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Abstract: The extensively trend of market globalization has determined the companies to search effective market strategies to protect their market share. We analyze and compare some of these strategies and will expose the economic reasons for which some of them are allowable and some are explicitly prohibited both by Romanian and European law.  
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1. INTRODUCTION

For a long period of time, the development of efficient market protection strategies has been considered one of the most effective strategies for company’s profit protection. Key elements for such strategies are either the selling price or a entry barrier in the domain. According to M. Glais (1992) if the central element taken into account is the price, then the price used is one of the following:
· limit-price, fixed by the company with dominant market share;

· predatory price, taken up by a company who hopes to ruin its competitors;

· discriminatory price, used by companies that can sell the same product at different prices to their customers

The paper presents the economic reasons that explain why some price-based strategies are explicitly prohibited both by Romanian and European law.
2. MARKET PROTECTION STRATEGIES BASED ON PRICES
A. Limit price and production overcapacity
The limit price is applied by that company which can fix the level of the selling price for it’s product to such low level that becomes unprofitable for all its competitors in the market. Logically, the limit price is fixed below those who allow profit maximization and depends on two factors: the production cost structure and the indivisibility of the production process. 

Such strategy can be adopted in domains where important fixed assets investment exists, because those assets are generating high production costs, and consequently the risk is very high, none of the investors being in position to accept the reduction of his market share. Around the world, this is the case of metallurgy, oil and chemistry domains, but also the case of big distributors which developed large networks of super-markets and hyper-markets in Romania.
The profit margin that may be obtained by the company which can enforce the limit-price depends on three items: the scale economy (the expense disadvantage a new company is determine to accept at the entrance in the domain), the production capacity of a newly entry (to whom will be imposed capacity restrictions, resulted from a disadvantageous rapport between the effective costs and optimum cost for a certain capacity), the elasticity of demand regarding the price (which must be very low). In a competition market, this strategy might be applied by a company only if scale economies are important, because the market do nor accept but a small number of competitors and the demand elasticity regarding price is low (the case of natural oligopoly). In case of monopoly, company „X” can obtain a monopoly profits (PRm) which normally is higher than the one in a competition market. If a threat appears from a rival then:

a) if the rival fails to enter the market, then company “X” will obtain profit PRm and the competitor will obtain no profit;

b) if the rival succeeds to enter the market, than company “X” either accept to share the market with the new company (in which case both of them will obtain a profit smaller than PRm), or will initiate a struggle thru a limit-price strategy (but this is not long-term strategy, because otherwise “X” will loose significant profits). 
Adopting long term limit-price strategy it’s not a wise decision, because from a protection strategy, it can turn into an advantageous strategy to rivals. In long term such strategy is barely credible because it will diminish company’s long term profits and determine its slow disappearance (due to lack of capital). To avoid such consequences, a company might choose to take a look to more aggressive strategies to protect against rivals such as predatory price strategy or discriminatory price strategy. If the use of the first can be demonstrate by The Competition Council, than such behavior might be against the law regarding loyal competition, due to the limits that might impose to competition process (in certain cases thru this is possible even  to conduct to monopoly).  
B. Predatory price 
Traditionally, the predatory price is defined as being the practice of providing services at prices that are low enough to drive competitors out of a market, so as to monopolize the market. Assuming aggressive behavior against rivals and a price war supposes the simultaneously existence of the following: 
· the ability to fix an inequitable price level, supported thru intense marketing campaigns or thru false new products;
· the lack of immediate profit is considered a temporary situation, that will be compensate in the future from grater and protected profits.

