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Big changes in 
the pub industry

Jon Guest considers recent developments 
in the business relationship between 
pub companies and their tenants

Thirty years ago, the UK pub industry was 
characterised by very high levels of vertical 
integration. The majority of pubs (75%) were 

owned by six national brewers who dominated the 
market. The UK competition authorities judged that the 
structure of the industry created a complex monopoly 
and consumer choice would improve if the industry 

was less vertically integrated. The ‘Beer Orders’ forced 
breweries to sell off most of their tenanted pubs.

The breweries operated their pubs as either ‘managed 
houses,’ where the publican was a direct employee 
of the brewery, or as ‘tenanted houses,’ where the 
publican was an independent sole trader. The tenancy 
agreement between the publican and the brewery 
typically included an exclusive supply contract. Known 
as the ‘tied-lease model,’ ‘beer tie’ or ‘wet rent,’ it 
obliged the publican to purchase all of their beverages 
from the brewery at above-market prices in return for 
below-market levels of rent.

Vertical integration returns
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The emergence of pubcos
The breweries sold their tenanted pubs in large blocks 
to a new type of large retailing business known as a 
pub company or ‘pubco.’ By 2003, pubcos such as 
Enterprise Inns, Punch Taverns and Wetherspoons had 
purchased 32,900 pubs.

What impact did this change in pub ownership 
have on the market? The pubcos had greater bargaining 
power with the brewers than individual publicans but 
continued to operate the tied-lease model in their 
tenanted pubs. This meant that most publicans were 
now tied to the drinks supplied by a pubco rather than 
a brewer.

Declining numbers
Perhaps the most striking trend in the market over 
the last 10 years has been the rate at which pubs have 
been closing down. Between 2006 and 2016, their 
numbers declined from 58,200 to 50,300 — a fall of 
13.6%. One contentious issue is the extent to which 
the concentration of ownership among the pubcos 
and their continued use of the tied-lease model have 
contributed to this fall.

Four parliamentary enquiries in 2004, 2009, 2010 
and 2011 examined this subject. Following a so-called 

super-complaint by the Campaign for Real Ale, the 
UK competition authority investigated the industry in 
2010 and concluded that:

consumers are benefiting from significant 
competition and a choice of pub outlets. […] 
Further, we do not consider that tied-lease 
agreements prevent pubs offering a wide choice 
to consumers.

However, continued concerns about the impact of 
the tied-lease model on the relative bargaining position 
of pubcos and their tenants led to Parliament passing 
the Small Business and Enterprise Act, which came into 
effect on 21 July 2016. It included a new statutory Pubs 
Code to manage and regulate the relationship between 
large pub owners and their tenants. This code includes 
a Market Rent Only (MRO) option, which gives the 
publican the right to request a quote for a free-of-tie 
lease if one of the following ‘trigger’ events occur:
• a tenancy renewal
• a rent review
• a significant increase in price of a tied product or 

service
• an event that has a significant impact on their trade

If the publican opts for the free-of-tie lease they pay 
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Questions
1 Who were the big six national brewers who 

dominated the UK market in 1989? Which four 
multinational brewers dominate the UK market 
in 2017?

2 What factors have contributed to the fall in the 
number of pubs over the last 10 years?

3 What exactly is a super-complaint? Find some 
real-world examples.

4 Discuss some of the potential advantages of the 
pubco tied-lease model for consumers.

5 Discuss some competing explanations for the 
relatively low number of MRO tenancies since 
the Pubs Code was introduced in July 2016.

Weblinks

Telegraph reports on deals in the pub sector:  
www.tinyurl.com/y7pezw3c and  
www.tinyurl.com/yd4ddmfn

Guardian story on Heineken’s purchase of Punch 
Taverns’ pubs: www.tinyurl.com/h5zpqcg

Government account of Pubs Code adjudicator’s 
investigation into tenants’ experiences of MRO: 
www.tinyurl.com/yc4vrcmr

market levels of rent and are free to purchase drinks 
from any supplier. The Act also introduced a new 
independent Pubs Code adjudicator to make sure all 
parties adhere to the Pubs Code.

Responding to the Pubs Code
How has the industry responded to the code? The 
largest pubco and owner of tenanted pubs, Enterprise 
Inns, changed its name to Ei Group and set itself a target 
of establishing 800 directly managed pubs by 2020. 
Pubcos have also been accused of deliberately making 
it difficult for a publican to obtain an MRO tenancy 
by withholding important information, demanding 
unreasonably high levels of rent and requiring large 
up-front payments for an MRO tenancy. As of May 
2017, only four publicans in the Ei Group had MRO 
tenancies from a total of 171 requests.

A return to vertical integration?
In February 2017, the second largest pubco, Punch 
Taverns, announced that its shareholders had agreed 
to a £400 million takeover deal with Heineken and 
Patron Capital (a property investment fund). Heineken 
purchased approximately 1,900 of Punch’s estate of 
3,350 pubs, while Patron Capital acquired the rest. 
This deal helps to illustrate an increasing trend in the 
industry in the last few years — a return to greater 
levels of vertical integration not seen since the 1990s.

Three of the largest five pub owners in the UK are 
brewers. Heineken, the second-biggest brewer in the 
world, first entered the pub market in 2009 when it 
purchased an estate of 421 pubs from the Globe Pub 
Company. It then purchased another 918 pubs from 
the Royal Bank of Scotland in December 2011 for 
£400 million. With the pubs acquired from Punch 
Taverns, Heineken has become the third-largest pub 
owner in the UK. Greene King, a UK regional brewer 
with brands such as Abbot Ale, Ruddles, IPA and 
Old Speckled Hen, has grown rapidly in recent years 
through a series of acquisitions. In 2015, it acquired 
the Spirit Pub Company and its estate of 1,200 pubs 
for £774 million. In total, it owns approximately 3,100 

pubs and is the largest owner of directly managed pubs 
in the UK. Marstons, another UK regional brewer with 
brands such as Banks’s, Brakspear, and Hobgoblin, 
now owns approximately 1,500 pubs.

It will be interesting to see if the level of vertical 
integration in the industry continues to increase in the 
future and any impact it has on consumer welfare.
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