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The Reference made by the Board of Trade

The Monopolies and Mergers Acts 1948 and 1965
Reference to the Monopolies Commission

Electric Lamps

1. Whereas it appears to the Board of Trade that it is or may be the fact that
conditions to which the Monopolies and Restrictive Practices (Inquiry and Con-
trol) Act 1948 (hereinafter called ‘the Act of 1948") as amended by the Restrictive
Trade Practices Act 1956 and the Monopolies and Mergers Act 1965 applies
prevail as respects the supply of electric lamps of the following descriptions,
namely (i) filament lamps exceeding 28 volts (whether for illumination or other
purposes); and (ii) discharge lamps and fluorescent lamps (for illumination).

2. Now therefore the Board of Trade in pursuance of section 2 (1) of the Act of
1948 as so amended hereby refer to the Monopolies Commission for investigation
and report the supply of lamps of each of those descriptions within the United
Kingdom,

3. The Commission shall as respects such supply investigate and report on
whether the conditions to which the Act of 1948 as amended as aforesaid applies
in fact prevail.

4. The Commission shall, if they find such conditions prevail, also investigate
and report whether the said conditions and any things which may be done by the
parties concerned as a result of, or for the purposes of preserving, those conditions
operate or may be expected to operatc against the public interest.

Dated this 8th day of February 1966.
D. R. SERPELL
A Second Secretary of the Board of Trade
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Report on the Supply of Electric Lamps

(i) We submit the following report on the supply in the United Kingdom of (i)
filament lamps exceeding 28 volts (whether for illumination or other purposes)
and (ii) discharge lamps and fluorescent lamps (for illumination) in compliance
with section 2 (1) of the Monopolies and Restrictive Practices (Inquiry and
Control) Act 1948 (as amended). The reference was received from the Board of
Trade on 8th February 1966.

(i) We have received evidence from British Lighting Industries Ltd. (BLI),
Crompton Parkinson Ltd. (Crompton), Osram (GEC) Ltd. (Osram) and Philips
Electronic & Associated Industries Ltd. (Philips), the principal suppliers of
electric lamps, and from the Electric Lamp Industry Council Ltd. (ELIC).

(iii) 'We have also received evidence from other manufacturers of electric lamps;
from manufacturers of components for electric lamps; from the Ministry of
Technology and the British Standards Institution; from the National Coal Board,
British Railways Board and other nationalised industries; from many local
authorities; from the Electrical Wholesalers’ Federation and trade associations
representing retail distributors; from individual wholesale and retail distributors
and from industrial and commercial users. From some of these witnesses we took
oral evidence after we had considered their written submissions. Members of the
Commission and of the staff visited certain factories.

(iv) Representatives of BLlattended a meeting in April 1967 to clarify outstand-
ing matters of fact.

(v) In June 1967 we informed BLI, Crompton, Osram and Philips of our pro-
visional conclusions that the conditions to which the 1948 Act (as amended)
applies prevailed in respect of the supply of the electric lamps defined in the
reference; and we notified each company of the respects in which it might be
contended that, so far as it was concerned, the conditions, or the things doncasa
result of or for the purpose of preserving the conditions, operated or might be
expected to operate against the public interest. BLI, Crompton, Osram and
Philips made certain representations to us in writing. In December 1967 Philips’
representatives attended a hearing for the purpose of discussing these matters
with us. BLI and Osram each attended a similar hearing in Fanuary 1968. At these
meetings BLI, Osram and Philips were represented by Counsel. BLI, Crompton
and Osram elected to make joint representations to us in writing in respect of
certain matters notified to them and to Philips, individually, as sharceholders in
a group of companies known as the ‘Controlled Companies’. In January 1968
representatives of BL1, Crompten and Osram attended a hearing for the purpose
of discussing those particular matters with us. At this meeting they were
represented by Counsel.

{vi) InJune 1967 we alsoinformed the principal distributors’ associations of our
provisional conclusions that the conditions prevailed in respect of the supply of
electric lamps defined in the reference, and invited their observations upon a
number of questions which appeared to us to be relevant to our judgment upon
the public interest in this connection. These associations made certain representa-
tions to us in writing.

(vil) We wish to record our appreciation of the assistance given to us by BLI,
Crompton, Osram and Philips, and all the others who have provided us with the
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information required in our investigation. Some of the information relates to
confidential business affairs and we have been careful not to disclose it in our
report unless it is essential for a proper understanding of the issues.

(viii) For convenience the report is divided into two parts. In the first part, after
a short introductory descripticn of the subject matter covered by the reference,
we discuss the issues arising and record our conclusions and recommendations.
In the second part, we give a more detailed account of the facts and of the evidence
submitted by the parties concerned and other witnesses,

A. H. BRUCE (Chairman)

A. R. BARROWCLOUGH

RoGer FALK

W. E. Jonzss

ALIX MEYNELL

AUBREY SILBERSTON

J. M. A. SMITH

Miss M. DENNEHY (Secrefary)
25th July 1968



CHAPTER 1

Introduction

Description of the goods

1. The electric lamps te which our reference applies are filament lamps exceeding
28 volts (whether forillumination or other purposes) and fluorescent and discharge
lamps for illumination. These descriptions cover a large number of different
types of lamps designed for a wide range of uses, from the familiar types for
domestic, office and street lighting to lamps for specialised applications, including
lamps for television studios, cinema projectors, liphthouse lanterns, the lighting
of airfield runways and the flood lighting of buildings, sports stadiums and
marshalling yards, and lamps for the illumination of traffic signals, switchboards
and industrial and domestic appliances. The limitation of filament lamps to those
over 28 volts effectively excludes from our inquiry all types of motor vehicle and
other battery or dynamo operated lamps, most train lighting lamps, and miners’
lamps. The limitation of fluorescent and discharge lamps to those for illumination
excludes from our inquiry certain lamps used for advertising, heating, medical
applications and other special uses. It has been estimated that including the
different finishes, voltages and wattages of individual types, about 4,000 different
electric lamps as defined in the reference are available in this country at the present
time.

2. 1Infilament lamps, the light is produced by the heating to a high temperature,
by the passage of electric current, of fine tungsten wire enclosed in a vacuum or gas
filled glass envelope or bulb. The majority of filament lamps are gas filled, usually
with a mixture of argon and nitrogen. As well as the familiar pear shape, filament
lamps are made in a variety of other shapes including mushroom, candle, tubular
and round. The bulb may be made in a number of finishes, including ¢lear, pearl
and coloured. The pearl finish reduces glare; it also reduces the light output by
about 1 to 2 per cent below that of clear lamps. The bulk of preduction of filament
lamps as defined in the reference consists of the common pear shaped and mush-
room shaped lamps, known as General Lighting Service (GLS) lamps, for general
domestic, commercial and industrial lighting. The lamps are made in wattages
of from 5 to 1,500. At the present time, the heaviest demand is for the 100 watt
lamp, whereas some years ago the 60 watt was the most popular. There are two
main types of GLS lamps—single-ccil and coiled-coil. Inthesingle-coillamp, the
filament is coiled into a tight spiral by being wound round a metal rod or ‘mandrel’,
generally of molybdenum, which is then dissolved out. In the coiled-coil lamp,
first introduced in about 1934, the already coiled filament is wound round a
second mandrel, resulting in a more compact filament with, when incandescent,
correspondingly less loss of heat to the gas. Coiled-coil lamps thus give more light
than single-coil lamps; the difference in the light output of the two pear shaped
types ranges from 20 per cent at 40 watts to 3 per cent at 100 watts. Coiled-coil
lamps are made in the mushroom shape in wattages of 40, 60, 100 and 150. These
lamps have an interior white silica coating which diffuses the light; it also reduces
the light output by about 8 per cent below that of pear shaped coiled-coil lamps of
the same wattages. The rated average life of the bulk of filament lamps is 1,000
hours, which has been general in this country for over 40 years.
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3. Basically, the burning life and the light output of a filament lamp are deter-
mined by the operating temperature of the filament and this in turn is determined
by the construction, thickness and length of the filament; generally, the higher
the temperature, the shorter the life. Some GLS lamps are produced with thicker
and longer filaments than those used for 1,000-hour lamps; these run at a lower
temperature and have nominal burning lives of 2,000 or 2,500 hours but they give
less light than the standard pear shaped 1,000-hour lamps of the same wattage,
though the actual differences in light output vary with the different specifications.
There is no British Standard for long life filament lamps, but a specification for
2,500-hour lamps, IEC 64A, is published by the International Electrotechnical
Commission (IEC).* A long life filament lamp developed here in the early 1960’s
jointly by a nationalised industry and a lamp manufacturer has a rated average
life of 2,000 hours and a light output which is, to the ordinary eye, indistinguish-
able from that of the standard 1,000-hour pear shaped lamp. This and other
makes of long life GLS lamps are dealt with in detail in the second part of the
report. The manufacturers who make long life GLS lamps supply them almost
entirely to large users, particularly for use where frequent lamp changing is
inconvenient or labour costs high. None of the lamps is available through the
ordinary channels of distribution to the general public. The initial light outputs
required by the specifications for the main types of filament lamps mentioned in
this and the preceding paragraph are shown in appendix §, table 7.

4. Infinorescent lamps, the lightis produced by the excitation of a uniform inner
coating of fluorescent powder or ‘phosphor’ by exposure to ultraviolet radiation
produced by an electric discharge passing through low pressure mercury vapour
in a glass envelope. The electric discharge takes place between two electrodes
consisting of tungsten filaments coated with thermionic emissive material. These
lamps need to be operated in conjunction with auxiliary electrical equipment,
known as chokes or ballasts, to limit the lamp current to the design value. A
‘starter’ switch or special circuit is needed to preheat the electrodes and initiate
the discharge. The main range of lamps is made in wattages of from 15 to 125;
the lamps are generally in the form of straight tubes in lengths of from 18 inches
to 8 ft and diameters of 1 to 14 inches, but are also produced in short §-inch dia-
meter tubes and in circular form. The nominal life of most fluorescent lamps is
7,500 hours. They are commonly white, ‘warm white’ or ‘daylight’” in colour,
but are also available in other colours. The manufacturers have told us that
the main growth in lamp sales is in fluorescent lamps, and that in industry and
commerce the filament lamp has been ‘relegated to a secondary role’. They have
also told us that the rated average lives of fluorescent lamps, and of sodium and
mercury discharge lamps, have been increased substantially since 1951, as has their
luminous efficiency.

