The winds of change are blowing through markets?

2005 and the start of 2006 have seen a lot of emphasis on markets and in this short series of news articles we look at a few of these issues. Many of us will not have noticed it yet, but the start of 2006 marked a major change in the postal market with the opening up of the market to other firms and the effective loss of the Royal Mail monopoly of the letter post.

Another market that has seen a lot of attention focused on it has been the grocery market. With £1 in every £8 spent in UK shops going to Tesco, many people have suggested that the company may have excessive power and are questioning whether it should be curbed.

In the final news article we return to a topic that crops up a considerable amount in the regular news articles available on this site: market failure and the environment. Governments are increasingly realising the enormity of the task facing them to reduce global warming and the enormity of the constraints they face as they try to act.

Royal Mail – a lost monopoly
Since 1635, when Charles I introduced the service, the Royal Mail has had a monopoly on the delivery of all letters door to door in the UK. This monopoly was more recently maintained through the regulation that no other operator was allowed to deliver a letter or packet door to door for less than £1. This meant that the parcel and courier market was open to other operators, but the market for letters was effectively a monopoly for the Royal Mail. All that changed on January 1st 2006. 

There is a great deal at stake for the Royal Mail and its would-be competitors. The postal market is worth £6bn a year and there are thought to be at least 14 companies lining up to challenge the position of the Royal Mail. There was already some competition before January 1st, but this was limited by the regulators Postcomm. 30% of the market was available to other firms but only if they were dealing in bulk mail in batches of 4000 or more.

Since January 1st the whole market has been opened up and other companies can compete with the Royal Mail on all areas of postal delivery. But how many are likely to? Well, there are some potentially major competitors waiting in the wings. Deutsche Post, the German postal service, whose courier arm DHL already operates in the UK, is likely to be major competitor, as is TNT Mail, a subsidiary of Holland’s TPG postal service. Deutsche Post is likely to be keen to expand in order to reduce its dependence on the German postal market, where they lose their monopoly in 2007. They expanded in Britain last year through the purchase of Exel, a logistics firm handling shipping, warehouses and delivery of goods for other firms.

Ironically, although other operators such as Deutsche Post can operate in the UK now, the Royal Mail is not allowed to operate in their countries, as they are still closed markets. Indeed the UK is only the third country in the world to liberalise its postal market after New Zealand (5 years ago) and Sweden (12 years ago).

Postal unions are concerned that the new entrants into the market will simply ‘cherry pick’ the most profitable sectors of the market, leaving the Royal Mail with the least profitable sections and an obligation to run a national network – something the other operators will not be required to do. They warn that the liberalisation is ‘ill-advised’. However, it may be that consumers will see little change in their sector of the postal market. New entrants into the market will mainly focus on the more lucrative business sector of the market, which accounts for 85% of Royal Mail’s business.

So, will we be seeing different coloured post boxes springing up all over the place? Well possibly seems to be the answer. "We do want to create our own delivery network," Nick Wells, Chief Executive of TNT said, "but that will take time and you probably won't end up with orange pillar boxes everywhere because us handling your grannie's postcard is unlikely." TNT has orange collection boxes, while the Royal Mail boxes are red. Look out for the new orange postboxes on our street corners, but perhaps you’d better not hold your breath while waiting; change is unlikely to be too rapid in this logistically complex market. Postcomm estimates that the Royal Mail will still have 90% of the market in 2010.

Tesco – express expansion?
Tesco is huge. £1 in every £8 spent in shops in the UK is spent in Tesco. It controls over 30% of the UK grocery market and has a dominant position in many areas. Market analysts CACI estimate that Tesco has the largest market share in 67 out of the 120 postal districts around the country, while Asda controls 23, Sainsbury’s 14 and Morrisons 13. In 14 districts, Tesco has more than 40% of the market. However you measure it, Tesco is big and influential.

