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1 Executive summary

Overview

1.1

1.2

1.3

1.4

1.5

Competitive, well-functioning markets matter to all of us. The pressure of
competition, and the rewards of success, drive firms to keep prices low; to
improve the quality of their products and services; to innovate; and to operate
more efficiently. This benefits people, who get better deals; businesses, which
reap the benefits of investment and innovation; and the wider economy,
through higher productivity and living standards.

This is the CMA's third report on the State of UK Competition. First
commissioned in 2020 by the then Chancellor and Business Secretary, the
central aim of these reports is to provide the best available information and
analysis on competition and market power across the UK economy. While the
objective of the commission is to help inform public debate and policy, there are
limits to how far assessments of competition at a cross-economy level can
meaningfully guide economic policy choices. Accordingly, as the government
looks to address long-standing challenges that hold back the UK's economic
performance, the CMA intends to build on the findings in this report in a way
that supports and informs this, including through the work of its Microeconomic
Unit set out in paragraph [1.44], below.

The CMA’s purpose is to help people, businesses and the UK economy by
promoting competitive markets and tackling unfair behaviour. Through its work,
therefore, the CMA influences competitive conditions. Merger control, for
example, stops the growth in market power that might otherwise result from
anti-competitive acquisitions. Competition enforcement stops firms avoiding
competitive pressure by colluding, or by abusing their dominant positions.

Although this report is not a review of the CMA's performance, our findings
provide a guide to the overall effectiveness of competition policy in the UK over
time. With each successive report, we have sought to update previous
indicators, and to refine and improve our analysis, to reflect the best available
data, the most robust methodology, and the latest developments in the theory
and measurement of competition and market power. Accordingly, this report
represents the most comprehensive and rigorous assessment to date of the
state of UK competition.

As we set out below, our central measure of market power (cost markups)
indicates that the UK has seen a modest weakening of competition over the
last 25 years. However, this change appears to be less pronounced in the UK
than in many other advanced economies, including the US. There is also



evidence that effective competition policy has kept the growth of market power
in check: in particular, evidence from the US linking M&A activity to rising
markups is not mirrored in the UK.

Reflecting the commission from the previous government, the report considers
how competition has changed on a cross-economy basis. Although we look at
trends in our key indicators at a broad industry level, the scope and focus of
this exercise does not lend itself to the identification of issues holding back
competition in particular markets or sectors, or corresponding policy
interventions.

Nonetheless, we have gone further in this edition to analyse what lies behind
the trends in key cross-economy indicators of competition and their broad
implications for policy. We find, for example, that the rise in markups has been
driven principally by firms that are older, larger and had higher pre-existing
markups. This is consistent with our findings that there has been a reduction in
business dynamism, with established firms better able to sustain their position
over time, and new entrants less successful than they used to be in displacing
incumbent firms. We also find that technological changes have made fixed
costs such as R&D, software and branding more important to firms’ ability to
compete effectively. Together, these findings help to indicate a number of
areas on which policy might focus in order to sustain and improve competitive
conditions in the UK, to support growth and productivity. In particular, they
highlight:

a) The importance of early analysis of markets subject to rapid technological
change, and the consideration of measures to prevent the pre-existing power
of incumbent firms being further entrenched. Of particular relevance in this
context is the CMA's work in digital markets, and the new ex-ante powers it
has acquired to maximise opportunities for sustained innovation in these
critical economic sectors. The CMA has also set out as part of its review of Al
Foundation Models (CMA, 2024) how the benefits flowing from these fast-
developing technologies depend on an environment of fair, open and effective
competition, and the importance of any future regulatory intervention taking
this into account.

b) The importance of understanding the barriers that prevent smaller, younger,
innovative firms from competing effectively with larger high-markup
incumbents and taking corresponding measures to address these to support
greater business dynamism — for example, through improving knowledge
diffusion across the economy, or ensuring more open access to key inputs or
technologies. Looking ahead, the CMA will look to improve the evidence base
and inform policy in this area through the work programme of its
Microeconomic Unit (see below).


https://www.gov.uk/cma-cases/ai-foundation-models-initial-review

¢) The case for continued effective merger control and competition enforcement
in keeping market power in check. This is likely to be especially important in
an economic environment where technological change disproportionately
benefits larger incumbent firms.

