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1 INTRODUCTION AND SUMMARY 
 

1.1 This report presents the findings of the Office of Fair Trading's (OFT) fact-
finding inquiry into the provision of store cards in the UK, and explains why the 
OFT Board has decided to refer the matter to the Competition Commission (CC). 

 
1.2 We have carried out this brief inquiry in response to questions about consumer 

protection and competition in store cards raised by the Treasury Select 
Committee (TSC) in the course of its investigation of the transparency of credit 
card terms. The TSC was concerned that interest rates on store cards were 
higher than they would be if competition were working well, that consumers did 
not have adequate information and that the process of offering store cards was 
unsatisfactory in several respects. 

 
1.3 While our inquiry is not a full investigation, we have held extensive discussions 

with stakeholders, including card providers, retailers and consumer groups, as 
shown in annexe A. We are grateful for all the information and assistance 
provided. In addition, we commissioned a consumer survey and mystery 
shopping exercise. 

 

The store card market 
 

1.4 Store card new business was worth £4.8 billion in 2002, out of total consumer 
credit gross lending of £194 billion (itself only a part of total lending to 
individuals). Store card lending therefore accounts for 2.5 per cent of total 
consumer credit gross lending, compared with over 60 per cent through credit 
cards. Although store card use is a relatively small proportion of the total credit 
business, the absolute amounts involved are large and interest rates are 
significantly higher than those charged on credit cards. 

 

Areas of concern 
 

1.5 It is of concern that there are a number of features which appear to prevent, 
restrict or distort competition in the way store card credit and related services 
('store card credit services') are made available, and provided, to retailers, and 
the provision of consumer credit through store cards. One of these features is a 
lack of transparency for consumers in the way store cards are offered and used. 
However, progress is being made on the treatment of consumers, at least. 
Members of the Finance and Leasing Association (FLA), which represents most 
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of the major store card issuers, will be required by 31 March 2004 to position 
prominently on marketing literature a box summarising key terms. The OFT 
welcomes this proposal and was encouraged to find that one provider began to 
include a summary box in all promotional material in November 2003. In early 
December the Government put forward for consultation proposals that will 
further improve the transparency of terms and conditions for consumer credit 
products, including store cards ('the Consumer Credit White Paper'1). On the 
other hand, although providers have confirmed that consumers are now able to 
take away copies of agreements to read at home before signing up in store, it is 
disappointing that our own mystery shopping exercise revealed that only 23 per 
cent of the shoppers were offered the form to take away and, of the remainder, 
three quarters were refused. 

 
1.6 The TSC was concerned that sales assistants may be induced by commission 

payments to put pressure on customers to sign up to store card agreements. 
Our inquiry found that incentives are offered to staff in most cases. However, 
the consumer survey showed that little pressure was put on consumers. 
Providers claim that they do train staff so that they are able to answer financial 
questions. Our mystery shopping exercise gave some support to this claim.  

 
1.7 To summarise our recommendations for transparency at point of sale: 

• clear and concise pre-contractual information on key financial particulars, 
such as the annual percentage rate of interest ('APR') in the form of a 
summary box, should be given to consumers before any agreement is 
concluded; 

• the summary box should also appear prominently on the front of 
agreements; 

• the statutory wealth warning proposed by the Government in the 
Consumer Credit White Paper should be included in store card 
agreements and marketing literature; 

• where Payment Protection Insurance (PPI) is offered, an extra signature 
should be required from the borrower to signify consent to purchase it. 
This too is covered in the Consumer Credit White Paper. We believe that 
PPI should be cancellable at any time and that a statement indicating this 
should appear next to the signature box. 

 
 

                                         
1 'Fair, Clear and Competitive, The Consumer Credit Market in the 21st Century', 8 December 
2003 
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1.8 Post-contract, we recommend that monthly statements should include: 
• a slimmed down version of the summary box, including, crucially, APRs; 
• a warning about the implications of making only minimum payments; and 

the consequences of default. 
 
1.9 Some of these transparency issues are being addressed in the context of the 

Consumer Credit White Paper. 
 
1.10 In addition, our inquiry has identified the following features that appear to 

prevent, restrict or distort competition in the market for the supply of store card 
credit services to retailers, and also in connection with the provision of 
consumer credit through store cards: 
• the ability of card providers to expand their share of supply of store card 

credit services to retailers is limited by incumbency advantages, by 
significant costs of switching, and sunken investment costs, by the 
length of existing contracts between retailers and store card providers, 
and by the widespread use of exclusivity terms in such contracts: 

- the ability of store card providers to expand their share of supply 
and of other credit providers to begin to provide store card credit 
services to retailers appears to be limited by the length of existing 
contracts (some over 10 years) between retailers and store card 
providers and by the use of exclusivity terms in these contracts ; 

• the costs and benefits of store card use are difficult for holders to 
assess: 

