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Editorial

hile consumers worry about

their standard of living, the

recent publication of the

Beigbeder report on the low

cost model draws our
attention. The report proposes to use this
economic model as a means for reducing prices
and thus to increase purchasing power. For any
competition specialist, this report presents an
extra, and probably less materialistic, interest. It
addresses competition under, what we could
called, its “primitive” and original form. It refers
to price competition, which means competition
before brands, advertising and multi-option
products. In other words, when a product is
plain and reduced to its most basic form and
initial function, when it is devoid of all its
accessories and additional services, prices
become again an essential vector for consumer
choices.

The low cost model manages to reduce prices on
a lasting basis by reducing production costs. It
differs from commercial practices such as
special offers, sales, loss leading prices — which
only consist of reducing prices occasionally
without tackling the cost saving question.

In order to reduce costs, the low cost model is
based on a redefinition and simplification of
products and production processes. The strength
of the low cost model lies in its ability to
achieve small savings at all stages of the value
chain. In the air transport sector, which
pioneered the low cost model, several means
have been used to decrease costs: low airport
charges by selecting secondary airports (i.e.
Ryanair in Beauvais), standardisation of the
offer (single class, same type of aircraft),
disintermediation of ticket selling through the
Internet, the increase in the number of daily
rotations, reduced waiting times between flights,
non-stop flights (low cost does not wait),
simplified or optional on board services...
against payment.

This reduction of production costs generally
results in a large reduction of selling prices in
comparison to the regular offer. The low cost
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model is often synonymous with low prices. In
the air transport sector, the Beigbeder report
indicates that, for the same route, price
differences between a low cost airline and a
traditional airline may reach ... up to 60%.
Although it may be difficult to compare offers,
the report also reveals substantial price
differences between a low cost offer and a
regular offer in sectors such as food distribution,
banking services, mobile telephony...

However, reducing costs does not automatically
lead to lower prices. The low cost model has not
yet abolished the law of supply and demand! In
the case of the air transport sector, when a
consumer books his ticket at the last minute, or
when the demand is high (i.e. during school
holidays), ticket prices soar and low cost turns
out to be...high price.

The low cost model has succeeded in convincing
consumers beyond its initial sector, i.e. the air
transport market. Today, it has invaded all
economic sectors but for the luxury segment:
personal services (hairdressers, direct banking,
hotels), automobiles, mobiles, houses, and of
course, food distribution (hard discount) and
e-commerce.

This expansion of the low cost model is
stimulated by the Internet which allows
producers to compress, and even to remove, the
margin of traditional intermediaries, and allows
consumers better to compare offers. There is a
second factor favourable to the development of
the low cost model: the opening of the French
economy towards countries with low wage costs
makes the production and the importation of low
cost goods possible. It is illusory to think that
the Logan, a low cost car, would exist if our
borders were not open. The third factor
favourable to the low cost model lies in the
consumer behaviour of the French. Restrained
by the weak progression of their purchasing
power, they are more informed. They compare
the price of a product to the value derived from
using it. Moreover, the Beigbeder report stresses
that the low cost model is not limited to the
market of the poorest. It simultaneously
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addresses very different categories of the
population. These categories may even be
opposite in terms of revenues. As indicated in the
report, “to buy Chanel has never prevented
anyone from doing their groceries at Lidl’s”.

A closer analysis of consumer behaviour shows
three different types of demand. First, the so-
called substitution demand leads consumers to
replace a traditional product by a low cost one.
For instance, a consumer who was used to buy
second-hand cars will choose a new low cost car.
Second, the induction demand refers to
consumers who purchase a product, which they
were not used to consume until then. This
induction effect is particularly noticeable in the
air transport sector where the low cost model,
through a low price policy, has created a demand,
especially regarding leisure passengers travelling
in Europe. This type of demand also happens in
households with low incomes. They will finally
be able to get on the property ladder by buying a
house, an unreachable dream until now. The last
type of demand is the so-called complementary
demand. This demand occurs when a consumer
completes his purchases with a low cost product
without giving up his usual products. For
instance, a household will purchase a low cost
car in addition to its first and more luxurious car.