The predatory price strategy is different from the limit-price one, because in the latter case the price is higher or equal with production cost, while predatory price is fixed to such level that will lead to competition bankruptcy and will discourage possible rivals. The strategy supposes an additional investment over the optimum production capacity, which is meant to support aggressor’s intentions in case of the price war and, also an important cutting price (so the additional quantities of products to be sell).    
The aggressive firm must cut price heavily in case that wants a rapid exit of its rivals, because such strategy cannot be bearable long time, due to important financial resources implied (both in additional investment and because of the lack of profits). Consequently, the company must be sure that this strategy cannot be counteract by rivals and it will be able to maintain itself in the market long enough to recover the losses. The company must be sure about customers’ approval in assuming predatory price strategy, convincing them that are in their advantage to buy mostly from it. The risk still exists, because customers can infer from a future monopolist position of any firm and will try to avoid such situation by contracting deliveries from the assaulted companies at the average price (which is higher than the predatory one). Obviously, such behavior is expected from a customer who is a well informed about the market and capable to infer about the future consequences (most probably such customers are rather companies than individuals).
Such aggressive strategy, as described above, has some other disadvantages, too: it will not give to it’s initiator more credibility, because he is producing for many markets and, in case he wishes the supremacy in a certain market, will try to minimize the losses by raising the price on the one where is the leader. Economically speaking, assuming of such strategy can be damaging both for the victim and the aggressor. From the legal point of view, there are numerous aspects that must be clarified in order to decide if and when a predatory price behavior has been initiated. First, there is the need to clarify the purpose of the supplementary investment, e.g. the dishonesty in using it must be proved. Second, it must be clarified the non-economic level of the price, e.g. the company records losses instead of profit, due to this.  Third, the normal average price in the domain must be calculated, by comparisons with similar products sold on similar markets.  
According to European law, (art. 82) that was assumed by Romanian government also, the predatory price practice is prohibited, and due to this companies have to set up other strategies to eliminate rivals or to render more difficult the access for them on the market.

C. Discriminatory price
Price discrimination or yield management occurs when a firm charges a different price to different groups of consumers for an identical good or service, for reasons not associated with costs. In support of that a company ought to cumulate the following requests: 

· the company must be able to control the market’s price (e.g. company should have a market share which allow such thing);

· the company must be able to categorize customers in order to identify those that are willing to pay a discriminatory price (on the same market or on different markets, if the case);   
· the company must be able to prevent successive selling from one supplier to another. 

The price discrimination process can be developed in different manners:

a) By using a booking price, where the company in need for the product is forced to pay a higher price in order to be up to dispose of all product units. It is possible that the monopoly will set up different prices for each unit of product or an initial fix fee (like a subscription), followed by a variable one depending on the quantity of product acquired. This is, for instance, the case of phone services, electricity, gas, cable TV;
b) By using discounts, where the final price depends on both catalog price, but also on quantity of goods purchased;
c) By using additional products, where the vendor offers to customers a base product, but conditioning the purchase of this with the purchase of the additional one.

The use of the discriminatory price strategy can have different effects both on customers and on companies who are using it. According to Damien and Petit (2005), depending on the target-group of the welfare concept, there are cases when discriminatory price can help certain categories of customers (who have costless access to products), and cases when it can harm their interests. This is the case of low-price tickets in public transportation for students and retired, where the difference is bear from the public budget.
3. MARKET PROTECTION STRATEGIES USING ENTRANCE

 BARRIERS
The free undertaking is one of the base concepts of the market economy, and based on it any agent can develop any economic activity, as long as is legally accepted. The evaluation of competitive markets and market behavior often focuses on the extent to which one or more firms can introduce and sustain price increases. If it is easy for a new supplier to enter a market and provide a substitute product, then established suppliers will be reluctant to implement significant long-term price increases. Such price increases would invite market entry, which will increase competition. Theoretically, there exists the free entrance on every market. Albeit, in certain domains there exist only few companies acting for long time and other companies are not succeeding to enter on the market, while in other domains there are many competitors. A classic example for the first case is the computer market, both for hardware and for operating systems production. 
During the time, companies learned how to use their particular featuring in order to obtain and maintain competitive advantages related to rivals. Those are so-called “entrance barriers”, e.g. some particular contexts of activity held by some companies, but not by others that help the firsts to obtain more profit and a larger market share. There are many types of barriers to entry in different markets. Among the most commonly recognized barriers are:
a) Absolute costs advantage, which means to preserve a strategic position that refers to a certain technology and cost structure that allows to that company to obtain products at the lowest costs, due to technique expertise and market adequacy during the time. In other words any hypothetical rival support the learning costs thru accumulating expertise, developing distribution network, etc.; 

