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	Subject content
	What students need to learn:

	1.2.4 	The competitive 	environment

Understanding the competitive environment: 

· strengths and weaknesses of competitors based on: price, quality, location, product range and customer service 
· the impact of competition on business decision making.
	Students need to understand that an entrepreneur must have a clear understanding of the competition when developing a business opportunity. This will involve analysing the strengths and weaknesses of competitors.

Students also need to learn that competition must be considered when business decisions are made. The competitive environment, and the strength of competition, will have an impact in these decisions.





Key terms in this topic:

· Direct competition – a competitor who sells the same type of product or service.
· Indirect competition – a business that provides competition because it sells a substitute product.
· Customer service – how a business supports and helps a customer before, during and after they purchase a product.
· SWOT analysis – a study undertaken to identify the strengths, weaknesses, opportunities and threats of a business.






Key terms – examples
In the space below, write examples to illustrate the key terms 

	Key term
	Examples

	Direct competition
	


	Indirect competition
	


	Customer service
	




Summary of the topic

Competition occurs when two or more businesses act independently to supply goods and services to the same group of customers. Students should be encouraged to explore the extent of the competitive environment in which a small business operates. The advantages and disadvantages of different competitors should be considered in terms of: price, quality, location, product range and customer service. 

This sub-topic lends itself to primary investigation by students. For example, cafés in a local area could be investigated to identify relative strengths and weaknesses with results collated into a table to allow decisions to be made about which is most competitive. This type of investigation will allow students to consider the impact of competition and, where lots of competition exists, what the impact on business decision making is.














Synoptic links to this topic
	
This topic links with the following areas of the specification:

· 1.2.2 Market research
· 1.2.3 Market segmentation
· 1.4.2 Business location
· 1.4.3 The marketing mix

A business will carry out market research to identify its potential customers, but it can also be used to identify potential competition. A business may then decide if it wants to identify a gap in the market where there is less competition.

Understanding the competitive environment will also help make a range of other business decisions. This could include where a business locates, or decisions linked to the 4 P’s of the marketing mix.  

Case study: KFC

KFC is thinking of investing in a new restaurant in a town where the nearest KFC is over 40 miles away. The town has a population of 50,000 but is also a market town and many people from neighbouring villages and towns come in on Tuesdays and Saturdays for the popular market. The town also has the only cinema in easy travelling distance, as well as a night club. 

There are other fast-food outlets close to the town: a McDonald’s that stays open 24 hours on Fridays, two Asian takeaways, a kebab and pizza outlet and three fish and chip shops. There are also two cafés in the marketplace, which close by 5 p.m. 

The high level of competition has led KFC to carry out an investigation into the competitive environment. Before it decides to open the new restaurant, it needs to know that there will be enough customers to make the business a success.
Source: Pearson Edexcel worksheet 2017








How this case study illustrates/exemplifies the specification content:

	The case study illustrates ‘the competitive environment’ in a number of ways:

· There is both direct and indirect competition in the town where KFC wants to open a new restaurant.
· KFC are planning to carry out an investigation to find out more about the competition
· KFC will use this information to find to decide if it is a good idea to open the new restaurant.



Check your knowledge:

1. What is the difference between direct and indirect competition?
2. List three possible ways that a business could analyse the strengths and weaknesses of its competition.
3. Identify one business decision a business may make due to the affect of competition. 


Check your knowledge: recall question (previous unit)

1. How could location be used to segment a market?
2. Give an example of a business that would segment its market using lifestyle.
3. How many criteria are used to draw a market map?















Activity – now try this!

A SWOT analysis helps a business to make a business decision by analysing the competitive environment. Using the information in the case study can you help KFC whether it is a good idea to open the new restaurant. Try to select information from the case study that you would place into the four sections of the SWOT analysis.

What is your opinion? Give three reasons to justify this opinion.

	Strengths








	Opportunities




	Weaknesses







	Threats







What have you remembered so far?

	Question
	True
	False

	A business should not open if there is competition
	
	

	Competition will have an impact on business decision making
	
	

	A business can gain a competitive advantage by providing good customer service
	
	







Exam Questions

1. Multiple choice 

Which one of the following can be used to gain a competitive advantage?

Select one answer

A	High costs
B	High cash outflow
C	High quality
D	High break even point


2. Outline one impact of increased competition on KFC. (2 marks)

3. Explain one disadvantage to a business of producing high quality products. (3 marks)

4. Discuss the importance to a small business of understanding the competitive environment. (6 marks)

5. Analyse the impact of competition on the decision making of KFC. (6 marks)