But is this dominance necessarily a bad thing? Tesco would argue that market dominance enables it to attain significant economies of scale and other efficiency savings, which result in lower prices for the consumer. Many people disagree and question whether Tesco's market dominance may have gone too far. Even John Bridgeman, former boss of the Office of Fair Trading (OFT), who pronounced the market as competitive in 2000, has argued that the market has changed significantly in recent months and that it is time for a new inquiry.

Much of the debate about Tesco's dominance centres around the definition of the markets in which it operates. The last Competition Commission (CC) enquiry in 2000 looked at just the large store sector. The CC ruled that the convenience store market was a different market and so not subject to the same enquiry. Tesco and others have rapidly expanded in this sector and corner shops have been vanishing at a rate of about 2000 a year. Tesco use the Tesco Express brand in this sector and have been growing both organically (from within) and inorganically (through takeover). Many people argue that this is a completely arbitrary distinction, as supermarkets are able to use many of the same economies of scale and supply chains as they do for their larger stores, and are essentially supplying the same products and services through them. So is this a loophole? Even Wal-Mart has cried wolf at this rate of expansion and argues that now that Tesco’s market share has exceeded 30%, it is time for an enquiry. But is this just sour grapes from a competitor? Well, perhaps not. Here’s what John Bridgeman has to say on the subject:

“A new inquiry into whether the big four are abusing their power should now take place. They should be looking now for abuse of known positions of local dominance." He said that in certain areas individual retailers had acquired such dominance that it deprived consumers of choice. Constantly changing prices and special offers were a "masking device" and made it impossible for people to know which supermarket was cheapest. "The abuse of market position I see in supermarkets is the price volatility that has appeared." (Source: Guardian Former OFT Chief urges inquiry ….)

Even MPs are thought to be openly critical of the power of the big four and The High Street Britain 2015 report, by the influential all-party parliamentary small shops group, is expected to warn that food wholesalers and independent newsagents are "not expected to survive" more than 10 years because supermarkets will squeeze them out. The MPs' preliminary findings, which were leaked in advance of the publication of the report, warn that the grocery sector will have "dramatically altered" by 2015 if the big four of Tesco, Asda, J Sainsbury and Wm Morrison are not reined in. Pressure on the supermarkets is likely to continue to grow.

Montreal – the birth of a new environmental deal?
December 2005 saw a major conference on climate change take place in Montreal with 189 countries attending. As is so often the case with these conferences, delegates were kept in suspense until the last minute about whether there would be a deal. The US delegation were nervous about the details of the text, but in the end agreed to non-binding talks on the climate. Margaret Beckett, the UK Environment Secretary, hailed the conference as a “diplomatic triumph” and even some environmental groups, such as Friends of the Earth, greeted the outcome enthusiastically. 

One of the main outcomes of the conference was that talks can now begin on new targets to reduce carbon emissions, once the Kyoto treaty ends in 2012. This is important as it keeps Kyoto alive, despite the refusal of some countries to ratify the Kyoto Treaty. Indeed a number of countries have signed an alternative agreement called the Asia Pacific Partnership for Clean Development and Climate. There are six signatories to this agreement: the USA, Australia, Japan, China, South Korea and India, some of the most heavily polluting countries in the world. Their agreement has no enforceable limits on carbon emissions and is purely based on technologically-driven solutions. Environmental campaigners have dismissed the agreement and argue that enforceable limits are vital; voluntary agreements will not achieve cuts of a significant magnitude.

The USA faced considerable criticism over its refusal to take full part in global efforts to reduce carbon emissions. Even Bill Clinton attacked a central plank of the Bush administration's resistance to targets for cutting emissions – that it would harm the US economy. If the US "had a serious, disciplined effort to apply on a large scale existing clean energy and energy conservation technologies... we could meet and surpass the Kyoto targets easily in a way that would strengthen, not weaken, our economies," he said. The US Administration, hardly surprisingly, rejected all this criticism and argued that it was doing more to build co-operation than other countries.