5. Discharge lamps depend for the production of light on electric discharge in
gases and metallic vapours; they were developed in the 1930’s and the first type
to be available commercially was the low pressure sodium vapour lamp. In the
years following the end of the last war, this type came info widespread use for
street lighting. The lamp emits a bright yellow light; it is highly efficient but its
colour makes it unsuitable for indoor use. Sodium lamps have an average life
of 6,000 hours; they are made in a number of types ranging in wattage from 40

*Available from the British Standards Institution, Newton House, Pentonville Road, London,
N.1. Price 8s.
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to 200. They consist basically of an inner tube in which the electrical discharge
takes place, and an outer bowl or jacket. In some types of sodium lamps these
parts are integral, in others the lamps and jackets are available separately. A
later development was the high pressure mercury vapour lamp. These lamps also
consist of an arc tube surrounded by an outer bulb. They are used for street
lighting and to some extent for industrial uses, such as in yards and in high bays
in factories. They emit a bluish-green light, but suitable choices of fluorescent
powders deposited on the inside of the bulb or the tube can to some extent modify
the colour. The lamps are made in wattages of from 50 to 2,000, depending on
type, with a rated average life of 7,500 hours. Discharge lamps are made in a
variety of shapes for different lighting applications. All discharge lamps require
separate ballasts, generally known as ‘control gear’, to control the current flowing
through the circuit and activate the electrical discharge; and different control
gear is required for the different types of these lamps. One type of discharge lamp
is 2 blend of tungsten filament and mercury discharge in which a tungsten filament
functions as a ballast and also gives some light immediately on switching on.
The principal components used in the manufacture of reference lamps are the
outer glass envelopes in the form of bulbs or tubes, glass tubing and rod for
interior components, different types of wire, metal caps, fluorescent powders and
chemicals and various gases. A short account of the manufacture of each of the
descriptions of reference lamps is given in appendix 6 and the current retail prices
of some popular types are given in appendix &, table 1.

Developments in reference lamps

6. The principal manufacturers have told us that the bulk of their GLS tungsten
filament lamps are made to a higher nominal light output than the minimum
specified in the relevant British Standard and have longer burning lives than the
rated average. They also said that to obtain higher lighting standards and longer
life with tungsten filament lamps creates serious heat problems. Any increases
in both light output and life could be achieved only by increasing the wattagei.e.
power dissipation which, in turn, would create heat problems with the small
fittings used for GLS lamps. They indicated that the limit had almost been reached
in this respect, and no new developments in the classical tungsten filament lamp
field were foreseen. However, the development of the tungsten halogen lamp
(also referred to as ‘tungsten-iodine’ or ‘quartz-iodine”) had opened up a com-
pletely new field. These lamps are already in use for photographic projection and
floodlighting and for motor vehicles; and we are told they are also being developed
for other applications, In the case of fluorescent lamps, the development of new
types of braided cathodes, tubes with dual wattage and voltage ratings and
improvements in the blending of phosphor powders have resulted in an increase
inlife, light output, easier starting and better colour rendering. The manufacturers
emphasised that both the light output and life of fluorescent lamps have increased
substantially since 1951 and they claimed that the rated average life of 7,500 hours
of many fluorescent lamps is, in fact, generally exceeded. In the case of mercury
and sodium discharge lamps also, there have been a number of important develop-
ments, These resulted in the marketing of a low pressure sodium lamp which gives
a better light output for a lower wattage. By way of example, the manufacturers
compared the 140-watt sodium lamp, which in 1939 had a light output of 10,000
lumens* and had a life of 2,500 hours, with the current 90-watt sodium lamp

*The Iumen is the unit of luminous flux used in BSI and other specifications.
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which has a light output of 12,500 lumens and z life of 6,000 hours; this represents
a 25 per cent increase in light output, a reduction in consumption of 50 watts and
more than double the life. Each of the three principal manufacturers also told
us about their respective developments of a high pressure sodium discharge lamp
which is said to give a warm white light likely to be acceptable for interior instal-
lIations where the yellow light of the low pressure lamp is unsuitable. Similarly,
since pre-war, improved designs in mercury discharge lamps have produced
similar striking comparisons. One manufacturer compared the 400-watt mercury
discharge lamp, which in 1939 had a light output of 18,000 lumens and had a life
of 1,500 hours, with the current lamp of the same wattage which has a light output
of 20,500 Iumens and a life of 5,000 hours; this represents an increase in light
output of 14 per cent and more than treble the life.

The manufacturers

7. The following are the principal manufacturers of reference lamps:

British Lighting Industries Ltd. (BLI), the leading manufacturer, was formed in
1964 to acquire the lamp and lighting interests at home and abroad of Thorn
Electrical Industries Ltd. (Thorn) and Associated Electrical Industries Ltd. (AEI).
Until October 1967 it was owned as to 65 per cent by Thorn and 35 per cent by
AFI, and effective management and control rested with Thorn. On 20th October
1967, Thorn acquired AEI’s interest in the company, which is now a wholly
owned subsidiary of Thorn, BLI sells three main brands of lamps, Mazda (the
AEI brand), Atlas and Ekco. It also sells a limited range of cheaper lamps under
second brand names, and also Iamps marked with brand names required by
certain buyers such as other manufacturers, nationalised industries, electricity
boards, chain stores, etc.

Philips Electronic & Associated Industries Ltd, (Philips) is owned by NV Philips
Gloeilampenfabricken, Holland (NV Philips). It owns or controls a number of
companies concerned with the manufacture and supply of reference lamps.
Included in the group is a wholly owned subsidiary, Philips Electrical Ltd., and
Luxram Electric Ltd. (Luxram) and The Kingston Lamp Co. Ltd. (Kingston)in
which Philips acquired controlling interests in 1965 and 1966, respectively.
Philips sells two main brands of lamps, Philips and Stella. The group also selis
cheaper lamps under second brand names and lamps marked with buyers’ own
brands.

Osram (GEC) Ltd. (Osram) was formed in 1961 to manage the lamp division of
The General Electric Co, Ltd. (GEC) and to market its products, and also to
manage GEC’s other lamp and lighting interests at home and some of its lamp and
lighting interests abroad. In 1965 GEC acquired Ascot Lamps and Lighting Ltd.
(Ascot). Osram sells two main brands of lamps, Osram and Elasta. It also sells
cheaper lamps under the Ascot brand name and Jamps marked with buyers’ own
brands.

Crompton Parkinson Ltd. (Crompton) sells one main brand of lamp and one
cheaper second brand ; it also sells buyers’ own brands. In February 1967 Hawker
Siddeley Ltd. acquired the whole of the equity in Crompton ; Crompton continues
to trade under its own name.

8. Each of the four principal manufacturers produces lamps of all the descrip-
tions covered by the reference; each makes a range of different types of each
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description except Crompton, which makes only one type of discharge lamp.
With the exception of lamps developed for certain specialised applications, the
ranges of the standard types of reference lamps offered for sale by these four
manufacturers in their respective main brands are virtually identical. Substantial
inter-trading between manufacturers is a long standing practice in the lamps
industry. Some of the inter-trading covers lamps which individual manufacturers
prefer, for one reason or another, not to make themselves but which they wish to
include in their ranges to match the ranges offered by their competitors; other
inter-trading covers lamps required by individual manufacturers from time
to time to supplement their own production. The brand names required by
the buyer are etched on the lamps by the seller in the course of manufacture, and
the seller generally packs the lamps in branded ‘sleeves’ and cartons supplied by
the buyer.

9. The smaller manufacturers include the ‘Controlled Companies’, a group of
companies owned in varying proportions by BLI, Philips, GEC and Crompton.
They are Ismay Lamp Works Ltd., Britannia Electric Lamp Works Ltd., Splendor
Lamp Co. Ltd., Evenlite Tube Lamp Developments Ltd. and MSL Ltd. (which
is not concerned with reference lamps). Ismay, Britannia and Splendor have
recently been recrganised. Ismay is now the principal company in the group and
production is concentrated at its factory; Britannia, now a subsidiary of Ismay,
sells a simplified range of GLS and other filament lamps, mainly to Woolworth.
Splendor is now a selling company only. A substantial proportion of the com-
panies’ sales requiremenis of reference lamps is now obtained from the share-
holders. Another smaller manufacturer, British Luma Co-operative Eleciric
Lamp Society Ltd. (British Luma)* is owned, in equal proportions, by the Co-
operative Wholesale Society Ltd., the Scottish Co-operative Wholesale Society
Ltd. and the Ko-operativa Forbundet, Sweden. British Luma manufactures a
simplified range of GLS filament lamps almost entirely for supply to co-operative
wholesale socicties for retail sale in co-operative retail societies’ stores. British
Electric Lamps Ltd. (BELL), a small private company, manufactures a range of
decorative filament lamps, including candle and architectural lamps. Of the other
smaller manufacturers, only J. F. Poynter Ltd., trading as Maxim Lamp Works,
makes GLS lamps; the others are specialist manufacturers of other types of
filament lamps such as strip and architectural types, or of fluorescent lamps. The
organisation, production and trading arrangements of the principal manufac-
turers are dealt with in chapter 5 as are brief details of the arrangements of the
smaller manufacturers apart from the Controlled Companies which are dealt
with in chapter 6.

10. The table below shows the total sales of reference lamps by the manufac-
turers and importers in recent years, by net sales value:
1965 1966 1967
(£000)  (£000)  (£000)

BLI 10,2¢0 10,762 10,403
Philips 4,724 5,987t 6,233t
QOsram 4,967 4,969 5,230
Crompton 1,334 1,617 1,697
Controlled Companies 1,067 792 965
Others 1,610t 991 888
Total 23,902 25,118 25,416

*See footnote to paragraph 327,
tIncludes sales by Luxram and Kingston (see paragraph 7).
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Reference lamps imported by the principal manufacturers are included in the
above figures for each, and account for practically all imports of reference lamps.

Components manufacturers

1. The principal components for reference lamps mentioned in paragraph 5
are made by four companies, formerly owned jointly by AEI and GEC and now
owned jointly by BLI and GEC; these are Glass Bulbs Ltd., Glass Tubes and
Components Ltd, (GTC), Lamp Caps Ltd. and Lamp Metals Ltd. These com-
panies sell their products to their parent companies and also to other lamp
manufacturers. Glass Bulbs is the sole supplier in this country of the common
types of glass bulbs for filament lamps. GTC and Chance Bros. Ltd., a subsidiary
of Pilkington Bros. Ltd., make tubing for fluorescent lamps and glass tubing and
rod which they sell to the lamps industry generally. BLI's subsidiary, Lamp
Presscaps Ltd., makes the ‘bi-pin’ type of cap for fluorescent tubes; its interest in
the vitrited type of cap used for filament and discharge lamps was sold to Lamp
Caps in 1967, and Lamp Caps is now the sole supplier of this type in this country.
Lamp Metals and Philips’ subsidiary, Mullard Ltd., make and sell a variety of
types of wire and coiled filaments.

