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I. 
Market & Competition 

Market is any suitable arrangement ( no need to have a place ) that the buyers and sellers could be in close contact ( no need to meet ) to make exchange. 

The demand and supply forces meet in the market to allocate resources. On the one hand, firms had to compete for the scarce resources in order to produce. On the other hand, consumers also compete in the market for what they demand. The form of competition includes both price and non-price competition.

The term market structure refers to the relationship between buyers and sellers ; the forms of competition among the firms in the same industry and the special features of a market in affecting the demand and supply forces.

Economists like to focus on some features to describe the market structure of an industry :

· the number of buyers and sellers in the market ;

· the nature of the product ;

· the possibility of entry and exit of firms in the market ;

· the information available (to the consumers) on goods & services of the market.
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II.
Perfect Competition


It is indeed an ideal form of competition for economists to analyze the real world.


Features
1.
There are many buyers and sellers in the market so that no one can affect the market price.

The market price is determined by the demand and supply. Buyers and sellers have to accept the market price in exchange. They are called price-takers.



2.
The goods are homogenous from the view of the buyers. 



3.
There is perfect information of the market. Buyers and sellers are clear about the price, 

quality and quantity sold in the market. As a result, advertising is not needed.



4.
There are free entry and exit for the sellers and exchanges are made on a voluntary basis.
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III.
Monopoly



A monopoly refers to a market where there is 

only one seller – the monopolist in the market.

Usually, there is no free entry to the market by others 

due to reasons mentioned below.



There are no close substitutes to the products produced by the monopolist. 

The market demand is usually inelastic because of a few substitutes. 

The monopolist could produce either homogenous or heterogeneous goods.

The monopolist faces the whole market demand curve so that he is able to charge any price to gain the most. He is called a price-searcher – the seller searching for the most favourable price to maximize his gain. 



Reasons for the Existence of Monopoly



Government Decision





The government may give a franchise to a firm to become a monopolist.



A patent monopoly is the result of new invention or discovery.



A copyright refers to the rights on some new ideas or information.

Sometimes, the government will protect some special organizations like the post office, 

airport, national defence.

Natural Monopoly

Some types of industries require a huge amount of initial set-up cost and are usually capital-intensive. One single firm with economies of scale could provide enough goods and services to the whole economy. The development of technology may gradually change the situation to make this reason not as important as before.

Possession of Essential Resources

By Integration of Other Firms

Regulation On Monopoly

There are regulations on the price level, output level and profit earned by the monopolist in order to make sure that the interests of the consumers are protected.

In Hong Kong the government had set up many advisory committees to review from time to time the standard of the services provided by the monopolists in Hong Kong.


IV.
Oligopoly




An oligopoly refers to a market with a few sellers 

or they nearly control the whole market.

There are a few dominant firms in the industry and the sellers have great influence on the 

market. The sellers are highly interdependent, i.e. they are very sensitive and responsive to the actions of their competitors.

The goods produced may be homogeneous or heterogeneous. 

There are some barriers to enter into this industry because of patent, high set-up cost or specialized technology required. As a result, information is imperfect. The use of advertising is commonly found in oligopoly.

V.

Monopolistic Competition



It refers to a market with many sellers providing similar (heterogeneous) products.

The term product differentiation refers to the nature of the products from the viewpoint of the buyers. It refers to the physical property of the products as well as the services provided during the process of exchange like packaging, pre-sale and after-sale services.

Firms are producing slightly differentiated products. As a result, the sellers have some influence over the market. They may face with their own groups of consumers. They can also set their own market price based on the degree of competitiveness of the industry.

The information is imperfect for both the sellers and buyers. Advertising is common and competition by price and non-price means could be very keen.

Hong Kong is famous for the existence of many markets in the form of monopolistic competition.
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