- holders of the majority of store cards benefit from significant 
discounts on their first purchases with their store card, and 
subsequently from a range of marketing offers. The prospective 
value of these later offers is difficult to calculate, even with 
improved transparency. If consumers overestimate the value of 
the benefits available on store card purchases, they may demand 
more credit that might otherwise be rational.  That, in turn, may 
allow store card providers to charge higher APRs than might 
otherwise be the case; 

• OFT believes that the above features prevent, restrict or distort 
competition because the level of interest rates on store cards does not 
appear to be disciplined by competitive pressure: 

- the majority of store cards in issue carry rates of interest that 
are around 10 percentage points above those on credit cards, 
which the great majority of store card holders also have available 
to them. 
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1.11 Based on these findings, we suspect that there is insufficient competition to    
ensure that consumers get good value, and that retailers and card providers 
between them may be able to increase their profits by the lack of transparency 
as to the value for money from using store cards. 

 

Remedies for the concerns 
 

1.12 The issues in relation to store cards cover a significant number of parties 
involved in more than one market, and include switching costs and the lack of 
transparency in respect of terms and conditions to which consumers holding 
store cards are subject. Furthermore, it is difficult for consumers to assess the 
costs and benefits of using store cards. The OFT does not consider that action 
taken under the Competition Act, or under Articles 81 or 82 of the EC Treaty (if 
appropriate), would be effective in resolving all, if any, of the adverse effects on 
competition identified. 

 
1.13 While the industry's behaviour towards consumers changed significantly during 

2003, it is the OFT's view that more remains to be done on the issues.  
Furthermore, the other competition issues noted above in paragraph 1.9 still 
remain and appear to show that there is insufficient competition to ensure that 
consumers get good value from store cards and that such lack of competition 
may lead to increased profits for retailers and store card providers.  

 
1.14 We have concluded that a Competition Commission investigation would 

establish whether there are adverse effects on competition. Having consulted 
key stakeholders, as required by section 169 of the Enterprise Act, the 
reference has been made today. 
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2 BACKGROUND FACTS 
 

The nature of store cards  
 

2.1 Store cards are usually defined as cards that can be used only for shopping on 
credit at one retailer. Consumers pay for their goods with the card and later 
receive an account to pay. Nearly all store cards provide access to credit 
beyond an interest-free period. Consumers are able to choose how much to pay 
each month above a certain (low) minimum. There are, however, also a 
relatively small number of store cards (known as budget cards) that allow the 
consumer to pay at a fixed level each month. These cards are not further 
considered in this inquiry.  

 
2.2 Store cards are sometimes provided by the retailer, who runs an in-house 

financing operation for the purpose. More frequently, the service is contracted 
out, the retailer contracting with a third-party store card provider. So at one 
level, we need to consider competition between providers (including in-house 
providers) for the retailer's business. At another level, the consumer can, in 
principle, choose from a range of means of payment and sources of credit when 
shopping. The other main types of card available to consumers for shopping on 
credit are credit cards and charge cards (as well as various other means of 
payment card, including debit cards, that do not entail credit, at least not 
directly).  

 
2.3 The following diagram illustrates the two levels at which competition should 

operate, between providers for retailers' business, and between credit providers 
for consumers' custom. 

 
 
2.4 Store cards differ from credit cards not only in that they are usable only when 

purchasing from the specific retailer or retailers but also because they usually 
provide access to a range of consumer benefits from the retailer. When a store 
card account is opened, a discount is usually given by the retailer (of, typically, 
10 per cent) on the goods purchased at the time. Subsequently the cardholder 
is informed of occasions on which other discounts will be available and provided 
with information about forthcoming sales, new products and events organised 
by the retailer. The range of benefits available to the cardholder varies 
considerably by retailer. The retailers that offer store cards and the contractors 
they use are described later in the report. 
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2.5 Some stores also make available to their customer's loyalty cards. These are not 
a means of payment, but holders gain access to benefits of certain kinds, 
usually based on earning points for purchases that can be used to make further 
purchases later. However, the value of benefits is in practice much lower and 
the opportunities for consumers in some ways more restricted than is the case 
for store cards. 
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2.6 In recent years the range of cards that provide more than just a form of 
payment and access to credit has increased; and cards may also be used in 
combination. For example, a credit card may provide access to special offers; 
and a particular credit card and a loyalty card may be used together to make 
certain purchases. By comparison the store card generally gives consumers 
access to a stream of benefits provided by a single retailer in addition to 
providing a payment and a credit facility in relation to purchases from that 
retailer. 

 
2.7 The holding of store cards is somewhat lower (at 30 per cent of the adult 

population) than that of debit cards (58 per cent), credit cards (51 per cent) and 
loyalty cards (45 per cent).2 

 

Consumer Credit data 
 

2.8 The FLA, to which 95 per cent of store card credit providers belong, has 
provided the OFT with statistics for store cards that cover new business.3 The 
data received from the FLA reflect the Association's members only. The OFT 
has estimated the share of consumer credit that is attributable to store cards by 
combining the FLA data with existing National Statistics data.  