1.8 For the first time, the State of Competition report has been produced by the
CMA's Microeconomics Unit. Established in Darlington in 2022, the Unit
provides research, analysis and expertise on competition, consumer outcomes,
innovation, productivity and supply-side reforms, with the objective of informing
and supporting the CMA's own work, and that of wider government. Reflecting
this purpose, the Unit's forthcoming work in this area, and more broadly, will be
informed and shaped by engagement with policymakers, and their perspectives
on the evidence and analysis that would best support the government’s policy
priorities.

1.9 In particular, the Unit has launched a programme of work focused on growth
and industrial strategy. Building on some of the findings in this report, this will
include analysis of barriers to the spread of new technology across the
economy; market power and resilience in supply chains; policy levers to
support business dynamism; and the role of competition in driving and directing
investment towards productive uses. The Unit's forthcoming work is set out in
paragraph 1.45.

Has competition in the UK become stronger or weaker over time?

1.10 The strength of competition is not directly observable but must instead be
inferred by interpreting relevant indicators. We report three sets of indicators of
the strength of competition over time: cost markups, static concentration
measures, and measures of business dynamism. Our analysis shows that:

a) Cost markups, economists’ preferred measure of aggregate market power,
have risen by around 10% in Great Britain over the past 25 years. This is an
indication that competition across the economy may have weakened. The
figure is, however, lower than those found in some previous UK studies, and
lower than many other advanced economies, including the US.

b) Concentration across a range of measures has remained relatively stable.
This stands in contrast to the US, where some studies indicate a significant
rise in concentration across the economy. In other European countries, the
picture is mixed.

c¢) Business dynamism has fallen over the past 25 years — another indication of
weakening competition. Firm entry and exit rates have declined across most
sectors. The job reallocation rate — the share of employment in an industry



that changes hands from one year to the next — has declined. At the top of
most industries, the largest firms are more likely to keep their position over
multiple years.

Cost markups

1.11 Cost markups are our preferred measure of competition at a whole-economy
level because they most closely reflect the concept of market power: that is, the
extent to which firms can sustain prices above (and output below) competitive
levels. Over the long run, higher levels of market power usually go hand in
hand with lower levels of competition. Cost markups in particular are estimates
of the difference between the price a firm charges and its marginal cost of
production.

1.12 Since 1997, according to our baseline estimate shown in Figure 1, average
markups in Great Britain have risen by about 10%." Using an alternative data
source that includes Northern Ireland, the trend remains similar for the whole of
the UK. This means that the average difference between prices and marginal
costs is now bigger than at the turn of the century.

1.13 Our baseline estimate lies at the lower end of existing studies, but we believe it
is based on more robust methods and therefore better represents trends in
Great Britain. Other approaches produce estimates of between 9% and 40%.

' Since some of the Northern Ireland business datasets are not available in the Office for National Statistics’
Secure Research Service, our baseline cost markups are Great Britain-only, in contrast to our other measures of
competition across the economy. However, we produce supplementary markup estimates using a different
dataset that includes Northern Ireland and find very similar trends. We also aim to provide a data-only release of
the cost markup series once data access has been resolved.
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Figure 1: Average markups in GB have risen since 1997

Economy-wide average markup estimates. Baseline measure: Ordinary Least
Square (OLS) estimation of a translog production function. Firm-level estimates are
aggregated weighting by turnover. Data from the Annual Respondent Database X
1997-2020 and Annual Business Survey 2021 (GB only)
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Markups are calculated following our baseline approach described in the report. Calculations exclude Standard Industrial Classification
(SIC) sectors: A, B, D, E, K, L, O, P, Q, T, U. Data from the Annual Respondents Database X (1997-2020) and Annual Business
Survey (2021).

