
Market Structure

Meaning of market:

• In a conventional sense, is a formal or informal 
arrangement in which a group of economic agents 
(individuals and/or firms) exchange goods and 
services, or exchange productive resources with 
each other in a buyer-seller relationship. Highlights 
of the conventional market are as follows:

• Maximization of profits and utility is the main 
objective of market participants. Any exchange that 
maximizes utility or profit is the domain of the 
market



• The conventional market encourages self interest.
• The accomplishment of self interest is the prime of the 

conventional market.
• The conventional market is an exchange of goods and 

services of an open ended production set.
• This includes the production and trading of any goods 

and services.
• It does not matter whether the goods or services (such 

as pornography, alcohol, etc.) are socially beneficial or 
harmful.

• The jurisdiction of production and exchange of goods 
or services is not restricted by any Divine code, such as 
“halal.

• As long as the production and exchange of goods or 
services maximizes profits, the definition of market is 
defined and satisfied by maximizing profits.



• Profit is the driving force of production in a 
conventional market.  

From an Islamic point of view :

• Market is not just an exchange of goods or services 
between the two parties.

• The objectives and functions of market are 
fundamentally different than those of the 
conventional market.

• The participants in an Islamic market face dual 
objectives:

(i) Maximization of the profits and utilities of the 
parties concerned and 



(ii) Maximization of the welfare of the world and the 
world hereafter. 

• The market from an Islamic perspective is an 
institution or a channel of delivering maximal 
objectives.

• These objectives are maximizing financial goals (by 
providing greater well-being for mankind in this 
world) as well as ensuring a reward in the world 
hereafter.

• The objectives are not simply an exchange of goods 
between the two parties as implied in conventional 
wisdom. 



Types of market and their distinguishing 
characteristics

• There are four popular types of market structures 
include perfect competition, oligopoly market, 
monopoly market, and monopolistic competition. 

• Market structures show the relations between 
sellers and other sellers, sellers to buyers, or more.

The essential characteristics of a market are:

• An Area: In economics, a market does not mean a 
particular place but the whole region where sellers 
and buyers of a product ate spread. Modern modes 
of communication and transport have made 
the market area for a product very wide.



• One Commodity: In economics, a market is 
not related to a place but to a particular product. 
Hence, there are separate markets for various 
commodities. For example, there are separate 
markets for clothes, grains, jewellery, etc.

• Buyers and Sellers: The presence of buyers and 
sellers is necessary for the sale and purchase of 
a product in the market. In the modem age, the 
presence of buyers and sellers is not necessary in 
the market because they can do transactions of 
goods through letters, telephones, business 
representatives, internet, etc.



• Free Competition: There should be 
free competition among buyers and sellers in the 
market. This competition is in relation to the price 
determination of a product among buyers and 
sellers.

• One Price: The price of a product is the same in the 
market because of free competition among buyers 
and sellers.



Perfect Competition Market :

• A Perfect Competition market is that type of market 
in which the number of buyers and sellers is very 
large, all are engaged in buying and selling a 
homogeneous product without any artificial 
restrictions and possessing perfect knowledge of 
the market at a time.

A perfectly competitive market has the following 
characteristics:

• There are many buyers and sellers in the market.

• Each company makes a similar product.



• Buyers and sellers have access to perfect 
information about price.

• There are no transaction costs.

• There are no barriers to entry into or exit from the 
market.

• examples include the likes of agriculture, foreign 
exchange, and online shopping.

Determination of price and output:

• In perfect competition, the price of a product 
is determined at a point at which the demand and 
supply curve intersect each other.



• This point is known as equilibrium point as well as 
the price is known as equilibrium price. In addition, 
at this point, the quantity demanded and supplied 
is called equilibrium quantity.



• In Figure-3, it can be seen that at price OP1, supply 
is more than the demand. Therefore, prices will fall 
down to OP.

• Similarly, at price OP2, demand is more than the 
supply. Similarly, in such a case, the prices will rise 
to OP. Thus, E is the equilibrium at which 
equilibrium price is OP and equilibrium quantity is 
OQ.



Monopoly Market

• A pure monopolist is a firm producing product which 
has no effective substitutes among the products of 
other firms.

• Effective in the sense that even though the monopolist 
may be making abnormal profits, other firms cannot 
encroach on these profits by producing substitute 
commodities which might attract purchasers away from 
the product of the monopolist. 

Price determination under monopoly: 

• A monopoly firm is the sole seller of an object.

• The purpose of a monopoly is to get the maximum 
benefit. Of course, those who enter business, they aim 
to achieve the maximum benefit.



• But there is no chance of obtaining unusual benefits 
under competition as many vendors are there, but a 
monopolist is the sole seller of an object.

• So he will take advantage of the situation and try to 
get maximum profit, because, those buyers who 
want these goods, have no other choice than to buy 
it from him.

• So in determining the price of a product, the 
monopolist will be guided by only one purpose, that 
is, to maximize his profit.



Monopolistic competition

• Monopolistic competition refers to the market 
situation in which many producers produce goods 
which are close substitutes of one another.

• Two important distinguishing features of 
monopolistic competition are:

(a) Product differentiation, and

(b) Existence of many firms supplying the market.

Price determination under monopolistic 
competition:

• Under monopolistic competition, the firm will be in 
equilibrium position when marginal revenue is 
equal to marginal cost.



