
CREATED BY: MOHAMMAD MURTUJA

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.

 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.
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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