Manufacturers’ trade associations

12. The principal trade association of lamp manufacturers which existed from
1933 until 1957 was the Electric Lamp Manufacturers’ Association (ELMA).
ELMA operated a number of arrangements, including common maintained
prices and discounts, collective sanctions and exclusive dealing; its members were
parties to international agreements which included market and patent sharing
arrangements. In 1949 the supply of electric lamps of virtually all types,* includ-
ing those for motor vehicles, was referred to the then Monopolies and Restrictive
Practices Commission. The Commission’s report of 19511 dealt primarily with
the activities of ELMA, whose members at that time were AE1, GEC, Philips,
Crompton and BELL, directly or through subsidiaries, together with Siemens
Bros. & Co. Ltd. (a company which was subsequently acquired by AEI), and a
small company, Aurora Lamps Ltd., which has since been wound up. Thorn was
at that time the largest of the independent manufacturers outside ELMA. The
Commission’s findings and recommendations are sammarised in paragraph 165,
following a brief account of the industry up to 1951. Certain of the ELMA and
other arrangements mentioned above then terminated, but common prices and
discounts were continued until the coming into force of the Restrictive Trade
Practices Act in 1956; shortly after this, ELMA was dissolved. In 1957 the
Electric Lamp Industry Council (ELIC) was formed; its membership consisted
of the former members of ELMA, Philips (which had resigned from ELMA in
1953), Thorn and Ekco-Ensign Ltd. (Ekco) in which Thorn had a controlling
interest. The members continued to maintain their respective resale prices of
their main brands, but they no longer did so collectively; neither did they fix
lamp prices collectively, although their prices nevertheless remained substantially
the same. ELIC threw up a Discount Structure which recommended discounts for

*The reference applied to (a) electrical filament lamps, for illumination or otherwise; and (b}
discharge lamps and fluorescent lamps for illumination,

tMonopolies and Restrictive Practices Commission. Report on the Supply of Electric Lamps. Sess.
1950-51, HC 287. HMSO 6s. 0d.
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main brands of lamps which were broadly equivalent to the ELMA discounts
and quantity rebates. Buyers were classified according to their total purchases of
all brands from all sources or, in the case of local authorities, by types and popula-
tions. The structure was registered with the Registrar of Restrictive Trading
Agreements, but was abandoned at the end of 1959, In January 1960 ELIC
adopted a Discount Schedule which differed from the 1957 structure in that al-
though it defined classes of buyers it did not recommend any rates of discounts,
which were the prerogative of each individual member. In 1961 ELIC was
dissolved and the Electric Lamp Industry Council Ltd. (ELIC Ltd.), which had
been formed for another purpose, took over the activities formerly carried out by
ELIC. Further details of the activities of ELIC and ELIC Ltd. are in chapter 4.
For convenience, throughout the rest of this report we refer to both ELIC and
ELIC Ltd. as ‘ELIC’, except where it is necessary to differentiate between the
two bodies.

13. Asfrom 1st April 1967 the members of ELIC abandoned resale price main-
tenance in respect of their main brands of lamps; their respective prices and
discounts have since been recommended or, in one case, published for guidance,
and until March 1968 were virtually identical between the members. The recom-
mended (or published) retail list prices remain virtually identical, type for type,
but discounts now vary. (Resale price maintenance has never been applied to
the principal manufacturers’ second brands or to the products of the smaller
manufacturers.)

Distribution

14. The market for reference lamps can be said to fall into three main sectors,
The first covers the traditional channel of distribution of electrical consumer
goods, through electrical wholesalers to electrical retailers and contractors and
commercial and industrial users; the great bulk of sales to this sector consists of
the principal manufacturers’ main brands, primarily of filament and fluorescent
lamps but including a proportion of discharge lamps. The second sector covers
sales, mainly direct by manufacturers but also through wholesalers, to large users
including government departments, nationalised industries, local authorities and
the larger commercial and industrial undertakings; the lamps supplied to this
sector are of ail the descriptions defined in the reference and include the principal
manufacturers’ main brands and their cheaper second brands, and also the
products of the Controlled Companies and of one or two small manufacturers.
The third, which may be termed ‘the cheap lamp sector’, covers sales, mainly of a
simplified range of GLS lamps, by the principal manufacturers of their second
brands, and by the Controlied Companies, to electricity area boards, chain stores,
supermarkets and the like, and to some industrial and commercial users. These
lamps are supplied by the manufacturers at lower net prices or at higher discounts
off list prices than those which apply to main brands; and most are retailed at
lower prices than main brands. Itis only in recent years that the principal manu-
facturers have participated directly in this sector; formerly, with one minor
exception, they did so only indirectly through their interests in the Controlled
Companies,

Distributors’ trade associations

15. Trade associations concerned with the distribution of reference lamps are
the Electrical Wholesalers’ Federation (EWF), whose members distribute a
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substantial proportion of total supplies of the main brands; The NECTA Ltd.
(The National Electrical Contractors’ Trading Association); The National
Federation of Ironmongers (NFI); and The Radio and Television Retailers’
Association (RTRA) Ltd. Details of these associations’ activities in connection
with the distribution of electric lamps are in chapter 8.

Electricity supply
16. The standard consumer voltage of 240 volts AC is now available in most
parts of the United Kingdom and 95 per cent of consumers are supplied at this
voltage; the bulk of production of electric lamps is, accordingly, rated at 240
volts. The number of places where non-standard voltages of from 200 to 230 and
250 are still in operation is steadily decreasing. For a few establishments, includ-
ing certain hospitals, factories and farms, transformers owned by the consumers
or by area boards convert supply to meet special requirements. For such estab-
lishments and for the places where supply is still at non-standard voltages, lamps
of the appropriate voltage ratings are available. Although only 0-03 per cent*
of consumers are connected to supply at 250 volts, there is a substantial demand
for GLS lamps rated at 250 volts. Some users of these lamps have told us that
they buy them to ‘under-run’t on standard (or other) voltage supply to obviate
the deleterious effects of variations in voltage supply which are said to cause lamps
to fail prematurely. Other users of the lamps buy them to under-run simply to
obtain longer life, although at the expense of the light output of the lamps. One
large manufacturer told us that if a 250-volt lamp is under-run on 240-voltage
supply ‘the light output will be reduced by 12 per cent} and the average life of
the lamp raised from 1,000 to 1,750 hours; but the cost to the domestic user per
unit of light per unit of time will be increased by 3-6 per cent’. The Electricity
Council has said that:
it is very doubtful whether voltage variations experienced by consumers connected
to the 240-volts public supply system are such as to justify the purchase of 250-volt
lamps and it is most unlikely that they would be advised by an Area Board to do so,
However, on a 240-volt system a 250-volt lamp will probably last longer than a 240-
volt one, but at the expense of lighting efficiency because this is a characteristic of
under-running electric lamps. The consumer may be conscious of the long life but
not of the lesser efficiency and thus create a market for these higher voltage lamps, and
it is for debate whether he gains anything overall or not.

British Standards

17. The British Standards Institution (BSI) publishes a number of British Stan-
dards relating to different types of reference lamps; the specifications include,
inter alia, dimensions and mechanical tests, voltage and wattage tolerances,
nominal light output and life performance. The Standards alsc set out require-
ments and conditions of test for rating and for life. Other British Standards relate
to components for reference lamps and auxiliary equipment for fluorescent and
discharge lamps. The Standards are prepared by the Illumination Industry
Standards Committee of BSI which includes representatives of government
departments, nationalised industries, the National Physical Laboratory, ELIC

*By the end of 1968 there will be no consumers connected to supply at 250 volts.

+Operating a lamp at a lower voltage than that for which it is designed is generally termed
‘under-running’. Theoretically, under-running (at constant voltage) by 10 volts gives an 80 per
cent increase inlife and a 15 per cent reduction in light output. In practice, surges and fluctuations
in current will modify these results, as they also modify the performance of lamps run on the
voltages for which they are designed.

+The consumption of electricity (i.e. the wattage) is reduced by about 6 per cent,
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and the Association of Public Lighting Engineers. BSI Licences* are held by the
principal manufacturers, by certain of their subsidiaries and by British Luma.

Legislation and government policy

18. The electric lamp industry falls within the responsibilities of the Ministry
of Technology to which it was transferred from the Board of Trade in 1966. The
Ministry has told us that its general aim is to promote efficiency within the
industry and to improve its international competitiveness, and that it is prepared
to assist the industry by supporting research and development and also to arrange
for the interchange of technical information between the industry and the Min-
istry’s own research organmisations and university laboratories. So far, the
industry has not sought direct assistance although there have been discussions on
an advanced lighting technique.

19. Filament lamps not exceeding 250 watts and fluorescent lamps not exceeding
80 watts are subject to purchase tax. The former tax of 25 per cent, based on the
statutory wholesale value (which includes any duty payable), bore a temporary
surcharge of 10 per cent of the tax from July 1966 until April 1967 when the
surcharge was withdrawn and the tax itself increased to the same total of 27} per
cent. Since 20th March 1968 the tax has been 334 per cent. All types of sodium
and mercury discharge lamps are exempt from purchase tax.

20. Imports of electric lamps and certain components from Commonwealth
and EFTA countries are free of duty. Therates of duty applicable to imports from
other countries are as follows:

Ad valorem

Up to 30th From 1st
June 1968 July 1968

, 679 0
Filament lamps and filaments 16 12%
Discharge lamps including fluorescent 25 20
Lamp caps:
“for filament lamps 16 124
for discharge lamps 25 20
Tungsten wire, in the length 25 20
Glass envelopes (including bulbs and tubes for lamps):
for filament lamps 10 8
for other lamps 25 20

With the cxception of tungsten wire in the length, all the above goods were liable
to the temporary charge on imports for a limited period. This began on 27th
October 1964 at the rate of 15 per cent ad valorem; on 27th April 1965 the charge
was reduced to 10 per cent ad valorem and was withdrawn on 30th November
1966. Consequent on the Kennedy round of tariff negotiations under the General
Agreement on Tariffs and Trade the rates effective until 30th June 1968 were to be
reduced by a halif over a period of four years. The first reduction was by two-fifths
of the difference on Ist July 1968; further reductions will be by one-fifth on 1st

*The British Standards Mark (popularly referred to as the ‘Kite’ mark)is a registered certification
trade mark owned by the BSI, which may by licence permit manufacturers to use the mark on
their products when their quality control arrangements are considered satisfactory and they
have agreed to comply with a Scheme of Supervision and Control involving a routine of
inspection, sampling and testing appropriate to the particular product. The mark is thus an
independent assurance to the purchaser that these products are produced and tested in accord-
ance with the requirements of the relevant British Standard.
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January 1970; one-fifth on 1st January 1971 ; and one-fifth on 1st January 1972,
Import licences are required only for imports from Rhodesia, Eastern Europe and
China.

