Market Structure

Market structure refers to the number of firms in an industry. In perfect competition there are a large number of small firms in the industry, each producing identical products. Very few markets are perfectly competitive but one example is wheat.

In a monopoly one firm supplies 25 per cent or more of a market. The Ford Motor Company is an example of a monopoly firm. A pure monopoly is a special type of monopoly where one firm supplies the entire market. British Rail is an example of a UK pure monopolist.

Private- and Public-sector Firm

The Private Sector

The economy can be divided into the private and public sectors. The private sector is made up of members of the general public and firms owned by the general public. These firms include sole traders, partnerships, limited companies (owned by private shareholders) and Public Limited Companies (Plcs) (also owned by private shareholders).

The Public Sector

The Public Sector is made up of the central government in London, various local councils, and firms owned by the government (nationalised industries) such as the Post Office.

Private-sector Firms

Types of Private-sector Firm

Table 5.1 summarises the main types of firm owned by members of the general public.

Table 5.1 Private-sector firms

	Type 
	Example 
	Owners 
	Control 
	Advantages 
	Disadvantages 

	Sole trader 
	Corner shop 
	1 
	With sole trader 
	Requires little capital. Incentive to work hard. Regular customers known. Owner Cab make quick business decisions. 
	Unlimited liability. Difficult to find capital. Long hours worked. Holidays or illness cause problems. 

	Partnership 
	Firm of doctors 
	2 to 20 
	Shared equally between partners 
	Each partner contributes capital. Each partner specialises. Regular customers known. 
	Unlimited liability. One partner's mistake affects all partners. Partners may disagree. 

	Private limited company (Ltd) 
	Small family business 
	1 or more 
	Directors elected by shareholders 
	Limited liability. Shareholders contribute capital. Protected from takeovers. 
	Still limited capital for expansion. Limited economies of scale. 

	Public limited company (plc) 
	Boots 
	2 or more 
	Directors elected by shareholders 
	Limited liability. Large amount of capital can be raised. Economies of scale. 
	Unwanted takeover possible. Can be remote from customers. Potential diseconomies of scale. 

	Co-operative 
	Oxford and Swindon 
	2 or more 
	Committee 
	Profits returned to customers. Democratic. 
	Committee may lack business experience. 


Liability

The owners are liable or responsible for the debts of a company.

· Unlimited liability means the owner may have to sell some or all of his personal possessions to help pay off the company's debts. 

· Limited liability means that the owner loses only the money he has put into the company and no more. He does not have to sell personal belongings. 

Establishing a Limited Company

Limited companies have their own legal identity. They can sue people and other companies and be sued themselves. Anyone wanting to establish a limited company must issue:

· A memorandum of association stating the name, aims and address of the company and the amount of capital to be raised. 

· Articles of association stating the internal organisation of the company. 

The Registrar of Companies then issues a certificate of incorporation which permits the company to trade.

The limited company then prepares a prospectus describing the history and prospects of the firm and inviting individuals to buy their shares. Only a public limited company can advertise its prospectus.

Each share allows one vote and pays one dividend (profit payment). Each year the shareholders elect a chairman and a board of directors who control the everyday running of the firm.

Public-sector Firms

Types of Public-sector Firm

Each nationalised industry (or public corporation) has its own Act of Parliament and its own government minister. Firms owned by the government aim to operate in the public interest and do not necessarily try to make maximum profits.

Public Limited Companies and Public Corporations

These are compared in Table 5.2

Table 5.2 Differences between public limited companies and public corporations

	Feature 
	Public limited company 
	Public corporation 

	Ownership 
	General Public 
	Government 

	Control 
	Chairman elected by shareholders 
	Chairman selected by the government 

	Size 
	Large 
	Very large 

	Capital 
	Raised by issuing shares 
	Raised by issuing stocks 

	Profits 
	Go to the shareholders 
	Go to the government 

	Aim 
	Make a large profit 
	Serve the public interest 


Privatisation

The Thatcher administration followed a course of selling state-owned firms such as British Telecom back to the private sector. This is called privatisation.

Arguments for Privatisation

· Firms operate more efficiently in the private sector because they are trying to maximise profits. 

· Money can be raised to increase government services or to pay for tax cuts. 

