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Activity 

BUSS4 Section B practice 
question 
Luke Perry 

Attempt the following question and check your response against the model answer and 
examiner comments. 

Nokia dominated the mobile phone industry for over 10 years. However, in recent 
years both Apple and Samsung have created one of the most competitive markets in 
the business world. What do you think is the best strategy for existing businesses to 
adopt in response to the entry of a new large competitor? Justify your answer with 
reference to the mobile phone industry and/or other markets that you know. 

Model answer 
One of the major advantages of firms that dominate an industry for a long period of time is 
that they have built up a loyal customer base and brand reputation. This reputation and 
customer loyalty is a barrier to entry for other firms. It is also probable that dominant firms 
such as Nokia would have been able to exploit economies of scale too, giving them a 
significant cost advantage over other smaller firms within the industry. At its peak in 2008 
Nokia had over 40% of the global mobile phone market and this cost advantage would have 
led to cost advantages, with bulk buying resulting in a major fall in the unit price. In addition, 
they would have benefited from marketing and financial economies of scale, which could 
lead them to lower their prices below those of their rivals and potential entrants. While this 
may reduce their overall profitability in the short term, it will enable them to maintain their 
dominance of the industry. They are also likely to have well-established supply chains that 
mean new competitors find it difficult to compete. However, the question clearly refers to a 
‘large’ new entrant such as Apple and Samsung and they would have the benefits of 
substantial finances and brand awareness, allowing them to compete on price and make 
losses initially in order to break into the market.  

This was the case when Microsoft entered the games console market. The market used to 
be dominated by Sony and Nintendo (with Sega before them). Microsoft was able to break 
into the market by using its vast profits from the PC market to invest in technologically more-
advanced products such as the Xbox and then sell these as loss makers. The reaction of 
Sony and Nintendo was initially to try and protect their market by only making certain games 
available on specific consoles. When Xbox sales started to grow due to the rise in popularity 
of online gaming and the success of the Halo game, gamers had a straight choice between 
Sony and Xbox. Nintendo was being squeezed out of the market, so it chose a policy of 
innovation and focused on a different market segment (females, children and families) by 
launching the Wii console. This strategy proved highly successful. Their sales outstripped the 
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combined sales of their new rival and Sony. However, the core market is still very much the 
serious gamers. Sony and Xbox now recognise this, releasing games that can be played on 
both platforms such as Call of Duty. This is an example of ‘If you can’t beat them, join them’. 
Both firms now recognise that the market is so valuable that it can actually support 
comfortably at least two and possibly three firms. This does not mean that firms are keen to 
sit back, so the development of the next generation of consoles is high on all their agendas. 
In the mobile phone industry, Nokia were slow to respond to the emergence of major 
competitors and this lack of strategy allowed Apple to develop so quickly. While other 
providers try and compete on functionality and brand, Nokia have realised that price 
competitiveness is their only chance against the quality and USP of an iPhone. They have 
followed the model set out by Porter and tried to beat the competition on price. This has 
resulted in a surge in sales at the budget end of the mobile phone market and this means 
that although Nokia have smaller profit margins they are increasing profitability through sheer 
volume of sales. 

In conclusion, it is hard to identify the best strategy for firms facing new large rivals, as 
industries will differ and the relative power of new rivals will vary. If the incumbent firms feel 
that they can see off the new rival, then this is clearly a good strategy to adopt. However, it is 
hard to think of examples where a firm has been able to do this successfully. The best 
approach may well be to accept that new and more intense competition is inevitable and to 
come up with strategies that will allow the firm to remain profitable and competitive in the 
industry, as shown by Nokia in recent months. Firms such as Sega that fail to take a new 
entrant seriously and then fail to react to the challenge are the ones that are likely to perish. 

Examiner comments 
Marks: 35/40 

This response has good application and good analysis. It clearly answers the question and 
this is a critical point in a BUSS4 Section B response. The examples used are limited but 
they are well developed as the candidate explains the different strategies that firms can 
adopt. This depth enables the response to achieve both good application and good analysis. 
Finally, the evaluation is strong as it makes a judgement and is well justified. 


