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WHAT IS COMPETITION?

Competition - the struggle of independent economic actors for
limited economic resources. It economic process of interaction, rela-
tionships and the struggle between acting on the market enterprises
in order to ensure the best opportunities to market their products to
meet varied needs buyers.

Competition, although to varying interpretations, all as deter-
mined as rivalry between economic entities. Here are the most com-
mon definitions:

>  competition for the market in the absence of a monopoly;
>  adversarial businesses, entrepreneurs, when they were
independent actions effectively limit the ability of each to influ-
ence the general conditions of circulation of goods in the mar-
ket and stimulate the production of those goods that require
the consumer;

>  competitive, competitive relations between two or more

economic entities of economic activity, manifested as the desire

of each of them bypass the other in achieving a common goal,
to get higher result, to oust a rival;

>  rivalry between the participants of the market economy

for better conditions of production, purchase and sale of goods;

»  competition in the market among producers of goods and

services for market share, profit maximization or achieve other

specific purposes;

What is the role of competition? First, competition promotes the
establishment of equilibrium price the equation of supply and de-
mand. On a purely competitive market, individual firms exercise little
control over the cost of production, are so small portion of total pro-
duction, which increase or reduce its production will have no appreci-
able effect on the price of goods. Manufacturer, as well as the buyer
must always rely on market price. Thus, competition promotes com-
promise between sellers and buyers. It can be noted and that compe-
tition creates the identity of private and public interests. "Firms and
suppliers of resources, seek to increase their own profits and operat-
ing under highly competitive struggle, as both would sent "invisible
hand" - contribute to public or public interests ".

Secondly, competition supports socially normal conditions pro-
duction and sales of goods and services. She seemed to suggest pro-
ducers, how much capital they must invest in production of a product.
Suppose that one seller has spent on production of a commodity more
money than the other. In such situation where the market equilibrium

4
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price is established for this type of product, more profit will be the last
seller, that is the one who made the goods at a lower cost. And with
an excess of this type of product occur, as already noted, the sharp
drop in the price and the seller, which spent to produce a lot of mon-
ey, suffer losses.

Thirdly, competition stimulates technological progress and pro-
duction efficiency. Since the competition is uravnitelnitsey prices, we
can conclude that if the market competition will defeat those who
have high-quality goods and most low cost.

We can select the following functions competition.

1. The function of regulation. To persevere in the struggle, the
entrepreneur should offer products that prefers the consumer (con-
sumer sovereignty) . Hence factors of production under the influence
of the price directed to sectors where they are most needed.

2. The function of motivation. For the entrepreneur competi-
tion means a chance and risk at the same time:
-enterprises that offer the best quality products or produce her with
lower production costs, receive remuneration in the form of profits (
positive  sanctions ). It stimulates technical progress;
enterprises that do not respond to customers ' wishes or violation of
the rules competition with their rivals on the market , receive punish-
ment in the form of losses or squeezed out of the market ( negative
sanctions ) .

3. Distribution function. Competition not only includes incen-
tives to higher productivity, but also allows to distribute income
among enterprises and households in accordance with their effective
contribution. This responding to the ruling in the competition principle
of remuneration for results.

Vocabulary:

1. Competition — KOHKypeHLMs, COMEepPHNYECTBO, KOHKYPEHTHas
60pb6a;

2. Monopoly — MOHONO/NS, MOHOMOJSNCT;

3. Participant — yyacTHUK, y4yacTHMUA, CrywaTenb, KOHKYPCAHT;

4. Purchase — nokynka, npuobpeTeHune, 3aKynka, Kynns, Bbikyn,
3aKyr, CKYrKa;

5. Equilibrium price — paBHOBecHas LeHa.
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Give Russian equivalents.
profit.
absence of a monopoly
competitive relations
sales of goods and services
purely competitive market
high-quality goods
supply and demand
to rely on market price
total production
to spend on production.

ST Temoa0 T

Discuss what strategies companies in the following
sectors might use to compete with their rivals.
a) supermarkets b) construction equipment c¢) luxury
cars

THREE STRATEGIES TO GAIN A COMPETITIVE
ADVANTAGE

Cost leadership is perhaps the clearest of the three strategies.
In it, a firm sets out to become the low-cost producer in its industry.
The firm has a broad scope and serves many industry segments, and
may even operate in related industries; the firm’s breadth is often im-
portant to its cost advantage. The sources of cost advantage are va-
ried and depend on the structure of the industry. They may include
the pursuit of economies of scale, technology, preferential access to
raw materials and other factors.

