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Fi gu re 5: Total  cost  sched ul es

Fi gu re 6: Average an d m argin al cost sch edu les
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c)  Marginal Revenu e

Marginal revenue (MR) refers to change in total  revenue resulti ng fr om the sale of  one mor e or

one less uni t of out put . In a perf ectly competi tive mar ket , the MR curve is also a hori zontal

st raight l ine equal to the m arket pr ice per uni t.

MR  =  Change in TR 
                Change in Q

5. 7 RUL ES FOR PROFIT -MA XIM ISATI ON

Two import ant r ules def ine t he out put t hat  maxi mises each fir m's prof it s.

! The fir st rule states that  in the short -run,  a fir m should produce if and only if TR is not less

than TC. T hi s r ule i s also call ed the sh ut down rul e; and

! The second rule st at es that for  the fir m to be producing its pr ofi t- maxi mising output,  MR

should be equal  to MC (MR = MC) .  This poi nt  is wher e the revenue fr om sel li ng one

addi tional  unit  is equal to the cost  of  pr oduci ng that uni t.   Below thi s production level,  the

revenue per additi onal uni t is great er than the cost  but at a decr easing r at e.  Af ter t he point  of 

equalit y, the cost  of producing an addi tional unit  will  be greater  than the revenue received

for that uni t at an increasi ng rat e. 

6. 0 MAR KET S TRU CTU RES

6. 1 DEFINI TI ON OF MA RKE T STR UCT URE 

St ructure refer s t o the char act eri st ics of  markets t hat  infl uence the behaviour and perf or mance of 

fi rm s. These charact eri sti cs include the nat ure and num ber  of consum ers of  the fir m's products, 

the num ber  of sell er s, the type of  product , the ease by which firm s can enter and leave the

industr y, and a si ngle fir m's abil it y t o i nf luence demand by adver ti sing.

Market

The market consists of firms and consumers buying and selling a well-defined product.

Examples are markets for shoes, computers, wildlife safaris, maize, hunting, etc.
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Industry

A gr oup of  firm s that sell s a well -defi ned product  or closel y related set of  pr oduct s is sai d to

constit ute an indust ry.   As in the above exampl e, we have the shoe, com put er , safari , maize and

game hunti ng industr ies.

Competitiveness of a market structure

This refer s to the extent to which indi vidual firm s have power in a mar ket  to infl uence the pri ce

or  other t er ms on which thei r product i s sol d.  The less power an individual  fi rm has t o i nf luence

the mar ket  i n which it sel ls it s product, the m ore competi ti ve is that mar ket struct ure said to be.

6. 2 TYPES OF MA RKE T STR UCT UR ES

Ther e are various types of  m arket st ructur es and t he most im por tant are:

a) Perf ect  competi tion; 

b) Monopol y;

c) Monopol ist ic competi tion;

d) Ol igopoly; 

e) Monopsony;  and

f) Ol igopsony.

a)  P erf ect  Comp eti ti on

Perf ect  competi tion is a mar ket  st ructure in which indi vidual firm s have no power to inf luence

the pri ce or  ot her  term s on whi ch their  pr oduct  is sold. Indivi dual fir ms ar e simply sell  their 

pr oduct s at the pr evail ing market pr ice.  One exam pl e from  most  large citi es in the region is the

comm uter omni-buses that fer ry peopl e from  the subur bs int o the cent ral  busi ness distri ct. 

Internationally, t he tr aders in foreign curr ency m ar ket s are another  example.
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Assumpt ions: 

! The mar ket  cont ains a l arge num ber  of buyers and sel ler s, each of which cannot individuall y

infl uence demand or supply, and hence price, 

! Fi rm s produce goods that are ident ical or cl ose substit utes,  so that  consumers do not care

which f irm 's pr oduct  they buy,

! Al l buyers and sel lers are well -informed about alt er nat ives and pr ices, 

! Al l factor s of producti on ar e f ree t o m ove f rom  one fir m t o another thr oughout the i ndustr y, 

! Ther e are no entry and exi t bar riers to fi rm s.

b)  Monopol y

In a monopol y, there is only one sole su ppl ier of a comm odity for whi ch there ar e no close

substit utes.  It  may be a single fi rm  or  a gr oup of  firm s operat ing together.   I n thi s market 

st ructure,  the fir m or car tel has total p ower over t hat  m arket to influence the price or other terms

on which their product is sold.  Monopol y fir ms are able to set the market pr ice.  Most count ries

in t he region have stat e m onopolies for  the postal  service, electr icity, and phone service although

these are gr aduall y bei ng br oken up or pr ivati sed.

How does a m onopol y ari se and what  are the barr ier s to ent ry?

! A monopoly firm  possesses speci al pr opr iet ar y knowledge, or ski lls, or a copyright or a

patent on a part icular product. The Polaroid cam er a, speci al drugs, and certain computer 

soft war e are al l exampl es of  pr oduct s wher e pat ent  prot ect ion has cr eat ed a monopoly.

! The fir m is a large suppli er  wi th si gni ficant cost  advantages that  other fir ms cannot compet e

agai nst . T hi s i s known as a natu ral  monopol y.

