
CRITICAL ESSAY 8 

Market Consolidation 

The market share equation gives management the opportunity to analyse the 
economic factors in the product market which impinge on market share 
consolidation. Once we have identified the equation we can arrange a group of 
market classifications, by defining within a given range a set of workable and 
calculable co-efficients. The group of classifications is not mutually exclusive as 
the behaviour of one firm intrudes on the market share of a second firm. This 
follows from the assumption of zero-sum. The main issue, however, is to 
decipher what factors in particular influence market share of a representative 
firm. 

The major factor in the equation is the product elasticity of demand [ep], and a 
related elasticity of significance is the product-market or industry elasticity [?p] 
which indicates the extent of competition across the product-market. Both 
elasticity measures, [ep] and [?p], reflect the characterisitics of the product in a 
competitive market. The market share of the rival firms [MSb] is also important 
and so is the elasticity of rival supply with respect to a change in the price of the 
representative firm's product [d]. These four co-efficients allow us to express a 
market consolidation equation in the market share of the representative firm 
[MSa] as follows: 

  

Management should apply the market [share] consolidation equation in its efforts 
to improve upon the market share of the representative stakeholder-firm. The 
combined effects of elasticity and rival firm response eventually determine the 
market share of the representative firm. The importance of the price elasticity 
cannot be underestimated in the equation: if the demand [say] is inelastic ep < 1, 
the consolidated market share will be greater than in the case where demand is 
elastic ep > 1. This can be seen by plugging ep values into the equation. Although 
this may sound predictable from the discussion on the importance of elasticity in 
the Workbook, the degree of change in market share, the ?q term in our total 
revenue equation, now depends on the combined effects of [?p + ]. 

The market elasticity term ?p, informs management about the characteristic of 
the product in question with the more inclined cyclical goods having an inelastic 
demand with ?p < 1 and the counter-cyclical goods having a more elastic market 
demand with ?p > 1. It does not, however, inform management about the relative 
position or shift in the market demand curve for each firm assuming that each 
firm does not have equal shares in the product market. 



The supply response of rival firms depends crucially on the information the rival 
firm has about imminent price changes or new market strategies. The fooling of 
rival price can retard the supply response and generate an inelastic rival supply 
with d < 1. The derivation of the supply response function in Unit 2 addresses this 
very point. The inelastic supply response indicated a lag in rival response to price 
changes. In the competitive process, the inelastic supply response reflects the 
high costs of adjustment as measured [say] in storage costs, in anticipation of a 
market change. The ideal parameter ranges from the perspective of 
management intent on market consolidation are as follows: 

d < 1, ?p < 1, ep < 1, ?  ?  > 0 and ?p >?  ?  < 0 

These parameters ensure consolidation of market share; each parameter offers 
management a different response and once the parameter is adopted the 
response becomes a strategy. For example, if the representative firm focuses on 
?p, the market elasticity, the inevitable response is one of market poaching which 
becomes a competitive strategy as rival firms begin to identify market poaching 
as a hallmark of the strategic behaviour of the representative firm. When 
management are in a position to identify the area of the product-market most at 
risk, the relevant market classification should be identified along with the 
appropriate parameter(s) from the equation. 

Management act accordingly. In other words, the parameters - computed from 
firm specific and product-market data - can be given to management before they 
embark on a particular competitive strategy. In addition the following elasticity 
parameters are supplementary: 

Income elasticity:  

Cross-price elasticity:  

Market Classifications 

The group of market classifications represent the changes which occur in the 
market shares of the firms in the competitive process. A shift parameter has to be 
considered by management. A shift parameter, denoted by ?, is the change in 
the firm's market share ?qi expressed as a ratio to the change in market share 

?Q with . When ?  > 0 the market exhibits non-price competition and price 
wars infrequently characterise the product-market. Alternatively we could 
introduce a conjecture variable into the equation. Our market share shift 
parameter ? is composed of two interrelated market shares vis-a-vis the market 
share of the ith firm qi and the total product-market share Q = Sqi. 



With the zero-sum assumption, the interrelationship between the market shares 
is pronounced. It gives rise to the following classifications: 

• Market slippage occurs when the representative firm looses market share 
to a rival firm in the product-market, it is measured by MSa < MSb. 

• Market encroachment signals the gaining of market share from the rival 
firm, it is measured by MSa > MSb. 

Market poaching occurs when the representative firm unilaterally and deliberately 
attacks the consumers in the rival firm's market; it is measured by d < 1. Market 
entropy represents the competition amongst the smaller incumbent firms which 
inadvertenly increases the market share of the larger firms; it is measured by ?p 
< ep. Market penetration occurs when the representative firm improves upon the 
rival market share by launching new products, new ideas and discovering new 
consumers; it is measured by [ep > ]. 

Each of the market classifications can be identified by a parameter which the 
management team should compute and understand in order to redress the 
problem of market share consolidation which is simply maintaining and improving 
existing market share in the relevant product-market. The competitive strategy is 
the decision adopted by management to consolidate market share. For example, 
management may opt to embark on a strategy of penetration pricing the success 
of which in contributing to a total revenue increase is predicated on elasticity of 
the demand relationship in the relevant price range, vide the discussion on the 
TR Test. 

If ep > 1 penetration pricing would increase total revenue. Now, the success of a 
penetration strategy is predicated on [ep > ] which is a more binding 
elasticity constra int than ep > 1. Throughout the competitive process, 
management should opt initially for a strategy of market encroaching, followed by 
market penetration and finally market poaching in a sequence of options which 
take cognisance of rival firm reaction. The  objective is to consoldate market 
share rather than deliberately provoke retaliatory action from rival firms. 
However, price wars do occur, particularly in markets where rival market shares 
are not consolidated, that is, both MSa and MSb are fluctuating and vulnerable to 
market poaching. 

   


