   The Economics of Restaurants4

This class you must: 
· Form groups with a maximum of eight people. 
· Pick a restaurant for your group. 
· Have your restaurant approved by me.
Describe how in Edmonton the following features of this market structure in fact do apply and make this monopolistic competition:
Each group needs to be prepared to share with the class: a description of their restaurant and one feature per group member.

Number of firms
The large number of firms in monopolistic competition implies
that the firms are small in comparison to the entire market.
Although they have some power over price (to the extent that
their products are differentiated), they do not have sufficient
power to retaliate if another firm changes its price.

Ease of entry
No barriers to entry or exit exist in monopolistic competition.
However, the need to make one's product differentiated may
require nonprice action, which, if unsuccessful, would drive
the firm out of the market.

Product characteristics
The differentiated product sold by a firm in monopolistic
competition has some features that makes a customer prefer it
over the available similar products of other firms. The features
may be physical or created by advertising. The power of any firm
over price stems from this very fact that products are not perfect
substitutes.



Nonprice competition
Nonprice actions are necessary to make the products
differentiated
Nonprice action of firms in monopolistic competition consists
primarily in either
- product development, or
- advertising.
Product development is sometimes only cosmetic to give the
illusion of novelty. Another danger stems from excessive
diversity which may confuse consumers.

Demand
The demand of a firm in monopolistic competition is downsloping
because of the preference of customers for the features of
the differentiated product. However, because there are many
close (if not perfect) substitutes readily available, the demand
is highly elastic. Graphically, this means that the demand in
monopolistic competition is flatter than in monopoly.

 The demand of a restaurant is likely to be very elastic because
there are many other food outlets available to customers. But
the demand is not perfectly elastic (i.e. horizontal) as in the
case of perfect competition because, each restaurant has
something to offer other restaurants do not: for instance,
convenience, location, elaborate menu, or just atmosphere.


Advertising Arguments for
[bookmark: _GoBack] All successful restaurants have scores of imitators. Several
chains have attempted to duplicate McDonald and siphoned some
of its customers and profits. But McDonald has fought back with
extensive advertising.
- advertising is informative,
- advertising increases sales and permits economies of scale,
- advertising increases sales and contributes to economic
growth,
- advertising supports the media,
- advertising increases competition and lowers prices.
 New product advertisement is essential: think of a major artistic
event that interested viewers would fail to see because it has
not been announced widely enough. But, most of the advertisement
(on television for instance) is for existing, well-established
products such as soft drinks or other consumer products; that
advertisement seeks only to sway customers away from competitors.


Advertising Arguments against

- advertising is not informative but competitive,
- advertising raises the cost curve,
- advertisers may use their influence to bias the media,
- advertising is used as an entry barrier, and
- advertising is not a productive activity.



Small businesses in all sectors fail. Starting a business is relatively easily but staying in business is not: that requires an ability to convince customers that the product is different and better than that of competitors.

 
Presentation Rubric
	1 - Not yet        2 – Emerging        3 – Developing         4- Effective         5 - Strong

	Introduction and Conclusion

	Attention-grabbing start; Appropriate greeting, self-introduction; Overview of topic
Strong closing (not “that's about it”); Appropriate reemphasis of main point(s); Reflection upon earlier data, no new data introduced here; questions addressed
	1
	2
	3
	4
	5

	Style and Delivery

	Voice: Volume; Clear articulation; No rising intonations at ends of phrases
Oral Language: Fluent; Appropriate word usage; Natural speaking tone (not reading)
Body Language: Facing the audience; Natural gestures; Professional demeanor
Eye Contact: Eyes on the audience most of the time; Checking visuals by glancing at the monitor, not looking back at the screen
	1
	2
	3
	4
	5

	Features

	
1:  present feature and how it applies to your restaurant
	1
	2
	3
	4
	5

	
2:  present feature and how it applies to your restaurant
	1
	2
	3
	4
	5

	
3:  present feature and how it applies to your restaurant
	1
	2
	3
	4
	5

	
4:  present feature and how it applies to your restaurant

	1
	2
	3
	4
	5

	
5:  present feature and how it applies to your restaurant
	1
	2
	3
	4
	5

	
6:  present feature and how it applies to your restaurant
	1
	2
	3
	4
	5

	
7:  present feature and how it applies to your restaurant
	1
	2
	3
	4
	5

	
8:  present feature and how it applies to your restaurant

	1
	2
	3
	4
	5

	
	

	TOTAL
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