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Market: 

In an ordinary sense market refers to a place where buyers and 

sellers assemble in order to purchase and sell commodities. But 

in Economics by market we do not mean any such place. What 

is essential for the market to exist is not any place or locality but 

the contact between sellers and buyers so that the act of 

transaction can take place at any agreed price. 

Example: One may think about online transaction which is very 

common nowadays. In this type of transaction the buyers and 

sellers don’t meet personally, but the concerned good is 

exchanged between them at an agreed price. So, market is 

formed here in the absence of face-to-face interaction.  

Definition: In Economics the term ‘market’ refers to any 

institutional arrangement where the buyers and sellers of any 

commodity communicate with each other. 

 

Classification of Market: Market can be classified on the basis 

of the following determinants: 
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a) On the basis of the commodity concerned – Based on the 

nature of the particular commodity which is to be exchanged 

between the buyers and sellers, market can be classified.  

 When a final commodity or product is exchanged in the 

market then that is called ‘product market’. 

 When a factor or input is exchanged in the market then that 

is called ‘factor market. 

 

         Again a market is termed on the basis of the name of the 

particular product that is exchanged, e.g. wheat market, potato 

market, labour market, capital market etc. 

 

        b) On the basis of the extent of the market – When the 

extent of the market is very narrow such that only the local 

buyers and sellers only take part in the market that is called a 

‘local market’. If the extent of the market is relatively broader 

so that all individuals within an economy can participate in that 

market then it is called ‘national market’. Finally, when 

transaction takes place across different countries then that is 

called ‘international market’ or ‘global market’. 
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 c) On the basis of time: According to Marshall, on the basis of 

time period market can be classified into four categories: i) very 

short-run market, ii) short-run market, iii) long-run market and 

iv) very long-run market. It should be noted here that calendar 

time period is not considered here. It depends on the nature of 

the commodity and the production activity concerned. 

 

d) On the basis of competition: The most important factor 

depending on which a market is classified is competition. Before 

going into the details of each type of market structure in this 

case, it is to be noted here that there are certain factors on which 

nature of competition of a market depends. The important 

factors that determine the market structure are: 

i) Numbers of buyers and sellers and the shares of individual 

buyers and sellers in the total market transaction of the product 

in question. 

ii) The existence and closeness of the substitutes of a firm’s 

product. (Firm means production unit where the act of 
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production takes place. One industry is composed of several 

firms.) 

iii) The ease with which buyers and sellers can enter and leave 

the market. 

On the basis of the above features, market can be broadly 

classified into ‘perfectly competitive market structure’ and 

‘imperfectly competitive market structure’. The latter again has 

several varieties, such as monopoly, monopolistic completion, 

oligopoly, bilateral monopoly, monopsony, monopsonostic 

competition etc. We shall now discuss these various forms of 

market briefly. 

a) Perfect Competition – In perfect competition there is a very 

large number of small firms that produce a homogeneous 

product and sell it to a large number of small buyers. In other 

words, perfect competition refers to a market structure in which 

neither any individual firm nor any individual buyer has any 

power to set the price of the commodity or to influence the terms 

on which the commodity is purchased and sold. The conditions 
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that must be fulfilled for the market to be perfectly competitive 

are as follows: 

 There will be a large number of firms each of which is very 

small relative to the size of the industries. The output of 

each firm is a very small fraction of the total output in the 

industry. 

 There also be a very large number of buyers and the 

quantity demanded by each buyer must be just a small 

fraction of the total market demand for the commodity. 

 No individual participant in the market can influence the 

price; each of them are, therefore, price taker. 

 The product sold by different firms are homogeneous i.e. 

they are perfect substitutes of each other. 

 There would be free entry and exit of firms. It implies that 

any firm can enter or exit the market at any time depending 

on their own decision. 
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 The participants in the market must have perfect knowledge 

about the market condition. 

 There would be free mobility of the factors of production. 

 There would be no Govt. intervention into the market. 

 There would be no other cost except the production cost. 

Given these characteristics, each market participant would take 

the price as exogenously given and there will be no rivalry 

among the individual participants. There would also be no 

motivation for advertisement and market research in this market 

structure. 

b) Monopoly – Monopoly is a market structure in which a 

single firm produces and sells a product which has no close 

substitute. Entry of new firms into the industry is blocked. But 

there are a very large number of buyers of the product and there 

is free entry and exit of buyers in this market. Thus the basic 

features of monopoly are as follows: 

 There is only one seller in the monopoly market. 
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 There are a very large number of buyers. 

 The product of the monopolist has no close substitute. 

 There is no scope of the entry of new firms into the 

industry. 

 There is no difference between firm and industry due to the 

existence of a single seller in the market. 

 A monopolist is a price maker, not a price taker. In fact, a 

monopolist can set either the price or the quantity level of 

the commodity from the demand curve for that commodity. 

