5. Changing competitive environment
1. Fill in the gaps
Businesses, like people, have to ‘look after number 1’. This may be achieved by ___________________________ action, such as undercutting a new rival’s launch price in order to damage its chance of success. Some companies even deal harshly with the firms that supply them. Even the saintly Waitrose has imposed price cuts on its ___________________. The suppliers squealed but could do nothing about it. When dealing with suppliers and customers, trade-offs occur. Every firm would like to buy ______________________ from suppliers and sell dear to customers. And every firm wants to get long credit from suppliers and give _____________________ credit to customers. Yet it is impossible for all firms to benefit from this. Some must lose while others gain. 
Choose words from: short, long, illegal, suppliers, customers, predatory, cheaply    
2. Match two factors on the right to each of the statements on the left 
	Competition: fair or flawed?
	Ans
	Factors
	Factors

	2.1 Likely to lead to flawed competition
	
	a) May be less choice than people would like
	e) When product differentiation is very limited

	2.2 Likely to lead to fair competition between firms
	
	b) When government awards a 30-year contract to one firm (as with nuclear power generation)
	f) New product ideas may become finished products rather quicker

	2.3 An effect of fair competition between firms
	
	c) Prices will be relatively high
	g) A big player in the market keeps buying up smaller rivals

	2.4 An effect of flawed competition on consumers
	
	d) Customers may enjoy surprisingly low prices
	h) When it’s easy for newcomers to start-up a business


3.  Data response
In the ten years to 2015 the global price of steel was buoyant. This was the environment in which Tata Steel of India bought the major European steelmaker that owned British Steel. And when Tata closed down a major British Steel plant at Redcar, another steelmaker from Thailand stepped in to reopen the steelworks. Then, in 2015, concerns about Chinese economic growth hit steel prices worldwide. Chinese steelworks, used to struggling to keep up with demand at home, were now exporting cheaply to Europe. The Thai firm SSI was forced to close Redcar and Tata scaled back other steelworks across Britain. The competitive environment had changed, perhaps for ever. 
3.1 Explain how a business might try to prevent competition becoming too fierce from a country such as China
______________________________________________________________________________________ 
______________________________________________________________________________________

3.2 Apart from closing steelworks, how else might Tata Steel respond to the rise in competition from China?
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

3.3 Is it necessary for governments to intervene in takeover decisions between companies?
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

5. ANSWERS – Changing competitive environment
1. predatory … suppliers … cheaply … short

	Competition: fair or flawed?
	Ans
	Factors
	Factors

	2.1 Likely to lead to flawed competition
	B G
	a) May be less choice than people would like
	e) When product differentiation is very limited

	2.2 Likely to lead to fair competition between firms
	E H
	b) When government awards a 30-year contract to one firm (as with nuclear power generation)
	f) New product ideas may become finished products rather quicker

	2.3 An effect of fair competition between firms
	D F
	c) Prices will be relatively high
	g) A big player in the market keeps buying up smaller rivals

	2.4 An effect of flawed competition on consumers
	A C
	d) Customers may enjoy surprisingly low prices
	h) When it’s easy for newcomers to start-up a business


3.1 Businesses love to say they want government to leave them alone (laissez faire), but it’s amazing how much money companies spend lobbying government in the attempt to buy influence. If they felt under any threat from China they’d be quick to demand ‘fairer’ trade, which in this case might be attempting to ban Chinese steel imports from reaching the UK

3.2 They might try to refocus their production away from mass-produced steel to special steels that require more brainpower and add more value, i.e. side-step the competition

3.3 Some say yes, that only government can prevent predatory companies from hoovering up every competitor so that they enjoy a full monopoly (and then get their money back and more); other, free-market economists are likely to argue that government intervention is unnecessary because new competition will rise up and seize the profit opportunity. 
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