• So long the marginal revenue is greater than 
marginal cost, the seller will find it profitable to 
expand his output, and if the MR is less than MC, it 
is obvious he will reduce his output where the MR is 
equal to MC.

• In short run, therefore, the firm will be in 
equilibrium when it is maximising profits, i.e., when 
MR = MC.



Oligopoly

• Oligopoly is that market situation in which the 
number of firms is small but each firm in the 
industry takes into consideration the reaction of the 
rival firms in the formulation of price policy.

• The number of firms in the industry may be two or 
more than two but not more than 20.

• Oligopoly differs from monopoly and monopolistic 
competition in this that in monopoly, there is a 
single seller; in monopolistic competition, there is 
quite a larger number of them; and in oligopoly, 
there are only a small number of sellers.



Price and Output Determination under Oligopoly:

(a) If an industry is composed of few firms each 
selling identical or homogenous products and 
having powerful influence on the total market, the 
price and output policy of each is likely to affect the 
other appreciably, therefore they will try to 
promote collusion.

(b) In case there is product differentiation, an 
oligopolist can raise or lower his price without any 
fear of losing customers or of immediate reactions 
from his rivals. However, keen rivalry among them 
may create condition of monopolistic competition.



• There is no single theory which satisfactorily 
explains the oligopoly behaviour regarding price 
and output in the market.

• There are set of theories like Cournot Duopoly 
Model, Bertrand Duopoly Model, the Chamberlin 
Model, the Kinked Demand Curve Model, the 
Centralised Cartel Model, Price Leadership Model, 
etc., which have been developed on particular set 
of assumptions about the reaction of other firms to 
the action of the firm under study.



Duopoly

• One of the important forms of oligopoly Market is 
the duopoly.

• A duopoly is derived from the 2 Greek words duo 
(two) and poly is derived from the Greek word pole 
means to sell.

• So duopoly is such a form of market in which there 
exist only two sellers.

• In practice, the term is also used where two firms 
have dominant control over the Market.



• How are price and output determination under 
duopoly In the field of industrial organisation, it is 
the most commonly studied form of oligopoly due 
to its simplicity.

• It is the most basic form of oligopoly, a market 
dominated by a small no. of companies.

• A duopoly can have the same impact on the market 
as a monopoly if the two players.



Market distortions

• Market distortions are events, decisions, or 
interventions taken by governments, companies, or 
other agents, often in order to influence the 
market.

• They are often the response on market failures, i.e., 
circumstances that prevent perfect competition and 
achieving an optimal equilibrium in the market.

• An example of market distortion is a government 
subsidising farming activities.

• By paying farmers subsidies, a farmer's job becomes 
economically feasible and they're able to create 
artificially high supply levels, which in turn helps to 
ensure the nation can afford to eat/drink.



Market Structure & Market Equilibrium ;An 

Islamic perspective.

Islamic implications relate primarily to three main 
profiles of market structure:

• In terms of the competitiveness (competition / 
monopoly) .

• In terms of marketable goods ( consumer goods / 
productive factors)

• In terms of marketability (scope of marketable 
services)Yet, the idea of equilibrium must first be 
addressed



The Concept of Equilibrium:
Equilibrium, in general : the state in which an economic 
entity (e.g good price, factor price, consumer spending, 
producer output etc) is at rest so that it has no 
tendency for change over a given period of time .

How equilibrium is achieved:

When forces operating on the entity ( e.g supply / 
demand of a good ) are in balance for that period of 
time –

Does equilibrium make Islamic sense? 

Examples from jurisprudence (sarf rate; ‘day price’, 
‘equivalence price’, thaman al-mithl)“Allah permitted 
sale”. Implications from this verse The ‘just’ market 
price – the Prophet’s hadith.



Market Structures : (In terms of Competitiveness)
Focusing more closely on the Prophet’s tradition: 
Hadith: “ This is your market with no kharaj
imposed on you”

• Choice of a large market place in Medina makes up 
for two conditions: large number of buyers/ sellers 

• Maximum information efficiency No-tax policy ( i.e
kharaji in the hadith ) this makes up for free entry 
and exit. 



Monopoly :

• A monopoly market is a market which is dominated 
by a single seller.

• In many cases this monopoly is created and 
maintained by artificial entry barriers and unfair 
practices, such as bribery, localized price-cuts, 
buying of competitors, false advertisement 
campaigns, sabotage, fake infringement, lawsuits, 
coercion of supplier of raw materials, etc.

• The Islamic position is unambiguous on these 
issues. All such practices which are immoral and 
unethical are not permitted in Islam. Hence, Islam 
prohibits monopolies which are created and 
sustained by such unfair practices. 



• From an Islamic perspective the monopolist’s sole 
objective of profit maximization is in violation of 
Islamic principles.

• A market agent is not guided by the sole objective 
of profit.

• Rather he is driven by the spirit of Falah, which is 
more than the mere maximization of profit.

• Secondly, the monopolist’s policy of restricting 
output and charging an exorbitant price is unethical 
and un-Islamic because such policies hurt the well 
being of the society in the form of unsatisfied 
needs.



• The opportunity of increased production and 
gainful employment is deliberately prevented from 
taking place at a higher level. So, the firm’s behavior 
of restricting output for the sake of maximizing 
profits at the cost of the consumer’s suffering is not 
permissible in Islam.


