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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.


