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Fighting in the aisles 

Adapted from Investors Chronicle 23rd April, 2004

Earlier this year Morrisons was successful in its takeover of Safeways. Morrison's first move - before it has even started to rebrand the stores - has been to cut prices at Safeway. All in all, Morrison promises to invest £400m in price-cuts. Other supermarket groups have already responded in kind. Asda has so far cut £165m this year, and Tesco £140m. Even J Sainsbury is ditching its long-held strategy of competing purely on quality by initiating a big round of promotions this summer. 

Open all hours

The one place you will find it hard to find price cutting is in a Tesco Express or at a Sainsbury's Local. They whack on a premium for the convenience of picking up groceries on the way home from work, and stock a higher proportion of high-margin, fresh, prepared food such as bagged salads and chilled ready-meals in order to appeal to time-poor, cash-rich commuters. It is no surprise that Tesco, which 18 months ago had just 75 convenience stores, now has 280.

Questions

1 How would you describe the UK supermarket industry, competitive, oligopolistic, or monopoly?

2 Is the price war in the supermarket industry indicative of collusion or non-cooperative behaviour?

3 What market features are required for a cartel to be successful?

4 Is the UK supermarket industry a cartel? If not why? 

5 The number of local convenience stores is very high. Why are prices and profit margins high?

