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In economics, market structure describes how various sectors are classified and divided depending on the degree and type of products and service competition. It is based on the features that impact the behavior and outcomes of businesses in a particular market. The number of buyers and sellers, capability to bargain, level of concentration, degree of differentiated products, and simplicity or complexity of entering and leaving the market are all elements that influence the market structure. Market structures may be effectively understood in economics by evaluating a variety of aspects or characteristics displayed by various participants. The following key characteristics are commonly used to distinguish these marketplaces: buyer structure in the business, nature of input prices, the turnover of customers, the largest player’s market share, buyers being well informed about the product, barriers of entry, identical or differentiated products. Economists have established four unique types of market structures depending on the characteristics listed above. Perfect competition, oligopoly markets, monopoly markets, and monopolistic competition.





















Perfect competition

In economics, market structure describes how various sectors are classified and divided depending on the degree and type of products and service competition. It is based on the features that impact the behavior and outcomes of businesses in a particular market. The number of buyers and sellers, capability to bargain, level of concentration, degree of differentiated products, and simplicity or complexity of entering and leaving the market are all elements that influence the market structure. Market structures may be effectively understood in economics by evaluating a variety of aspects or characteristics displayed by various participants. The following key characteristics are commonly used to distinguish these marketplaces: buyer structure in the business, nature of input prices, the turnover of customers, the largest player’s market share, buyers being well informed about the product, barriers of entry, identical or differentiated products. Economists have established four unique types of market structures depending on the characteristics listed above. Perfect competition, oligopoly markets, monopoly markets, and monopolistic competition




The term "perfect competition" refers to a market structure in which competition is at its most intense level. The theory of perfect competition illustrates an extreme form of capitalism. (Sloman and Garratt, 2019) There are a vast number of companies that takes part of this market structure. There are no monopolies under a perfect competition scenario. Although pure or perfect competition is uncommon in the actual world, the concept is useful for analyzing businesses that have comparable features to pure competition. Perfect competition is a market with a great number of companies all manufacturing the same product. The assumption of perfect competition is that the market is in balance and that all businesses sell the same product at the same price. This type of structure consists of various of distinguishing features.  In this market structure there are many buyers and sellers, but they do not have any power over the price. It faces a horizontal demand ‘curve’ at the market price: the price determined by the interaction of demand and supply in the whole market. (Sloman and Garratt, 2019) The market itself can define the price of the sold product. 
The buyers and sellers are strongly informed about the product and its price. They have sufficient knowledge about the product so this way they can find the best bargain. In this type of market there are no differences between the product, they are just sold by different supplier. But the suppliers can make the difference in people preferences. That depends on the level of trust they have showed to their customers, the investment in good advertising (TV commercial, Instagram and Facebook influencers, even the packaging of the product). A little higher price can be justified by all of these. Sellers have complete freedom to enter and exit the market, there are no substantial barriers for them to enter or leave. Also, the government plays a significant role in product market development by enacting laws and pricing control. By establishing market regulations, they may govern the entry and exit of companies into the market. The pharmaceutical business, for example, is vulnerable to plenty of regulations governing medication development, manufacture, and distribution. As a result, these restrictions need significant capital expenditures in the form of employees, such as attorneys and quality assurance specialists, as well as infrastructure, such as pharmaceutical manufacturing machines. The accumulated expenses build up and makes the company unable to bring a new medication easily to the market. In a truly competitive market, such regulations do not exist. Companies’ entry and exit from such a market are unrestricted, allowing them to freely spend on labor and capital assets and change their production in response to market needs. Perfect competition creates an ideal environment for developing a market, although this market has several disadvantages. Lack of innovation is one of them. Firms are inspired to innovate and create better products in order to get a bigger market share and differentiate themselves from the competition, but in in perfect competition no companies have a dominant market share. Another disadvantage is the lack of scale economies. Companies will have much less capital to invest in developing their manufacturing capacity if profit margins are reduced to zero. Because there are so many other companies providing the same products, there is no possible way to achieve the maximum profit.
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Monopoly


Monopoly makes part of the Imperfect competition, and it needs to lack five or more condition to become one. A monopoly is when one company possesses a dominant position within the industry to the point of removing all possible potential competitors. It is known as pure Monopoly when a single company is a unique manufacturer of a product that has no close substitutes. But whether an industry can be classed as a monopoly is not always clear. It depends how narrowly the industry is defined. (Sloman and Garratt, 2019). Monopolies are frequently disapproved in free-market countries. Due to a lack of other options for customers, they are perceived as contributing to raising prices and decreasing quality. It can indeed consolidate money, authority, and influence in the hands of a single person or a small group of people. This type of market structure can result in higher consumer pricing, inadequate products and services, and unethical company activities because of the lack of competition. A company that controls a market sector or industry might take advantage of its position at the cost of its consumers. It has the ability to generate false scarcities, set prices, and defy supply and demand regulations. It has the potential to discourage new entrants into the market, as well as experimentation and innovative product development. Because the consumer is unable to choose a competitor, is at the mercy of the company. When a market is monopolized, it frequently becomes unfair, unequal, and inefficient. As a result, mergers and acquisitions between firms in the same industry are heavily regulated and subject to government monitoring. If federal authorities determine that merger contracts between companies violate antitrust rules or restrict customer choice, they can be changed or cancelled entirely. What is more important for a firm is the amount of monopoly power it has, and that depends on the closeness of substitutes produced by rival industries. A train company may have a monopoly over railway journeys between two towns, but it faces competition in transport from cars, coaches and sometimes planes. (Sloman and Garratt, 2019)