Research and development

21. No centralised research facilities are operated by the electric lamps industry
inthe United Kingdom. Inpart, thisis the result of patent and know-how arrange-
ments which individual manufacturers have had and have with overseas com-
panies,
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CHAPTER 2

Issues, Conclusions and Recommendations

Structure of the industry: monopoly conditions

22. We are required by paragraph 3 of the reference to investigate and report
whether the conditions to which the Act of 1948, as amended, applies in fact
prevail in respect of the supply within the United Kingdom of electric lamps of
the following descriptions, namely (i) filament lamps exceeding 28 volts (whether
for illumination or other purposes) and {ii) discharge lamps and fluorescent lamps
(for illumination). Under the Act the conditions are deemed to prevail if at least
one-third of all the goods in question which are supplied in the United Kingdom
are supplied by or to (a) one person or two or more inter-connected bodies
corporate, or (b) two or more persons who (other than by an agreement which is
required to be registered with the Registrar of Restrictive Trading Agreements)
so conduct their respective affairs as in any way to prevent or restrict competition
in connection with the production or supply of goods of the description in question
(whether or not they themselves are affected by the competition and whether the
competition is between persons interested as suppliers or producers or between
persons interested as customers of suppliers or producers).

23. Thetotal supply in the United Kingdom of electric lamps of the types covered
by the reference in 1966 and 1967 was divided among suppliers in the proportions
shown in the following table. These proportions represent the net sales value of
the lamps supplied and they relate only to the lamps which each supplier had
either manufactured or imported ; that is to say, lamps made by one manufacturer
and sold to a second manufacturer for resale are included in the first manufacturer’s
shares and not in that of the second manufacturer.* Imports made other than by
lamp manufacturers are negligible.

1966 1967
Filament Discharge Total Filament Discharge Total
7 0/‘ D// Y, a DO Y,
o o L) [1]
BLI 41 45 43 39 44 41
Philips 20 30 24 20 31 24
of which,
Luxram 3 — 2 3 — 2
Kingston 2 —_ 1 2 _— 1
Osram 22 : 16 20 23 17 21
Crompton
Parkinson 7 (1 6 8 6 7
Controlled
Companies 5 — 3 6 — 4
Others (including
BELL) 5 3 4 4 2 3

*Except in the case of Philips, whose figures include small quantities of lamps purchased from
other United Kingdom manufacturers (see paragraph 280).
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24. Itis apparent thatin these two years BLI was responsible for over one-third
of the supply of lamps of each of the descriptions referred tc us and also of the
supply of lamps of both of those descriptions taken together. No other supplier
has supplied as much as one-third of the supply of lamps of either description.
We therefore conclude that the conditions to which the Act applies prevail as
respects the supply of the lamps covered by the reference because at least one-third
by value is supplied by BLI.

25. The effect on the public interest of the monopoly position of BLI, and there-
fore of the merger of the lamp and lighting interests of AEI and Thorn which
brought it about, is an important issue and it is considered in paragraphs 113-145.
However, although BLI now has the largest share of the market, Osram and
Philips are also powerful companies and the dominance of BLI is far from over-
whelming. Indeed, in mercury and sodium discharge lamps alone, apart from
other discharge (i.e. fluorescent) lamps, Philips has almost half the trade and BLI
has less than one-third (although the terms of our reference did not permit us to
find that the conditions to which the Act applies prevailed in respect of these
lamps separately). Apart from BLI’s statutory monopoly, therefore, the industry
is characterised by oligopoly, and in our inquiry we have been concerned to
examine whether, as a result, competition is in any way restricted and, if so, what
effect that has on the public interest.

26. In this examination we have had in mind that in the past competition in the
electric lamps industry was extensively restricted, and we have sought to discover
whether the removal of former restrictions has in fact made the industry more
competitive, '

Changes in the industry since 1951

27. As shown in chapter 3, electric lamps manufacture before the last war was
regulated by an international cartel (the Phoebus Agreement), and when the
Commission were making their previous inquiry the industry in Britain was
dominated by the elaborate restrictive arrangements of ELMA. At that time the
members of this association were collectively restricting competition in the follow-
ing ways:

(i) Prices and discounts were fixed by agreement.

(ii) Resale prices were maintained and there was collective enforcement of
resale price maintenance.

(iii) Exclusive dealing was supported by several arrangements. To get trade
terms for ELMA lamps wholesalers had to bind themselves not to sell
any other brands. Retailers could get an additional 5 per cent discount if
they agreed to confine their sales to ELMA brands. Inaddition aggregated
rebates were paid to distributors based on their total purchases of ELMA
brands, and payments were also made to associations of distributors.

(iv) The types of lamps which could be produced were subject to approval.

(v) There were restrictions on both the quality and the quantity of the cheap
*Type B’ GLS lamps, which had been introduced in order to compete with
imports and with the products of independent manufacturers.

(vi) There were restrictions on the supply of components to independent lamp
manufacturers. Where components were supplied to independent manu-
facturers, they were charged higher prices than ELMA members, the
Controlled Companies or ELMA members’ licensees.
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In addition, the ELMA members’ share of the market (which the Commission
estimated to be about 60 per cent of the total in terms of numbers of lamps) was
apportioned between them in sales quotas under an agreement of 1948 which
replaced the previous international arrangements under the Phoebus Agreement.

28. As a result of the recommendations made in the Commission’s 1951 report
on electric lamps, and of the Restrictive Trade Practices Act 1956 and the Resale
Prices Act 1964, all these restrictions have been removed. At the same time there
have been important changes in the structure of the industry. Partly these have
been caused by changes in the market shares of individual manufacturers, but
there have also been various acquisitions and mergers, in addition to the formation
of BLI, which have markedly increased the degree of concentration in the industry.
The figures used for the 1951 report are not fully comparable with those which we
have compiled,* but they can be used {0 give an approximate indication of changes
in market shares. On this basis, the largest supplier in 1966 (BLI) held 41 per cent
of the market compared with about 21 per cent held by the largest supplier in
1950 (the AEI group). The four largest suppliers held 89 per cent of the market in
1966 compared with a corresponding figure of about 53 per cent in 1950. In
terms of value of reference lamp sales, which is a more appropriate measure than
numbers because of the wide range of prices, the largest supplier in 1966 had 43
per cent and the four largest 93 per cent of the trade.

29, The coverage of the industry’s trade association has also changed. Although
in 1950 ELMA was a tightly knit ring which included the principal manufacturers,
there were substantial lamp manufacturers outside it (Thorn and Ekco-Ensign
in particular, who were said to be similar in size to the medium-sized ELMA
members) and it was estimated that the share of the total market held by indepen-
dents was 20 per cent in respect of reference-type filament lamps and 41 per cent
in respect of fluorescent lamps. In 1966 the share of the market in reference lamps
of manufacturers who were neither members of ELIC nor controlled by ELIC
members was only 3 per cent. The Controlled Campanies’ share of the market
also declined from 13 per cent in 1950 to 7 per cent in 1966 (only 3 per cent by
value, since they make only the cheaper filament lamps).

30. A major change in the organisation of the industry took place in 1957 with
the dissolution of ELMA and the creation of ELIC with the participation of
Philips (which had resigned from ELMA in 1955), Thorn and Ekco-Ensign (in
which Thorn had a controlling interest) as well as of the former ELMA members.
This meant that alf the principal manufacturers were now together in one associa-
tion, and they were selling similar lamps at uniform prices and discounts; outside
this group were various smaller manufacturers making limited ranges of lamps
and competing actively in price. The products of the ELIC members were now
referred to in the trade as ‘ELIC lamps’, with the implication that they correspond
to the former ‘ELMA lamps’, and the assurance of conformity to established
trading methods which this description gave was thus extended to Thorn. Lamps

*The figures published in the 1951 report (paragraphs 2 and 3) related to total production in
numbers of lamps of all types including flash lamps and motor lamps, and we have no information
abeut individual manufacturers’ production in 1950 of lamps of the types covered by the present
reference nor about United Kingdom sales. However, ELMA members accounted for 635 per
cent of production of reference-type lamps, and we have assumed for the purposes of comparison
(i) that this was shared among the individual manufacturers in the same proportions as produc-
tion of lamps of all types and {ii) that shares of production are comparable with shares of United
Kingdom sales. The figures are calculated in terms of numbers of lamps because we have no
value figures for 1950,
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produced by non-ELIC manufacturers (except British Luma) were referred to
generally as ‘cheap lamps’; some of them had the same retail list prices as ELIC
lamps but larger discounts were given and most of them were retailed at lower
prices; their prices were not maintained (see appendix 6, table 1, for the retail
prices of some typical lamps of both kinds). As under ELMA, with the minor
exception of Crompton’s cheap brand the principal manufacturers participated
in the market for cheap lamps only through their holdings in the Controlied
Companies.

31. Subsequently the principal manufacturers began to participate directly in
the cheap lamp market. Thorn, which had no holding in the Controlled Companies,
made the first move as early as 1957 by acquiring Omega, a company which
supplied the cheap lamp market. In 1962 it also acquired Apex which brought
half the Woolworth trade with it, and it formed Astralec to handle this business.
Philips was the first of the Controlled Companies’ shareholders to respond to this
competition, when in 1963 it began to market a cheap brand of its own (Corona),
In 1965 and 1966 it acquired controlling interests in Luxram and Kingston. In
1965 GEC acquired Ascot. Production by the companies taken over has been
integrated to varying degrees with that of the parent companies. Ascot no longer
manufactures and is now only a selling company; Omega still manufactures but
its production has been fully integrated with that of BLI; Astralec is only a
selling company; Kingston and Luxram are permitted considerable independ-
ence by Philips, but there is some integration of their production.

32. Thus, although there is still considered to be a separate market for cheap
lamps, it is now very largely supplied by the principal manufacturers. The
brand names and the methods of selling are different from those for main-brand
lamps, but the lamps are virtually indistinguishable, type for type, many of them
being made on the same machines in the same factories as the main-brand lamps.
The only important physical distinction that is retained is that most of the second-
brand GLS lamps have single-coil filaments, whereas the main-brand GLS lamps
offered for sale in shops (apart from Crompton lamps) generally have coiled-coil
filaments; on the other hand, a number of large users including some government
departments, local authorities and trade users demand single-coil lamps, in both
main brands and second brands, because they consider single-coil to be more
robust. Apart from the matter of the filament there is virtually no distinction
between main brands and second brands. Independent manufacture of GLS
lamps is now insignificant. The largest independent manufacturer is British
Euma* but it supplies almost entirely to the co-operative wholesale societies and
does not normally enter into direct competition with other manufacturers. Max-
im, the only other independent company making GLS lamps, has a very small
share of the market.

33. There does not appear to have been anything inherent in the economics of
lamp production or marketing which made this concentration of GLS lamp
manufacture into the hands of the principal manufacturers inevitable. The small
companies which they acquired were in no immediate danger of failure at the
time of their acquisition nor, as far as we are aware, were they themselves actively
secking to be taken over. Those we have examined had been making satisfactory
profits, and the only reason for their acquisition was the deliberate decision of the
principal manufacturers to buy their way into the cheap lamp market. There does
not in fact appear to be anything in the nature of GLS lamp manufacture which

*See footnote to paragraph 327
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makes it impossible for small companies to trade successfully and, although
there are economies available to large companies, they do not give the large
company an overwhelming advantage.

