Competitive Markets


Competition is a driving force in a market economy. Price and output decisions depend on the competitive structure of the market. Structures vary from monopoly to perfect competition. For a few industries, changes in market conditions result in an immediate response on the part of buyers and sellers. The immediacy of response creates an environment in which price and output continually seek equilibrium. This constitutes a market structure called, “perfect competition.” 

Perfect competition is the ideal market situation because it leads to efficiency in the use of resources. And in terms of output it meets society’s wants more than any other market structure. But in the real world, perfect competition is rare simply because having complete or perfect information is rare. Even so, perfect competition provides the basis for comparing the efficiency of other market structures.

Perfect competition is based on certain assumptions, that it’s easy for firms to enter and exit the market. That a large number of firms produce identical goods and face a large number of buyers, and that buyers and sellers have complete information about market conditions.

A represented flower market is a close approximation of a perfectly competitive market, so how do buyers and seller interact in this arena? The owner of Galper Flowers, Stan Miklis, said, “The customer’s going to choose what’s best for them if our plants are not the best on the market, then they will go elsewhere to buy them.” Another owner of a flower store, Mark Renouf of Sunset Plants, “They would rather pay a little bit more for a good quality plant than to pay a little less for a less quality plant.”


A customer said, “I tend to buy things at the farmer’s market because they’re always fresh. They’re always prettier than what I could purchase somewhere else.”


Owners of flower stores try to attract customers with representations of their plants, using a lot of color, color coordinating their plants together, and different having heights in different areas. First impressions really mean a lot to customers and that’s what they try to emphasize besides the quality.


In a perfectly competitive market structure, it’s easy for firms to enter and exit the industry in the long run. Excess profits attract more competition, thus increasing market supply and lowering market prices, a boon to consumers. Ease of exit allows firms to leave the industry if losses persist. The essence is: Excess profits attract and losses drive away.


It goes with out saying that in the “perfect market,” everyone benefits. However, this is not true because the amount of government involvement is rather slim.