 
2.9 The table on the following page uses National Statistics figures4 for 'credit 

cards' and 'total'.  The figure quoted for store cards was supplied by the FLA. 
An assumption has been made that the FLA data are included within the 'other' 
statistic calculated by National Statistics. 

 
 
 
 
 
 
 
 
 
 

                                         

 
2 Mintel 2002 
3 New business is the capital advanced during the period. It is exclusive of finance charges but 
may include insurance premia charged and financed at the outset.  
4 National Statistics table A5.6 Consumer credit. 
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Consumer Credit Gross Lending (2002, not seasonally adjusted) 
 

 £ Millions % Share 

Store Cards 4,776 2.46 
Credit cards 117,060 60.38 
Other5 72,041 37.16 
Total 193,877 100 

    Source: National Statistics / FLA 

 

Consumer credit gross lending (2002)

Store Cards
Credit cards
Other

 
 
2.10 Total gross consumer credit lending for 2002 stood at £193,877 million. Credit 

cards form the majority of consumer credit accounting for 60.38 percent. Store 
cards account for 2.46 per cent:  
• the level of store card new business was £4,776 million; 6 

• according to Mintel (2002), there are 22.85 million active store cards in 
circulation; 

• there are 18.6 million accounts;7 

• store cards were used on average seven times a year;8 and 
• the average transaction value was £35.9 
 
 
 
 

                                         
5 The figure for 'other' (that is, banks, building societies, other specialist lenders, retailers and 
insurance companies) has been adjusted from the National Statistics figure of £76,817 million 
to £72,041 million, reflecting the £4,776 million figure for storecard credit which is shown 
separately. 
6 Source FLA 
7 The Association for Payment Clearing Services Plastic Card Review 2003 page 15 
8 The Association for Payment Clearing Services Plastic Card Review 2003 page 15 
9 The Association for Payment Clearing Services Plastic Card Review 2003 page 15 
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Store cards transaction value facts  

 
 

Store card 
Value of transactions 

Period £ millions 

Store card yearly 
percentage 
growth rate 

1994 2,888  
1995 3,397 17.62 
1996 3,983 17.25 
1997 4,711 18.28 
1998 4,874   3.46 
1999 4,917   0.88 
2000 4,781 - 2.77 
2001 4,736 - 0.94 
2002 4,776   0.84 

 

Store card value of transactions

0
1,000
2,000
3,000
4,000
5,000
6,000

1994 1995 1996 1997 1998 1999 2000 2001 2002

£ 
m

ill
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ns

 
Source: FLA. Figures are for 'new business' as defined by the FLA (transaction values may include 
payment protection insurance premiums) 

 

Credit and charge card transaction value facts 

 
Value of 

Transactions 
Yearly 

Percentage 
Period £ millions Growth rate 
1994 43,413  
1995 49,569 14.18 
1996 58,548 18.11 
1997 67,625 15.50 
1998 75,305 11.36 
1999 88,084 16.97 
2000 99,996 13.52 
2001 110,546 10.55 
2002 121,265 9.70 



  

  

10  Store cards report  March 2004 

 

 
Source: APACS plastic card review 2003 page 32 table 2B 

 
2.11 In 2002 the value of store card transactions was less than five per cent of the 

value of credit card transactions. Since 1998, average annual store card 
transactions have been roughly static. With the partial migration of Marks & 
Spencer, Debenhams, Harrods and John Lewis's store card to a credit card the 
expected size of transactions for 2003 is likely to be considerably smaller than 
previous years. The full extent of these migrations will not be seen for some 
time, however. Given the recent growth trends and migrations the future value 
of store card transactions is likely to shrink, although the value remains 
significant. 

 
2.12 By comparison credit cards have shown a positive growth rate in transactions 

since 1995. Since 1999 the yearly growth rate of transactions has been falling 
although it has still remained positive. Credit card transaction values should 
increase in the future, by contrast with store cards.  

 
2.13 As to outstanding debt on store cards, Datamonitor's 2003 report UK Personal 

Lending 2004 shows slowly rising debt levels since 1999: 
 
 
 
 
 
 
 
 
 
 
 
 

Credit and charge card value of transactions 
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£m 1999 2000 2001 2002 2003* CAGR** 
1999 – 
2003* 

Store 
cards 

  2,760   2,637   2,655   2,768   3,154 + 3.4 % 

Instalment 
credit 

  4,366   4,139   3,446   3,364   3,450 - 5.7 % 

Mail order 
credit 

  5,701   5,489   4,889   4,889   5,264 - 2.0 % 

Total 12,827 12,265 11,022 11,022 11,868 - 1.9 % 
Comparative figures for credit cards 
Credit 
cards 

33,117 38,702 42,802 48,248 56,392 + 14.2 % 

Source: Datamonitor 

Notes: 1. * estimated by Datamonitor 
 2. ** Compound Annual Growth Rate 

 
Comparative figures for credit cards and consumer credit as a whole 

£m 1999 2000 2001 2002 2003 CAGR*** 
1999 – 
2003 

Credit 
cards 

33,117 38,702 42,802 48,248 53,539 + 12.8 % 

Total 
consumer 
credit10 

116,155 128,041 141,719 157,755 170,666 + 11.5% 

Source: National Statistics 
Notes: 1. *** calculated by the OFT11 
 

2.14 Assuming that the data above refer to outstanding balance at year end, total 
consumer debt rose by £54.5 billion between 1999 and 2003, of which 
increase in debt on store cards accounted for £394 million, or 0.7 per cent.  

