APPLYING COMPETITION ISSUES TO THE 2004 SUMMER PRE-ISSUED CASE STUDY.

The market and competition

1. ScrewLoose was the first to spot the gap in the market for telephone / on-line ordering combined with next day delivery.

As a result ScrewLoose should have been able to benefit from the first mover advantage. Think of three first mover benefits that ScrewLoose might have benefited from

Initially ScrewLoose enjoyed a monopoly position over their rivals. They were the only firm operating with this type of service.

How does a lack of competition affect the firm and how does it affect the consumer?

2. The market subsequently began to grow. To a large extent this was down to favourable external factors rather than ScrewLoose being particularly efficient.

What is an external factor?

Which external factors helped ScrewLoose to grow?

Unfair competition

3. Competition is unfair if it is unethical and more importantly, if it leaves the consumer worse off in the long run. Unfair tactics usually concern strategies designed to put a competitor out of business or to reduce the level of competition in general.

4. CY’s flexible pricing policy could be classified as unfair competition. The 30% discount did not apply to all stores. It is therefore an anti-competitive form of price discrimination. 

Define price discrimination

It may also be argued that the strategy is an example of predatory pricing

Define predatory pricing

ScrewLoose’s gross profit margin is 23%. Therefore, a price cut of 30% must mean that stock in the M4 postal area is being sold off at a loss. 

Given that predatory pricing is illegal give three reasons why CY has given the Manchester branch the authority to go ahead with the selective 30% discount

Predatory pricing will mean that the Manchester branch will make a loss. How can this strategy benefit ScrewLoose?

5. It could also be argued that taking over / merging with a competitor is an example of unfair competition. After the merger or takeover there will be one less alternative for the consumer to choose from. As result price elasticity across the whole market falls (i.e. becomes more price inelastic) 

N + P could not beat ScrewLoose fairly, Why?

Why might the takeover of ScrewLoose leave the consumer worse off in the future?

Should the Government do something about it?

Fair competition

6. Fair competition is any strategy or tactic that is morally acceptable. Fair competition does not leave the consumer worse off in the long run. Firms that manage to produce a better product or who manage to charge lower prices (because they are more efficient) should be able to steal market share. 

7. The home improvement market grew. Market growth encouraged two larger new firms to enter the market. Both N + P and Brewers had the economies of scale to defeat ScrewLoose fairly.

Explain why economies of scale can help a firm to steal market share from their rivals.

What types of economies of scale might be relevant to an on-line builders merchants?

Unlike ScrewLoose N + P and Brewers did not have to resort to unfair competitive tactics to defeat ScrewLoose.

However, both companies failed to move fast enough. Both had a chance to overtake ScrewLoose but they did not react fast enough. In the meantime ScrewLoose grew. This growth gave ScrewLoose the economies of scale needed to fight off N + P and Brewers when they finally got around to entering the on-line market. This example again shows why it is important for managers to be aware of time when making business decisions. 

Impacts of competition on ScrewLoose

· Increased competition from N + P and Brewers gave ScrewLoose added incentive to provide an excellent service. If competition was less intense maybe ScrewLoose could get away with not meeting the odd next day delivery deadline form their customers. However, with competition breathing down their necks ScrewLoose had to be efficient and reliable otherwise they would have lost market share very quickly to their rivals.

· The extra competition meant that ScrewLoose had to reduce their prices. To stop profit margins from falling ScrewLoose will have to find ways of improving their efficiency to compensate for the loss of revenue.

· To make good profits in a competitive market it is necessary to have a strong USP. Secondly, to keep your advantage in the long run competitors must find it hard to copy your point of differentiation.

· The extra competition from N + P and Brewers was not as bad as it could have been. At least the overall market was growing which was partly due to the advertising done by N + P. 

Can you explain why ScrewLoose’s sales went up even though their market share remained static?   

