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Introduction:  

This lesson is based on the notes on “Perfect Market and Its Features” 

Instructions 

 

In your Exercise Book, copy the Header and the learning outcome. Make sure that your 

Handwriting is neat and legible. Go through your lesson notes and attempt the Practice Exercise in 

you exercise book. 

 

 

 

 

Please read your Lesson notes below and complete the Practice Exercise 136 that follows 

Resource 136:    Perfect Market and Its Features 
 
What is Market? 
Market refers to any place or process involved with the exchange of goods and services. 
 
There are 6 types of market and they are; 
1. Perfect competition  
2. Monopolistic competition 
3. Oligopoly  
4. Duopoly 
5. Monopoly 
6. Monopsony  
 
These market types can be classified as perfect market or imperfect market based on their 
competitiveness.  Before  we  look  at  the  six  types  of  market,  lets  study  the  difference 
between perfect market and imperfect market. 
 

Subject: Grade 11 Economics 

Term 4 

Week 3 Lesson Number: 136 

Date: ____/___/2021 

Unit 3: Growing the Economy: Micro economy focus 

TOPIC 5:  MARKET STRUCTURE 

Subtopic: Perfect Market and Its Features 

Learning outcomes: At the end of this lesson, you should be able to: 

1. Explain Perfect Market and Its Features 
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Perfect Competition 
Perfect  competition  has  a  large  number  of  buyers  and  sellers,  each  of  whom  has  no 
influence over prices, homogeneous products, perfect knowledge, and freedom of entry of new 
firms into the market and consumer sovereignty.  
 
Difference between Perfect and Imperfect Market 
Perfect Market/competition 
Perfect competition occurs where the following market condition exist; 

 of buyers and sellers in the market 
Products are homogenous. 

 
ellers  about  the  prevailing 

price and other market condition. 
 
Large number of buyers and sellers in the market 
Suppose the total product of an industry is 2000 units of a particular product and there are  
500 firms producing these units. This means that an average of only 4 units is produced by each 
firm, which has a very insignificant proportion of the total market. No individual firm  
can  change  the  market  price  by  its  dependent  action.  In a perfect market a single firm is 
required to sell its products at the given market price. Therefore, individual firms are price takers 
and the throughout the market is the same. For this reason, the demand curve of a firm under 
perfect competition is perfectly elastic. It is a straight line parallel to the x-axis. 
The  presence  of  a  large  number  of  firms  is  an  essential  condition  for  the  market  to  be 
perfect. For the same reason the number of buyers should also be large in such a market, so 
that no single buyer can influence the market price with purchases. 
Homogeneous Product 
 
The products sold by a large firm in a perfect market is similar to those sold by another firm.  
There will be no differentiation of product by way of quality, shape, size, colour, design or 
packaging.  In  this  situation  there  is  no  reason  why  a  buyer  would  be  loyal  to  a  brand  
or attached to a particular product. 
 
Free Entry and Free Exit of Firms 
There  are  no  barriers  preventing  a  firm  from  entering  or  exiting  a  market.  There is no 
authority or mechanism to stop firms for doing so. When firms earn super profits, new firms will 
enter the market freely and will exit at any time they wish. 
 
Perfect knowledge among buyers and sellers about market conditions 
In a perfect market all firms know the price being charged for the product by the other firms.  
In  the  same  way all  buyers  also  have  a  perfect knowledge  of the prices  changed by these 
firms. This ensures that the same price prevails throughout the market for a product. 
A market is imperfect when the above conditions and the features to be mentioned below are 
present in a market. 
 
Features of a Perfect Market 
The following are features of perfect market. 
1. Prices are set by demand and supply in a market free from any external influences such as 
government regulation. There will be only one price ruling in the market- the market price. 
2.  There  are  very  large  number  of  sellers,  none  of  which  is  sufficiently  large  to  have  
any influence on the market – they are price takers not price makers.  
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Now attempt Practice Exercise 136 

Copy the questions and write your answers in your exercise book 

PRACTICE EXERCISE 136 

 
1. Explain the following 

i. Perfect competition  
ii. Monopolistic competition 
iii. Oligopoly  
iv. Duopoly 
v. Monopoly 
vi. Monopsony 

 
 

  

3. There are no barriers to entry to the market or exit from the market. Anyone can enter the 
market and compete freely. Similarly, if a seller cannot compete or cannot cover their costs, no 
one will help them and they will be forced out. 
4. Sellers can sell all they want at this price. If they raise their price, they will sell nothing,  
and  no  sensible  (rational)  person  would  drop  their  price  if  they  can  already  clear  all their 
output at a higher price.  
5. There is perfect knowledge in the market place. If one seller raises their price, everyone will 
know about it and avoid them There is no need for any seller to advertise. 
6. There is a very large number of buyers, none of whom can influence the market on their own. 
No one can negotiate a better price than anyone else. 
7. All sellers are selling an identical product, that is, they are selling a homogeneous product.  
In the 18th century, wheat was the same type and quality no matter whom you bought it from, 
milk was milk, and cabbages were cabbages. Today, there are many varieties of  wheat,  
milk  and  even  cabbages-  sellers  have  tried  to  move  out  of  this ‘perfect  market’) No  seller 
under perfect competition can gain an advantage over a competitor by being able to claim 
(legitimately) that they have a superior or different product.  
As for the imperfect market it exists if some conditions of perfect market are missing. 
 

This is the end of Lesson 136.  
Next lesson is: 

 Lesson 137.  Monopolistic Competition 