Concentration

1.14 Concentration measures the extent to which industries are dominated by a
small number of large firms. Higher levels of concentration mean that a smaller
number of firms control a larger share of the market, which may lead to weaker
competitive pressures and greater market power. However, taken in isolation,
concentration is, at best, an imperfect measure of competition. Even in
concentrated markets, competition can sometimes be fierce, and substitute
products or potential entrants may sometimes constrain incumbents.?

2 In its analysis of individual markets, the CMA often uses indicators of market concentration as part of a
competitive assessment. In these cases, concentration indicators are generally used alongside a range of other
qualitative and quantitative data and applied at a granular level (such as individual markets, rather than broad



1.15 The increase in markups seen since 1997 does not appear to have gone hand
in hand with an increase in concentration within industries. Across a range of
measures, concentration increased during the mid-late 2000s, then fell slightly.
The latest data (2022) shows that it stands at similar levels to 1997 (Figure 2).
Some measures indicate concentration has fallen in manufacturing, and risen
in wholesale and retail, but overall trends are similar across industry sectors.

Figure 2: The average concentration has remained roughly stable after the
Great Financial Crisis

Mean Herfindahl-Hirschman Index (HHI), our baseline concentration measure. HHIs
calculated at four-digit Standard Industrial Classification (SIC) level and aggregated
using industry turnover as weight. Data from the Business Structure Database (BSD)
1997 — 2022
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Herfindahl Hirschman Index calculated at 4-digit Standard Industrial Classification (SIC) level for each year. Weighted mean using
industry turnover as weight. All SIC sectors included. Data from the Business Structure Database (1997-2022).

industries). The cross-economy nature of the analysis in this report, and the limited availability of routinely
collected data at the level of individual markets, reduces the interpretive value of concentration measures in this
context.



Business dynamism

1.16 In competitive markets, we expect to see firms entering and leaving, jostling for
market share, and resources being reallocated to more productive uses. This
dynamism is a key channel through which competition drives productivity.

1.17 We measure business dynamism in four ways:
a) firm entry and exit relative to the total number of firms in an industry;

b) the share of employment in an industry that changes hands from one year to
the next (the so-called “job reallocation rate”);

¢) the extent to which the same largest firms remain at the top of each industry
across multiple years; and

d) the employment and turnover shares of young firms.

1.18 Across all measures, business dynamism has fallen in the UK economy over
the past 25 years. Figure 3 shows the fall in the firm entry and exit rates, the
job reallocation rate and the employment and turnover shares from 2004
onwards.

1.19 Dynamism has declined both at the top of the average industry, with industry
leaders more likely to remain in place over multiple years, and at the bottom,
with young firms accounting for a smaller share of turnover and employment.

1.20 The fall in business dynamism is remarkably uniform across the economy, with
only transportation and storage and wholesale and retail showing increasing
business dynamism on some measures.



Figure 3: Business dynamism has declined since 2004

Whole economy entry, exit and job reallocation rates and employment and turnover
share of young firms. Employment shares shown both for individual establishments
and firms (enterprises). Data from the Longitudinal Business Database, 2004-2021
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Young firms are less than 5 years old. Age of enterprises and establishments estimated using the year of first appearance on the Longitudinal
Business Database. Calculations exclude Standard Industrial Classification (SIC) sectors: A, B, D, E, K, L, O, P, Q, T, U. Data from the
Longitudinal Business Database (2004-2021).

Understanding changes in competition

1.21 The aim of this report is not simply to document changes in competition
indicators across the UK economy, but to explain what lies behind these
changes - particularly to cost markups, our preferred measure of market power.
We have carried out substantial analysis to understand the underlying drivers
of markup trends, and what the results could indicate.

What sorts of firms and sectors are driving markups, and what does this tell us
about competition?

1.22 The increase in markups has been driven predominantly by firms that
already have the largest markups: markups have risen far more (up to three
times as much by some measures) among firms at the top of the distribution
than they have elsewhere. This indicates that the most successful firms have



1.23

1.24

1.25

1.26

1.27

1.28

1.29

entrenched their positions over time, rather than being displaced, and the gap
between them and other businesses has grown.

