
A business gains a certain kind of power when customers have few practical places to 
go. We can recognize that power in ordinary situations: a service provider raises its fee, 
slows its response, or removes a useful feature, yet many customers remain because the 
alternatives are limited. Now picture a different setting, where several dependable 
businesses offer comparable services and changing providers is easy. The same 
decision could send customers elsewhere. The difference helps explain competition, the 
rivalry among businesses seeking customers, sales, and other opportunities. 
Competition gives people alternatives and gives businesses reasons to improve. Its 
strength depends on how usable those alternatives actually are. Ten companies listed 
online provide little comfort if only one can serve your address, meet your deadline, or 
supply what you need. 

Cathy Hughes’s development of Radio One offers a useful example of competing by 
understanding an audience. Radio One began in 1980 with the acquisition of WOL in 
Washington, D.C., and grew into the broader media enterprise known as Urban One. Its 
history reflects the commercial importance of programming created around listeners 
whose interests and experiences deserved sustained attention. The company’s account 
of its development describes its expansion across radio, television, and digital media. 
For an entrepreneur, that history illustrates an alternative to trying to serve everyone in 
exactly the same way. A business can develop a strong position by recognizing what an 
audience values and delivering it consistently. Hughes’s achievement gives us a starting 
point for examining differentiation, audience relationships, and access to distribution. 
Those are economic questions that help explain how a media business earns its place. 

Product differentiation means making a good or service meaningfully different from 
competing offerings. The difference might involve quality, design, location, expertise, 
convenience, or the experience of using it. In media, it can involve trusted presenters, 
distinctive reporting, musical choices, or conversations unavailable elsewhere. Imagine 
two independent audio programs discussing entrepreneurship. One offers broad 
interviews with well-known executives; another explains the practical work of running 
small businesses through detailed conversations with their owners. Both concern 
business, but listeners may value them for different reasons. If the second program 
develops a loyal audience, advertisers seeking that audience may find it particularly 
useful. This is an illustration of competitive positioning, not a claim about any particular 
station’s finances. The company has created a reason to be chosen beyond simply 
charging less. 

Differentiation helps explain monopolistic competition, a market structure in which many 
businesses compete with offerings that customers regard as somewhat different. The 
name sounds contradictory, but each part describes a feature. There is competition 
because alternatives exist, while each business has some influence over its particular 
offering because it is not viewed as identical to everything else. Consider independent 
language schools. Several may teach Spanish, yet one specializes in conversation, 
another in professional vocabulary, and another in flexible evening classes. Each can 
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have some room to set its own price, but charging too much relative to its benefits can 
drive students toward substitutes. OpenStax’s explanation of monopolistic competition 
connects product differences with this limited pricing freedom. Distinctiveness can 
strengthen a business without eliminating competition. 

At the other end of a useful comparison is perfect competition, a theoretical model 
involving many buyers and sellers, essentially identical products, good information, and 
relatively easy entry and exit. In that setting, an individual seller has little influence over 
the market price and is called a price taker. If buyers can obtain an identical product from 
many other sellers, one seller cannot easily demand a premium. “Perfect” describes the 
model’s assumptions rather than a claim that every aspect of life would be ideal under it. 
Real markets rarely satisfy all those conditions completely, but the model gives 
economists a reference point. It helps us see how the ability to influence price changes 
when products become distinctive, information becomes uneven, or entering the market 
becomes difficult. OpenStax introduces perfect competition as a framework for 
understanding those relationships. 

The ability to influence market terms is called market power. On the selling side, it can 
include the ability to maintain prices above competitive levels or reduce quality without 
losing enough business to make the decision unprofitable. Some market power can arise 
from providing a service customers particularly value. More substantial power can arise 
when customers lack workable alternatives. Imagine a town where only one company 
offers reliable high-speed internet to a particular group of homes. A resident may dislike 
a price increase but still need the connection for work or study. Another provider 
operating in a nearby city does not help if it cannot reach that home. This is why 
economists examine the relevant market: the products and geographic area that capture 
meaningful competitive alternatives. A company’s influence becomes clearer when we 
ask what customers could realistically switch to. 

A monopoly, in the simplest economic model, exists when one seller supplies a market 
without close substitutes. That seller still faces limits. Customers have finite budgets, 
may reduce their purchases, or may find less convenient ways of meeting a need. A 
monopolist therefore cannot assume that every price will produce the same sales. 
Suppose our hypothetical internet provider raises its monthly charge substantially. Some 
households might cancel, share a connection where practical, or rely more heavily on 
access elsewhere. Others might remain because those options cannot support their 
needs. The provider must consider these responses, but it faces less direct pressure 
than it would if comparable rivals could readily serve the same homes. Strong market 
power changes the balance of the relationship; it does not remove demand, costs, or the 
possibility of customers adapting. 

The conditions that make entry difficult are called barriers to entry. Some involve the 
expense of beginning operations, such as building a network or purchasing specialized 
equipment. Others involve access to distribution, scarce resources, established 
relationships, or rules governing participation. Imagine someone with an excellent plan 
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for an internet service who must first install extensive infrastructure before receiving a 
single subscription payment. That initial commitment creates a different challenge from 
beginning a service that requires only a laptop and a small workspace. Entry can also be 
difficult when a newcomer must persuade customers to trust an unfamiliar provider while 
covering substantial expenses. OpenStax describes these barriers as an important 
explanation for why competition does not always appear quickly when an established 
seller earns attractive returns. Recognizing the barrier helps an entrepreneur identify 
what must actually be overcome. 

