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AP Microeconomics • Unit 4 Comparing Market Structures

Comparing Market Structures
AP Microeconomics | Unit 4 | perfect competition, monopolistic competition, oligopoly,
monopoly

1. The whole unit in one table

Perfect Monopolistic Oligopoly Monopoly
competition competition

number of firms many many a few one
product identical differentiated either unique
barriers to entry none low high very high
firm’s demand curve horizontal downward downward downward
price and MR P = MR P > MR P > MR P > MR

long-run economic profit zero zero possible possible
price and MC P = MC P > MC P > MC P > MC

at minimum ATC (long run) yes no no no
efficient yes no no no

2. The demand curve each firm sees

Price taker or price maker

A perfectly competitive firm is a price taker : its demand curve is horizontal at the market
price, so P = MR.
The other three are price makers: demand slopes down, so to sell more the firm must lower
its price, and MR < P .
Every firm, in every structure, produces where MR = MC.

3. Who keeps a profit in the long run

In the short run any firm can earn a profit or take a loss. In the long run it depends on entry:

• free or easy entry (perfect competition, monopolistic competition): profit attracts new firms until
economic profit is zero;

• high barriers (oligopoly, monopoly): economic profit can last. It is possible, not guaranteed.

4. Who is efficient, and how to spot each one

Only perfect competition gives P = MC (allocative efficiency) and production at minimum ATC
(productive efficiency). In the other three P > MC: too little is produced and there is a deadweight
loss. Monopolistic competition also has excess capacity.
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Clues in the question

• identical product, price taker, P = MR → perfect competition

• many firms, differentiated product, easy entry → monopolistic competition

• a few firms, a payoff matrix, rivals react → oligopoly

• one seller, no close substitutes → monopoly

Where students lose points

1. Mixing up monopoly and monopolistic competition.

2. Giving a monopolistically competitive firm long-run profit.

3. Drawing a horizontal demand curve for anything but perfect competition.

4. Saying only a monopoly has MR below price: every price maker does.

5. Saying zero profit means efficient.

Now practise it

Theory sticks once you use it. On sad-academy.com you’ll find practice questions for this
exact subtopic in the AP format, and an AI that grades your free-response answers against the
scoring guidelines, the way an AP reader would.
sad-academy.com

Data are hypothetical. AP® is a registered trademark of College Board, which is not affiliated with and does not endorse
this material.
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