 

 
 
 

                                         
10 These figures include outstanding consumer debt on loans from banks, building societies, 
other specialist lenders, retailers and insurance companies, including store cards. 
11 The formula for the CAGR used is [(1+final value-base value/base value)^1/n] -1, where n is 
the number of years in the range. 
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Consumer behaviour 
 
2.15 As part of the inquiry, the OFT commissioned some consumer research.  A 

survey was undertaken by NOP to find out about the experience of consumers 
that hold store cards. An account of this is provided in Annexe B.  In addition a 
mystery shopping exercise was conducted for the OFT by FDS (the main results 
are set out in Annexe C).  The rest of this section draws on the results of this 
research. 

 

Headline figures 
 

2.16 The consumer survey showed that: 
• 57 per cent of consumers with a store card took it out primarily to obtain 

the various types of shopping benefits; 
• eight per cent of consumers with a store card obtained the card in order 

to gain access to credit which would otherwise not be available to them; 
• 10 per cent of store card owners do not have a credit card; 
• 18 per cent of store card owners (14 per cent in social group AB in our 

sample, 32 per cent in C, and 31 per cent in DE) said that at the time 
they took out their store card they were not able to use a credit card to 
buy what they wanted; 

• 48 per cent of that group (8.6 per cent of the total) do not use their 
store card for credit (that is, they pay off their balances in full); 

• although there may be a number of reasons why a store card only might 
be used, the implication is, therefore, that remaining 52 per cent of that 
group of consumers may be dependent on their store cards for credit - 
around nine per cent.  The proportion varies by income group: thus six 
per cent of ABs and 14 per cent of DEs in our sample may be dependent 
on their store card for credit.12 

 
Consumer Information 
 

2.17 The consumer research also threw some light on aspects of transparency of 
information needed by consumers when they open store card accounts.  The 

                                         
12 There are similar results when disaggregation is done by income group instead of by social category.  
For example the statistics for the group with household income under £10,000 (which provides the 
extreme case comparable to the social category DE) are as follows: 75 per cent have a credit card; 54 per 
cent say they always pay their balance off straightaway, ie take no credit; 32 per cent said that at the 
time they took out their store card they were not able to use a credit card to buy what they wanted; and 
17 per cent might as a result be said to be dependent on their store card for credit. 
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mystery shopping exercise indicated that information on the interest rate was 
not available in around one third of cases, while information on penalty charges 
was rarely available.  As regards information overall, in 40 per cent of cases the 
mystery shoppers thought that the information provided was not enough.  The 
consumer survey found that 28 per cent of consumers said that they did not 
learn the relevant interest rate at the time of opening the account.  However, 
40 per cent of this group did find out the rate subsequently, and only six per 
cent of all consumers said that they would not have used the card if they had 
known the interest rate at the time of opening the account.  The application 
form was not offered to 77 per cent of the mystery shoppers and about three 
quarters of this group were denied the opportunity to take away a specimen 
form to study, 59 per cent of the total.  This contrasts sharply with the 
information supplied to the OFT by retailers and credit providers (bar one) who 
told us that consumers could always take the form away for consideration. 

 

The value of store cards for consumers 
 

2.18 The value that consumers get from store cards varies considerably. This is a 
reflection of the nature of the product offering (as described in the previous 
section): the store card provides a payment facility, a credit facility and a range 
of in-store benefits but consumers are charged only for the credit they use. 

 
By way of illustration, a consumer who made a £100 purchase on which a discount of 
10 per cent was available and used the card only as a payment method (paying off the 
debt within the interest-free period) would make a gain of £10. At the other extreme a 
consumer that made a purchase of £100 on which no discount was available and took 
credit on the card to the maximum extent possible (paying the minimum capital 
repayments over 25 months) would incur a cost (in interest) of £32.50 (the interest 
cost on the reducing balance, assuming an interest rate of 2.5 per cent per month). 
Many consumers however fall between these two extremes, both obtaining the 
benefits and taking a degree of credit. If, for example, a consumer obtained a 10 per 
cent discount on his or her £100 purchase and then paid off the debt over six months, 
he or she would receive benefits of £10 but pay interest of £8.75, an overall gain of 
£1.25 (ignoring the 'value' of six months' interest-free credit). This and other scenarios 
are described more fully in Annexe D, which also includes comparisons between the 
use of store cards and the use of credit cards and credit cards plus loyalty cards. 
 