· Ordinary people become shareholders and take a greater interest in economic matters ('peoples's capitalism'). 

Arguments Against Privatisation

· Public monopolies simply become private monopolies. 

· Socially necessary but unprofitable services may not now be provided. 

· Nationalised industries are already owned indirectly by the general public. 

Multinationals

A multinational corporation is a very large firm with a head office in one country and several branches operating overseas.

Advantages of Multinationals

· Investment by multinationals creates jobs for the host country. 

· The multinational will introduce new production techniques and managerial skills. 

· New or better goods may now become available in the host country. 

Disadvantages of Multinationals

· Profits are returned to the overseas head office. 

· The multinational may operate against the interest of the host country. 

· The multinational may force its overseas branches to buy supplies from the head office.

Factors Influencing Location

Sometimes firms have to decide where to build a new factory. It is important to consider the different costs of different locations. Businessmen take into account the natural and acquired advantages of a particular area.

Natural Advantages

· An area may have a water source for waste disposal or cooling. 

· An area may be flat or isolated and attract dangerous or unpleasant industries. 

· An area may have the right climate for the production of a good. 

· Weight-losing industries use bulky raw materials to produce a compact finished product and tend to locate near the source of raw materials. 

Acquired Advantages

An area may have developed a number of advantages as the result of firms locating in the region. These are called external economies of scale.

Weight-gaining industries use compact raw materials to produce a bulky finished product and tend to locate near the major market for the good.

Footloose Industries

A footloose industry gains no particular advantage from any one location usually because transport costs are the same for each site.

Industrial inertia occurs when a firm continues to expand on its existing site even though there are cheaper alternatives.

Structure of UK Industry

Regional Structure of UK Industry

The localisation of industry occurs when there is a concentration of producers of a particular product in one area. See Table 6.1

Table 6.1 Structure of UK industry by region

	Region 
	Type of industry 

	North 
	Traditional heavy industry concentrated around Tyneside and Teeside 

	Yorks and Humber 
	Iron and steel; textiles and clothing; coal; fishing 

	East Midlands 
	Diverse industry but specialises in hosiery, footwear and clothing 

	East Anglia 
	Agriculture and food processing; footwear and tourism; micro technology 

	South East 
	Financial and commercial centre; technological and light engineering 

	South West 
	Agriculture and food processing; tourism; aerospace; tobacco 

	West Midlands 
	Mechanical and electrical engineering; vehicles; iron and steel; potteries 

	North West 
	Heavy engineering; cotton; clothing; glass; chemicals; vehicles 

	Wales 
	Coal, iron and steel in S. Wales. Agriculture; light engineering 

	Scotland 
	North Sea oil; agriculture; shipbuilding; tourism 

	Northern Ireland 
	Shipbuilding; textiles 


Recent Changes in the Structure of UK Industry

· Declining industries. Since 1973 manufacturing output has been falling by 2 per cent each year. The shipbuilding, textile and motor vehicle industries have suffered particularly. 

· Expanding industries. The energy crisis and discovery of North Sea oil has increased the output of the mining industry, dramatically. However, the collapse of oil prices in 1986 may see a reversal of this trend. Service industries including banking, communications and insurance have expanded rapidly. 

Regional Policy

Regional Problem

The regional problem refers to the uneven spread of living standards between different regions of the UK. Areas with below-average income per person and high unemployment are depressed regions. They usually have a large concentration of declining industries and are remote from the major markets. New firms prefer to locate in the expanding South East.

The gap between the prosperous South East and the rest of the country is growing. New firms are attracted to the South East by the extensive motorway and air links and the availability of workers familiar with the new technologies. For example, computer-based, high-technology firms have located along the M4 motorway corridor west of London.

Government Regional Policy

Footloose firms can be attracted to depressed regions by government grants. The government offers:

· Urban development loan. 

· Regional selective assistance. Firms locating in intermediate development areas may receive a grant towards machinery and training costs. 

· Enterprise Zones. These are small areas situated mainly in inner-city areas where rate and rent allowances are provided by the government. 

Grants from the European Union (EU) are also available to regions that qualify under their criteria. These criteria were changed in 1998, and are based on the level of GDP of the particular area.

