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Consumers' Association

15.1. CA is an independent non-profit consumer organization with about 800,000 members. It
publishes Which? and other consumer magazines.

15.2. CA drew our attention to its own study of resale prices in the domestic electrical goods markets,
prepared shortly before our references were made. It was published in the May 1995 issue of Which?.
CA staff had carried out a telephone survey to ascertain the prices at which retailers would sell certain
products. The published report covered six popular models, comprising two washing machines (one of
which was a washer-drier), two televisions, and two hi-fi systems. For each of them ten retailers were
approached, drawn from a structured sample. For the three pairs of products the same retailer was in
some but not all cases asked to quote for both. CA found that prices were closely aligned, normally at
RRP, with very few exceptions. The pricing of four other products had been investigated similarly in an
earlier exercise. The results had not been published, as they were considered out of date, but the message
had been much the same. CA noted that in its product test reports the guide prices for electrical goods
which it quoted would normally be the RRP. It told us that it had found no indications that prices were
becoming less clustered during the course of our inquiries.

15.3. In a parallel exercise, covering vacuum cleaners as well as the products mentioned above, a CA
interviewer had asked retailers for a price and then for a discount; the conversations had been tran-
scribed. Several of the sales assistants spoken to had said that suppliers would threaten to withdraw
supplies if discounted prices were advertised, but some suggested that deals could be struck by
negotiation in the shop. One REC said that a good price might be available if the customer also bought an
extended warranty.

15.4. CA had therefore formed the view that suppliers and the larger retailers were able to keep
prices at or near the RRP, and that this prevented the market from working properly. In an earlier study
of car tyres, a market which it considered to be highly competitive, it had found considerable price
dispersion. As a further strand to the exercise it had written to 19 electrical suppliers in the guise of a
member of the public for their comments on the lack of price dispersion. The tenor of the replies had
been that RRPs were not regulated by suppliers and were provided as guide prices only; the suppliers
also commented that prices lower than RRP gave retailers inadequate profit margins.

15.5. CA had been aware of the OFT's interest in these topics and had passed on its results.
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15.6. CA commented to us that consumer durables for which prices were more divergent (such as
beds) often had long shelf-lives. Retailers might be stocking and selling models long after they had gone
out of production. Products such as personal computers had wide price ranges for the opposite reason-
models were becoming obsolescent too fast for RRPs to be relevant. Mail order suppliers offered lower
prices for computers in the specialist magazines than were to be found in the shops. Individual computers
were offered with varying packages of specifications, software and accessories so that exact price
comparisons could not be made. There was to some extent a parallel problem with the reference goods
when different retailers or categories of retailers held similar but not identical models, so that prices
could not be directly compared.

15.7. CA thought that the high level of national advertising tended to reinforce adherence to RRPs for
electrical goods. Where there were promotional prices, they were often instigated by suppliers and not
retailers. Retailers were more ready to offer discounts to individuals than to reduce ticket prices because
so few British customers were persistent in trying to achieve a lower purchase price. The general
adherence to RRPs, together with margin support from suppliers, probably helped small retailers remain
in business in competition with multiples, but it also made entry difficult for newcomers wishing to estab-
lish themselves by a low price policy. CA's studies had shown that retailers were ready to complain to
suppliers about discounted prices charged by competitors, though it had no evidence about any
subsequent action taken by the suppliers.

15.8. CA saw the market for reference goods as relatively mature. Prices could therefore be expected
to fall in real terms; the fact that they were doing so was not evidence of a market working
competitively. We asked CA whether competition might in fact have forced prices down to the lowest
stable level. It said that this could only be established by comparison with markets in other countries such
as the USA, and it had not looked into this. Lack of profitability did not necessarily show that the market
was working competitively.

