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Answers 

The role of entry in the 
competitive process 
Jon Guest and Matt Olczak 

This resource provides answers to the questions posed in the article on Amazon’s investment 
in Deliveroo, featured in the November 2020 issue of ECONOMIC REVIEW. 

Question 1 
What factors other than the number of sellers does economic theory suggest determines the 
level of competitiveness of oligopoly market? 

• Product differentiation — if a number of consumers prefer one brand of a product/service to 
another then the producer of that brand can charge higher prices than its rivals and still 
maintain some demand. 

• Capacity constraints are factors that prevent businesses from expanding output. If a firm has 
capacity constraints it can no longer steal all of the market demand from its rivals by charging 
lower prices. 

• Cost asymmetries — a firm with lower marginal costs can set its price slightly below its rival’s 
marginal costs and steal all the market demand. Note that this assumes it has no capacity 
constraints. 

• Consumer search and switching costs — sometimes, if customers are considering whether to 
buy a product from a lower-priced firm, they decide against it because of the additional costs 
involved. These are called switching costs and some examples include: 

- Learning costs — these may occur if consumers invest time and effort in learning how to 
use a product, i.e. a particular brand of smartphone. 

- Compatibility costs — some products have two elements to them. One part is more 
durable, while others needs replacing more regularly. Once customers have purchased 
the more durable element (e.g. razor handles) they are ‘locked in’ to purchasing the non-
durable part (e.g. razor blades) from the same supplier for compatibility reasons. 
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Question 2 
Can you think of some other examples of markets where network effects are important? Are 
these markets where there are a large number of sellers? 

Examples include:  

• Social media platforms — users directly benefit from interacting with more people as the 
number of other users on the platform increases.  

• Credit cards — the more consumers that use a particular credit card, the more likely it is that a 
shop will accept this card for payment.  

• Computer games systems — the more people buy a particular games console (e.g. Sony 
PlayStation, Nintendo Switch, Microsoft Xbox) the more developers will produce games for 
that console. 

• Computer operating systems — the more computers that use a given operating system, the 
more software applications will be developed.  

• Search engines — the more people use a search engine, the more information the provider 
has to improve search results.  

These tend to be markets dominated by a small number of firms — Facebook and Twitter; Visa and 
Mastercard; Nintendo, Microsoft and Sony; Windows and iOS; Google.  

Question 3 
What are the key features of competition in the online restaurant delivery market? 

Key features include:  

• The need to have links with a wide range of restaurants.  

• Competition to secure delivery drivers.  

• Potential for backward integration through a delivery-only kitchens business.  

• Competition through prices, range, quality, reliability and delivery speed. 
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Question 4 
What potential advantages does Amazon have over other players in the online market for food 
(grocery store and restaurant) delivery? 

Examples of factors that provide Amazon with a potential advantage include:  

• An established brand name with an extremely large network of users.  

• Funds for investment.  

• Information on consumer preferences and shopping behaviour across a diverse range of 
products.  

• Significant economies of scale in logistics, i.e. the storage, packaging and shipping of the 
products to the consumer. Amazon has invested heavily in automating its distribution centres 
using robots. This type of investment can reduce a firm’s average costs significantly if it sells a 
large volume of products. 

Question 5 
What do you think the online market for restaurant food delivery will look like in 5 years’ time? 

Relevant factors for discussion include:  

• The likelihood that Amazon will fully acquire Deliveroo and the potential response of the 
competition authorities — would they allow this to happen? 

• Whether the business models of Deliveroo, UberEats and Just Eat will continue to become 
more similar to one another in the future and whether there is room in the market for 
restaurant food delivery for all three firms. 

• How likely it is that a disruptive innovator with a new business model could emerge.  

• Whether the existing supermarket chains and their accompanying online services will continue 
to be the dominant form of grocery retailer. 
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