                                                                                                                          ECO/365


Current Market Conditions Paper

Market structure
Market structure refers to the physical characteristics of the market within which firms interact. It is determined by the number of firms in the market and the barriers to entry (Colander, 2004). The concept of market structure is fundamental to both economics and marketing. Market structures are one of the most commonly used approaches to study the behavior of the firms in an economic system. The four basic types of market structure are Perfect Competition, Monopolistic, Oligopoly, and Monopoly. The following are brief description of these four basic types (Investopedia, 2009)
· Perfect Competition- many sellers of a standardized product, and none barriers to entry.

· Monopolistic Competition--many sellers of a differentiated product, and very low barriers to entry.

· Oligopoly - few sellers of a standardized or a differentiated product, and high barriers to entry.

· Monopoly - a single seller of a product for which there is no close substitute, and high barriers to entry.

Our team believes the best fits market structure for Burger King is oligopoly market. Burger King operates in the oligopolistic market structure because in the fast food outlets, there is small number of large sellers or producers i.e. McDonald’s, Wendy’s, etc. and every seller has a perceptible effect on the other sellers and influence on the market. This market structure is very effective for Burger King in taking their pricing decision and formulating & implementing own strategies because in this structure firms know their competitors pretty well and keep a close watch on their competitor’s strategies and activities. In this structure, pricing decisions mainly depend upon the various conditions i.e. demand, cost, and pricing strategies of competitors, which  are very helpful for the Burger King and also helps in fixing accurate price for its products, in order to attract and retain the likely customers as well as attain large market share and profit. The certain other important features of this market structure are- few sellers, detectable impact, both homogenous or product differentiation is possible, not easy for other industry to enter, interdependence, and et cetera. The mentioned features enable Burger King in making its own effective decisions because of the interdependence and knowledge about competitors, so that it will be much easier for Burger King, to cope with the critical issues and easily compete with rivals, while earning maximum profits.  

Oligopoly firms have the resources to reduce the price of their products; however, this can sometimes lead to price wars. According to (Colander, 2004), sometimes an oligopoly firm’s goal can be simply to drive a disliked competitor out of business, even if that process hurts the firm itself. Passion and anger play roles in oligopoly pricing because interpersonal and interfirm relations are important. In addition, this market has a few firms with mutual interdependent, pricing and quantity decision, which are all able to make supernormal profits. The supernormal profit can help innovates the market through research and development programs.

The impact of new companies

The impact of new, smaller players operating in a niche segment or particular location will have little impact on the revenues and profitability of larger chains such as Burger King. It is only the strategic initiatives of stronger players like Mcdonald's or Wendy’s that will impact the operations of Burger King. New companies entering the market will find it extremely difficult to compete with stronger players such as Burger king, unless they offer unique menus at attractive pricing and excellent customer service within their niche target market or geographical area. However, given the sheer scale of business of Burger King, new entrants would not make any significant impact on the competitive state.

Technology and Productivity
On September 5th 2001 the Burger King Corporation made an announcement that it had signed a multi-year contract with Perot Systems Corporation. They made this deal allowing Perot Systems to supply IT services for their unstable business systems. What was then fresh and upcoming technology is now part of everyday life. Perot Systems implemented a system for Burger King that at time would provide data center management, help desk support, enterprise systems management, and global network management, including de-coupling the company's existing computer network from those of its sister companies within Diageo. As part of that technology switch, the company also had the opportunity to replace many works of its IT infrastructure in order to deliver increased success and flexibility. Prior to this change the Burger King Corporation shared data center facilities with Pillsbury and other Diageo companies. 

When asked why the major changes to its infrastructure, Bennett Nussbaum, executive vice president and chief financial officer for Burger King Corporation said Speed plays a critical role in this business--both at the restaurant level as well as in the area of infrastructure support”…. "Aligning our brand with an excellent IT provider like Perot Systems will allow us to draw upon technology innovations and service enhancements, while keeping a lid on rising labor costs. Those efficiencies and the access to innovation allows us the greatest amount of flexibility as a system."
Obviously the 2009 infrastructure stands vastly different from earlier systems. Today MegaPath a California based provides a national network to connect Burger King Corp. with its more than 500 restaurant franchisees( about 90% of which are independently owned and operated by franchise holders) in an end-to-end high-speed secure network. Mega path designed a network that has DSL connections and a secure managed service.

Cost Structure

Another market condition of Burger King is the cost structures. This can be viewed from two distinct viewpoints, one being the wages and benefits Burger King provides to the working force within the corporation, retail chains as well as to the supply chains. The other aspect is the categorization of fixed costs verses variable costs. 


The wages and benefits of corporate BK have three types of costs structures. Cost structures are simply the identification of how costs associated with the production of a good or service are distributed throughout the process the headquarter is a business that operates the paperwork. And deal deals with the typical structures such as marketing, sales research and development. They have the HR departments and basically set policy that will be adhered to by their child companies and franchises.