The dispersion of markups has grown. This indicates that productivity
improvements may not be spreading as quickly through the economy, either via
learning and diffusion, or through the exit of low-productivity firms.

After controlling for firm characteristics, firms with high markups are on
average older and bigger. Taken together with the two observations above,
this supports the conclusion — also evident in our business dynamism indicators
— that there has been a reduction in dynamism in the UK economy over the last
25 years.

Markup trends have been driven principally by “within-industry” rises.
The overall markup figure is a sales-weighted average figure. It can therefore
increase for two broad reasons: because markups increase for a certain firm or
within a certain industry, or because sales shift towards high-markup firms or
industries. Sales reallocation is more indicative of competition working well than
within-firm or within-industry markup rises. We see that markups have been
mostly driven by within-industry increases, pointing to a reduction in
competitive intensity.

Service industries, particularly administrative and support services and
professional services, have seen their markups increase the most. Other
sectors, such as manufacturing, have not seen their markups rise over the past
25 years. This may reflect to an extent the changing cost structure of services,
and the growing importance of intangible capital in this sector (see below).

Firms in sectors that are exposed to international trade tend to have
lower markups, indicating that international competition acts as a constraint on
domestic market power.

Markups tend to be higher the further upstream the industry is along
supply chains (that is, the further away the industry is from final consumers).
Further work to understand how these “upstream” markups (and the associated
economic inefficiencies) propagate through the economy is an area that the
Microeconomics Unit is prioritising for further research.

Ownership linkages among firms both within and across industries are
widespread. We find evidence of substantial within-industry and cross-industry
ownership networks, with finance and overseas entities often serving as crucial
nodes in the network. These can matter for market power and consumer
outcomes if commonly owned, or otherwise connected, firms compete less
intensively than standalone firms. Building on the results in this report, the
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Microeconomics Unit will carry out further research to understand the extent
and impact of these linkages.

Why have markups risen over time, and what does this mean for policy?

1.30 As discussed above, rising markups over recent decades have been seen
across many advanced economies. Broadly, the academic literature
distinguishes between two explanations for this.

The technology explanation

1.31 According to this explanation, the change in the way we produce goods and
services, and therefore in the cost structure of firms, has driven the observed
rise in cost markups. In particular, the role of “intangible capital” has become
increasingly important, meaning firms need to invest upfront in fixed costs such
as R&D, software and branding to compete effectively. However, this
investment then makes it cheaper to produce each additional unit (for example,
because an increasing share of consumer goods consists of software
components, which can be reproduced at zero cost).

1.32 This explanation is sometimes interpreted as more “benign” because it explains
rising cost markups (and concentration) as a consequence of structural
changes that have led to lower marginal costs and higher fixed costs, rather
than anti-competitive conduct driving prices above competitive levels. However,
despite the many benefits of intangibles for productivity, an economy in which
these are more important to production might also be an economy with more
barriers to entry: for example, as a result of high fixed costs, intellectual
property protection, or unequal access to data. It may also lead to an
environment where firms have greater means and opportunity to entrench and
exploit their strong positions, which might allow markups to rise due to
weakened competition.

1.33 In short, a technology-driven rise in cost markups may still be consistent with
lower levels of competitive pressure and dynamism, and an environment that is
more conducive to the growth of market power.

The “pricing power” explanation

1.34 According to this explanation, markups have risen because prices are being
driven further above competitive levels due to firms being able to extend or
more effectively exercise their market power. This growth in market power
might have come about, for example, through M&A activity, or through
practices by incumbent firms that inhibit the entry and expansion of potential
rivals.
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1.35 Effective merger control and competition enforcement should in principle
provide an important check on the growth of markups via this channel, by
preventing firms gaining a position of market power through acquiring their
competitors, and by tackling abuses of dominant market positions.

1.36 In contrast to the US, where studies have shown that M&A activity has
materially contributed to rising markups, there is no evidence in the UK to
indicate that markups have been driven by M&A activity, or ineffective
competition enforcement.

