full control over the price. He can charge as much price as he wants
and the consumer will have to buy the product or to go without it.

 Price discrimination: The firm can charge different prices from different customers for the same product
at the same time.

 Price maker: The monopolist decides to fix the price on his own so in this way it is called the price maker,
not a price-taker.

 Downward sloping less elastic demand curve: Demand curve faced by the monopolist is downward
sloping because when the monopolist raises the price, the consumers start consuming less of that
commodity.

AR or MR Curve in Monopoly market: AR (Demand) Curve slopes downward from left to right and less elastic.
It means that to increase demand, he has to reduce the price. Given the demand for his product, the
monopolist can increase his sales by lowering the price, the marginal revenue also falls but the rate of fall in
marginal revenue is greater than that in average revenue.

A monopolist either decides price or output. He cannot decides both at a time.
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MONOPOLISTIC COMPETITION: Monopolistic competition refers to a market situation where there are
many firms selling a differentiated product. “There is competition which is keen, though not perfect, among
many firms making very similar products.” No firm can have any perceptible influence on the price-output
policies of the other sellers nor can it be influenced much by their actions. Thus monopolistic competition refers
to competition among a large number of sellers producing close but not perfect substitutes for each other.

Features of Monopolistic Competition
 Large Number of Sellers: In monopolistic competition the number of sellers is large. They are “many

and small enough” but none controls a major portion of the total output. No seller by changing its price-
output policy can have any perceptible effect on the sales of others and in turn be influenced by them.
Thus there is no recognised interdependence of the price-output policies of the sellers and each seller
pursues an independent course of action.

 Freedom of Entry and Exit of Firms: Another feature of monopolistic competition is the freedom of
entry and exit of firms. As firms are of small size and are capable of producing close substitutes, they
can leave or enter the industry or group in the long run.

 Product Differentiation: One of the most important features of the monopolistic competition is
differentiation. Product differentiation implies that products are different in some ways from each
other. They are heterogeneous rather than homogeneous so that each firm has an absolute monopoly
in the production and sale of a differentiated product. There is, however, slight difference between one
product and other in the same category.

Products are close substitutes with a high cross-elasticity and not perfect substitutes. Product
“differentiation may be based upon certain characteristics of the products itself, such as exclusive
patented features; trade-marks; trade names; peculiarities of package or container, if any; or singularity
in quality, design, colour, or style. It may also exist with respect to the conditions surrounding its sales.”

 Independent Behaviour: In monopolistic competition, every firm has independent policy. Since the
number of sellers is large, none controls a major portion of the total output. No seller by changing its
price-output policy can have any perceptible effect on the sales of others and in turn be influenced by
them.

 Selling Costs: Under monopolistic competition where the product is differentiated, selling costs are
essential to push up the sales. Besides, advertisement, it includes expenses on salesman, allowances to
sellers for window displays, free service, free sampling, premium coupons and gifts, etc.

 Non-price Competition: Under monopolistic competition, a firm increases sales and profits of his
product without a cut in the price. The monopolistic competitor can change his product either by varying
its quality, packing, etc. or by changing promotional programmes.

 Lack of perfect knowledge: Firms do not have complete knowledge about the products and prices
offered by the other firms. So they will face stiff competition in the industry as each firm is free to fix
their own price.

 Nature of Demand Curve: Under monopolistic competition no single firm controls more than a small
portion of the total output of a product. No doubt there is an element of differentiation nevertheless
the products are close substitutes. As a result, a reduction in its price will increase the sales of the firm
but it will have little effect on the price-output conditions of other firms, each will lose only a few of its
customers.
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AR or MR in Monopolist Market: AR (Demand) Curve is downward
sloping from left to right and more elastic / flatter than that of
monopoly. It means that in response to change in price, the change
in demand will be relatively more for a monopolistic competitive firm
than a monopoly firm. AR and MR curves are both downward sloping
because more units can be sold only by lowering the price. MR lies
below AR.

OLIGOPLOY COMPETITION: Oligopoly is a market situation in which there are a few firms selling
homogeneous or differentiated products. It is difficult to pinpoint the number of firms in ‘competition among
the few.’ With only a few firms in the market, the action of one firm is likely to affect the others. An oligopoly
industry produces either a homogeneous product or heterogeneous products.

