
MARKETS AND MARKET STRUCTURES

There are four basic types of market structures with different characteristics: perfect result in lower outputs and higher
prices compared to competitive markets.

Natural monopoly, a monopoly in which economies of scale cause efficiency to increase continuously with the
size of the firm. The most important barriers are economies of scale, patents, access to expensive and complex
technology, and strategic actions by incumbent firms designed to discourage or destroy nascent firms. All the
sellers of the market are small sellers in competition with each other. This illustrates the amount of influence
the firm has over the market; because of brand loyalty, it can raise its prices without losing all of its customers.
There are naturally occurring monopolies and those created through legislation, such as state-legislated liquor
stores. The supplier is the price-maker, setting a price that maximizes profits. The model assumes each
producer is operating at the lowest possible cost to achieve the greatest possible output. Consider bath soap
â€” they are all pretty much the same as far as what makes it soap and its use, but small differences like
fragrance, shape, added oils or color are used in advertising and in setting price. These are the price setters.
For example, the market for cereals is a monopolistic competition. Additional sources of barriers to entry often
result from government regulation favoring existing firms making it difficult for new firms to enter the
market. Monopoly Market Structure Monopolies and perfectly competitive markets sit at either end of market
structure extremes. Monopoly, in which there is only one provider of a product or service. This is completely
different from the perfectly competitive market structure which excludes advertising. Two differences between
the two are that monopolistic competition produces heterogeneous products and that monopolistic competition
involves a great deal of non-price competition, which is based on subtle product differentiation. Number of
firms: "Few" â€” a "handful" of sellers. Loyalty schemes, advertisement, and product differentiation are all
examples of non-price competition Perfectly Competitive Market Characteristics Infinite buyers and sellers
â€” An infinite number of consumers with the willingness and ability to buy the product at a certain price, and
infinite producers with the willingness and ability to supply the product at a certain price. It can set any price it
wishes since it has all the market power. However, unlike in perfect competition, the firms in monopolistic
competition sell similar, but slightly differentiated products. The products are similar but all sellers sell
slightly differentiated products.