34. We have examined the extent to which size brings advantages. In the mass
production of the common GLS lamps scale economies appear to be relatively
unimportant. A good deal of effort has been putinto the development of intricate,
automatic machines for the production of filament lamps (see paragraph 224),
but highly productive machines are generally available and are not so costly that
a small company cannot afford to install them. The most recently developed
machines work at high speeds with very few operatives and, even when the higher
depreciation has been taken into account, achieve a reduction of something like
a halfpenny in the factory cost of a filament lamp (totalling about 6d.) as compared
with the previous generation of machines. To achieve this, however, suchmachines
need to be used for long runs and it is very important to maintain a high loading.
Philips, for example, told us that one reason for its interest in acquiring control
of Luxram and Kingston was that these companies’ requirements of long runs
would provide attractive additional loading for Philips’ own machines (see
paragraph 267). To the smaller company the inflexibility of such machines would
be a drawback; where shorter runs are required, as they frequently are in the
cheap lamp market, a smaller company can achieve sufficiently low production
costs with the previous generation of machines to be fully competitive.

35. The economies achieved with the Jatest automatic machines are important
in keeping costs down but they give the big companies only a relatively small
advantage over small competitors because the assembly carried out on these
machines is only a part of the whole process of lamp manufacture; about two-
thirds of the factory cost of a GLS lamp consists in the cost of bought-in com-
ponents. Variations in the prices of components make a much bigger difference
to total factory costs than any differences in the productivity of machines.
Small companies are at a disadvantage in this respect, and this is considered
further in paragraphs 113-124. Nevertheless, it appears that despite this dis-
advantage the lower overhead expenses of small companies enable them to offer
GLS lamps at competitive prices and still make satisfactory profits.

36. The development of the mass production of fluorescent lamps played an
important part in the success of Thorn, and BLT has installed advanced machinery
which produces cost savings comparable to those obtained with the latest GLS
lamp machines (see paragraph 224). Neverthcless small companies have been
able to produce fluorescent lamps competitively.

37. Neither in fluorescent nor in GLS lamps do patents and know-how present
any serious obstacle to small producers, since the principles and designs are well
established and the materials and components are generally available. Mercury
and sodium discharge lamps are technically more complex, however, and it is
probably the know-how involved, rather than any scale economies in production,
which has limited their production to the main manufacturers.

38. In the selling of lamps, although exclusive dealing has long disappeared,
the manufacturers of main brands still have a firm hold on the traditional channels
of distribution. The reputation which the main brands have built up over the years
makes their lamps readily acceptable to distributors and their customers, and a
newcomer with an unknown brand would have to offer a substantial inducement
to offset this, We were told that infilamentlamps Thorn, withitsmain brand Atlas,
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had found it difficult to compete against the longer established Mazda and Osram
brands, with the result that in 1964 42 per cent of its sales of domestic GLS lamps
were in second brands, Advertising has played a part in establishing the main
brand names, but we were told that there is little brand loyalty as between main
brands and expenditure on advertising is not high. Some retailers and users, for
instance, order lamps from wholesalers by type alone and accept any main brand.
In dealing with electrical distributors the principal manufacturers are at an
advantage in being able to offer a comprehensive range of lamps. It is possible
that their nation-wide distribution system also gives them some advantage,
although on the other hand small companies can and do compete by offering
particular attention to the needs of their customers.

39. Although therefore the established large manufacturers enjoy some advan-
tages over small producers, they are not, as far as we can tell, such as to make the
latter’s survival impossible. Nor are there any insuperable cost obstacles to new
entry to lamp manufacture, at least as regards filament and fluorescent lamps.
However, although the threat of potential new competition from manufacture in
Britain may exercise some influence, the fact remains that since 1957 the principal
manufacturers have absorbed nearly all the independent competition that existed.

40. There remains a threat of competition from abroad. Imports of lamps
have never been very large in the past; the international quota restrictions under
the Phoebus Agreement and its successor agreement of 1941 restricted them until
1948 (see paragraphs 153 and 159) and the only significant supplier in the 1930%s
was Japan. In1950total imports were only about £250,000 when United Kingdom
production was worth over £13 million. There has been some growth of imports
since then and in 1966 the value was £1,732,000, equivalent to about 7 per cent
of home sales. These imports were made almost entirely by the lamp manufac-
turers, over one-half of them being brought in from the Netherlands by Philips.
Imports are said to consist mainly of types of lamps which it would be uneconomic
for the importing manufacturer to make in this country, although in the case of
Philips about 40 per cent of its sales are lamps {mainly discharge and fluorescent)
imported complete from NV Philips and it imports some components as well
(see paragaphs 60 and 64). To this extent therefore Philips’ sales can be regarded
as foreign competition. Apart from this, imports have offered little competition
to United Kingdom manufacture, although import duties are not unrcasonably
high and we have found no evidence of any survival of market-sharing arrange-
ments, With import duties being halved as a result of the Kennedy Round of
tariff negotiations it is possible that other important European manufacturers in
addition to NV Philips, and also the powerful United States manufacturers, might
take a more active interest in the market in the future.

41. Although there is thus a possibility of new competition from outside the
main group of United Kingdom manufacturers, either from new entrants to the
industry or from imports, the amount of such competition at present is negligible.
‘We have to consider, however, whether the acquisition of the cheap lamp manu-
facturers by the principal manufacturers has in fact reduced competition in the
supply of lamps. Since second-brand and main-brand GLS lamps are made to
the same BSI specifications and frequently on the same machines, there is some
appearance of artificiality in the situation which has resulted from the acquisition
of the former independent companies. We have also considered therefore whether,
since main-brand lamps have been sold at list prices which have been virtually the
same, the effect, if not the purpose, of supplying separate brands wherever the
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market demanded lower prices has been to shelter the main-brand lamps from
price competition.

42. The principal manufacturers represented to us that although there was
virtually no distinction between comparable types of their main-brand and
second-brand GLS lamps in quality or performance, there was a distinction of
some importance in the service provided. They referred to the comprehensive
distribution and rapid delivery service given all over the country for main brands
and to the larger sales forces required to back them. Qur examination of the unit
costs of typical main and second brands of GLS lamps made by one company
showed that almost the whole of the difference in cost (and in realised price)
appeared under the heading of selling and distribution. This is only partly
accounted for by the cost of advertising; some national advertising is given to
main brands, but its extent is modest. Neither is it substantially accounted for
by any great difference in distribution costs, except that the wider distribution of
main brands requires larger stocks to be held. The manufacturers said thatsecond
brands could be sold more cheaply because they were purchased in bulk, How-
ever, it does not follow that there is bulk delivery, as might have been expected.
Although bulk delivery to central warehouses is made in a few cases, the usual
practice both for retail chains and for large users buying second brands is to
contract centrally on terms related to bulk but to require deliveries in the quantities
needed by individual ordering points. The economy therefore appears to arise
in the selling more than in the physical distribution.

43. 'We were told that the main cost differences arise from the larger sales forces
employed to service the large number of accounts for main brands involving, for
example, visits to all retail outlets even though supplies may not be delivered by
the manufacturer direct. Such a service is more necessary for main brands because
of the very wide range of lamps supplied, many of which are of interest only to
electrical wholesalers and retailers, electrical contractors and users with special
technical requirements. Chain stores, supermarkets and some users, on the other
hand, want only 4 limited range of popular lamps and know what types they want,
so that little technical salesmanship is required. This explains the difference in
the selling costs of second-brand lamps on the one hand and of main-brand lamps
as a class on the other, and this difference was reflected in our analysis of unit costs,
However, for the purpose of this analysis selling costs had to be allocated between
the different types of lamp sold under a main brand in proportion to their sales
value, for want of any more realistic method, and this may give a misleading
picture. The main-brand sales force exists primarily for the purpose of selling
the more technical lamps, and GLS lamps in the popular sizes require very little
selling effort., The true cost of selling such lamps seems likely, in fact, to be little
more if they are in a main brand than if they are in a second brand and, if it were
possible to isolate the costs relating to a particular lamp, main-brand GLS lamps
would probably be shown to yield a higher profit than a simple analysis suggests
and much higher than on a corresponding second-brand lamp,

44, Those distributors, mainly retailers, who do not want the full range and
service of the main brands are able, by taking second brands, to offer lamps at
lower prices than main brands while at the same time taking similar cash margins.
There is therefore some validity in the distinction between a main-brand market
and a second-brand market at the distributor level. Accordingly, while second-
brand lamps do not compete directly with main-brand lamps in sales to electrical
wholesalers and retailers, they do provide some competition in sales to the
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domestic consumer, who has the choice of buying cheap second-brand lamps from
a chain store or the like or main-brand lamps from an electrical retailer.

45. There is no corresponding separation into distinct markets in sales to such
customers as public authorities (the Central Electricity Generating Board
(CEGB), clectricity boards, gas boards, local authorities and some hospitals) and
other large users (including British Railways Board (BR) and the London Trans-
port Board (LTB) as well as industrial and commercial companies). In this field
there is no price competition between manufacturers in supplying main-brand
lamps, but they do offer second-brand lamps at prices which are competitive with
main brands and which vary among themselves.

46. Insome cases such customers may be offered main-brand and second-brand
lamps actually made on the same production line and, as we have shown in para-
graph 42, the difference in the prices does not appear to be justified by any differ-
ence in the cost of supplying them with the alternative brands. The superior
service offered with main brands or their more comprehensive range do not
explain sufficiently how main brands manage still to sell in competition with
second brands in this ficld. From the evidence of some of our witnesses, pre-
judice and inertia appear to play a part; some users are unaware that most lamps
which are available in second brands and main brands are now virtually identical ;
some had been put off by the inferior performance of certain cheap brands at the
time when they were made by small independent companies and had not tried
them recently. Such reluctance to buy second brands is declining, however, and
second brands are taking an increasing share of the market. We were told that
figures collected by ELIC showed that in 1967 second brands accounted for 44
per cent of members’ sales of GLS lamps, including candle and decorative types.
We have no directly comparable figures for earlier years, but the proportion of
cheap lamps must have been substantially lower since in 1950 non-ELMA lamps
were 37 per cent of total output (by number) of filament lamps over 24 volts and
a proportion of those non-ELMA lamps were accounted for by the Thorn and
Ekco-Ensign brands, which are now included in the main-brand figure.

