Rip-off Britain

'British consumers are paying over the odds.' This allegation has occurred repeatedly in the news over the last twelve months. The claim is that British consumers are paying much more than their counterparts in mainland Europe for a wide range of goods. The car industry, and more recently the large supermarket chains, have come in for fierce criticism over their pricing policies. Such has been the level of concern, that both industries have been referred to the Competition Commission.

Car Industry

The clearest evidence of anti-competitive pricing behaviour in the UK car industry came with the admission by Volvo in July 1999 that it had entered secret agreements with its dealers to keep its UK prices high. None of the other major manufacturers: Ford, Vauxhall, Nissan, etc. have been so forthright. In fact all three have refused even to appear before the Competition Commission. 

When we consider the difference in price between identical models in the UK and mainland Europe, the discrepancies are huge. Consumers in the UK pay more for 60 out of the 74 best-selling cars in the EU. The price differential for these 60 models ranges from 10 per cent to as much as 60 per cent. 

Exhibit A: Comparative car prices in the UK and mainland Europe 

Vehicle
UK Price
Cheapest ...

Rover 214
£10,953
Cheapest in France (£7,210)

Fiat Bravo
£10,557
Cheapest in Holland (£7,281)

Honda Civic
£9,711
Cheapest in Sweden (£6,966)

Toyota Corolla
£9,303
Cheapest in Spain (£6,908)

Ford Mondeo
£11,168
Cheapest in Spain (£8,295)

Nissan Primera
£11,055
Cheapest in Holland (£8,454)

Ford Fiesta
£6,708
Cheapest in Portugal (£5,209)

Range Rover V8i
£35,574
Cheapest in Portugal (£28,948)

Source: European Commission 

Such price discrepancies between Britain and mainland Europe are maintained by car manufacturers blocking cheaper European cars from coming into the UK. Manufacturers have been accused of adopting a number of anti-competitive practices. These include threatening mainland European car dealers with losing their dealership if they sell to British buyers, and delaying the delivery date of right-hand drive models to mainland European dealers in the hope that the British buyer changes his or her mind and goes back to a British dealership.

In defending their position, the car manufactures have presented a variety of arguments to justify the high British prices. One argument concerns VAT rates. Because VAT rates are higher in some European countries than in the UK, the car manufacturers have to charge a lower pre-VAT price in these countries, and thus take a smaller profit margin, in order to compensate. They also claim that UK prices are higher as a result of higher production costs, the consequence of producing a smaller number of right-hand drive vehicles. 

Despite this defence, the Office of Fair Trading (OFT) argued that it had been unable 'to identify any particular cause for higher prices', and subsequently referred the matter to the Competition Commission, which is due to report back on the 16th December 1999. Will we see falling car prices in the new year? The evidence suggests we just might. 

Supermarkets

We certainly did not need to wait until the new year, or the Competition Commission ruling, to see prices fall in UK supermarkets. A good dose of competition seems to have done the trick. The purchase of Asda by Wal-Mart, the world's largest retailer, with a reputation for being a ruthless price cutter, has forced the UK's major supermarket chains to reassess their market position and their pricing policy. 

In March 1999, prior to the arrival of Wal-Mart, the OFT finished a nine-month investigation into the major supermarket chains' business activities, concluding that there was plenty of evidence to suggest that the matter should be passed to the Competition Commission. Three main areas of concern were identified: the use of barriers to entry, the lack of effective price competition, and the relationship between the large supermarket chains and their suppliers. 

The main issue concerns the major supermarket chains' huge buying and selling power. They have been able to drive costs down by forcing suppliers to offer discounts. Many suppliers, such as growers, have found their profit margins cut to the bone. However, these cost savings have not been passed on from supplier to shopper. The supermarket chains have adopted a system of 'shadow pricing', a form of tacit collusion whereby they all observe each other's prices and ensure that they remain at similar levels: often similarly high levels rather than similarly low levels! This has limited the extent of true price competition, and the resulting high prices have seen profits grow as costs have been driven ever downwards. 

Since the OFT referral, the 6.7 billion pound take-over bid of Asda by Wal-Mart, is threatening to change the whole issue of pricing in the supermarket sector. Of the supermarket chains, Asda has always been one of the cheapest. With the Wal-Mart take-over, the drive to cut prices has gained fresh momentum. Asda plans to slash the price of over 600 products, which will include 100 top brands. Its long-term plan for this year is to cut prices on over 4000 products at an estimated cost of some 200 million pounds. Most products will be reduced by up to 10 per cent. 

Tesco, in response, striving to maintain its position as the UK's number one supermarket, is to launch its own price-cutting campaign, and is determined not to get left behind in the price-cutting war. 

So what will the Competition Commission find when it reports back? One thing is for certain: the supermarket sector it started investigating will be very different from the one when its investigation is completed. 

Want to find out more?

Both the car industry and the supermarket chains have been so much in the news recently that any of the broad-sheet newspapers' web sites will have a wealth of material for you to consider, and keep you up to date with the latest developments (see the Hotlinks).

The wider issue raised by 'Rip-off Britain' concerns the use by big business of anti-competitive practices. For more details on the role of the OFT and Competition Commission (previously called the Monopolies and Mergers Commission) in regulating such behaviour, see J Sloman, Economics (3rd ed), Ch12, section 12.2 or Economics (4th ed) Ch12, section 12.3, or J Sloman and M Sutcliffe, Economics for Business, Ch20, section 20.1, or J Sloman, Essentials of Economics, Ch6.

