
Market Structures 
 
Lesson Goal:  In this lesson, you will learn the characteristics of the 4 types of market 
structures: perfect competition, monopoly, monopolistic competition, and oligopoly. You 
will also learn how the government intervenes in the market to protect competition. 
 
Directions: Read the notes below CLOSELY for understanding, and follow the prompts 
given to you throughout the lesson. For example, if I ask you to pause and watch a 
video and take notes, pause and watch the video. Open a Google Doc and take notes as 
you work. WHEN the whole lesson is finished, share your completed Google Doc with 
me. 
 

NOTES 
#1 Perfect Competition 
The simplest market structure is known as perfect competition. It is also called pure 
competition. A perfectly competitive market is one with a large number of firms all 
producing essentially the same product. Pure competition assumes that the market is in 
equilibrium and that all firms sell the same product for the same price. However, each firm 
produces so little of the product compared to the total supply that no single firm can hope 
to influence prices. The only decision such producers can make is how much to produce, 
given their production costs and the market price. 
 

Four Conditions for Perfect Competition 
While very few industries meet all of the conditions for perfect competition, some 

come close. For example, markets for many farm products and the stocks traded on the 
New York Stock Exchange meet the conditions for perfect competition. The 4 conditions 
are: 

1. Many buyers and sellers participate in the market. 
2. Sellers offer identical products. 
3. Buyers and sellers are well informed about products. 
4. Sellers are able to enter and exit the market freely. 

 
Watch Khan Academy: Perfect Competition  
(As you watch, take notes in a separate Google Doc to be handed in upon completion  
of WHOLE lesson.) 
https://www.youtube.com/watch?v=B_49lQxwMaM 

 
 
 

https://www.youtube.com/watch?v=B_49lQxwMaM


(next page) 
#2 - Monopoly 
A monopoly forms when barriers prevent firms from entering a market that has a single 
supplier. While a perfectly competitive market has many buyers and sellers, monopoly 
markets have only one seller, but any number of buyers. In fact, barriers to entry are the 
principal condition that allows monopolies to exist.  
 
Watch Khan Academy: Monopoly 
(As you watch, take notes in a separate Google Doc to be handed in upon completion  
of WHOLE lesson.) 
https://www.youtube.com/watch?v=PgDrR2wj_Jc 
https://www.youtube.com/watch?v=PEFEnss--mU 
https://www.youtube.com/watch?v=gcq9KFpEuLc 
 
#3 - Monopolistic Competition 
So far, you have studied the two extremes of the range of market structures: perfect 
competition and monopolies. Very few markets fall into either of these categories. Most fall 
into two additional categories that economists call monopolistic competition and oligarchy. 
 
In monopolistic competition, many companies compete in an open market to sell 
products that are similar but not identical. Each firm holds a monopoly over its own 
particular product. Monopolistically competitive firms sell goods that are similar enough to 
be substituted for one another, but are not identical. An example of a monopolistically 
competitive market is the market for jeans. All jeans can be described as denim pants, but 
in the shops, buyers can choose from a variety of colors, brand names, styles, and sizes. 
Other examples include ice cream stands and gas stations. 
 

Four Conditions of Monopolistic Competition 
1. Many Firms: Because firms can start selling goods and earning money after 

a small initial investment, new firms spring up quickly to join the market. 
2. Few Artificial Barriers to Entry: Firms in a monopolistically competitive 

market do not face the high barriers to entry. Patents do not protect anyone 
from competition, either because they have expired or because each firm 
sells a product that is distinct enough to fall outside the zone of patent 
protection.  

3. Slight Control Over Price: Firms have some freedom to raise or lower their 
prices because each firm’s goods are a little different from everyone else’s, 
and some people are willing to pay more for the difference. However, unlike 
a monopoly, a monopolistically competitive firm has only limited control 

https://www.youtube.com/watch?v=PgDrR2wj_Jc
https://www.youtube.com/watch?v=PEFEnss--mU
https://www.youtube.com/watch?v=gcq9KFpEuLc


over price. This is because consumers will substitute a rival’s product if the 
price rises too high. For example, many customers will choose a can of 
brand-name cola over generic cola even if it costs a quarter more per can. If 
the brand-name cola cost $5 more per can, most people would buy the 
generic cola or drink something else. 

4. Differentiated Products: Firms have some control over their selling price 
because they can differentiate, or distinguish, their goods from the other 
products in the market. The main difference between perfect competition 
and monopolistic competition is that differentiation enables a 
monopolistically competitive seller to profit from the differences between his 
or her products and competitors’ products. For example, placing the label 
“Hunter” on boots to differentiate it from other rubber boots on the market.  

 
#4 - Oligopoly 
Oligopoly describes a market dominated by a few large, profitable firms. Oligopoly looks 
like an imperfect form of monopoly. Economists usually call an industry an oligopoly if the 
four largest firms produce at least 70 to 80 percent of the output.  
 
Acting on their own or as a team, the biggest firms in an oligopoly may well set prices 
higher and output lower than in a perfectly competitive market. Examples of oligopolies in 
the United States include the markets for air travel, breakfast cereals, and household 
appliances.  
 
Watch Khan Academy: Oligopoly 
(As you watch, take notes in a separate Google Doc to be handed in upon completion  
of WHOLE lesson.) 
https://www.youtube.com/watch?v=PzDthFTzEa0&t=144s 

https://www.youtube.com/watch?v=PzDthFTzEa0&t=144s