2.19 It has not been possible in this inquiry to ascertain the distribution of consumers 

over the range described in the box above. But two points are clear. First, about 
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half of consumers will be net gainers from store cards because they take the 
benefits but do not take on any debt.13 Second, the proportion of consumers 
that take maximum credit (that is, those who always make the minimum 
payment) is very small.14 

 
2.20 It is difficult to identify how many consumers might have debt problems that 

arise to some extent out of the use of store cards.  For the time being there is 
only the evidence of the Mintel consumer survey of 2002 which found only one 
per cent of store card holders declaring they had a problem. Debt is a problem 
that is best looked at in aggregate and store cards make only a small 
contribution to total consumer debt. 

 
Retailers and contractors 
 

2.21 Retailers who provide a store card can either run the operation 'in-house' or 
contract it out to a 'provider'. The provider will charge a merchant fee15 to the 
retailer. The retailer may receive a commission payment and/or a financial 
payment that must be used for marketing of the card (marketing support 
payment) from the provider. 

 
2.22 The industry practice is that the retailer and provider jointly market the card to 

consumers. The cost of providing discounts and other store card related 
benefits are borne by the retailer, but any commission paid to the retailer could 
provide funding for the discounts and other benefits. 

 

Flow of money and information 
 

2.23 There are three participants involved whenever a purchase is made using a store 
card: the consumer, the store card provider and the retailer (although, in 

                                         

 
13 While 60 per cent of consumers say it is their policy to pay off their store card debts straightaway, an 
exercise carried out for the OFT showed that not all consumers adhered to their policy over time. As at 
least 15 per cent of consumers that declare a policy of not paying interest are, in fact, likely to do so in 
practice within a period of two years, the 60 per cent should be reduced by that 15 per cent to 51 per 
cent in order to identify consumers that never pay interest. 
14 One provider told us that of their cardholders significantly fewer than one per cent made only the 
minimum payment for a whole 12-month period and only 2.5 per cent paid only the minimum in nine 
months or more out of the twelve months. 
15 A merchant fee, the sum payable by a retailer to the credit provider for the provision of credit facilities 
by the credit provider, often takes the form of a sum expressed as a percentage of the total value of the 
credit sales made by customers using the particular credit facilities. 
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practice, the second and third parties may be the same if the retailer provides 
its own in-house credit facilities). 

 
2.24 When consumers apply for a store card there is an exchange of card holder 

details between the consumer and retailer. These details are passed on to the 
provider who, subject to credit worthiness, issues a card to the consumer. 
Whenever a purchase is made consumers receive a good or service plus any 
card holder benefits from the retailer. Transaction details are forwarded to the 
provider. Consumers pay the value of the transaction to the provider, along with 
interest payments if outstanding balances are not paid off within the interest 
free period. Consumers receive a monthly statement from the provider. The 
provider pays the retailer the full face value of the retail sale, but charges a 
merchant fee to the retailer, which is reduced if the provider makes commission 
payments to the retailer. The direction of this net payment varies, depending on 
the particular circumstances. Retailers often receive marketing data from the 
provider. These financial, material and information flows are illustrated on the 
following page. 
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Stores with card schemes 
 

RETAILERS WITH STORE CARDS 
2.25 Store cards are offered by, usually, larger high street groups including fashion 

retailers, department stores, furniture specialists, car garages, supermarkets, 
cinemas, DIY outlets and jewellers among others. 

 
IN-HOUSE OPERATIONS 

2.26 In June 2003 John Lewis contracted out its in-house store cards operation to 
HFC Bank, which had been acquired by HSBC in March 2003. Marks & Spencer 
and Argos remain the only store card schemes with a sizeable customer base of 
cards that use a wholly in-house operation. There are some other retailers in the 
market which run smaller in-house schemes. Ikea's store card is run by IKANO 
Financial Services, a company in the same group, but which also offers card 
services to retailers outside the group.  

 
THIRD PARTY PROVIDERS 

2.27 Many retail stores have chosen to contract out the provision of store cards to 
third party providers who are normally specialist finance companies. GE 
Consumer Finance (GECF) holds the majority of these third party contracts. 
GECF clients include Debenhams plc, Bhs Limited, House of Fraser (Stores) 
Limited, The Arcadia Group, Laura Ashley, Monsoon plc, Russell & Bromley 
Limited and Mothercare plc. Other significant third party providers include 
IKANO Financial services, Creation Financial Services, HFC/HSBC Bank and 
Style Financial Services.  There has been a recent tendency to move away from 
in-house schemes and towards third party providers.  

 
2.28 The OFT asked a variety of providers and retailers for their views on why some 

retailers believed that it was beneficial to outsource while others remained in-
house. The main arguments are outlined below. 

 
2.29 Advantages of outsourcing include: 

• third party providers can offer specialist expertise and experience; 
• capital that is required to become a store card provider can be invested 

elsewhere within the retail business; 
• the ability to offer the store card is achieved more quickly and the 

exposure of risk is reduced; 
• retailers can concentrate on retail activities rather than diverting efforts 

to a non-core business activity; 
• the provider can benefit from economies of scale; 
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• some smaller retailers may struggle to administer their store card 
efficiently; and 

• quality of service could be higher. 
 

