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Questions

1.
Define the terms ‘monopoly’, ‘merger’, and ‘restrictive practices’.

2.
How can monopolies, mergers and restrictive practices limit competition and hence consumer choice?

3.
How could the action of Aberdeen Journals be seen as an action that was against the principle of fair competition in the market place?

4.
What role does the government play in encouraging fair competition in the market place?

5.
What powers does the OFT have to enforce fairer trading conditions?

6.
What is a cartel? Why is it illegal? What can the OFT do to penalise firms that are found to operate a cartel?

7.
What is the OFT’s view of the conditions required for markets to work well?

8.
What is a ‘market study’ and why is it important in highlighting ways of helping markets to work more efficiently?

9.
What is a free market and how does demand and supply analysis enable us to understand how free markets operate?

10.
What is the role of the OFT in this market place?
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Answers

1.
A pure monopoly exists when there is only one firm operating in a particular market or supplying goods to a particular group of consumers. A merger is the joining together of two previously separate firms. Restrictive practices involve the actions of businesses that limit competition in the market place.

2.
Monopolies, mergers and restrictive practices all have the potential to reduce the level of competition in the market place, by restricting sources of supply to consumers and through the development of restrictions, which may serve to raise price and reduce choice.

3.
Aberdeen Journals was part of a major newspaper group. The company engaged in predatory pricing by artificially lowering the price it charged advertisers for placing adverts in its free paper. This was seen as a measure designed to make it difficult for a new rival free paper to compete in the market place – so that it would eventually have been pushed out of business.

4.
The government plays a major role in creating and regulating the competitive climate in a country. In this country it has established the Office of Fair Trading, which is given responsibility for supervising and creating the framework for competition.

5.
The Office of Fair Trading has considerable powers to ask firms to alter their trading practices, in order to comply with the canons of fair trading. It can also impose fines and other penalties. For example Aberdeen Journals was fined £1m for its predatory pricing actions.

6.
A cartel exists when a group of firms collude, so as to operate as if they are a monopoly, for example by fixing prices. Cartels are against the public interest and limit competition in the market. Creating a cartel is a criminal offence and directors can be fined or imprisoned for working with others in a cartel arrangement.

7.
The OFT believes that markets work well ‘when fair dealing businesses are in open and vigorous competition with each other for custom’.

8.
Market studies are carried out by the OFT’s Markets and Policy Initiatives division. Studies are carried out into markets that appear to be working poorly for customers. This information is then produced in reports with clear findings and recommendations that enable the OFT to develop approaches, making the markets work better, e.g. by providing guidance and advice to businesses on how they can compete in a fairer way.

9.
Free markets are made up of consumers (who demand goods) and producers and sellers (who supply goods). In a free market, prices act as signals guiding the actions of buyers and sellers. The absence of restrictive practices enables the market to operate smoothly. Changes in the intentions of buyers and sellers (e.g. a rise in demand because of the growing popularity of a good) lead to smooth changes in the market system. The absence of restrictive practices means that the market works in the best interests of consumers.

10.
The role of the OFT is to try and create a free market that will benefit consumers, because in the real world there are many restrictions and restrictive practices that limit the market from operating smoothly. Monopolies, cartels and firms employing restrictive practices distort the market. The OFT seeks to limit the actions of those that seek to distort the market.
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