The former is called pure or perfect oligopoly and the latter is called imperfect or differentiated oligopoly. Pure
oligopoly is found primarily among producers of such industrial products as aluminium, cement, copper, steel,
zinc, etc. Imperfect oligopoly is found among producers of such consumer goods as automobiles, cigarettes,
soaps and detergents, TVs, rubber tyres, refrigerators, typewriters, etc.

Features of Oligopoly Competition:
 Few Sellers: There are few sellers in this type of market. About 3 to 7 sellers may constitute this industry.

 Homogeneous or differentiated product: In some cases, firms produce homogeneous products. This
form is called perfect or pure oligopoly. In some cases firms produce differentiated products and this
form is called imperfect oligopoly.

 Indetermined demand curve: Under oligopoly demand curve cannot be determined. It has a kinked
demand curve. Because firms in this market do not know whether their demand will rise or not if they
reduce the prices, as other firms may follow them by reducing their prices as well.

 Interdependence: All the firms are interdependent in respect of price determination. If one firm reduce
the prices, other firms may follow it and if one firm wants to raise the prices, they will have to see the
reactions of other firms as they may not follow them and their customers may lose.

 Price rigidity: Prices will remain rigid for a longer period of time as no firm wants to take risk by raising
the prices as their customers might go away if other firms do not raise prices. And firms profit may
reduce if they reduce the prices and other firms also follow them. So prices may remain constant.

 Advertisement: The main reason for this mutual interdependence in decision making is that one
producer’s fortunes are dependent on the policies and fortunes of the other producers in the industry.
It is for this reason that oligopolist firms spend much on advertisement and customer services. If, on the
other hand, one oligopolist advertises his product, others have to follow him to keep up their sales.

 Competition: This leads to another feature of the oligopolistic market, the presence of competition.
Since under oligopoly, there are a few sellers, a move by one seller immediately affects the rivals. So
each seller is always on the alert and keeps a close watch over the moves of its rivals in order to have a
counter-move. This is true competition.

 Barriers to Entry of Firms: As there is keen competition in an oligopolistic industry, there are no barriers
to entry into or exit from it. However, in the long run, there are some types of barriers to entry which
tend to restraint new firms from entering the industry.
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 No Unique Pattern of Pricing Behaviour: The rivalry arising from interdependence among the oligopolist
leads to two conflicting motives. Each wants to remain independent and to get the maximum possible
profit. Towards this end, they act and react on the price-output movements of one another in a
continuous element of uncertainty. On the other hand, again motivated by profit maximisation each
seller wishes to cooperate with his rivals to reduce or eliminate the element of uncertainty. All rivals
enter into a tacit or formal agreement with regard to price-output changes. It leads to a sort of monopoly
within oligopoly.

MONOPSONY COMPETITION: A monopsony is a market condition in which there is only one buyer, the
monopsonist. Like a monopoly, a monopsony also has imperfect market conditions. The difference between a
monopoly and monopsony is primarily in the difference between the controlling entities. A single buyer
dominates a monopsonized market while an individual seller controls a monopolized market.

Features of Monopsony: Monopsony in the labor market, is said to exist when there is a single buyer of labor.
Its features are as follows:

 The firm or employer hires a large portion of the total employment of a certain type of labor.
 The mobility of labor is very much limited either geographically or in terms of skills of offer.
 The monopsonist faces imperfect competition in the labor market but perfect competition in the

product market.
 The single buyer faces a large number of workers who are unorganized or non-unionized

OVERALL SUMMARY:

FEATURES PERFECT
COMPETITION

MONOPOLY MONOPOLISTIC
COMPETITION

OLIGOPOLY

Number of Firm Large One Varied but not
many

A few

Nature of
product

Homogeneous One type Product
Differentiation

Homogeneous or
Differentiated

product
Entry of Firm Free No entry Free Restricted
Degree of
Monopoly

Zero Full Limited Limited due to
product

differentiation
Price policy Price taker Price maker Price maker/Price

taker
Price taker

Market
Knowledge

Complete Incomplete Incomplete Incomplete

AR and MR Equal Different Different Different
Selling Cost No Small Large Small
Elasticity of
Demand

Perfectly elastic Less elastic Less elastic Less elastic