The second strategy is differentiation. In a differentiation strat-
egy, a firm seeks to be unique in its industry along some dimensions
that are widely valued by buyers. It selects one or more attributes
that many buyers in an industry perceive as important, and uniquely
positions itself to meet those needs. It is rewarded for its uniqueness
with a premium price.

The means for differentiation are peculiar to each industry. Dif-
ferentiation can be based on the product itself, the delivery system by
which it is sold, the marketing approach, and a broad range of other
factors. In construction equipment, for example, Caterpillar Tractor's
differentiation is based on product durability, service, spare parts
availability, and an excellent dealer network.

The third strategy is focus. This strategy is quite different from
the others because it rests on the6choice of a narrow competitive
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scope within an industry. The focuser selects a segment or group of
segments in the industry and tailors its strategy to serving them to
the exclusion of others. By optimizing its strategy for the target seg-
ments, the focuser seeks to achieve a competitive advantage in its
targets segments even though it does not possess a competitive ad-
vantage overall.

A firm that engages in each strategy but fails to achieve any of
them is “stuck in the middle”. It possesses no competitive advantage.
This strategic position is usually a recipe for below-average perfor-
mance. A firm that is stuck in the middle will compete at a disadvan-
tage because the cost leader, differentiators, or focusers will be better
positioned to compete in any segment. In most industries, quite a few
competitors are stuck in the middle.

Answer these questions about the text.

1. Which sentence best expresses the main idea in paragraph
one?
A firm can get a competitive advantage by:
a. selling goods in many markets.
b. making as wide a range of goods as possible.
C. producing goods more cheaply than its rivals.

2. Which sentences best expresses the main idea in paragraphs
two and three?
When a firm uses a differentiation strategy:
a. it tries to persuade consumers that its products have spe-
cial qualities.
b. It tries to reach a small group of loyal customers.
c. It wants to attract as many buyers as possible.

3. Which sentences best expresses the main idea in paragraph
four?
If a firm chooses focus as its strategy, it tries to:
a. do better than its rivals in a small part of the market.
b. prevent other firms from entering the market.
c. do business in a large number of narrow markets.

4. In the final paragraph, does the writer say it is a good or bad
thing for firms to be stuck in the middle? Why?
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Discuss these questions.

1. Can you think of companies which use one of the strategies in
the text? What about your own company or a company you
know well?

2. Can you think of any companies which are stuck in the mid-
dle? What do you think they could do to improve their com-
petitive position?

Pre-reading questions
1) Who are the main competitors of the following companies?
Coca-Cola Nike Nokia Avon
2) What actions can a company take to compete against its ri-
vals?
3) Suggest five words or phrases which you associate with No-
kia?

NOKIA AND THE INSISTENT RINGING OF
COMPETITION

In 1983, Nike enjoyed dominance of its industry, with a market
share of more than 35 %, having crushed Adidas, its original rival. But
a tiny competitor was about to knock it sideways: Reebok.

A similar situation exists today with Nokia and Samsung. Al-
though the Finnish company’s share of the global market for mobile
handsets is similar to Nike’s in athletic shoes 21 years ago, its South
Korean competitor has momentum. Samsung’s camera phones, with
twisting flip-up screens that allow users to take, send and display pho-
tos quickly and easily, are hot; Nokia“s are not.

Samsung’s market capitalization exceeded that of Nokia last
week as this fact become evident in the companies” first-quarter re-
sults. Even more annoying for Nokia is the transfer of something in-
tangible, yet highly valuable: market leadership. The high end of the
market — phones that retail for $300 or more in the US - is no longer
Nokia"s. Samsung makes the expensive camera phone that a young
consumer wants to have.

Nokia seems to realize how potentially serious its situation is,
but two obstacles stand in the way of Nokia regaining authority. One
(product design) should be solvable, given the company’s heritage.
The other (that Samsung is South Korean) will be harder to tackle, as
other western companies are likely to find as well.