47. Inview of the greater profit made on main-brand than on second-brand GLS
lamps the main-brand manufacturers might have been expected to have an interest
in limiting the transfer of sales to second brands, But we have found no evidence
of any curtailment of the sales effort put into the cheap brands which have been
taken over by the main-brand manufacturers, nor have they made any attempt to
restrain the growth of sales of filament lamps through non-traditional distributive
outlets which generally prefer cheap lamps. We were told by one manufacturer
that in sales to distributors second-brand salesmen would not normally try to
take business away from their own company’s main brand, but they would do
their best to take business away from other manufacturers’ main brands. In
direct sales to users, including sales by tender, second brands, as we have said,
compete directly with all the main brands as well as with each other. We do not
consider therefore that the principal manufacturers’ acquisition of the cheap
lamp companies has reduced the total amount of competition confronting the
main brands. Tt may indeed have strengthened it slightly because of the greater
resources which the manufacturers can put behind their second brands; they
may achieve lower production costs at least for the types of lamps required in
long runs and, whereas formerly there may have been quality differences, second
brands and main brands of the same type are now in effect the same product and
second brands are, as has been shown, becoming more generally acceptable. To
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the extent that the second brands are now in a stronger position, however, it may
be more difficult for a newcomer to enter the market. The Controlled Companies
have similarly been faced with greater competition.

48, In the light of this analysis we do not consider that the effect of the supply
of second brands by the main-brand manufacturers is to shelter the main brands
from price competition to any significant extent. Second brands are not accept-
able to every kind of customer; where they are acceptable they are offered
competitively and, as we have said, are taking a growing share. The difference
in the prices of second-brand and main-brand lamps has in any case decreased
over the years (largely by the reduction, in real terms, of the former high
prices of main-brand lamps) and it is possible that the price difference may
become even less, We conclude that the acquisition of the cheap lamp manu-
facturers by the principal manufacturers has not reduced competition in the
supply of lamps.

Competition

49. We next consider whether competition is in any way restricted. The market
situation is substantially different from that which the Commission investigated
in 1950, At that time competition was closely regulated by a restrictive agreement
in one part of the market, but there was also substantial competition from
independent manufacturers at least in fluorescent and GLS lamps, although not
in mercury and sodium discharge lamps. Now there is no longer a restrictive
agreement, but almost the whole of the market for lamps of all types is in the
hands of three manufacturers. In this situation it is of greater importance than
before that these manufacturers should be fully in competition between themselves.
There is a risk that oligopoly may have the effect of restricting or distorting
competition and moreover that, although there are no restrictive agreements,
the patterns and habits of trade established by collective action extending over
many years may continue to have an influence,

50. There are various signs that competition between the principal manufac-
turers has become more active. There is for instance lively competition in selling
and the market shares of individual companies have changed as a result. The
outstanding example of this has been the growth of Philips’ share from about 6
per cent of the whole market in 1950 to over 21 per cent of the market in reference
lamps in 1966, excluding Luxram and Kingston. The history of lamp prices (see
appendix 8, table 4) suggests that competition has been effective in restraining
increases and in encouraging the improvement of production methods. Prices
have remained remarkably stable over long periods, and some types of lamp are
actually cheaper now than they were before the war. Nevertheless, we have found
various features of the arrangements of the individual members of ELIC which
appear to echo certain of the former restrictions referred to in paragraph 27.
For example, there has been considerable uniformity of prices and discounts for
main-brand lamps and changes in them have often been introduced almost
simultaneously; discounts to distributors and most users have been based on
purchases of lamps from all sources and not on the amount purchased from the
individual supplier; the range of lamps supplied by each of the principal manu-
facturers is substantially identical and there is prior discussion in ELIC when new
types of lamps are introduced; and small manufacturers are charged much higher
prices for certain lamp components than the principal manufacturers pay. We
have therefore thought it necessary to examine the relations between the principal
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manufacturers in detail in order to discover whether such features as these indicate
that the situation has not been materially changed by the removal of the previous
formal restrictions and that competition is still being restricted.

Prices

51. The most obvious danger to be expected in an oligopoly situation such as
now prevails in electric lamps is that competition will concentrate on such matters
as service, advertising and other forms of salesmanship but that competition in
price will be avoided. Under ELMA lamp prices were fixed by agreement, but
this ended in 1956; ELIC has never concerned itself with list prices of lamps,
although in 1957 it adopted a recommended non-mandatory trading structure
which laid down discounts to be applied to various classes of customer. This
recommendation of discounts was brought to an end in 1959. However, many
of the buyers of lamps from whom we took evidence (see chapter 9) complained
that there was still no price competition in ELIC lamps and that both list prices
and discounts for any type of lamp were uniform whichever ELIC manufacturer
was supplying. Even when contracts were let by public fendering the quotations
submitted by the ELIC manufacturers were, we were told, normally identical at
the list prices less a standard discount. Moreover, when a large purchaser
succeeded in negotiating a special discount, the same discount would then be
made available by all the ELIC manufacturers; some customers of this kind had
even been led to understand that the concession of a special discount had been
authorised by ELIC. We found by comparison of the price lists of the ELIC
manufacturers that, with insignificant exceptions, the list prices of main-brand
lamps were identical, type for type, whichever manufacturer supplied them.
(Main-brand lamps include all mercury and sodium discharge lamps, most
fluorescent lamps, and a substantial part of the filament lamps supplied by the
members of ELIC.) We also found that, until March 1968, the discount schedules
operated by the members of ELIC were identical; each classified their wholesaler
and user customers for discount purposes in the same way, and the net prices
which they charged to such customers were therefore also identical, type for type.
A similar uniformity of prices appeared also in sales of main-brand lamps to the
general public. On the face of it, therefore, the evidence suggested that despite
the ending of collective price fixing in 1956 and of resale price maintenance in
1967 there had been no appreciable increase in price competition.

52. The evidence which we collected from purchasers of lamps and the account
of the similarity of prices and discounts given in the previous paragraph relate to
the sitnation which prevailed throughout most of the period of our inquiry. Our
discussions with the principal manufacturers themselves also took place on the
basis of this situation. Qur analysis of the situation has been complicated,
however, by the fact that changes were currently taking place and they have
accelerated since our discussions with the parties and other witnesses were held.
During 1967 there were signs of increasing independence of action among the
principal manufacturers. In April BLI took thelead inintroducing a new discount
structure, although it notified its competitors in advance (see paragraph 313),
We were told of certain confidential discounts given by manufacturers to a few
customers, which amounted to concealed departures from the normal uniformity
of prices, and in the autumn of 1967 we were given to understand that competition
between manufacturers in selling to wholesalers had taken discounts to what were
regarded as ‘ridiculously high’ levels, atthough they subsequently returned to
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normal. Certain manufacturers told us that they would not feel it necessary to
inform their competitors in future of any changes in prices or discounts, and in
March 1968 Philips introduced an extensively altered discount structure without
either consulting or informing the other manufacturers in advance, although it
informed ELIC after the event in accordance with the arrangement for monthly
notification of changes (sce paragraph 322). Although BLI and Osram have since
made some changes in their discount arrangements, they have not adopted the
new Philips structure. We have taken these latest developments into account in
reaching our conclusions on price competition.

53, Indiscussing competition in the supply of lamps the principal manufacturers
argued that the uniformity of prices did not indicate a restriction of competition
but, because of the nature of the product, actually resulted from intense competi-
tion. They pointed out that the corresponding lamps produced by all of them were
not only interchangeable but, in most cases, virtually identical in performance
and characteristics ; customers therefore had no hesitation in changing from one
brand to another if they were offered any price incentive to do so, and small
variations in price would therefore have a disproportionately large effect on
sales. Since each of these manufacturers was faced with powerful competitors,
it was not possible, they said, for one of them to raise prices without a disastrous
loss of trade, nor was it possible for one of them to reduce prices without the
others following. The manufacturers also drew attention to the way in which
lamp prices had been held down over a long period, and argued that price com-
petition had forced them to seek ways of absorbing rising costs by introducing
more efficient methods.

54, The price record of the industry in recent years does suggest that prices
have been influenced by competition or the threat of it. For example, prices of
popular GLS and fluorescent lamps in real terms, and in some cases even in
money terms, have fallen since 1950 (see appendix 8, table 2), Although inter-
national price comparisons are hazardous in detail, such a comparison does sug-
gest that the British industry has made a substantial improvement; at one time
British lamp prices were among the highest, but now they are, in general, as low
as any to be found in the main lamp-producing countries (see appendix 8, table 5).
The manufacturers have made considerable efforts to reduce costs by developing
and introducing more advanced machinery and also, in the last year or two, by
seeking more economical methods of distribution; we have no doubt that com-
petition between them has acted as a spur. The rates of profit earned on reference
lamps as a whole by the three largest manufacturers have not been such as to
suggest that they have in general been exercising undue market power, although
it may be significant that the rate of profit on sales on discharge lamps is higher,
in some cases over three times higher, than that on filament lamps (see paragraphs
473 and 488). To some extent this may be justified because the bulk of filament
lamps are the common GLS types which have been in production virtually
unchanged for many years, whereas there has been much development in dis-
charge lamps. But it is also relevant that discharge lamps are almost entirely
main brands, and mercury and sodium lamps are made only by the three prin-
cipal manufacturers (apart from one type made by Crompton); in filament
lamps, on the other hand, there is a history of ‘cheap lamp’ competition, first
from independent manufacturers and now from the principal manufacturers’
second brands, and these lamps are also affected by the purchasing power of
chain stores, especially Woolworth. 1t is reasonable to conclude, therefore, that
profit levels, and so price levels, have depended partly on market power.
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55. We accept that in a competitive situation it is likely that prices for such
readily interchangeable products as lamps will settle at much the same levels, and
some similarity of prices does not necessarily indicate lack of competition. Some
matching of competitors’ prices seems inevitable in competing to supply identical
products to the same customer. Nevertheless there are various features of the
trade which suggest that the degree of price uniformity which has been and to
some extent still is apparent in main-brand lamps is not solely the result of
competition. For example:

(i) Despite the general prevalence of level tendering, the manufacturers have
for years submitted genuinely competitive tenders for the Government and
Greater London Council (GLC) contracts and a few others; we were
told by one of them that it was ‘understood’ that price competition
operated in this area. ‘

(ii) In tenders where identical prices are quoted for main-brand lamps prices
are quoted for second-brand lamps which not only are lower than the level
quoted for main brands but also differ among themselves, although the
argument that they are interchangeable applies equally to them,

(iii) Price and discount changes and even a whole complicated discount
structure have in the past been introduced by all the ELIC members in
the same terms virtually at the same time. Philips’ new structure in March
1968, which was not followed by the other manufacturers, was the first
major deparfure from this custom.