The Franchises themselves have an inherit cost structure with employee salaries from the parent company but in turn deal with costs from transportation or the purchasing of licensed materials for their store. The products may be produced by contract from a third party company. One such example is salt. The special package of salt you find in Burger King comes from a salt producer, the salt is the same you may find in other chains, but the packaging is made specific for Burger King.

The suppliers themselves have their own cost structures. Just as with the example of salt, The majority of Burger King products are not made by a single factory but rather contracted by the Corporate office to produce and provide a specific number of products made to specification of Burger King. In this case the cost structure deals with raw material costs, volume pricing, local farmer wages.

With an understanding of cost structures we can review in more detail the fixed costs and variable costs. Fixed costs are costs that are spent and cannot be changed in the period of time under consideration (Economics Colander 2008 pg204). In other words, the costs do not change or change very little. Fixed costs are viewed in the short term and can be looked at the cost per burger from any one supplier. The cost is going to be the same from each supplier, as this is part of the contract Burger King negotiated. However the variable costs would be the cost to ship the same number of burgers from supplier A to a local franchise vs shipping to a franchise further away. Distance has an effect on the end cost.  Corporate BK wants to know the fixed and variable costs so they can determine the total cost. The total costs is simply the fixed costs to produce let’s say 10 burgers and ship them to store A,B,C. BK now knows the minimum price they need to break even.
Price elasticity of demand

With an understanding of the cost structures one can now review impact that price elasticity of demand can have upon the business. Price elasticity of demand is defined simply as the percentage change in quantity demanded divided by the percentage change in price.( Economics Colander 2008 pg 128). We know the total cost to produce 10 burger’s is X. IF we want to add on our profit margin or to offset the other costs, we need to understand the compact of what may occur. Example: As of 2009, Burger King’s Flagship product “The Whopper” costs $ 5.80 in the NJ based stores. The statics show that each store purchases aprox 1000 a month. if the price was to increase $1.20 to $7.00, we will find out of the increase in price  and demand dropping, will we make more money than leaving the price lower? If more people choose other sandwiches or other chains substitutes, the price increase will lower demand and therefore lower supply. This is elastic. If the real-estate that a Burger King rents for the building goes up, the size plot is the same, there this is inelastic
Competitors 

Burger King has many competitors, such as, McDonald’s, Wendy’s, Checkers, etc. Within this economy, many companies are closing and filing for bankruptcy, however, fast food restaurants like Burger King are fighting to get every buck possible. As the economy is entering into a correction these super-chains have to fight more and more to win business as the amount of money that consumers have to spend on dining out declines. Burger King recently announced plans to drop the price of its double cheeseburger from $1.99 to just 99 cents. Burger King’s double cheeseburger is 30% larger than the version offered at McDonalds. The major fast food chains frequently offer special sandwiches and discounted prices on certain items as a way to draw customers back into their stores more often. How many times have you gone to Burger King, McDonalds, or another restaurant to try some new item they have? The technique is very successful to draw in business, and as the economy continues to remain on shaky ground, we will likely see the fast food chains come up with better deals and more innovative food items to attempt to draw customers in.

Supply and Demand Analysis

As we all know the economy is at its wits end as prices rise, Burger King is known as “The Home of the Whopper,” furthermore, on the whopper besides the beef also contain lettuce, tomatoes, ketchup, pickles, and mayo. Now as the economy continues to plummet, prices on tomatoes is sky rocketing. Burger King demands low prices for tomatoes from their suppliers, but if the prices on tomatoes are lowered this will affect wages of farm workers.  “Tomato suppliers squeeze their diminishing profits from their workers through ever-lower wages in order to meet the volume discounts demanded by their fast-food clients. As such, farm worker poverty feeds fast-food profits.” (Coalition of Immokalee Workers 2007 pg.1). As the supply goes up the demand goes down, however, Burger King can’t stop buying tomatoes because the supply is up tomatoes is a necessity in the fast-food business. Either Burger King goes to a different supplier or remains with the same supplier. 

Impact of Government Regulations

Government regulations are crucial to the fast food business; consequently, the government is becoming much stricter with policy in the fast food industry. “Restaurants and major food distributors such as Burger King have to meet new U.S. government regulations and monitoring requirements. Government restrictions have gotten tougher regarding quality, safety and consistency noting that the FDA requires monitoring, but not electronic monitoring” (Tim Scannell). Based on this regulation, the FDA requires Burger King to add more suppliers to the supply which would take a bit out of profit, but this would be unnecessary; as a result, monitoring food as it reaches each business must maintain a certain temperature to help preserve the quality of frozen foods. By doing so, “the MRM system, developed by Procuro, Inc., dynamically monitors temperatures within each of the refrigerated and frozen trailer compartments and issues wireless alerts when temperatures drop or spike. Both the driver and the distribution center can be alerted by SMS to a mobile device or to a centralized server. Burger King Executives can then correlate those temperature alerts with product safety measures to discover whether a shipment has been compromised. The information is also combined with GPS tracking    and other communications tools from Kore Telematics, Inc., a Procuro partner and provider of wireless services for MRM applications” (Tim Scannell). Monitoring frozen or cool foods can help prevent any food borne illnesses that can develop. 
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