Features of Perfectly Competitive Market

The following seven features characterize perfectly competitive free markets:

1. There are numerous buyers and sellers, none of whom has a substantial share of the market.

2. All buyers and sellers can freely and immediately enter or leave the market.

3. Every buyer and seller has full and perfect knowledge of what every other buyer and seller is doing, including knowledge of the prices, quantities, and quality of goods being bought or sold.

4. The goods being sold in the market are so similar to each other that no one cares from whom each buys or sells.

5. The cost and benefit of producing or using the goods being exchanged are borne entirely by those buying or selling the goods and not by any other external parties.

6. All buyers and sellers are utility maximizers: tries to get as much as possible for as little as possible.

7. No external parties (such as the government) regulate the price, quantity or quality of any goods being bought and sold in the market.

The equilibrium point is the pint at which the amount of goods buyers want to buy exactly equal to the amount of goods sellers want to sell, and at which the highest price buyers are willing to pay exactly equals the lowest price sellers are wiling to take.

At this point a sellers finds a willing buyers and buyer finds a willing sellers

In an oligopoly market prices are set by explicit agreements or by implicit understanding.   It is clear that in an oligopoly market social utility declines to the extent that prices are artificially raised above the levels that would be set by perfectly competitive market.  Consumers must pay the unjust prices of the oligopolies, resources are no longer efficiently allocated and used, and the freedom of both consumers and potential competitors diminishes.

The monopoly market imposes unjustly high prices upon the buyer and generates unjustly high profits from the seller.  Instead of maximizing efficiency, monopoly markets provide incentives profit gouging.  Monopoly firm/markets create an inequality of power that allows the monopoly firm to dictate terms to the consumer.  The producer then replaces the consumer as “sovereign” of the market.

 free market system is justified because it allocates resources and distributes commodities in ways that are just.  It maximizes the economic utility of society’s members and respects the freedom of choice of both buyer and sellers.  This MORAL aspect of market system depends crucially on the competitive nature of the system.

A perfectly competitive free market is one in which no buyer or seller has the power to significantly affect the prices at which goods are being exchanged.

PRICING:

Pricing is an important part of the market system.

Two issues in pricing:

1. Overpricing 

2. Mark up and mark down .  In case of over pricing the producer charge much more than the product is worth.  The producer knowingly does this to yield excessive profit.

In mark up pricing the producer calculate all the mark up for the middleman and suggest a retail sale price.  Mark down is that where the retailer may make in the way of end of the season and or other sales.