 

c) Monopolistic Competition – It is a blending of the features 

of perfect competition and monopoly. This market structure is 

characterized by the existence of a large number of firms, and a 

large number of buyers and product differentiation. The 

products produced by different firms are differentiated i.e. their 

products are close but not perfect substitutes of each other. 
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There is no barrier to the entry and exit of sellers and buyers in 

this market. 

 

d) Oligopoly – In an oligopoly market there is a very small 

number of rival firms so that the actions of the firms are 

interdependent, but the number of buyers in oligopoly is very 

large. The products of the oligopolistic firms may be perfect 

substitutes or they may be close substitutes of each other. It is 

very difficult for new firms to enter into the market. 

 

Duopoly - A special form of oligopoly is duopoly where there 

are only two firms. 

 

e) Bilateral Monopoly – The market in which only one buyer 

faces one seller of a product which has no close substitute is 

called a bilateral monopoly. 

 

f) Monopsony – The market form in which there is a large 

number of sellers of a homogeneous product but only one buyer 

is called a monopsony. If the products of different sellers are 
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differentiated i.e. are close but not perfect substitutes of each 

other, the market structure is called monopsonistic competition. 

There is no barrier to entry of new firms into such market. 

 

g) Oligopsony – This form of market is characterized by a few 

buyers but a large number of sellers. It is obvious that in this 

case there is also no barrier to entry of new firms into the 

industry. The products of the sellers under oligopsony may be 

homogeneous or differentiated. 

 

Market and Non-market sectors: 

For economists the term market economy refers to a society in 

which people specialize in productive activities and meet most 

of their material needs through voluntary exchange at agreed 

prices. 

Example – Most employed people work for a single employer at 

a time and buy different goods and services from the market. 

There are two basic ways in which commodities may pass from 

those who make them to those who use them. When 
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commodities are sold by the producers in exchange of money 

directly (in the form of paying price for the product) to the 

consumers then it is said the products or commodities are 

marketed. In this case the producers must cover their costs by 

the revenues they obtain from the sale of the product. Such 

production is called marketed production and this activity of 

exchange belongs to the market sector.  Second, the product 

may be provided without direct payment of price for that. In this 

case the cost of production is covered by some means other than 

sales revenues. This production is called non marketed 

production and belongs to the non-market sector. When private 

charities provide some services then the costs of providing those 

services may be raised from the public by voluntary 

subscriptions. Non-market production is often observed when 

public goods or services are involved. The money required for 

the provision of such goods or services by the government is 

provided from government revenue, which in   turn comes 

mainly from taxes levied by the government. The total 

production of each economy falls in either the market sector or 

the non-market sector. 
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Medical and hospital services are when produced and sold by 

private firms to consumers for a price that must cover their costs 

then that is considered under the market sector. In some 

countries, such as the UK, the production of these services is in 

the non market sector; they are provided at little or no cost to the 

users and costs are covered by the State. Discrimination of 

production activities between market and non-market sectors is 

not always so simple. It is not always the case that either all or 

none of production costs are covered by selling the products to 

the buyers. It is very likely that production falls partly into 

one sector and partly into the other.  

Example - If 10 % of costs are covered by small charges from 

the buyers and 90 % by the government then the production is 

10% in the market sector and 90% in the non-market sector. 

Again if private firms get a subsidy from the government   to 

cover 10 % of their costs and meet the rest out of sales revenue 

then there production is 10 % in the non-market sector and 90% 

in the market sector.  
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Economies : 

Free Market Economy – A free market economy is one in 

which individuals and private firms make the major decisions 

about production and consumption. A system of prices, of 

markets, of profits, and losses, of incentives and rewards 

determines what, how and for whom. Firms produce the 

commodities that yield the highest profits (the what) by the 

techniques of production that are least costly (the how). 

Consumption is determined by individuals’ decisions about how 

to spend the factor incomes (the for whom). The extreme case of 

a market economy, in which the government keeps its hands off 

economic decisions, is called a laissez-faire economy. The 

nineteenth-century England was closer to this system, though 

there has never been a 100 percent market economy. 

 

Command Economy – A command economy is one in which 

the government makes all important decisions about production 

and distribution. In a command economy, such as the one which 

operated in the Soviet Union during most of the twentieth 
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century, the govt. owns most of the means of production (land 

and capital); it also owns and directs the operations of 

enterprises in most industries; it is the employer of all workers 

and tells them how to do their jobs; and it decides how the 

output of the society is to be divided among different goods and 

services. In other words, in a command economy, the 

government answers the major economic questions through its 

ownership of resources and its owner to enforce decisions. Even 

in countries where central planning is the official system, as in 

China, rapidly increasing amounts of market determination are 

being accepted and encouraged. 

 

Mixed Economy - No contemporary society falls completely 

into either of the above mentioned extreme categories. Rather, 

all societies are mixed economies, with elements of both market 

and command systems. Today most decisions in the United 

States are made in the marketplace. But the government plays an 

important role in overseeing the functioning of the market; 

government pass laws that regulate economic life, produce 
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educational and police services and control pollution. Most 

societies today operate mixed economies. 
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