Design should be Nokia‘ssstrength, since it originally over-
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took Motorola by turning handsets into handsome goods, rather than
bland technological objects, yet in its recent models, Nokia appears to
have forgotten the first rule of modernist design — that form follows
function. Instead, it has placed most emphasis on making its handsets
colourful and zappy, with snap-on covers.

Samsung’s approach to digital communication has more sub-
stance. Its twisting flip-up screen is a neat way of making the most of
camera technology. The screen can even be folded outwards, so
friends™ photos appear when they call.

There is no obvious reason why Nokia should not regain its lead
in design. But Samsung has another advantage, which is more difficult
for any European rival to counter: the willingness of young South Ko-
reans to pay high prices for new electronic devices. In terms of access
to broadband and telecommunications infrastructure, Samsung hap-
pens to be sitting in one of the world’s most wired- and wireless-
markets.

Nokia has a similar advantage in Finland in the 1990s and ex-
ploited it to establish a strong presence round the world, including in
Asia. But Europe has trailed Asia inn high-speed mobile services.
South Korea has more than 5m subscribers to third-generation servic-
es. That has helped Samsung to develop better designs for camera
handsets at home before applying the lessons in Europe and the US.

One thing Samsung learnt — and Nokia did not — was to make
its camera handsets small. MasamichiUdagawa, co-founder of Anten-
na Design in New York, says he was “shocked” when he saw one of
Nokia"s first camera phones in Tokyo; companies such as Panasonic
and Sharp were already making much smaller models for Japan. “It
was a nice design, with a sliding lid, but its sheer size made it unac-
ceptable”, he says.

For consumer companies in Europe and US, Nokia" s experience
points to a broader challenge. Nike has remained innovative by devel-
oping a range of premium-priced shoes in the US and then selling
them around the world.

Samsung has shown that companies in Asian economies can
use their own domestic markets to develop global products. Of
course, Japanese companies, including Sony and Toyota, have done
that for several decades, blending design and technology in ways un-
matched by western companies. But countries such as South Korea
have a demographic advantage over Japan and Europe — a plentiful
supply of young people. As south-east Asian economies develop,
those consumers will become increasingly valuable.

9
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WHAT MAKES A "GOOD"” COMPETITOR?

A good competitor has a number of characteristics. Since its
goals, strategy, and capabilities are not static, however, the assess-
ment of whether a competitor is good or bad can change.

Credible and Viable. A good competitor has sufficient re-
source and capabilities to be a motivator to the firm to lower cost or
improve differentiation, as well as to be credible with and acceptable
to buyers. The competitor cannot serve as a standard of comparison
or aid in market development unless it has the required resources to
be viable in the long term and unless buyers view it as at least a mi-
nimally acceptable alternative. The credibility and viability of a good
competitor are particularly important to its ability to deter new entry.
a competitor must have resources sufficient to make its retaliation a
credible threat to new entrants and it must represent an acceptable
alternative to buyers if they are to forgo looking for new sources. Fi-
nally, a competitor must be strong enough to keep the firm from be-
coming complacent.

Clear, Self-perceived Weakness. Though credible and via-
ble, a good competitor has clear weaknesses relative to a firm which
are recognized. Ideally, the good competitor believes that its weak-
ness will be difficult to change. The competitor need not be weaker
everywhere, but has some clear weaknesses that will lead it to con-
clude that it is futile to attempt to gain relative position against a firm
in the segments the firm is interested in.

Understands the Rules. A good competitor understands and
plays by the rules of competition in an industry, and can recognize
and read market signals. It aids in market development and promotes
the existing technology rather than attempting strategies that involve
technological or competitive discontinuities in order to gain position.

Knowledge of Costs. A good competitor knows what its costs
are, and sets prices accordingly. It does not unwittingly cross-
subsidize product lines or underestimate overhead. A “dumb” com-
petitor is not a good competitor in the long run.

A strategy that Improves Industry Structure. A good
competitor has a strategy that preserves and reinforces the desirable
elements of industry structure. For example, its strategy might elevate
entry barriers into the industry, emphasize quality and differentiation
instead of price cutting, or mitigate buyer price sensitivity through the
nature of its selling approach.

