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1. Types of the market structure

2. Perfect competition

3. Pure monopoly

4. Monopolistic competition

5. Oligopoly 



Types of the market structure

Market structure is best defined as the 
organizational and other characteristics of a 
market. We focus on those characteristics 
which affect the nature of competition and 
pricing – but it is important not to place too 
much emphasis simply on the market share of 
the existing firms in an industry.



1. Types of the market 
structure

Traditionally, the most important 
features of market structure are:

• The number of firms (including the 
scale and extent of foreign 
competition)

• The market share of the largest 
firms (measured by the concentration 
ratio)

• The nature of costs (including the 
potential for firms to exploit 
economies of scale and also the 
presence of sunk costs which affects 
market contestability in the long 
term)



1. Types of the market structure
• The degree to which the industry is 

vertically integrated - vertical integration 
explains the process by which different 
stages in production and distribution of a 
product are under the ownership and 
control of a single enterprise. A good 
example of vertical integration is the oil 
industry, where the major oil companies 
own the rights to extract from oilfields, they 
run a fleet of tankers, operate refineries and 
have control of sales at their own filling 
stations.

• The extent of product 
differentiation (which affects cross-price 
elasticity of demand)



1. Types of the market structure
• The structure of buyers in the industry (including the 

possibility of monopsony power)

• The turnover of customers (sometimes known as "market 
churn") – i.e. how many customers are prepared to switch 
their supplier over a given time period when market 
conditions change. The rate of customer churn is affected by 
the degree of consumer or brand loyalty and the influence of 
persuasive advertising and marketing



1. Types of the market structure
• There are quite a few different market structures that can 

characterize an economy. However, different power of 
competition reasons four basic types of market structures. 
Namely perfect competition, monopolistic competition, 
oligopoly, and monopoly. Each of them has their own set of 
characteristics and assumptions, which in turn affect the 
decision making of firms and the profits they can make.

• It is important to note that not all of these market structures 
actually exist in reality, some of them are just theoretical 
constructs. Nevertheless, they are of critical importance, 
because they can illustrate relevant aspects of competition 
firms’ decision making. Hence, they will help you 
to understand the underlying economic principles. 







Supply elasticity





Perfect competition

• Perfect competition describes a market structure, where a 
large number of small firms compete against each other. In 
this scenario, a single firm does not have any significant 
market power. As a result, the industry as a whole produces
the socially optimal level of output, because none of the firms 
have the ability to influence market prices.



Perfect competition

The idea of perfect competition builds on a number of
assumptions:

(1) all firms maximize profits,

(2) there is free entry and exit to the market, 

(3) all firms sell completely identical (i.e. homogenous) goods,

(4) there are no consumer preferences.

By looking at those assumptions it becomes quite obvious, that 
we will hardly ever find perfect competition in reality. This is an 
important aspect, because it is the only market structure that can 
(theoretically) result in a socially optimal level of output.

































Characteristics of monopolistic competition

• Product differentiation.

• Many firms.

• Freedom of Entry and Exit.

• Independent decision making.

• Some degree of market power.

• Buyers and sellers do not have perfect 
information (Imperfect Information)















































HOMEWORK (8 points)

• To make a report about firms’ behavior in 
price war (0-2 points)

• To write an essay “Monopoly: pros and 
contras”(0-3 points)

• To find and learn information about national 
models of antitrust policy (0-3 points)