2.30 Disadvantages of outsourcing include: 
• control of the product is handed over to the provider (setting of interest 

rates, terms and conditions); 
• brand image may be tarnished if the provider supplies poor service; 
• profits must be shared; 
• in some circumstances retailers will be making a net payment to the 

provider by paying merchant fees in excess of commissions received (if 
any); 

• if credit worthiness criteria are set too high customers may become 
discontented on refusal of credit. 

 
FINANCIAL TERMS OFFERED BETWEEN THE RETAILER AND PROVIDER 
2.31 The OFT asked retailers to provide financial data relating to merchant fees and 

commission payments for the past three years. It appears that the net payments 
(the average per active card of the difference between commission received and 
merchant fee paid from retailer to provider) can be positive for some retailers 
but negative for others. The net payments from retailers to card providers per 
active card in circulation range from + £5.00 to - £2.50 per year, but if no 
commission had been paid to the retailer the payment to the provider could be 
in excess of £6.00 per active card. 

2.32 Retailers receiving a positive net payment often have a large customer base of 
active cards. Their contractual relationship with their supplier includes 
commission payments that vary from year to year. Retailers with an active card 
base under 50,000 typically have a negative net payment – that is, they make a 
net payment to their provider. One provider claimed to us that the direction of 
the net payment reflects the size of customer base and customer demographics 
as well as the ability for the card provider to cross sell other products. 

 

Concerns raised by the Treasury Select Committee 
 
2.33 In the course of the hearings of the TSC, Members of the Committee expressed 

a number of concerns about the workings of the store cards industry, as 
recorded in the transcripts of hearings: 
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a. some store cards have excessively high APRs, around 30 per cent - 
almost double the Barclaycard rate which Barclays' chief executive 
criticised as too expensive; 

b. competition may not be working, in particular it is alleged that GECF – 
which is by far the largest independent provider of store card credit 
services to stores - may have a dominant position in a relevant market, 
and be abusing its position;  

c. some cards carry other charges that appear too high, for example, for 
late payment;  

d. payment protection insurance is bundled with cards and charged for 
when not appropriate to the consumer;  

e. the charges and other terms are not transparent to consumers, whether 
in promotional material, pre-sale, at issue or during the life of the card;  

f. marketing incentives, for example for points and discounts, whose value 
is uncertain, make it difficult for consumers to assess the value of store 
cards;  

g. in some cases the store staff fill in the application form, and the 
consumer signs without considering the terms;  

h. consumers are not allowed to take forms away with them;  
i. consumers are not entitled to a cooling-off period after signing up on 

store premises; 
j. poorly trained staff in stores can't answer even simple questions 

accurately;  
k. store staff are incentivised by commissions, leading to high pressure 

selling;  
l. stores issue cards without sufficient discrimination, tempting consumers 

to overcommit themselves. Minimum payments look manageable, but 
disguise length of time required to repay; and  

m. consumers may be given unsolicited upgrades with changes in credit 
limits and other terms, possibly in breach of regulations. 

 

Launch of the OFT's inquiry 
 

2.34 The OFT had received very few complaints about store cards prior to launching 
this inquiry – in low single figures for each of the last few years. Neither stores 
nor consumers had complained to us about a lack of competition. The OFT was 
aware that local authority trading standards departments similarly received very 
few complaints. There had therefore been no complaint-driven reason to rank 
store cards as a priority for investigation. 
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2.35 Three major consumer organisations highlighted store card concerns when they 
gave evidence to the Treasury Select Committee. None of the organisations had 
previously raised these concerns with the OFT as a distinct issue16, although 
they had expressed concerns regarding credit generally in, for example, 'In too 
deep: CAB clients' experience of debt'17 and in the DTI's Debt Task Force 
report.18 

 
2.36 The Chairman of the OFT appeared before the Treasury Select Committee on 9 

September and, in response to the Committee's concerns set out above, 
undertook to the Committee to carry out a fact-finding inquiry into the issue of 
store cards.  

 
2.37 The launch of the inquiry attracted wide publicity and the OFT publicised an 

invitation for any interested parties to contribute to the inquiry. A dedicated 
email address was established. The OFT wrote to all likely interested 
stakeholders, as shown in annexe A, asking them either: 
• to supply written information and to meet with the OFT team; or 
• only to supply written information. 
In addition, the OFT commissioned a survey of consumers' experiences of 
obtaining the store card (the process of completing the form, whether pressure 
was applied, usage patterns etc), their management of credit (whether they 
customarily paid off total balance, whether use would increase or decrease if 
interest rates went up/down), and payment protection insurance (whether it 
was offered, whether pressure was applied etc). The OFT also commissioned a 
mystery shopping exercise to assess, in a controlled environment and with 
accurate recall, the ways in which retailers offer customers store cards. Results 
of the survey and the mystery shopping exercise are summarised in annexes B 
and C and referred to elsewhere in the report.  
 