Reconcilable Goals. A good competitor has goals that can be
reconciled with the firm’s goals. The good competitor is satisfied with

10
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a market position for itself which allows the firm to simultaneously

earn high returns. This often reflects one or more of the following

characteristics of good competitor:
1) has moderates strategic stakes in the industry. A good competi-
tor does not attach high stakes to achieving dominance or un-
usually high growth in the industry. It views the industry as one
where continued participation is desirable and where acceptable
profits can be earned, but not one where improving relative posi-
tion has great strategic or emotional importance. A bad competi-
tor, on the other hand, views an industry as pivotal to its broader
corporate goals. For example, a foreign competitor entering what it
perceives to be a strategic market is usually a bad competitor. Its
stakes are too high, and it may also not understand the rules of
the game.
2) Accepts its current profitability. A good competitor, while seek-
ing to earn attractive profits, is typically satisfied with its current
returns and knows that improving them is not feasible. Ideally the
competitor is satisfied with profitability that is somewhat lower
than the firm’s in segments that they jointly serve. In such a situa-
tion the competitor is not prone to upset the industry equilibrium
in order to improve its relative profitability, and its modest returns
may serve to discourage entry by new competitors.
3) Desires cash generation. A good competitor is interested
enough in generating cash for its stockholders or corporate parent
that it will not upset industry equilibrium with major new capacity
or a major product line overhaul. However, a good competitor
does not harvest its position in the industry because this will
threaten its credibility and viability.
4) Has a short time horizon. A good competitor does not have so
long a time horizon that it will fight a protracted battle to attack a
firm’s position.
5) Is risk-averse. A good competitor is concerned about risk and
will be satisfied with its position rather than take large risks to
change it.

Sometimes a competitor can be a good competitor to a firm but
the firm is not a good competitor to it. One competitor plays by the
rules, but the other attacks it anyway. Industries are most stable
when firms are mutually good competitors — the segment one com-
petitor focuses on is profitable for it but not of interest to the other,
for example. Mutually good competitors play to their respective
strengths and succeed at doing so given their respective internal
standards.

11
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METHODS OF COMPETITIVE STRUGGLE

Competition can be divided into fair competition and unfair
competition. The main methods of fair competition are:
- improvement of quality of production
- decrease of prices (a "price war")
- advertising
- development of pre - and after-sales service
- creation of new goods and services using STC advances etc.

One of the traditional forms of competitive struggle is manipu-
lation prices, so-called "price war". It is in many ways: decrease pric-
es, local changes of prices, seasonal sales, provision of a larger vo-
lume of services at current prices, an extension of deadlines consumer
credit and other mainly price competition is used to propel the market
with weaker players or penetration already
untapped market.

More effective and more modern form of competition is the struggle
for the quality of the offered on the market the goods. The supply of
the market higher quality products or new use value hampers the re-
sponse by a competitor, because the build quality pass a long cycle,
starting with the accumulation of economic and scientific and technic-
al information.

The main methods of unfair competition are:
- economic (industrial espionage)
- fake products of competitors
- bribery and blackmail
- the deception of consumers
- manipulation of business reporting
- cyber
- concealment of defects etc.

Vocabulary
decrease — yMeHbLUAaTh

provision — rpe[ocTas/ieHmne

accumulation — HakorieHue

H W=

esplionage — LUMMOHaX

12
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5. fake — nogaesnka
6. bribery — B39TOYHNYECTBO

7. blackmail- waHrax

TYPES OF COMPETITION IN THE MODERN MARKET
CONDITIONS

Competition can only exist in a particular state market. Different
types of competition (and monopoly) depend on certain market indi-
cators. Key indicators are:

1) Number of firms (economic, industrial, commercial enterpris-
es having legal personality), supplying goods to market;
2) product differentiation

3) Freedom of entry into the enterprise market and exit from it;
4) Availability of information

5) Control over the market price

6) non-price competition

7) sector of the economy, which dominates this structure.

There are several types of competition. Consider the classifica-
tion of types of market competition on a number of grounds.

I. Types of competition-scale development
projects

Scale development identified the following types:
- private (one participant of the market tends to take its place under
the sun - choose the best conditions for the sale of goods and servic-
es);
- local (among the depositors of some territory);
- industry (in one of the branches of the market there is a struggle for
obtaining the highest income);
- interindustry competition representatives of different sectors of the
market for reaching out into customers to monetizing);
- national (domestic competition depositors within the country);
- global (fight enterprises, business associations of various countries
on the world market).