1.37 The technology and “pricing power” explanations are not mutually exclusive: for
instance, the growth of intangible capital may both make it easier to produce
new goods faster and more cheaply, and better enable firms to erect barriers
against new entrants.

1.38 We tentatively conclude that, overall, the technology explanation plays a more
significant role in driving markup trends in the UK. This is because markups are
highly correlated with returns to scale, but less so with the proportion of sales
revenue that firms retain as profit. However, both explanations are likely to be
relevant to differing extents in different sectors of the economy, and both pose
challenges for competition policy and enforcement.

Beyond cross-economy averages: competition at the industry level

1.39 In line with previous editions, this report brings together evidence on
competition and market power at the whole-economy level, rather than looking
to identify particular markets or sectors where competition is especially weak.
This raises the question of whether it is possible to “drill down” into our results
and evaluate these same indicators at the level of individual industries and
markets.

1.40 Two principal difficulties arise from disaggregating in this way. The first is in
matching the data up to individual markets: even our narrowest measures of
industries are not always a good match for the actual markets in which firms
compete. Data limitations, together with necessary adjustments made to deal
with ‘outlier’ firms (see paragraphs [2.14-2.15]), also prevent us from applying
the analysis carried out in this report to look specifically at digital markets and
the impact of the rise of large tech companies on competition. The CMA has,
however, considered this question extensively through other work.?

3 See, for example, the Online platforms and digital advertising market study (CMA, 2020), the report of the
Digital Markets taskforce (CMA, 2021), the Mobile ecosystems market study (CMA, 2022), the Trends in Digital
Markets report (CMA, 2023) and Cloud services market investigation (CMA, 2024).
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1.41

1.42

1.43

Second, complexity and variation in production and supply can make
comparisons between industries hard to interpret. Just as we need to consider
changing cost structure across the economy to interpret aggregate markup
trends over time, so we would need to account for this — and other features of
structure and conduct — in different industries to draw meaningful conclusions
from comparisons of cost markups and other competition indicators.

However, in an effort to bring our analysis of different indicators together, and
apply it at an industry level, we have clustered industries that behave similarly
across the various measures used in the report, including markups,
concentration, dynamism, and selected “outcomes” that might be expected
from effective competition (R&D, investment, productivity and prices). Where
many indicators are pointing “in the same direction”, this may give cause for
comfort, or reason to look further into the state of competition in a particular
industry.

We find the economy can be divided into twelve clusters, based on the nature
of competition in those industries (Figure 4). The cluster with the highest
markups consists of four industries: namely, creative arts and entertainment;
temporary employment activities; information services; and the organisation of
conventions and trade shows. In addition to high markups, these industries
have also seen the largest increase in markups, and low or declining entry, exit
and reallocation rates. Despite this, concentration in these industries is neither
particularly high nor increasing, indicating that concentration measures alone
are not a good guide to an industry’s competitiveness.

13



Figure 4: Industries vary widely in how firms compete

Heatmap from a k-means clustering exercise (see [Paragraphs 7.44-7.46]. Clusters
are ranked by their average markup, from lowest (left hand side, lightest colour) to
highest (right hand side, darkest colour). Across all variables, cell colours in the
heatmap show how competitive a cluster is on each measure on average, again
ranging from light (most competitive) to dark (least competitive). Calculated at the
three-digit Standard Industrial Classification (SIC) level.

Data from Annual Respondents Database X (ARDx) 1997-2020, Annual Business
Database 2021, Business Enterprise Research and Development survey (BERD)
1995-2017, Business Structure Database (BSD) 1997-2022, Industry level deflators
by Office for National Statistics 1997-2023, Longitudinal Business Database (LBD)
1997-2021. GB only
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4 industries: services, including arts and entertainment
2 industries: leasing of vehicles and transport support activities
4 industries: construction, retail and services
1 industry: specialised wholesale
1 industry: manufacturing of motor vehicles
7 industries: manufacturing, trade and services
38 industries: manufacturing, trade and services
1 industry: telecommunications
27 industries: manufacturing, retail and services

2 industries: pharmaceutical and spacecraft manufacturing
35 industries: manufacturing, retail and services
48 industries: manufacturing, construction, trade, and services