The experience in other jurisdictions 
 

2.38 The OFT asked overseas competition authorities and consumer organisations 
about their experiences of store cards: whether store cards, as such, existed at 
all; if so, whether any problems had been perceived, and how these had been 
handled.  The responses are summarised on the following page.

                                         
16 Because of a perceived lack of powers for the OFT, according to the Consumers' Association. 
17 A report on over indebtedness by Citizens Advice, published on 21 May 2003. 
18 The Debt Task Force established by DTI in October 2000 to look at practical ways of achieving more 
responsible lending and borrowing, published a report in July 2001. 
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Country Card 
Providers 

Recent 
Regulatory 
Intervention  

APRs(Annual 
Percentage Rates) 

Discounts on 
merchandise 

Other 
Benefits 

Comments 

Eire 
(Republic 
of Ireland) 

Major 
Department 
Stores 

No. Up to 25 per cent 
more than the rate 
for credit cards. 

Yes, usually 
10 per cent. 
 

Yes. 
Promotional 
discounts. 

No annual fees on 
store cards. 

Denmark Department 
Stores. 

No. Average APRs not 
available. Customers 
are informed in 
writing about APR 
and other charges on 
the store card. 

Not clear. Not clear. No transparency 
issues, due to 
legislation in 1984 
for payment 
cards, like store 
cards and credit 
cards, which 
requires written 
communication 
about APRs and 
charges on the 
card. 

Finland Store Cards 
are not 
common in 
Finland. 

No. Around 30 per cent, 
compared to the rate 
for credit cards of 
12 to 20 per cent. 

Loyalty card 
features - 
consumers 
collect points 
with each 
purchase. 

Credit is 
available for 
some 
purchases. 

Some stores 
operate their own 
store cards. 

Mexico Department 
stores and 
shops 
specialising in 
electronic and 
electrical 
home 
devices. 

No.  36 per cent to 61 
per cent, compared 
to the rate for credit 
cards of 24 to 44 
per cent.  

Not clear. Not clear. A recent survey 
by the Office of 
the Federal 
Attorney General 
for Consumer 
Protection showed 
that 86.3 per cent 
of consumers did 
not know the rate 
of interest applied 
to store card 
transactions. 

 
Prepared by the OFT, based on the information provided by the relevant regulatory 
authorities in each jurisdiction. 
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The US experience 
 

2.39 According to the Nilson Report 2003,19 the major players who provide external 
credit facilities for retailers which offer store cards in the United States are 
Citigroup, GE Consumer Finance-Americas, Household International Inc., and 
ADS. The market shares of the major parties in 2003 have changed 
considerably during the year. However, it is clear that Citigroup, GE Consumer 
Finance-Americas and Household International Inc. continue to be the three 
biggest third party store card providers. There are also retailers who maintain in-
house credit facilities services for their store cards, such as Target, Federated 
Department Stores and Dillard's. 

 
2.40 Until about ten years ago, retailers provided credit facilities for their store card 

operations through an in-house operation or through a corporate subsidiary. In 
recent years, retailers have moved towards outsourcing the credit facilities for 
their store cards (sometimes selling off their credit arm), allowing the retailer to 
focus on core businesses. In general, the provision of store card credit facilities 
to retailers in the US is competitive. Contracts between retailers and external 
providers of credit facilities for store cards are generally for less than six years. 
The various external providers of credit facilities bid competitively for the 
contracts with retailers, and switching providers often occurs. 

 
2.41 In contrast to the UK experience, store card holders in the United States tend to 

be consumers whose application for a general purpose credit card would be 
rejected. 

 
2.42 Up to 9 March 2004, public records show that there have been no antitrust 

enforcement actions by the U.S. Department of Justice against either external 
credit providers or against retailers who offer store cards. 

 

Other jurisdictions 
 

2.43 The European Commission told us that it has carried out no work specifically 
into store cards. 

 
2.44 The Federation of German Consumer Organisations (FGCO) told us that store 

cards do exist in Germany in much the same form as in the United Kingdom. 
The only problem the FGCO has encountered has been the method of 

                                         
19 HSN Consultants Inc. The Nilson Report Issue 790 June 2003 
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distribution of the cards. In 2002, a large department store sent unsolicited 
credit cards to holders of its store card, followed by a second letter with the 
customer's PIN number, a method which the FGCO considered 'unsafe'. There 
were no costs involved for the customers. The FGCO 'charged' the department 
store because of the way of distribution, and won the case. 

 
2.45 The issue of store cards falls within the provincial and territorial powers 

governing property and civil rights in Canada. As a result, there are a wide 
variety of approaches to store cards and credit issues generally in Canada, with 
each province or territory taking its own approach to the issues. 