Some industries have a cost structure that makes one large provider potentially less 
expensive than several smaller providers duplicating the same facilities. Economists call 
this a natural monopoly when one firm can supply the relevant market at a lower total 
cost than multiple firms. A local water distribution network is a common illustration 
because installing pipes is expensive, and laying several competing networks along the 
same streets could duplicate much of that expense. The term describes production 
costs, not a conclusion that the provider should operate without oversight. The central 
challenge becomes obtaining the cost advantages while maintaining dependable service 
and reasonable terms. OpenStax’s discussion of natural monopoly connects it with 
economies of scale. We need to understand both why a single network may be efficient 
and how the people relying on it can have their interests protected. 

Between markets with many sellers and those with one seller lies oligopoly, a structure 
in which a small number of major firms account for much of the activity. Its distinctive 
feature is strategic interdependence: each major company’s decisions depend partly on 
how rivals are expected to respond. Imagine a town served by three competing 
self-storage companies. If one offers a substantial introductory discount, the other two 
may match it, emphasize better security, or offer more flexible access. The first company 
must consider those likely reactions before deciding whether the discount will attract 
lasting business. A market with only a few sellers can still be intensely competitive, while 
another may show limited rivalry. OpenStax’s explanation of oligopoly emphasizes this 
interaction among a small number of important participants. Counting firms helps 
describe the structure, but observing their behavior helps explain the results. 

Businesses can react to one another independently, or they can attempt to coordinate 
their behavior. Collusion involves cooperation among competitors to reduce rivalry, such 
as agreeing on prices or dividing customers. An explicit agreement among competing 
storage companies to maintain a particular monthly charge would differ from each 
independently responding to higher property expenses. Similar prices alone do not 
establish an agreement. In the United States, naked price-fixing agreements among 
competitors are generally illegal; the Federal Trade Commission explains both price 
fixing and the distinction from ordinary parallel price changes. That distinction matters 
because careful economic reasoning requires evidence. We should be able to recognize 
behavior that restricts competition without assuming that every matching price proves 
misconduct. 
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Customers can also encounter switching costs, the money, time, effort, or disruption 
involved in moving to another provider. Consider an independent publisher using a 
digital service to manage subscriptions. Another service offers a lower monthly fee, but 
moving requires transferring records, retraining staff, checking payment arrangements, 
and informing readers. Those tasks can make switching costly even when the new 
provider is attractive. Some costs arise naturally from learning and organization; others 
may be increased by a provider making transfers unnecessarily difficult. Imagine the 
publisher comparing a $50 monthly saving with several days of migration work and a risk 
of interrupted subscriptions. Remaining with the existing service may be a reasonable 
short-term decision. Yet the difficulty of leaving can also weaken the pressure that 
competitors place on the existing provider. 

A related source of advantage is a network effect, which occurs when a service becomes 
more useful as more people participate in it. Think of an online marketplace connecting 
voice actors with clients. More clients can attract more performers, while a broader 
selection of performers can attract more clients. That growth can provide real benefits to 
both groups. It can also make entry difficult for a new marketplace, which needs 
participants before it can offer the same range of opportunities. The new business might 
respond by serving a particular specialty, offering better tools, or allowing participants to 
use multiple platforms easily. The question is how the network’s benefits interact with the 
ability of others to compete. A successful platform can earn loyalty by being useful, while 
its size can also become part of what protects its position. 

Market power can appear on the buying side as well. Monopsony refers, in its simplest 
form, to a market with one buyer; more broadly, economists discuss monopsony power 
when buyers can influence the terms paid to suppliers or workers because those 
participants have limited alternatives. Imagine an isolated region where one major 
organization purchases nearly all locally produced broadcasting work. Independent 
producers may have little room to negotiate if reaching other clients is expensive or 
difficult. A similar issue can arise when workers have few practical employers for their 
skills. A job elsewhere may exist in theory but require relocation, different childcare 
arrangements, or a costly commute. Competition therefore concerns the options 
available to people selling their work and services as well as those purchasing finished 
products. More credible alternatives can strengthen their ability to negotiate. 

These relationships help explain why business size alone is an incomplete measure of 
competitive conditions. A large company may offer lower costs, extensive services, and 
dependable distribution while still facing strong rivals. A small company may hold 
substantial influence in a narrowly defined local market. Market share, the portion of a 
market’s sales or activity accounted for by a firm, is useful evidence, but it must be 
interpreted alongside entry barriers, substitutes, switching costs, and customer 
behavior. The FTC explains that monopolization analysis examines durable power and 
how that power was obtained or maintained. Success earned through a better product or 
superior management is not itself unlawful. The concern is conduct that improperly 
establishes or preserves monopoly power, a question requiring examination of the facts. 
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For a developing business, this lesson offers practical direction. An independent media 
producer does not necessarily need to imitate the largest network. The producer might 
build expertise in a particular subject, develop trusted relationships with a defined 
audience, or offer advertisers a service that larger organizations handle less effectively. 
That is a competitive advantage: an ability or position that helps a business perform well 
relative to alternatives. The advantage becomes more durable when it rests on work that 
is difficult to reproduce quickly, such as accumulated expertise, dependable service, or 
carefully earned trust. Cathy Hughes’s development of an audience-centered media 
enterprise illustrates the commercial significance of recognizing whose needs deserve 
attention. A smaller business can study that principle without assuming that another 
company’s history provides a guaranteed formula for success. 

A useful test of competition is what happens when someone wants a better option. Can a 
customer move without unreasonable disruption? Can a worker pursue another 
employer? Can an independent producer reach buyers through more than one route? 
Can a new company enter and be judged on the quality of its work? Those possibilities 
place pressure on established businesses to keep earning their position. They also 
create room for new ideas to become credible alternatives. Understanding market power 
allows us to appreciate achievement while examining the conditions surrounding it: how 
influence was built, what choices remain available, and whether customers and 
collaborators benefit from the relationship. A business strengthens its standing when 
people continue choosing it because its work deserves their confidence. 

 