There is a few characteristics that defines the monopoly market structure. There has to be just a single seller, competitors do not exist and also an unique product. The company that has the monopoly can establish its own pricing for its products without hesitating because of the competition undercutting it and also because it has the resources to choose the quantity supplied.  They can order large amounts of the materials needed at a really low price and this way they can set the best price in the market. This way other potential competitors would not dare to enter this type of market. A monopoly has the freedom to increase prices at any time.

Monopolistic competition is a market situation where there are several sellers in an industry and many equivalent replacements for the products supplied, and where enterprises maintain some market power, they each have a small percentage of the total market. The range of products distinguishes this approach from pure competition. Design, brand, region, publicity, packaging, price methods, and other factors distinguish the product. Barriers to entrance and exit are mostly low in monopolistic competitive sectors, and many businesses strive to define themselves through price reduction and marketing initiatives. Because the products provided by several rivals are so similar, customers find it difficult to determine which is the better option. Strong examples of monopoly are Microsoft, Google and electricity and gas providers.
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Oligopoly

An oligopoly is a market structure in which only a few companies can prevent the others from developing substantial influence. The intensity factor is a ratio of the largest companies' market share. The number of companies in an oligopoly has no accurate maximum limit, but it must be small enough that the actions of one firm have a significant impact on the others. Steel corporations, oil companies, railways, tire businesses, grocery store chains, and cellular providers have all been oligopolies in the past. An oligopoly, according to economic and legal considerations, can discourage new entrants, limit innovation, and raise prices, which together can affect consumers. Instead of collecting prices from the market, firms in an oligopoly determine pricing, whether collectively (in a cartel) or under the leadership of a single enterprise. As a result, profit margins are larger than in a more competitive industry. High entry costs in capital expenditures, legal privilege (license to use wireless spectrum or land for railways), and a platform that increases value with more consumers are all characteristics that allow oligopolies to persist (such as social media).

Considering their differences, oligopolies have two key characteristics that set them apart from other market structures. One of them is the barriers of entry. Despite companies in monopolistic competition, new firms face a variety of barriers to entry. These are similar to those found in monopoly circumstances. The size of the barriers, on the other side, will differ by industry. Entry is reasonably straightforward in certain circumstances, but nearly impossible in others, maybe due to patent protection or exorbitant research and development costs. Interdependence of the firms, also a key feature in oligopoly according to Sloman, J and Garratt, D. Because there are only a few firms under oligopoly, each firm has to take account of the others. This means that they are mutually dependent: they are interdependent. Each firm is affected by its rivals’ actions. If a firm changes the price or specification of its product, for example, or the amount of its advertising, the sales of its rivals will be affected. The rivals may then respond by changing their price, specification or advertising. (Sloman and Garratt, 2019) 
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Duopoly


A duopoly occurs when two companies own all, or nearly all, of the market for a certain product or service. The duopoly is a related type of monopoly, a market controlled by a limited number of companies. If the two companies agree on pricing or production, a duopoly might have the same market influence as a monopoly. A company might be a part of duopoly even if it provides different product or services besides those in question. As a perfect example is Visa and Mastercard. Two companies that process credit card payments and control 80-90 % of the market.  Achieving a large commission because of processing the payments. In this type of market structure, companies will most likely compete, and they will lower the prices in the benefit of its customers. Even if the partnership between the companies or if one of them will exit the market, there is a small chance that a monopoly could establish.
There are several advantages and disadvantages in duopoly market structure as well.  It can have both favorable and negative consequences for the duopoly's enterprises as well as for the customer. Because there are no other opponents, the two companies may cooperate to maximize the earnings. There can be a collusive cooperative equilibrium. Companies in a duopoly may focus on refining their current products rather than feeling compelled to develop new ones for the market. Restricting free commerce is one of the disadvantages of the duopoly market. This type of market has a lack of variety of the products and services, and customers have fewer choices. 

When two companies compete on pricing, especially when their products are similar, it can lead to price wars. Because of their homogeneity, each company's products are excellent replacements for one another. When the foundation of competition is quantity instead of price, duopolies perform more effectively. Market share and profit are distributed among the companies. Output and prices will stabilize once it reaches equilibrium.
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Conclusion


In conclusion, market structure is significant because it strongly influences strategic decision-making. Companies will understand the features of their competition and how the market will respond to changes if they have a working expertise of market structure. They have a significant impact on a company's capacity to perform business. By establishing what type of market structure a company is in, they will be able to determine whether the cost of business is worth competing for. The variables that divide the various types of market structures might be the difference between a start-up company becoming profitable or being forced out of business by the large companies who exist at the moment in that market structure.
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