
COMPAREANDCONTRASTTHECHARACTERISTICSOFMONOPOLISTICALLY

COMPETITIVE,MONOPOLISTI,ANDPERFECTCOMPETITIVEMARKETS.PROVIDEAN

ORGANIZATIONTHATISANEXAMPLEOFEACHANDDISCUSSHOW CHANGESIN

THEIRPRICINGAFFECTYOURPURCHASEDECISIONS.

Amarketineconomicsreferstoasituationwherepotentialsuppliersofacommodity

arebroughtintocontactwithpotentialbuyersandameansofexchangeisavailable.

Inaneconomytherearedifferenttypesofmarketstructures:

1.Perfectcompetitivemarket

2.Monopoly

3.Monopolistic

4.Oligopoly

1.PERFECTCOMPETITIVEMARKET.

- Thisisamarketstructurewheretherearemanyfirmsthataresmallandare

relativetotheentiremarketandproducesimilarproducts.

- Here,thepriceisdeterminedbytheintersectionofdemandandsupply.Thusitis

importanttoknowfactorsthataffectdemandandsupplyinordertoknowthe

pricesandrevenues.

- Demandisaffectedbypriceofthecommodity,incomeofthebuyers,priceof

otherproductsetc

- Supplyisaffectedbytheinputcost,technology,researchanddevelopmentetc

CHARACTERISICSOFPERFECTCOMPETITIVEMARKET.

1.Herearemanybuyersandmanysellersinthemarketsothatnoindividual

buyerorsellercaninfluencethepriceinthemarket.

2.Firmsandbuyersarepricetakers,noindividualbuyerorsellercan

influencetheprice.

3.Thereisperfectmobilityoffactorsofproductioninthatwhenthemarket



needsincreaseinoutputthenproducersareabletoincreasetheoutputby

hiringmorefactorsofproductionrequired.

4.Firmssellhomogeneousproductsthusnobuyerwillhaveanypreference

ofaparticularseller.

5.Thereisperfectknowledgeofprevailingmarketconditionssuchthat

consumers,factorownersandproducerswillhaveknowledgeaboutthe

marketandthusnopricedifferentialsthatexist.

6.Economicagentsareassumedtoberationali.econsumerswantto

maximizeutility,ownersoffactorsofproductionwantstomaximize

rewardsfrom theuseoftheirfactorsandproducerswanttomaximize

profit.

7.Freedom ofentryandexitfrom theindustry.

8.Therearenormalprofitsinthelong-runsinceasthefirm growsitmakes

supernormalprofitsintheshortrunwhichwillattractmorefirmstoinvestinit

sincethere'sfreedom ofentrytothemarkethencereducingthesupernormal

profitstonormalprofitsduetoincreasedcompetition.

9.There'snointerventionofthegovernmentregulationsuchastaxes,subsidiesan

quotassincethepricesaredeterminedbythemarketforcesofdemandand

supply.

- Anexampleofaperfectcompetitivemarketisagriculturalmarkets.

Inagriculturalmarketstherearemanyfarmersfarmingasimilarproductwiththe

aim ofsellingtoearnprofits.Therearealsomanybuyerssincemostagricultural

productsfallunderbasicneedsandthereforemustbeconsumedhencemakesit

acloseexampleofaperfectcompetitivemarketsinceitisraretofindone.An

exampleofanagriculturalproductismaize.Ifaspecificsellerincreasesthe

priceofmaizethenIastheconsumerwilllookforasellerwithalowerpricebut

ifthesellerincreasesthepriceofmaizeduetotheshortageofthemaizefrom

thefarmerswhichwillleadtotheincreaseininputcostthenIasthebuyerwill

havetopaymoresinceinputcostdoesnotaffectasinglesupplierbutthewhole

marketandsobothmeandthesellerarepricetakershere.



2.MONOPOLYMARKET.

Amonopolyisamarketstructurewhereproductionisunderthecontrolofa

singlesupplier.Monopolieshavethepowertodeterminethepriceatwhichthey

selltheirproductsunlikeperfectcompetition.

CHARACTERISTICSOFMONOPOLIES

1.Barrierstoentry.Suchaslegalbarriers,productdifferentiationbarrier,

economiesofscalebarrier,transportcostandtariffbarriers,ownershipofa

strategicreserveandmergersoffirms.

2.Monopoliescancontrolthepriceofacommoditysincetheymostlyrunin

imperfectmarketswherethepriceofthecommodityisnotknownbythe

stakeholdersunlikeinperfectcompetitivemarkets.

3.Monopoliesproduceatlowcostbutsellathighpricessoastoincreaseprofits.

4.Monopoliesexperiencesupernormalprofitsinthelong-run.

5.Duetolackofcompetition,monopoliesmaylacktheincentivetobeefficientandthus

endupproducinglowqualityproductsathighprices.

6.Distributionofwealthundermonopolyisunequalsincethemonopoliesbecomerichat

theexpenseoftheconsumers.

7.Monopoliesleadstoprotectionoflocalfirmsagainstunfairforeigncompetition

becausetheywillenjoyeconomiesofscalethisabletocomputewithimportson

pricing.

8.Monopolieseliminateswastefulcompetitionhenceareabletoreduceexpenseson

advertisingandproductpromotion.

9.Theirproductshavenoclosesubstitute.

- AnexampleofamonopolyisLuxottica,whichmainlydealwitheyewearproducts.

Ifthepriceoftheproductsincreasethenthebuyerswouldhavenosaysince

theyhavetomeettheirneedsandsincetherearenoothercompanieswiththe

sameproduct.SosinceIhaveaneyeconditionthatrequiresmetouse

spectaclesthenI’llhavetopurchasethem atthepriceinthemarket.