(iv) In general the prices of ‘cheap lamps’ tend to be uniform in shops at the
level set by Woolworth, even though they are not recommended by the
manufacturers; but there are price reductions by Woolworth, other chain
stores and certain area electricity boards during special promotions and
these are not matched by other retailers; nor do retailers of main-brand
lamps find it necessary to match the second-brand prices. Complete
uniformity of retail prices is therefore not inescapable, even when the
lamps are virtually identical,

(v) When active price competition does occur between the manufacturers in
selling main brands to distributors (as for instance when they were vying
with each other in special promotions and extra seasonal discounts in the
autumn of 1967—see paragraph 197——and again in the present situation
with Philips following substantially different discount arrangements from
the others), net selling prices to distributors are reduced but there are no
consequent reductions in prices to the general public.

56. We therefore consider that, although competition between the manufac-
turers has exercised a restraining influence on prices, price competition in the
supply of lamps has been and to some extent still is inhibited in some respects, and
we next discuss the reasons for this.

57. Wedeal first with the manufacturers’ prices in direct sales to their customers.
Because of the interchangeability of lamps, the manufacturers’ sales are highly
responsive to price differences. It follows therefore that price differences of a
general nature (by which we mean differences in the level of list prices or of
standard discounts) cannot be expected to exist for very long. We were told for
instance that a special sales promotion scheme introduced by one manufacturer
in the autumn of 1967 produced an immediate fall in the sales of a competing
manufacturer, who was therefore forced to respond within a few weeks with the

25



offer of a temporary additional discount. But, although this is true in general,
we would nevertheless expect to see price differences of two kinds. The first is
temporary differences in prices or discounts as one manufacturer seeks to gain
advantage over his competitors. Although this was in fact what happened in the
episode referred to above in the autumn of 1967, previously the normal situation
had been for changes in prices or discounts to be uniform and to be introduced by
all the manufacturers simultaneously, or at least within a few days of one another,
so that there was no effect on their relative sales.

58. Secondly we would expect manufacturers to be ready to quote different
terms to individual customers. In considering this a distinction can be made be-
tween sales to distributors (both wholesalers and retailers) and sales to the various
kinds of user customers. In the former case, the manufacturers explained to us
that, because there is so little brand loyalty, it is important for each of them in
promoting its trade to make sure that its brands of lamps are stocked in as many
outlets as possible. For thisreason they have traditionally acted on the assumption
that they must match their competitors’ prices to every distributor even when
supplying in small quantities, and discounts have been based on the distributor’s
total purchases of all brands from all sources and not on the size of his business
with a particular supplier. Consequently wholesalers and even retailers of main-
brand lamps have normally stocked several brands of each type of lamp. This
form of competition encourages small deliveries and large stocks, and we heard
some evidence that distributors were beginning to realise that it was uneconomic
to carry several brands. During the course of our inquiry the manufacturers
began to encourage a move away from this system; the discount structure which
they introduced in April 1967 included quantity discounts for wholesalers (related
to single consignments) in addition to the discounts based on their total purchases
from all sources, and the structure introduced by Philips in March 1968 also gave
wholesalers the possibility of a basic discount based on total business with
Philips alone, lthough discounts based on total purchases from all sources
remained as an alternative (see appendix 8, table 6). Other manufacturers have
also given some wholesalers basic discounts related to total purchases from
themselves and have also introduced additional quantity discounts. But discounts
based on total purchases from all sources still survive in all the main-brand
manufacturers’ discount arrangements for sales to wholesalers.

59, The need to compete in terms of number of outlets does not explain why
main-brand manufacturers should offer the same net prices (i.e. discounts off list
prices) in the case of direct sales to users. There is normally no reason why users
should need to take their supplies of any particular kind of lamp from more than
one supplier (unless, for example, the quantities required were too big for a single
supplier, which is unlikely, or if deliveries were wanted in widely separated places
and dilferent suppliers were better placed to serve different areas). We find in fact
that some users have split their purchases of one type of lamp between suppliers
for a variety of reasons, and in the circumstances they have lost nothing by doing
50, since all suppliers of main-brand lamps have been offering the same prices and
discounts and, except in the case of local authorities, the users were classified
according to the size of their total purchases from all sources. For local author-
ities, until April 1967 the discounts depended on the type of authority and the
population; thereafter all local authorities had the same discounts, although
there are big differences in the size of their individual requirements. If competition
was operating fully, we would in principle expect each supplier to quote a price
to a user according to the cost and the value of the business to him. This does not
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mean that prices should be separately negotiated with all the numerous user
customers; standard terms related to quantity would be appropriate in the major-
ity of cases, but prices might be individually negotiated for the largest customers
and individually determined offers ought in our view to be made where public
tenders are invited. Each user would then place his business with the supplier
whose quotations and service arrangements seemed most advantageous, and the
resulting division of the total business among suppliers should be conducive to
maximum efficiency and should give the most economical and satisfactory service
to the customers, In practice, however, the prices and discounts quoted by
manufacturers {o users for main brands have been identical and in most cases
have been unrelated to the total quantity required from an individual manufac-
turer, to the size of individual deliveries or to the service required in other respects.
Philips’ new discount structure, which gives scales of consignment quantity
discounts for users (including local authorities) departs completely from this
practice, but it is not yet clear to what extent the other manufacturers will discard
the present classification system for users, nor do we know whether significantly
more price competition can now be expected in public tenders.

60. To some extent any lack of competition in the supply of main-brand lamps
to users is mitigated by the fact that second-brand lamps offer genuine competition
in the types of lamps in which they are made, However, there are no second
brands in sodium and mercury discharge lamps and few in fluorescent Iamps,
both of which types are important to many industrial users and local authorities.
The manufacturers also represented to us that the uniformity of their prices to
users was unimportant because there was, since and even before the abolition of
resale price maintenance, keen competition from wholesalers. We have sought
evidence of this by inquiries among wholesalers and lamp users, and have found
confirmation that in some cases wholesalers do quote lower prices than manu-
facturers, for instance when they are also supplying or hoping to supply the cus-
tomer with other electrical goods. Active price competition of this kind is by
no means general, however, and the evidence which we collected in 1968 showed
that many users were still in 1967 faced with level tenders from all suppliers of
main brands (see chapter 9).

61. The inhibition of price competition in both the respects discussed (the
avoidance uatil recently of even temporary differences in the general levels of
prices and discounts, and the uniformity of manufacturers’ net prices to individual
customers) has rested on the same foundations. Formerly both were achieved
by agreement between the manufacturers; prices were closely regulated by the
comprehensive provisions of ELMA and, even after the abolition of ELMA, the
members of ELIC operated a ‘recommended non-mandatory trading structure’
until the end of 1959 (see paragraph 171). After that, however, similar results
were achieved without prior agreement between the manufacturers. No doubt
they each considered that it was in their interest to avoid price competition in
these respects, and they were able to do so because, as we explain below, they
could each safely make assumptions about their competitors’ actions.,

62. This knowledge of how competitors would behave depended, first, on the
practice of selling in terms of list prices with a regular discount schedule which
classified customers for discount purposes largely on their total purchases of all
brands of lamps from all sources. Because of this, each of the manufacturers
knew that the list prices of his competitors’ lamps were the same as his own and
also that each of them allowed the same discounts to each class of customer. It
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follows that in submitting tenders to user customers, for example, each would be
confident that the tenders submitted by his principal competitors for main-brand
lamps would be identical. Each knew that it was the practice to depart from
these terms only in tenders to the Government, the GLC and a few other large
users. The manufacturers explained that, apart from these exceptions, they
adhered to their standard terms even in public tenders in order to avoid competing
with their own wholesalers.

63. The second important factor was the exchange of information through
ELIC. ELIC’s original recommended trading structure (which was registered
under the 1956 Act) was supported by provisions for the exchange of information;
lists of users and wholesalers, divided into classes for discount purposes, were
provided to members and kept up-to-date, and members agreed to inform each
other through ELIC, monthly in arrears, of departures from this classification.
This meant, in effect, that they notified each other of changes in discounts to
particular customers or classes of customers, When the recommended trading
structure was withdrawn at the end of 1959, it was replaced by a discount schedule,
that is, a schedule of classes of customers for discount purposes (see paragraph
172); actual discounts were left to members individually and they continued to
be uniform. But the information arrangements were continued. Thus each
member individually had the same schedule of discounts as the other members,
and the information arrangements ensured that these discounts were applied
uniformly to the same customers; moreover where, as in the case of a very few
large or important users, special discounis were given which were outside the
standard discount schedule, all the members were normally informed of this and
generally offered the same terms.

64. There have since 1956 been no corresponding arrangements for the exchange
of information about list prices and we have been told that ELIC itself is not
concerned with prices. There have however been varying degrees of notification
or discussion of changes in prices (see, for example, paragraph 236). We were
told that manufacturers generally mentioned proposed price changes to their
competitors in order to test their reactions; it was explained that this was because
a manufacturer contemplating a price change needed to know and to take into
account whether or not his competitors would follow the change. As an example
of this we found from the records that in 1960 Thorn discussed with its competitors
a proposal to reduce the prices of fluorescent tubes. It has also been customary,
whether or not there has been any prior discussion, to inform competitors of
proposed changes in advance, Thus in 1964 Philips informed its competitors in
advance of the changes that it was about to introduce in list prices and discounts
for sodium and mercury discharge lamps (see paragraph 191) and its discount
proposals were discussed at a joint meeting of ELIC and the EWF. Again, the
members of ELIC discussed the general principles of a new discount structure
that would be required following the ending of resale price maintenance, and we
were told by BLI that it informed all its competitors at the beginning of March
1967 of the new discount structure which it proposed to introduce at the beginning
of April. They promptly introduced virtually identical structures (see paragraph
156).

65. The effect of all these arrangements and practices relating to discounts and
prices has been to remove uncertainty about competitors’ activities. Itis true that
customers are not slow to tell one supplier what they have been offered by another,
but such information is not as trustworthy as information provided by the sup-
plier himself. We see no justification for any notification of changes in prices,
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nor for the advance sounding out of competitors’ likely reactions. It may be
understandable that a company should think it prudent to explore these reactions
before introducing a price increase, because of the damage to its trade if others
did not follow, but it does not have the same reason for informing them of a
proposed price reduction, since they are bound to follow anyway once they
know about it and the advance information merely ensures that changes are
virtually simultaneous. In either case the practice weakens the incentive to keep
prices down. As long as prices are not changed without informing competitors
(whether by agreement or as a matter of practice), there is no possibility of one
manufacturer’s improving his market share by a price reduction. If information is
not exchanged, a price change may become known in due course but there is a
time lag or period of uncertainty, during which a price reduction can bring in-
creased trade, and this may not necessarily be wholly temporary if it leads to some
extra goodwill.

