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 Definition of 'Markets'
 A market is defined as the sum total of all the 

buyers and sellers in the area or region under 
consideration. The area may be the earth, or 
countries, regions, states, or cities.

 The value, cost and price of items traded are as per 
forces of supply and demand in a market. The 
market may be a physical entity, or may be virtual. 
It may be local or global, perfect and imperfect.

 Market Structure
 Market structure refers to the nature and degree of 

competition in the market for goods and services. 
The structures of market both for goods market 
and service (factor) market are determined by the 
nature of competition prevailing in a particular 
market.



 Determinants:

 There are a number of determinants of market 
structure for a particular good.

 They are:

 (1) The number and nature of sellers.

 (2) The number and nature of buyers.

 (3) The nature of the product.

 (4) The conditions of entry into and exit from the 
market.

 (5) Economies of scale.



 Perfect Competition Market

 A perfectly competitive market is one in which the 
number of buyers and sellers is very large, all engaged 
in buying and selling a homogeneous product without 
any artificial restrictions and possessing perfect 
knowledge of market at a time.

 Features of Perfect Competition

 1. Large number of buyers and sellers

 2. Homogenous product is produced by every firm

 3. Free entry and exit of firms

 4. Consumers have perfect knowledge about the 
market and are well aware of any changes in the 
market. 

 5 All the factors of production, viz. labour, capital, etc, 
have perfect mobility in the market and are not 
hindered by any market factors or market forces.

 6. No government intervention

 7. No transportation costs



 Equilibrium of Firm and Industry 

 Firms are price takers

 The price is determined by the market forces: 
market demand and market supply

 The price for all the firms in the industry is the 
same

 Price equilibrium of the industry: the point where 
demand=supply

 The firms will follow this price

 Price=Marginal Revenue=Average Revenue





Short Run 

Super normal Profit

 Market demand rises from D1 to D2 causing the price to 
rise from P1 to P2.

 Due to the rise in price to P2, profits are now maximised
at Q2.

 A firms marginal cost (MC) curve is effectively its supply 
curve

 At Q2, (AR is greater than price) and therefore the firm 
now makes supernormal profit.



Perfect competition in the long run

 However, the supernormal profit encourages more 
firms to enter the market.

 New firms enter (supply increases from S1 to S2) 
until the price falls to P1.

 With price at P1, profits are maximised at Q1 and 
normal profits are made once again (AR=AC).
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