15.9. Some retailers had suggested that features such as interest-free credit and extended warranties
should be examined alongside price in assessing value for money (and the perception of this by
consumers). CA said that a specialist marketing organization would be best equipped to make such an
assessment, but it felt that the analysis had chiefly to be based on the price and value for money of the
main product. The availability of cheap finance and extended warranties could benefit consumers, and
extended warranties in particular were now enormously important to the viability of retailers. But the
way they were sold in the shop was in fact to the disadvantage of the public and damaging to consumer
choice. Other bodies were now offering better value extended warranties than the retailers. Commissions
to retail staff were another practice which had perhaps got out of hand. CA was cautiously optimistic
about the effects of a Code of Practice introduced by the BRC, and recently reinforced by the OFT. But
the net result of this code, if successful, would be to enforce a clear separation between the sale of the
product and the sale of the warranty.

15.10. Turning to possible remedies, CA welcomed our proposed recommendation which would
prohibit suppliers from taking any action to compel, influence or encourage dealers to resell reference
goods at a specified price. A code of practice might be needed to explain what was forbidden. A simple
prohibition of RRPs would not necessarily increase competition. Covert price indications might still be
given.

15.11. There would not necessarily be a detriment to consumers if some prices rose, provided that
they could find the deal that best suited them from a range of innovative offers. Nor would there be a
detriment if the result were to be a fall in the number of outlets. There could well be over-capacity at
present, and in populated areas consumers should still not have to travel far to make these relatively
infrequent purchases. There was scope for more telephone shopping and direct delivery. The survival of
the industry could not be under threat at the present level of consumer demand.

15.12. As indicated earlier, CA thought that relatively few customers attempted to obtain better prices
by haggling and/or succeeded if they tried. It did not wish the practice to spread, as inarticulate
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consumers would be at a disadvantage. Markets should be transparent. One of the arguments for
retaining RRPs was that the existence of discounts could be seen more easily.

15.13. CA did not favour selective distribution arrangements which maintained a uniform level of
service. It did not attach great importance to retailer ambience or to levels of pre-sales service.
Customers could obtain information from a range of sources. It did not see a need for the use of selec-
tivity to enhance a brand except perhaps at the extreme luxury end of the market. The warehouse club
concept should form part of a spectrum of outlets; it was not necessarily the future pattern of shopping
for all consumers.

15.14. CA approved the idea of reasons being given for refusal to supply; an independent appeal
system would also be beneficial. Codified compliance rules for supplier sales staff would be helpful, and
to avoid over-enthusiasm by individual sales personnel a designated compliance officer should be
appointed in each company. Proper enforcement would require the OFT to carry out spot checks.

Association of Manufacturers of Domestic Appliances

15.15. AMDEA has in membership most suppliers of reference white goods. AMDEA told us that its
members were exposed to substantial increases in raw material prices, and that the prices charged by the
various suppliers of each of these were strikingly similar. Price-based competition in the retail market
was preventing suppliers from passing these increases on, to the continuing benefit of consumers.

15.16. According to AMDEA's calculations, consumers were enjoying overall reductions in prices in
real terms, and for some items in money terms. Sales volume was increasing faster than revenue, which
was not a sign of a market dominated by suppliers.

15.17. UK manufacturers had increased their share of the home market from 48.1 per cent in 1993 to
48.7 per cent in 1994, in spite of the difficulties mentioned. The UK was a net exporter of tumble driers,
and of a number of non-reference white goods. The public interest was well served by the efficiency of
UK manufacturers in this sector.

British Retail Consortium

15.18. The BRC said that it was a trade association representing the interests of 90 per cent of the UK
retail industry across all sectors.

15.19. It considered the domestic electronic and electrical product market to be fiercely competitive,
which was to the advantage of consumers. This was indicated by the scale of advertising and by the
various failures and disposals of businesses during the course of our inquiries. The failures were already
limiting consumer choice.

15.20. The BRC said that the market for electrical goods should not be compared with simplistic self-
service markets. Electrical goods required costly support in terms of informed staff, back-up for
warranties and after-sales service extending for many years after the sale. It hoped that the MMC would
consider the long-term as well as the short-term interests of consumers.

15.21. It expressed concern about the burden the inquiry was placing on the industry, and wondered
whether this was justified in cost/benefit terms.