13
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I1. Types of competition on character development

By the nature competition is divided into free and regulated.
Competition is divided on the price and non-price.

- Price competition occurs, as a rule, by artificial churning prices
for the product. Widely used price discrimination that takes place,
and, where this product is sold at different prices and these price dif-
ferences are not justified by differences in  costs.
Price competition is most often used in the services sector, providing
services of transportation of goods; sale of goods, which is redistribu-
tion from one market to another (transportation of perishable prod-
ucts from one market to another).

- Non-price competition is conducted mainly through the im-
provement of product quality, production technology, innovation and
nanotechnology, patenting and branding and conditions of its sale,
«cepBu3aummn» sales. This fork competition is based on the desire to
capture part of the industrial market through the issue of new goods,
which are fundamentally different from their predecessors, or are
modernized version of the old model.

II1. Types of competition, depending on the prere-
quisites of competitive equilibrium market

You can select the perfect and imperfect competition.

- Perfect competition - competition based on the fulfillment of
the preconditions of competitive equilibrium, which include the follow-
ing: existence of many independent producers and consumers: the
possibility of a free trade of the factors of production; the indepen-
dence of subjects of management; uniformity and comparability of the
products; the presence of availability of information about the market.

- Imperfect competition is a competition based on a violation of
the prerequisites of competitive equilibrium. Imperfect competition
has characteristics: the division of the market between several major
firms or complete domination of the limited independence of enter-
prises; differentiation of products and control of segments of the mar-
ket.

14
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IV. Types of competition, depending on the ratio of
supply and demand (goods, services)

We can distinguish the following types of competition (a kind of
perfect and imperfect competition):
- net;
- O/IUrONONNCTNYECKAS:
- monopolistic.

- Net competition represents a limiting case of competition and
refers to the kind of perfect competition. The key characteristics of
the market of perfect competition are: large number of buyers and
sellers who do not have enough force to affect prices; undifferen-
tiated, fully interchangeable goods, which are sold at prices deter-
mined by the ratio between demand and supply (similar goods, many
ToBapo3aMeHuTeneit); the complete absence of market power.

- Oligopoly competition is a competition related to the imperfect
sight. The key characteristics of an oligopolistic market competition
are: a small number of competitors, creating a strong relationship;
greater market power: the power reactive position, as measured by
the elasticity of the reactions of the company the actions of competi-
tors; the similarity of the goods and the limited number of their sizes.
Formation onurononsHoro market (the whole volume of deliveries is
provided by just a few companies) is characteristic for the following
industries: chemical industry (production of polyethylene, rubber,
technical oils, ethyl fluid, some types of resins); machine building and
metal processing industry (production of machinery and equipment,
the way, rails, tubes, etc.).

- Monopolistic competition is a competition, imperfect. Main
characteristics of the market of monopolistic competition: a great
number of competitors and steadiness of their forces;
anddepeHumposaHHocTb ToBapos (from the point of view of the buy-
er the goods have distinctive qualities that are perceived as such by
all the market). Differentiation can take various forms: the taste of the
drink, the special technical characteristics, original combination of
characteristics, quality and range of services, the strength of the trade
mark; the increasing of the market forces at the expense of differen-
tiated goods that protects the company and generate profit above

15
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market average. The formation of a monopoly market is typical for
sectors where competition is complicated owing to their technological
features (infrastructure sector: transport, communications, energy).

V. Types of competition in accordance with the re-
quirements laid down in the basis of the goods

You can select the horizontal and vertical types of competition.

- Horizontal competition is a competition between manufactur-
ers of the same type of goods. Is a kind of intra-industry competition,
i.e. competition for the most best production of functional properties
and parameters of the goods (TV manufacturers compete on the size
of the diagonal, brightness, sound, additional services: service main-
tenance, delivery terms and other). Leaders are those. who applies
innovations in technology, the goods, packaging, know-how and other

- Vertical competition is a competition between manufacturers
of various products that can satisfy the same need of the buyer. For
example, with the help of TV, you can satisfy the need for informa-
tion, entertainment, education and other The need to obtain informa-
tion, in addition to TV, you can meet with your phone, Newspapers,
magazines, radio and other sources, which belong to other branches
of production of goods, and is a form of inter-sectoral competition.
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