Price and Non-Price Competition

A) Price Competition 

Here a firm attracts customers or gains market share by advertising or promoting any reduction in price. For example, sales, discounts, two-for-one (effectively a 50% discount), interest free and loss leaders. 
There is a risk of a price war if in an oligopoly or duopoly market structure. 

B) Non-Price Competition






Advantages of and Disadvantages to Producers of Non-Price Competition

Advantages – if successful, the firm will increase the demand for their product, increasing their revenue and profits. The firm can increase sales and market share without decreasing their prices.

Disadvantages to producers – non-price competition costs! Whether it is the cost of developing new products, the cost of advertising, paying more staff to improve the service or sponsoring a sporting event, they all cost $$$$. 


Non-Price Marketing Strategies





Product Differentiation





Attracting customers by making a product appear (or seem) different and superior to the competition’s product. 





Includes:


Location


Packaging 


Service


Sponsorship


Competitions


Branding and logos


Advertising





Product Variation





Attracting customers by making actual (or real) changes to a product that make it different and superior compared with the competition.





Product Modification





Attracting customers or gaining market share by developing or improving their product. This can be achieved by adding new and improved features to the product. For example, features on mobile phones now include: text messaging, taking photos, e-mail, internet and the ability to pay for goods and services using your phone. 





Vertical Product Variation





Where firms introduce different models of the same product, each targeted and appealing to different groups of customers. For example, cars can come with two, three, four and five doors, hatchbacks, saloons, station wagons or sports models.    





-High capital (or set-up) cost 


 e.g. Building an infrastructure network e.g. electricity


-Technological expertise        


  e.g. IPod Xerox


-Patents & copyrights 


  e.g. Dyson vacuum cleaners


-Government and legal barriers   


  e.g. Personalised Plates 











Two sellers





A differentiated product*





Some control over price





Control over quantity sold





Strong barriers to entry of other firms





Close substitutes











NZ example:


Foodstuffs and Woolworths, Air NZ and Jet Star





Monopsony





One Buyer of a commodity e.g. Fonterra








Monopolistic Competition








Oligopoly





A) Perfect Competition





B) Imperfect Competition





One seller





A single product   with no suitable substitutes





Price maker





Control over quantity sold





Strong barriers to entry of other firms





NZ example:


Kiwi Rail, NZ Post and Personalised Plates





Threat of a Price War means limited price competition and use non-price competition instead





No subs = PURE MONOP





Few subs =NEAR MONOP








A few large firms 





A differentiated product*





Some control over price





Control over quantity sold





Strong barriers to entry of other firms





Close substitutes








Kinked Demand Curve





NZ example:


Oil companies, banks.








Topic A7 – Market Structures 








Duopoly








Monopoly





Many sellers





A differentiated product*





Weak control over price and quantity sold





Weak barriers to entry of other firms














NZ example: 


Dairies, restaurants 





Many sellers





Homogenous product





Price taker





Individual sellers decide quantity





No barriers to entry of other firms





Perfect knowledge








NZ example:


Vegetable growers, dairy farmers





Market Structures