66. The same considerations apply to the arrangements for the exchange of
information through ELIC abouttheclassification of customersand about changes
in discounts or other trading arrangements. The manufacturers argued that these
arrangements were now of little importance and were no more than a slight
convenience. In the more fluid situation prevailing since March 1968 there is
clearly something in this, and the manufacturers are at present much more
concerned than in the past to conceal their selling tactics from their competitors.
But the exchange of information generally has certainly helped to delay the
appearance of price competition since 1956; even now it helps in the preservation
of uniform list prices and in the operation of the discount classifications which
remain; and furthermore it can be expected to continue in the future to act as an
influence in the direction of uniform prices and discounts. The exchange of
information about prices and discounts appears to us to be quite unnecessary
and we see no reason why the individual manufacturers should not rely on their
own sources of commercial intelligence.

67. This criticism does not apply to the ELIC arrangement whereby statistics of
total production and deliveries of lamps by the members are compiled and
circulated (see paragraph 174). This has no restrictive effect and may even serve
to stimulate competition, since it enables each member to calculate the progress
of its own share of the market,

68. In the foregoing paragraphs we have been considering competition in price
between the manufacturers of main-brand lamps in sales to their immediate
customers. We turn now to resale prices. Until the beginning of April 1967 the
resale prices of main-brand lamps were maintained by the manufacturers, acting
individually. Theydecided notto proceed with their application forexemptionfrom
the Resale Prices Act 1964 and since April 1967 resale prices have been only
recommended. Philips, indeed, states that it does not recommend resale prices
(see paragraph 278). However, it still sells in terms of published discounts off
published list prices. Distributors appear to be generally unaware of the difference
and their pricing of Philips’ lamps is no different from that of other main-brand
lamps. In considering recommended prices, therefore, we include the practice
of using retail list prices as a basis for trading.

69. We have made widespread inquiries among wholesalers, retailers and other
buyers of lamps both before and after the end of resale price maintenance and
have found that its ending has not greatly increased the amount of price com-
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petition between distributors. There was evidence that some wholesalers found
ways of circumventing resale price maintenance even before it had been abolished,
and since then they have of course been able to make price concessions openly.
Some take advantage of this to offer additional discounts to buyers when it suits
them to do so, but this practice is not widespread and we are satisfied that the
majority of sales by wholesalers are made at the recommended prices and dis-
counts.

70. The question is whether the recommendation of prices and discounts is the
reason why there is not more price competition among wholesalers. The manu-
facturers told us that they had been positively encouraging wholesalers to take a
greater share of distribution, and so there is no reason why wholesalers shouid
feel inhibited about entering into competition with the manufacturers who are
also their own suppliers. The recommendation of prices and discounts does not
prevent wholesalers from charging more; what prevents that is the fact that the
manufacturers are prepared to sell direct to the wholesalers’ customers at the
prices and discounts which they recommend, and no recommendation is therefore
needed for this purpose. It follows that if recommendations have any effect on
wholesalers’ prices it can only be in the direction of restraining them from cutting
prices. It is possible that the recommendations have scarcely any effect, and that
where wholesalers do not compete in price it is because it is not profitable for
them to do so, But we think it more likely that the recommendation of prices
encourages wholesalers to continue following the pattern set by years of main-
tained prices without examining their own costs. Some of the electrical whole-
salers themselves took the view that lower prices to the consumer would result if
wholesalers set their own selling prices without guidance from manufacturers.
However, the lack of price competition between retailers of main brands (see
below) probably has more effect on the price to the consumer, and at the same time
means that there is little pressure on wholesalers to reduce their prices to retailers.

71. In sales to the public by retailers we have found practically no evidence of
any departure from recommended prices for main-brand lamps, although some
retailers give discounts for quantity to commercial buyers. The manufacturers
said that the reason for this was that domestic users were, on the whole, uninfiu-
enced by the price of lamps and bought them only when necessary, so that
reduced prices in the shops could not be expected to promote any extra trade.
Moreover lamps were not attractive to electrical retailers because they occupied
a disproportionate amount of shelf space for their value, and because they were
fragile and slow-moving. Electrical retailers therefore took little interest in them
and stocked them mainly as a service to their customers.

72. There are, however, some considerations to set against these arguments.
The manufacturers themselves said that lamps were attractive to grocery outlets,
and the fact that the cheaper, second-brand lamps, the resale prices of which
were never maintained and are not now recommended by the manufacturers,
have been taking an increasing share of the domestic market suggests that
consumers are, in fact, attracted by lower prices ; moreover Woolworth and other
chain stores find it worthwhile to reduce lamp prices during the course of periodic
sales. The percentage margins on lamps are generous, at least by the standards
of the grocery trade. It is argued that, because lamps cost little, the total cash
profit to be made by a retailer from selling lamps is nevertheless small, but even
so we think that lamp business must have some value to electrical retailers in
bringing customers into the shop who may then stop to buy other and higher
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priced goods. It would be unrealistic to expect the emergence of dramatic price
cutting by retailers of lamps, but we consider nevertheless that the existence of
retail prices listed, if not specifically recommended, by the manufacturers has
discouraged price competition between retailers and has, in effect, prolonged the
influence of price maintenance.

73. It has been put to us in support of recommended prices that the use of list
prices with different discounts for sales at different levels of distribution is a
convenience to manufacturers and distributors in invoicing and to retailers in
pricing their stock. We do not attach much importance to this since there appears
to be little difficulty in adding a mark-up to a net purchase price in order to arrive
at a selling price. It is true that electrical retailers who specialise in lighting may
carry a wide range of lamps, but manufacturers’ prices change infrequently and
we would not consider that pricing his stock was a heavy burden for a retailer.
Fn any case there is much to be said for a retailer’s deciding his own selling prices
in relation to his own costs. It has also been argued that recommended prices
act as maximum prices and that some retailers, especially in sparsely populated
areas, would charge higher prices if it were not for their existence. We doubt
whether this would happen very much, since there can be few shops selling lamps
which are not influenced to some extent by competition from neighbouring towns;
and, in any case, if higher prices in a few shops did no more than reflect higher
costs of distribution and stockholding in remote places we would see no objection
to them.

74. In our view the general effect of recommended prices for lamps is to dis-
courage, or at least to delay, the introduction of more efficient distribution and
selling. Lamp distribution is characterised by very widespread deliveries in small
lots and by wholesalers’ and retailers’ stocking a variety of brands of lamps which
are indistinguishable in performance. Partly this has been caused by the use of
discounts unrelated to the size of deliveries, which reduces the incentive to cut
costs by concentrating purchases and taking deliveries in bulk. The manufac-
turers endeavoured to improve matters in April 1967 by the introduction on a
limited scale of quantity discounts for single deliveries for wholesalers (and their
extension for retailersy and this practice has been further extended in 1968, But
the fact that retail prices are recommended and retailers follow the recommenda-
tions also reduces the pressure to find more economical distribution methods.
The margins allowed within the recommended resale prices appear high; the
gross distributive margin for wholesale and retail combined can be as much as
46 per cent, apart from any special seasonal discounts or promotions. We were
told that this was necessary because lamps are so bulky and slow-moving but,
although this has some force as regards GLS lamps, such margins appear very
high for the more expensive fluorescent lamps. Moreover, when active price
competition does break out between the manufacturers, the only result is to
increase still further the margins available to distributors and no benefit reaches
the consumer.

75. Wehave also considered whether the practice of inter-trading (see paragraph
199) has any effect on price competition, Apart from sales to the Controlled
Companies, between 2 and 5 per cent of the principal manufacturers’ sales of
lamps are generally made to other manufacturers, partly to small companies such
as British Luma but very largely to each other. It might be thought that a manu-
facturer would be willing to supply lamps for resale under another manufacturer’s
brand name only if he had some assurance that the lamps would not be used to
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undercut his own normal trade, We have no doubt that the general uniformity of
list prices facilitates inter-trading, but we do not consider that inter-trading is
itself a cause of that uniformity. Inter-trading falls into two classes. The first
comprises ad hoc purchases of lamps to make up temporary shortages or to avoid
uneconomically short runs; cost is saved thereby, and the sales are made at
negotiated prices without any agreement on resale prices. These arrangements
underline the fact that lamps made by all the manufacturers are identical and the
customer is normally unaware when he buys one manufacturer’s brand of lamp
that it may in fact have been made by one of his competitors.

76, The other class of inter-trading consists in the regular purchase of types of
lamps which the purchaser does not himself produce. One example of this is the
supply to the principal manufacturers of special types of lamps produced in
relatively small quantities by small companies such as BELL, Long Lamps and
Evenlite, where it would be uneconomical for all the principal manufacturers to
make such lamps themselves. This is an economical arrangement, analogous in
effect to the specialised production of lamp components, and it does not entail
any restriction of competition. Another example arises when one manufacturer
has perfected a type of lamp which the othersare not producing. Thishas happened,
for example, in sodium discharge lamps, in which different manufacturers have
been pursuing different lines of development (see paragraph 199). Where one
type is produced only by one company, instead of that company seeking a sales
advantage from its unique development it is generally willing to supply lamps to
its competitors, who then include the lamp in their regular ranges and sell it
under their own brand names. The manufacturers do not consider that they
forego any competitive advantage thereby; they say that having their lamp
marketed by their competitors as well as themselves increases the total sales and
enhances the acceptability of the lamp to users (apparently because users have
come to expect each type of lamp to be available in several brands, and may think
that a type unique to one brand either is of doubtful merit or might be difficult
to replace). They argue that the practice increases competition because the
customer has a choice of suppliers of the same goods. The practice is not unique
to lamps, and we accept that in reselling a type of lamp made by his competitor
a manuofacturer is performing a function analogous to that of a wholesaler. We
do not think that either type of inter-trading is the reason for the uniformity of
lamp prices.

Conclusion on price competition

77. Tosummarise our conclusions so far, with the structure of the electric lamps
industry which has emerged in recent years it is especially important that the
principal manufacturers (meaning primarily BLI, Osram and Philips) should be
fully in competition. There is a long history of avoidance of price competition
in the industry through restrictive agreements, all of which disappeared by 1956.
As a result, competition in the industry has increased and it has imposed some
restraint on the level of prices. There has been a marked increase in price com-
petition during the later stages of our inquiry, but its appearance was long delayed
after 1956 and even now we consider that the prices charged both by manufac-
turers and by distributors for main-brand lamps are, in certain respects, uniform
to a greater extent than would result from the free play of competition,

78. We conclude that the conditions to which the Act applies prevail because
at least one-third of the supply of lamps of each of the descriptions referred to us
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is supplied by two or more persons who so conduct their respective affairs as to
restrict competition in that:

(i) manufacturers who together supply at least one-third recommend or
otherwise suggest the resale prices of the bulk of the reference lamps they
sell and the distributors generally follow the recommendations;

(ii) manufacturers who together supply at least one-third relate prices for
individual buyers to the buyer’s total purchases from all suppliers;

(iii) manufacturers who together supply at least one-third (a) by arrangement
exchange information through ELIC about the total purchases of whole-
saler and user buyers and about discounts granted to such buyers, and (b)
generally inform each other of changes in prices or discounts.