Industry cluster

Each cell gives the intensity of competition in each selected measure for a given cluster of 3-digit Standard Industrial Classification (SIC) industries. Darker shades indicate less competition. The
analysis is done for the period 2005-2020 with the exception of R&D measures that refer to 2005-2017 and excluding SIC sectors: A, B, D, E, K, L, O, P, Q, T, U. Markups are calculated following
our baseline approach described in the report. Clusters are ranked by their average markup over that period. Data are from the Annual Respondents Database (1997-2020), the Annual Business
Survey (2021), the Business Expenditure on Research and Development Database (1995-2021), the Business Structure Database (1997-2022), the Longitudinal Business Database (1997-2021)
and the ONS Industry Level Deflators (1997-2023).
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Further work

1.44 This exercise underscores the importance of complementing a whole-economy
view of competition and market power with more focused analysis that can
account for the complexity of how firms and consumers interact in specific
industries and markets.

1.45 With this in mind, the Microeconomics Unit's upcoming work will build on the
findings of this report, and focus in particular on areas of close relevance to the
government's economic policy priorities. This will include:

a) A report analysing past growth-focused and industrial policies, and other
evidence, to shed light on policy levers to increase business dynamism and
harness the productivity contributions of “superstar” firms (high productivity,
high market share firms that dominate their industries).

b) A review of the evidence on the role of competition in driving and directing
investment towards productive uses, and subsequent empirical analysis to
address any evidence gaps identified.

¢) Work that builds on some of the potential policy implications of this report,
including on the factors affecting the diffusion and adoption of technology
across different industries.

d) A report analysing the results of the latest Consumer Detriment Survey and
other evidence to understand how consumers experience the economy, and
where competition is not working for them.

e) Work that fills in a number of the data and research gaps identified in this
report around local competition; ownership structures and consumer
outcomes; the characteristics of the most productive and innovative firms; and
the extent of weak competition in “upstream” sectors, and its impact on
downstream markets.

f) More focused work on how competition is working in particular industries and
sectors, to complement the cross-economy findings in this report.

15



2 Market power in the UK

2.1

2.2

Overall, cost markups, our most direct measure of aggregate market power,
have increased by about 9% to 40% in Great Britain over the past twenty-five
years. Our best estimate of 10% lies at the lower end of this range and is lower
than those found in some previous studies.

The increase in markups has predominantly been driven by older, larger firms
with the largest markups, and by the services sector. Rising markups within
industries and reallocation between high- and low-markup industries have both
played a role. However, rising markups within industries have been
quantitatively more important in recent decades.

Measuring market power

2.3

2.4

2.5

2.6

2.7

When many firms compete in the same market, competitive pressures push
prices down to where firms can just cover the cost of producing the last unit
(the so-called marginal cost). By contrast, a firm with market power can raise
prices by restricting output, and therefore can often price significantly above
marginal cost.

Therefore, the extent to which firms raise prices above marginal cost is a good
measure of the market power they hold in their output market. We call the
difference between price and marginal cost the cost markup, or markup for
short.

Markups are a better measure of market power than traditional market
concentration measures, because competition can be fierce even in markets
with few firms (for instance, if their products are undifferentiated) or sluggish
even in markets with many firms (for instance, if consumers do not travel far so
that each firm has a local monopoly).

Market power is of course not the only reason price may be above marginal
cost. Firms may also need to cover their fixed costs. Fixed costs refer to any
costs incurred regardless of the quantity produced, such as administrative
overheads or the cost of leasing or building a factory. Therefore, a rise in
measured markups may reflect either a rise in market power, a rise in fixed
costs, or a combination of the two.

Finally, other market failures that stop firms from expanding their output (such
as financial constraints, or input market frictions) may also lead to a divergence
between price and marginal cost. Care is therefore needed when interpreting
markup trends in times of economic turmoil such as the pandemic, when such
disruptions may be particularly acute.
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2.8 To measure markups, we need a measure of prices and of marginal costs.
While we can in principle observe prices, we usually do not observe marginal
costs directly.