Radio, Electrical and Television Retailers' Association

15.22. RETRA was established (under a different name) in 1942. It told us that it had 1,400 members
(with about 5,500 outlets) including Granada and Thorn but not Dixons, Comet or the RECs. Almost all
its members sold brown goods and about one-third of them white goods. The overall size of the sector
was not known, but the trade press was circulated to about 8,000 separate businesses. As well as repre-
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sentational tasks, RETRA concerned itself with training and operated a payment clearing system for
members and suppliers. A RETRA code of practice for selling and service had been approved by the
OFT and was one of the first of its kind in the UK. RETRA had established an informal Retailer Forum
to discuss matters of common interest to the electrical goods industry, bringing together its own members
and the major electrical retailers who were outside RETRA.

15.23. RETRA said that it had no complaints from members that manufacturers had forced them to
sell at prices higher than they would otherwise have chosen. It emphasized that the prices of reference
goods were generally falling. The presence of competition was shown by withdrawals from the sector
and losses made by certain companies. It saw the British distribution industry as one of the most efficient
in the world. Electrical retailers were working on margins little better than those for food, and yet faced
far greater commitments in terms of staff skills and service.

15.24. The convergence of prices was no surprise to RETRA, since there was no scope for reducing
them further. Price-matching also encouraged convergence. Price-fixing at an artificially high level was
unlikely, not only because of competition among retailers and among suppliers, but also because of
competition with other goods and services offered to consumers.

15.25. RETRA stated that over the last 20 years, mark-ups had fallen from around 43-50 per cent to
about 25 per cent. RETRA did not think that its members took retrospective discounts into account when
setting prices, because of the uncertainty. It pointed out that such discounts were calculated on amounts
invoiced, so that the retail selling price was not relevant to them.

15.26. RETRA saw wholesalers as a dying breed, but they were still needed when a customer wanted
a product that the retailer did not normally stock. Members belonging to CIH could in such cases some-
times take advantage of CIH's warehouse service.

15.27. Warehouse clubs had attempted to convince consumers that they were badly served by existing
traders. They claimed the planning advantage of not being a retailer (resulting in lower rent and rates),
and yet expected suppliers to treat them as retailers. The reluctance of suppliers to deal with them was
understandable, given the lack of service.

15.28. RETRA said that there were too many outlets chasing the available electrical business. There
were at present no product innovations significant enough to create a new market.

15.29. A development which had alarmed RETRA was the establishment of telephone selling
companies undertaking to beat prices quoted by retailers. This was a grossly unfair business strategy and
placed high street businesses which had invested in showrooms, stock and staff training at risk. RETRA
had persuaded a major credit card issuer to give up promoting this approach to selling electrical goods on
the grounds that it placed the issuer's own high street credit card business at risk.

15.30. RETRA thought our proposed remedies would have a devastating effect on hundreds of small
businesses. Consumers would be driven to a handful of powerful retailers. The remedies might deliver
short-term benefits to consumers, but in the long term they would be disadvantaged by the dismantling of
a satisfactory distribution system.

Ellis and Buckle

15.31. Ellis and Buckle is a firm of loss adjusters. It told us that it maintained a database including
retail prices of domestic white goods, designed as a reference guide for its staff dealing with claims relat-
ing to those goods. Ellis and Buckle said that the database was of limited value in providing insurers with
information about low-cost sources of replacement products, since there was no significant variation
between the major high street retailers' prices.

Mr Bill O'Brien JP MP

15.32. Mr Bill O'Brien, MP for Normanton, told us that his contacts with UK manufacturers of white
and brown electrical goods gave him no reason to believe that they were trying to restrict or distort
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competition. The market was strongly competitive. He hoped that no recommendations by the MMC
would adversely affect employment in electrical goods manufacturers in his constituency or impair their
ability to export.

Members of the public

15.33. Four members of the public wrote to the OFT when the reference was first made, all
commenting on the rigidity of RRPs. One described an experience of trying to invoke a price promise.
The main concern of the retailer approached seemed to be to identify the discounter so that the supplier
could be notified. Another member of the public writing much later suggested that ticket prices for
electrical goods were inflated by the cost of ‘interest-free’ credit, to the disadvantage of consumers
wishing to pay cash. This effect could be distorting the RPI.
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