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Formative Assessment 1

Markets Structures

	What are the main differences between perfect and monopolistic competition? Provide an example of a difference.

	In perfect competition, the market comprises many firms, and no firm has control over the market. In contrast, in monopolistic competition, only a single firm controls goods and services supply and price. 
In perfect competition, the products sold in the make are similar, and there is usually no non-price competition. In contrast, in monopolistic competition, the market products have substitutes, and the market experiences a non-price competition. 
An example of perfect competition is the hotel and restaurants business. An example of perfect competition is agricultural produce, whereby numerous farmers may sell the same products in the market.


	To which market structures would advertising be important? Explain why.

	Advertising is vital to monopolistic competition. This is because advertising helps distinguish a firm's products from those of its entrants in customers' minds. In turn, this builds intense brand loyalty and possibly results in a firm gaining a positive economic profit.  

	Should business in perfect competition using promotions. Why or why not.

	Businesses in Perfect competition should not use promotions. This is because there are no barriers towards entrance in the market, and also there is adequate knowledge, and therefore firms can sell all the goods they can make. 


	What is the non-price competition?

	[bookmark: _GoBack]Non-price competition is a marketing approach whereby a single firm attempts to differentiate its service or produce from rival competing goods based on craft and design features.


	In an oligopoly market, one firm drops its prices. What are its competitors likely to do, and why.

	In an oligopoly market, when one firm drops its prices, its competitors drop there prices too. This is because a decrease in prices means a gain in market share, but when all the firms cut their costs, there will be no upsurge of market share for any firm.

	Why can't a business a monopoly business set both price and quantity? Use a diagram of an inelastic demand curve to explain your answer.

	A monopoly business cannot set both Prices and quantity because it faces a descending sloping demand curve. 
[image: Monopolies/Monopolist's Demand Curve - Definition - Formula - Explanation -  Schedule - Diagram/Curve - Monopoly Price and its Relationship to Elasticity  of Demand - Economicsconcepts.com]
Monopoly demand curve

	Why are firms in perfect competition referred to as 'price takers?

	  Perfect competition is called price takers because rival firms' pressure forces them to agree with the predominant equilibrium market price.

	What could happen to a firm in the perfect competition if they raised their prices?

	If a firm in perfect competition raises its products' prices, it will lose its sales to its rivals or competitors.

	How could a patent be a barrier to a new business entering the market?

	Patent are government-enforced market barriers, and they can deter a new business from entering the market if it fails to meet the government requirements.  

	In what way can a monopoly be more efficient than having competitors?

	A monopoly market can improve its efficiency by increasing its output production and lowering its products' prices.

	How do different markets encourage the use of technology?

	Different markers are encouraging technology by adopting technology to do their marketing of products and services. Technology helps firms to grow, build relationships with other firms as well as strengthening organizational efficiency. 

Also, the market structure has incorporated technology in keeping track of data and information as well as in making monetary tractions.

	Are there any perfect competition markets that exist in Australia? Why or why not?

	No perfect competition markets are existing in Australia. This is because there are limited firms in Australia, and every firm has a considerable share in the market whose actions impacts other businesses in the oligopoly. 

	In what ways can a monopoly maintain its control over the market?

	A monopoly can maintain control over the market by restricting free trade and preventing the market from setting prices. This, in turn, results in price fixing since the monopolies are sole providers and can set any price.

	Why is competition significant in the market economy?

	Competition is vital in the market economy because it aids in creating numerous choices for the customers, reduce the prices of products, and encourage businesses to better the quality of their produce and services to attract more consumers, hence expanding their share in the market.


	When you run a company that produces wool, the market price is $100. It costs your firm $110 to make yarn. What would happen to your firm? How could the business overcome this situation?

	My firm would incur losses because the wool production price is high, which means that the final product's price will be higher than the market price, and therefore no one will buy it. The business can, however, overcome this situation by 

	Recap the characteristics of the four different markets.

		Characteristics of Markets

	Characteristics
	Perfect Competition
	Monopolistic Competition
	Oligopoly
	Monopoly

	Number of firms
	 The industry has a lot of firm as well as customers.
	Many firms 
	Two or more firms 
	Only one firm is present in monopoly

	Degree of product differentiation
	All the firms in the perfect competition produce identical goods.
	Product differentiation is so high in monopolistic competition.
	They produce differentiated products.
	A buyer can only get a particular good from one seller.

	Barriers to entry
	There are no barriers to entry into the market.
	There is no barrier to entry or exit the market.
	There are barriers to entry in an oligopoly market.
	There are barriers to the entry of the Monopoly market.

	Control over price
	It doesn't have control over the market prices. 
	Firms in monopolistic competition have some control over the market prices, though when one firm reduces the costs of its products, the others does the same.


	It usually set the market prices, so it has control over costs.
	Since there is one seller in the market, the seller usually controls over market price.

	Examples
	An example of perfect competition is Foreign exchange markets, where they are usually similar.
	An example of Monopolistic competition is consumer services such as haircuts.
	An example of oligopoly is soft drink produces, e.g. Coca Cola company.
	An example of a monopoly is a Microsoft company.
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Monopoly Equilibrium is always in that part of the AR curve.
where elasticity is equal to unity or more than unity.