3.MONOPOLISTICMARKET

Thisstructureliesinbetweenthecharacteristicsofmonopolyandperfect

competition.

CHARACTERISTICSOFMONOPOLISTICCOMPETITION.

1.Therearemanybuyersandsellersinthemarket.

2.Thereisfreedom ofentryandexittoandfrom themarket.

3.Firmsinthemarketexperienceadownwardslopingdemandcurve

becausetheyhaveaslightcontroloverthepriceswhichtheychargetheir

products.

4.Firmssellsimilarbutdifferentiatedproduct.Differentiatedmaybeinform

ofdesign,advertisementetc.

5.Withinashortrun,thesefirmswillmostlikelymakesupernormalprofits

andthisiswhatwillattractotherfirmsintheindustry.

6.Withinthelongrun,firmswillonlymakenormal;supernormalprofitswill

notbeavailable.Anormalprofitwillonlyenablingthefirm torecovercost.

Firmsthataremakinglossesquitduetostiffcompetition..

- Anexampleofamonopolisticcompetitivemarketisthebathingsoap

companies.Heredifferentcompaniesproducedifferenttypesofsoapdepending

withthematerialsusedinmakingthesoap.Agoodexampleisimperialleather,

itsproductsareabitexpensiveascomparedtoothersoapmakingcompanies,

sothedemandishighduetootherbenefitsofusingtheproductsuchasthe

quality.SoifmyskinisonlyusedtoimperialleatherthenIwillpurchaseitevenif

itisexpensivesoastoprotectmyskin.Alsoduetotheirbrandingmethodwhich

couldbebetterthananyothersoapthatischeaplyavailableandthe

advertisementoftheproduct.AsaconsumerImightchoosetofeelsafeusinga

productIknowthanaproductthatIknownothingaboutit.Butasaneconomistif

thepriceistoohighthenImightwanttosubstituteimperialleatherwithanother

brandwhichcheaperandhassimilareffectonmyskinasimperialleather.

Summaryofthedifferencesbetweenperfectcompetitivemarket,monopolistic



marketsandmonopoly.

Perfectcompetitivemarketvsmonopoly

Perfectcompetitivemarket Monopolymarket

1. Therearemanybuyersandsellers

inthemarket.

Consistsofasinglesellerwithmanybuyers.

2. Allstakeholdersarehaveknowledge

ofthecomodity'sprice

OnlytheMonopolyfirm knowsthepriceof

thecomodity.

3. There'sfreedom ofentryandexitin

themarket

Thereisnofreedom ofentrysincethereare

barrierstoentrysoastomaintainthe

Monopolyfirm.

4. Priceisdeterminedbythedemand

andsupplyofthecomodity.

Priceofacomodityisdeterminedbythe

seller

5. Thecomoditiesherehaveclose

substitute.

Commoditiesherehavenoclosesubstitute.

6. Perfectcompetitivemarketsdeals

withhomogeneousproducts.

Theirproductsareuniquethusthereisno

competition.

7. Therearenormalprofitsinthelong-

run.

Therearesupernormalprofitsinthelong-

run.

8. Perfectcompetitivemarketutilizes

resourcesbyproducingatthelevel

whichthelowestaveragecostare

attained.

Monopoliesunderutilizesresourcesbynot

producingattheoptimallevel.

Perfectcompetitivemarketvsmonopolistic

Perfectcompetitivemarket Monopolisticmarket

1. Firmssellhomogeneous

products.

Firmssellslightlydifferentiatedproducts.

2. There'snointerventionofthe There'sinterventionofgovernment



governmentregulationssuch

subsidiestocontrolpricesince

bothpartiesarepricetakers.

regulationsbecausethesellermighttake

advantageofthebuyer.

3. Hereitisassumedthatthereis

notransportcost,thatis,seller

sellersdonotincurtransport

costhencecannotincreasethe

priceswhilebuyersdonot

incurtransportcosthencedo

nothavepreferencetosome

products

Inmonopolistic,transportcostisincurred

sincemostbrandshavetomeet

consumersindifferentregionssincethe

productsarenotsimilartothoseoftheir

competitors.

4. Here,existingfirmshaveno

advantageovernewones.

Here,existingfirmshaveadvantageover

newones.Inthelongruntheyaretrusted

morebyconsumersanditbecomes

difficultforconsumerstoeasilytrustnew

firmsunlessthenewfirm uses

advertisementtobewareofit'sexistence.

5. Requireasmallcapitaltoget

started.

Requiresalargercapitalascomparedto

perfectcompetitivemarket.

6. Demandhereiselastic. Demandhereisinelastic.

Monopolymarketvsmonopolisticmarkets.

Monopolymarket Monopolisticmarket

1. Consistsofasinglesellerwith

manybuyers.

Hasmanybuyersandsellers.

2. There'snocompetitionthus

saveonadvertisingand

promotionfee.

There'shighcompetitionsincethefirms

aremanyinthemarket.

3. They'rebarrierstoentryinthe

market.

There'sfreedom ofentryintothemarket.

4. Monopoliesexploitcustomers

btoverchargingthem because

Hereseller'scannotovercharge

customersbecausecustomersareaware



theylackfreedom ofchoice

andhavetoacceptwhatis

offered.

ofthepriceinthemarketandif

overchargedthey'llsubstitutethegoods

withothers.

5. Inmonopolychangeinprice

hasnoeffectonthequantity

demanded.

Inmonopolistic,asmallchangeinprice

willhaveabigeffectonthequantity

demanded.

6. Monopoliesrequirehighinitial

capitaltostartthebusiness.

Itdoesnotrequirealargecapitaltostart

ascomparedtomonopoly.

7. Therethere'snomobilityof

factorsofproduction.

Thereismobilityonthefactorsof

productionsincecompetitionisstiff.