2.9 Therefore, we infer costs by estimating the production function of firms across
the economy: how much output they produce, and what combination of inputs
they use to produce it. We call this the “production function approach”.

2.10 To ensure we are measuring market power and not some other market friction,
we also need to assume that firms can adjust at least one of their inputs easily.
We follow previous studies and use material inputs for this purpose. Labour
inputs are the other option frequently used in previous academic research. Our
previous report on labour market power (CMA, 2024) finds evidence of labour
market power across many UK firms. Therefore, we opt for material inputs
instead.

2.11 The markup for each firm then depends on two components: the materials
share of revenue and the elasticity of revenue with respect to material inputs.
The materials share of revenue measures the fraction of revenue that is used
to pay for material input costs. The elasticity of revenue with respect to material
input captures how responsive revenue is to a small increase in material inputs
used.

2.12 We observe the former directly in Great Britain’s structural business survey, the
Annual Business Survey (ABS), and estimate the latter by assuming firms in
each two-digit Standard Industrial Classification (SIC) industry use the same
production technology. We provide more details about the methods and data
sources we use in the appendix.

2.13 The production function approach is not only widely used in the literature, but
also makes less stringent assumptions about production technologies than the
alternative cost-share approach used for markup estimation in the CMA’s
previous State of UK Competition report (CMA, 2022).

2.14 To prevent large measurement errors from influencing the results, and to
ensure comparability with other studies, across time and between countries, we
remove “outliers” from our analysis of markups within each industry: that is,
firms whose cost shares or markups put them at the very extremes of the firm
distribution.

2.15 Therefore, the analysis is unlikely fully to reflect the growth of the largest digital
tech companies, which may be excluded due to their cost shares or markups
exceeding this threshold. The impact of the growth of digital markets, and of the
largest digital firms, on competition in the UK has been considered extensively
in other CMA work, including the Online platforms and digital advertising
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market study (CMA, 2020), the report of the Digital Markets taskforce (CMA,
2021), the Mobile ecosystems market study (CMA, 2022), the Trends in Digital
Markets report (CMA, 2023) and Cloud services market investigation (CMA,
2024).

Production function estimation methods are still an active area of research
themselves, with critics suggesting refinements or favouring other approaches
(e.g. Gandhi, Navarro, Rivers, 2019; Bond, Hashemi, Kaplan, Zoch, 2021;
Kirov, Mengano, Traina, 2023).

Because Northern Ireland runs its own structural business survey, the Annual
Business Inquiry, which is not available in the Office for National Statistics’
Secure Research Service, we are not able to include baseline Northern Ireland
markup estimates in this report, in contrast to our other measures of
competition across the economy. However, our supplementary cost share
markup estimates in appendix figure E.1 use a different dataset that includes
Northern Ireland and find very similar trends.

UK markups have increased in recent decades

2.18

2.19

We find that average markups across the GB economy have risen around 10%
over the past two decades, according to our best estimate. Figure 5 shows that
depending on the methodology and weighting used, the cumulative rise may
have been between 10% and 40% of the initial 1997 level. By most measures,
markups peaked in the mid-2010s before falling for a few years pre-Covid.
Aggregate markups have risen again during Covid and remain above the initial
1997 level.

Other researchers have found increases of similar magnitudes, with the
consensus estimates for the period from 1997 to 2015 in the 9-25% range.
Aquilante, Chowla, Dacic, Haldane, Masolo, Schneider, Seneca and Tatomir
(2019) find an increase in average markups of 23%. De Loecker, Obermeier
and Van Reenen (2022) similarly find that the aggregate markup has increased
by 24%. Hwang, Savagar and Kariel (2022) document rising aggregate
markups between 1998 and 2014, with a temporary plateau around

2008. Black (2022) finds that average markups have increased by 9% percent
in the UK between 1997 and 2019.
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Figure 5: Average markups in GB have risen since 1997

Economy-wide average markup estimates. Baseline measure: Ordinary Least
Square (OLS) estimation of a translog production function with materials as flexib