! The product/ ser vice suppli ed is vi ewed to be st rat egic to the nati onal int er est  or  is a natural 

resource whose contr ol can only be vest ed in one central aut hor ity.  Post of fices and other

publ ic uti li ties ( water , energy, etc.) are prim e exampl es in the r egion.

c)  Monopol istic Comp eti tion

Monopol ist ic competi tion is a market  st ructure in which indi vidual  firm s have some power to

infl uence the price or other  terms on which their pr oduct is sold.   Com mon exam ples include

household consumer  goods such as bar  laundry soap,  phot ocopy shops, and sm al l busi nesses

that  of fer  t ypi ng servi ces.
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Assumpt ions: 

! Market str uctur e has large number of  sm all  f irm s;

! Each fi rm pr oduces a sl ightl y diff er ent  or  dist incti ve product; 

! Pr oduct  di ff erenti at ion gi ves slight  degree of mar ket power;  and

! Barr ier s t o ent ry and exit  are low.

Monopol ist ic competi tion r esult s f rom:

! Cost  of  tr ansport; 

! Br and name attr act ion;

! Adverti sing and pr om oti on; 

! Extr a services,  cr edit or quali ty of  servi ce; and

! Consumers lack knowl edge about the m arket. 

d)  O ligopoly

Ol igopoly is a mar ket struct ure such as petr ol distr ibution or cel lular  phone services wit h

foll owi ng characteri sti cs: 

! Market str uctur e i s dom inated by a f ew ver y lar ge fi rms;

! Goods are cl ose substit utes or onl y sli ght ly di fferent;  and

! Barr ier s t o ent ry ar e t ypi cally large.

e)  Monopsony

Monopsony is a mar ket struct ure in which there is only one sole bu yer of a comm odity. It may

be a si ngl e fir m or a "car tel".  A good example is the stat e mar ket ing boar d in many countr ies

that  ar e the sole buyer  of  agri cul ture produce.  As a resul t it can infl uence the sel ling pri ce of the

comm odi ty. 

T o help combat the m onopsonisti c buyer ,  eit her :

! A m inim um mar ket pr i ce m ust  be est abl ished for  cott on;

! Cot ton far mer s must  be helped t o m ar ket  t hei r cot ton out si de the ar ea; 

! Cot ton far mer s can organise a co-op to incr ease their  m arket  power;  and

! Other  cott on mi ll s can be devel oped in the region.
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f)  Ol igopsony

This market str uct ur e has only a few large buyers,  eg. two or thr ee large cott on mi lls in the

country. Table 6 summ ari ses the var ious poi nt s related to the some of  the above mar ket

st ructures.

Tabl e 6: Market  st ru ctu re an d m ark et  power.

KIND OF 
COMPE TI T ION

NUMBE R OF
P RODUCE RS AND

DEGRE E OF
P RODUCT 

DIF FE RE NTI AT I ON

P ART OF 
E CONOMY

WHE RE 
P RE VALE NT

DEGRE E OF
CONTROL  OVER

P RI CE S

1. P er fect 
Com peti t ion

Many pr oducer s wi th
i dent ical pr oduct s

Com munal 
f ar mers,  m oney
m ar kets

No cont r ol 

2. I mper fect
Com peti t ion

a) Monopol i st ic
Com peti t ion

Many pr oducer s wi th
r eal and i magined
product  di ff erences

P et rol stati ons,
soaps, saf ar i 
operati ons,

L it tl e contr ol

b-1 Oli gopol y F ew producer s, li tt l e or 
no pr oduct  di ff er ences

Beer and sof t 
dri nks,  lumber, 
f er ti li ser 

S om e Contr ol 

b-2 Oli gopol y F ew producer s, some
product  di ff erences

P rocessed foods S om e contr ol 

c) Com pl et e
Monopol y

S ingl e producer , uni que
product  wi thout  close
subst it utes

S tate phone, 
postal and
elect ri cit y
ser vi ces

Consi der able
contr ol 

Sour ce:  Adapted fr om  Samuelson (1976).

6. 3 NON -PR IC E C OMPET ITI ON

This refer s to a str ategy to cr eat e mar ket able dif ferences between product s.   P ossible str at egi es

incl ude:
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a) Ad verti sin g

! Set up your product as bei ng di fferent or better t han t he competit ion's pr oduct ;

! Tr y to gai n mar ket  shar e;

! Cost s soon become built -in t o t he pr oduct pr ice; and

! The consum er  pays. 

b) Ot her S trategies

! Qual ity, design, and more recently, the service;

! Of ten l inked wi th an adver ti sing program; and

! Segm ent  the consum er  market and at tr act  more cust omers .

Debate:  Crit ici sm again st ad vertisin g and marketin g

The pressure to constantly innovat e and im pr ove is becoming cri tical  factors in today's

incr easingly competi tive global  market.  Is the need for  sometim es fr ivolous changes wor th

the higher  price at the counter ? Look at any major  supermarket in North Am er ica and

compare 30 kinds of toothpaste,  40 diff erent  shampoos, dozens of soaps, several brands of 

pl astic garbage bags and hundreds of  ot her  product s.  Can all  these product s be "new and

im pr oved",  "environm ent all y fri endly", "fast er act ing",  "wit h super str ength" etc. ? Many of

these compet ing pr oduct s are actuall y made by the same com panies! This marketi ng is

assi sted by huge advert isi ng pr ogram mes in the media which cost s mil lions of  doll ars. Thi s

cost  is passed on to the consum er in the for m of higher  pr ices.  When does the idea of

consumer choice reach t he satur ati on point ?

Debate:  Poin ts in favour of ad vertisin g and marketin g: 

Product differentiation and quality improvements do reflect a response to

consumer desires and wants. Advertising is the price you pay to remain informed

about consumer choices. The consumer is better off when product quality is

improved through constant innovation and research. If the consumer is willing to

pay the cost of product development, advertising, and better service, then these

non-price comptition strategies are a rational industry response.