Does this return of price competition have a
hidden cost for consumers? Is the reduction of
prices compensated by an excessive diminution
of quality and safety? In this regard, the
Beigbeder report revises some generally accepted
ideas. Consumers are not willing to sacrifice
quality and safety for low cost prices: “Yes” to
the low cost model...but only if the conditions
are right. The low cost model reminds us of a
simple economic truth: a price is never too low or
too high in the absolute. Its level is always
relative to the usefulness of the product selected
by its purchaser. As Anglo-Saxons say, it is the
“value for money” that counts.

Thus, in the air transport sector, certain
consumers can do without a breakfast during a
short haul flight if fares are lower. However, they
will not make any concessions on safety. As a
result, low cost air transport services are
sometimes unjustly criticised in this respect: low

Concurrences N°1 - 2008 | Editorial | E. Combe, The low cost model...

cost airline companies are no less safe than
historic airline-operators because consumers do
not choose between safety and low prices.

Similarly, in other sectors, the low cost model
does not result in diminution of safety, especially
in Europe where very stringent rules on safety
are implemented. Moreover, low cost products
may hide well-known undertakings wanting to
avoid any “faux pas” which could ruin their
reputation. The Logan car would probably not
achieve the same success if it was not offered by
a renowned car manufacturer.

The paradox and the strength of the low cost
model probably lie in its ability to produce less
expensive products or services whilst satisfying
minimal and unconditional consumer demands.
Producers using the low cost model have to
rethink the characteristics of their products and to
redefine their relationship with consumers by
distinguishing to a greater extent essential needs
from accessory needs.

The truth is that problems arising from the low
cost model rather result from the quality of the
information provided to consumers, especially in
the service sector. For example, when consumers
book tickets online, transparency of information
is not always ensured, especially concerning
displayed prices and taxes. Similarly, in spite of
consumer-oriented EC regulations, consumers
are not sufficiently informed about their rights in
case of flight cancellations or delays. In the
e-commerce sector, after-sale services may not
be satisfactory, even though these failures are not
specific to the low cost market. Today, since the
low cost market mainly grows via the Internet,
the report highlights that consumers should have
access to transparent information on prices and
sale conditions.

Beyond its analytical dimension, the Beigbeder
report also intends to be programmatic. It focuses
on certain specificities of the French economic
model, because its delay in adopting the low cost
model sets France apart from other European
countries. For instance, in comparison to
Germany or Belgium, the hard discount is little
present in the food industry. In the air transport
sector, domestic low cost flights are still marginal.
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In the mobile telephony sector, the number of
alternative operators is not significant and they
are often limited to niche markets.

The report provides several reasons that are
actually similar to the conclusions of the Attali
Commission. The late use of the low cost model
in France results from excessive regulation in the
market of goods and services, which limit the
entry of new operators. Actually, this delay
reveals well-known and frequently denounced
problems — for example the Rueff, the
Camdessus, the Cahuc or the Kramarz reports:
weak interest of public authorities in
competition, preservation of acquired situations,
defence of guaranteed income. Let us illustrate
our point with some examples drawn from the
Beigbeder report. The growth of the low cost air
transport service market is limited by very
conservative mechanisms of slot allocation. In
the hard discount sector, a Malthusian law on
commercial urbanism rather prefers implanted
companies over new entrants. In the
pharmaceutical market, the required presence of
a pharmacist in his shop does not justify his
monopoly on the selling of pharmaceutical
products available without medical prescription.
In the mobile telephony sector, MVNOs (Mobile
Virtual Network Operators) are limited by
restrictive conditions on the access to networks
and on wholesale prices. In short, understanding
why France is late in developing the low cost
model is more about painting the picture of a
country that culturally does not easily adapt
to...competition! [
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