b) Economies of scale, where per unit production costs fall as output increases, a large established supplier can produce at a lower per unit cost than new entrants. Scale economies are effective as long as hypothetical competitors are forced to acquire such production capacities that allow them to cover an important market share. If the market absorption capacity is low, they will have to bear higher costs than those of an optimum production capacity. Also certain technical relationship could exist between the required raw material (used for a certain product) and the existing production capacity or technology. For instance, this is the case of processing a liquid that required a certain temperature unresponsively of the quantity processed, or the case of a hotel heating indifferently of the tourists’ number. A company that has expertise in its domain will be privileged, because economies of scales can be realized in inventory management, as well, due to the optimum size of activity. Among all of these, economies of scales that are leading to an increase in production and/or distribution capacity might have an unexpected benefit for the company, thru creating a positive image in front of the investors and financing entities, so it can obtain future credits at lower interest rates.  

c) transfer costs, which represent the expenses that are required to transfer from a domain to another, respectively the cost of entrance to a new market; is good to know that entering a new market supposes not only the investments in technology and working capital, but also expenses related to marketing and those to entering in a network distribution. If the target market has already a high level of competition, the new-comer should expect strong responses from the existent competitors, even thru a price war. On the other hand, the exit from a domain can be difficult, as well. If the company’s assets are highly specialized or in case of inexistence of a specific market for them (case of the emergent economies), the owners cannot adjust quickly their business.  

d) The loyalty degree of customers, which consists in developing a very protective marketing strategy thru aggressive advertising and/or efficient product differentiation, based on: licenses, trade marks, packing, and models, stile or customers subjectivity. This barrier proved its efficiency in domains like selling cigarettes, alcoholic drinks, houte-couture cloths or luxury cars. This barrier reward companies with huge net sales that can also benefit of the advantage of economies of scale in advertising, because are able to negotiate advantageous contracts for sustained and repetitive publicity on long terms. 
4. GOVERNMENT INTERVENTION RELATED TO MARKET

 PROTECTION STRATEGIES
In the case of competition policy, the government has many responsibilities in order to response to market behavior. Laws that are referring to competition may include response to market failures, limit the abuses of market power, and improve economic efficiency. The way that it response can be either behavioral or structural and are known both as antitrust policy (US) or competitive policy (EU). The most known behavioral government intervention relates to price regulation, orders prohibiting collusive practices or agreements, and orders requiring interconnection of competitors' networks, while the most common structural intervention refers to mergers and acquisition process. The review and approval of mergers, acquisitions and other corporate combinations is normally entrusted to competition authorities. European countries have both a general competition authority and a sector-specific regulator. 
The supreme authority in the EU in this field is European Commission - GD Competition, which is called to apply the stipulations of art. 81 - 89 of the Treaty of EU that refers to “Common Rules on Competition, Taxation and Approximation of Laws “. 

The Romanian authority responsible in the matter is The Competition Council, which according to its own statement “is an autonomous administrative body aimed at protecting and stimulating competition in order to ensure a normal competitive environment, with a view towards the consumers’ interests.” But as said by Frederic Jenny (Chairman OECD Competition Committee) “the analysis of the data provided strong evidence of how, for most transition countries, implementing and maintaining an efficient competition policy has fallen short of international norms across several dimensions and further work is needed.” 
In order to improve important aspects related to competition inside EU market, EC is preparing a White Paper for end 2007/early 2008 which will refer to cartels, actions for damages and a review of Art.82 policy. The declared purpose of it is to protect the competition with a view to increase consumer welfare. 
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