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Is market 
power 
increasing 
in the UK?

What is the actual competitive environment 
in the UK economy? Has it changed 
over the last 15 years? These issues have 
recently been in the news, with claims 
of increasing market power and large 
firms ‘ripping off’ consumers. Jon Guest 
uncovers the facts behind the headlines

How do economists measure the level and 
intensity of competition in real-world markets? 
A precise measure does not exist, but there 

are a number of imperfect indicators. One of the 
most common is market or seller concentration. 
This approach quantifies the number of firms in a 
market and their relative size. It does not consider the 
influence of potential entrants.

Concentration ratio
The simplest measure of market concentration is the 
concentration ratio. This adds together the market 
shares of the largest firms in the market. For example, 
the five-firm concentration ratio, or CR5, adds the 
market shares of the five largest firms.

A number of studies have recently published 
concentration ratios for the UK economy as a whole 
as well as for a number of sub-sectors. For example, 
research published by the Resolution Foundation 
estimated that the combined market share (share 
of revenue) of the largest 100 businesses (CR100) 
increased from 18.5% in 2003–04 to 23% in 2015–16.

The main weakness with economy-wide data is that 
they fail to illustrate any variation between different 
industries. For example, the CR5 measure indicates that 
the increase in concentration in manufacturing is far 
greater than in business services. Some industries such 
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Questions
1 What are the limitations of using concentration 

ratios to measure market concentration? What 
other methods are widely used?

2 Illustrate the different predicted mark-ups of 
price over marginal costs in the four economic 
models of market structure.

3 What implications does increasing market 
power in product markets have for the 
operation of labour markets and the wages 
paid to workers?

4 Why might increasing digitalisation and the use 
of technology result in rising market power?

Weblinks

Resolution Foundation report on the state of UK 
capitalism: www.tinyurl.com/yahbksg5

Guardian investigation into the prospects of breaking 
up tech giants: www.tinyurl.com/y8pkyzpm

BBC story about the rise of ‘mega-firms’: 
www.tinyurl.com/yaxfn8kv
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as energy and construction have actually experienced 
small falls in concentration over the same period.

Compositional effect
What has been driving these changes in concentration 
at industry level? One obvious explanation is that the 
sectors that make up the industry have become more 
concentrated — the concentration effect. However, it 
is possible for CR5 to increase without a concentration 
effect. This happens if the more highly concentrated 
sectors grow more rapidly than those that are less 
concentrated — the compositional effect. In some 
industries (e.g. manufacturing and business services), 
the compositional effect is more significant while in 
other sectors (e.g. hospitality and retail, and transport 
and communications) the concentration effect is more 
important.

Has competition fallen?
The data suggest that the UK economy has become 
more concentrated over the last 15 years. However, 
it does not necessarily follow that the level of 
competition has fallen. Intense rivalry can still exist in 
a market dominated by large firms if consumers can 
easily switch between the different goods on offer and 
it is relatively easy for new firms to enter the market. 
These forces restrict the ability of businesses to increase 
prices above marginal costs and so limit the size of any 
profits.

Therefore, it is important to consider indicators 
other than market concentration when judging the 
strength and intensity of competition in a market. 
Other pointers include:
• the ease with which consumers can substitute 

between products supplied by different firms
• the extent to which prices are greater than marginal 

costs, i.e. the size of the mark-up
• the profitability of firms — usually measured by the 

return on capital employed
• the rates of entry and exit into the market, in 

particular the extent to which firms with greatest 
mark-ups and profitability either remain the same 
or change over time

Conclusion
A number of studies using data from a range of countries 
find evidence of both increasing average mark-ups 
and profitability. What factors might be driving these 
changes? Some possibilities include the increasing 
digitalisation of markets, globalisation, excessive 
regulation and weak competition policy. Evidence 
indicates that the market power of large firms has 
increased over the last 15 years. This observed trend is 
an issue beginning to worry policymakers around the 
world.
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