 
2.46 In Ireland, the Department of Enterprise, Trade and Employment has told us that 

store cards are mainly confined to larger department stores. In most cases there 
is no annual fee payable. Irish store cards offer some benefits by way of 
promotional discounts and other special promotions; the discounts are often 
around 10 per cent. 

 
2.47 The Danish Consumer Agency, the Forbrugerstyrelsen, told the OFT that store 

cards are quite common in Denmark and have been so for many years. Denmark 
introduced a special regulation mechanism for payment systems and payment 
cards in 1984. The system requires card issuers to inform cardholders in writing 
about interest rates and other costs for the use of the card. Denmark has not 
experienced any transparency problems concerning store cards. 

 
2.48 The New Zealand Ministry of Consumer Affairs told us that current credit law 

(Credit Contracts Act) and its replacement, the Credit Contracts and Consumer 
Finance Bill, due to take effect in 2005, comprehensively cover issues of 
transparency. The MCA says that the store cards market is 'pretty competitive 
with rates ranging generally between 12.95 per cent and 19.95 per cent'. 

 
2.49 The Finnish Kuluttajavirasto told the OFT that store cards are not common in 

Finland but that some retailers do operate their own cards, usually with interest 
rates slightly higher than credit cards administered by finance companies and 
banks. 

 
2.50 The Office of the Federal Attorney General for Consumer Protection of Mexico 

told us that department and self-service stores, such as Palacio de Hierro, 
Liverpool and Sears offer store cards, as well as some chains specialising in 
electronic and electrical home devices such as Elektra, Famsa, Hermanos 
Váquez and Singer. A minimum income is usually required, typically between 
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EUA$170 and 500 per month. Credit limits are variable, but penalty charges are 
made: for late payment a varying percentage of the outstanding sum plus IVA 
(VAT), and the card will be disabled if two or more payments are missed. 
Annual interest rates are between 36 and 61 per cent, against bank credit card 
rates of between 24 and 44 per cent. For specific products, interest rates, 
though changeable, may be much higher: at 72.4 per cent in, for example, 
Hermanos Váquez and up to 200 per cent in Singer. (In a recent survey carried 
out by the Office of the Federal Attorney General for Consumer Protection, 86.3 
per cent of consumers said that they didn't know the interest rate that applied 
to their transaction.) 

 
2.51 It seems, therefore, that store card interest rates in other countries have been 

higher than other credit rates, in line with United Kingdom experience.  It also 
seems that competition and consumer authorities have not, however, perceived 
problems requiring regulatory or other action. 
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3 THE REGULATORY FRAMEWORK 
 

The Enterprise Act 
 

3.1 The Enterprise Act 2002 made far-reaching changes to the legal framework 
under which the OFT operates, including changes to both competition and 
consumer law. Its major provisions came into force on 20 June 2003. 

 
3.2 This fact-finding inquiry into store cards has been carried out under sections 5 

to 8 of the Enterprise Act. With the help of the information received, we have 
reviewed how well the store cards market is working for consumers and 
whether there is a case for enforcement action, either by the OFT or by the 
Competition Commission, self-regulatory action or guidance. 

 
3.3 The Enterprise Act includes in Part 9 provisions governing disclosure of 

information acquired by the OFT in the exercise of its powers. Many of the 
parties who gave us information cooperated with our requests for detailed 
information about their business affairs, and were prepared voluntarily to give 
us commercially confidential information. In accordance with the provisions of 
Part 9, we have so far as possible excluded commercially confidential 
information from this published report. 

 
3.4 Further information about the Enterprise Act is contained in annexe F. 
 

Consumer protection 
 

THE CONSUMER CREDIT ACT 1974 
3.5 Store cards are regulated as consumer credit services. The regulatory regime is 

based on the Consumer Credit Act 1974, which among other things provides 
for the OFT to operate a system of licensing under the Act of persons 
concerned with the supply of consumer credit, and a range of statutory 
instruments.  

 
3.6 An important underlying principle is the concept of 'truth in lending'. Consumers 

should be given an accurate, clear and comprehensive indication of the nature 
and true cost of the terms being offered, thereby putting the consumer and the 
creditor in a more equal bargaining position. In advertisements, consumers 
should have the information necessary to compare different deals and select the 
one most suited to their needs and, when entering agreements, they should be 
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fully aware of the commitment they are undertaking. They should also have 
access to information about their current liability during the life of an 
agreement. 

 
3.7 Credit agreements with 'individuals' (persons who are not corporate bodies such 

as limited companies - so sole traders and non-limited partnerships are 
'individuals') where the amount of credit is £25,000 or less are 'consumer 
credit' agreements. Store card agreements are therefore consumer credit 
agreements and are regulated by the Consumer Credit Act. The principal 
provisions of the Consumer Credit Act relating to store cards are set out in 
annexe F. 

 

Regulations 
 

3.8 Various regulations supplement the Consumer Credit Act 1974. For the purpose 
of this inquiry the regulations applicable are: 
• The Consumer Credit (Advertisement) Regulations 1989 (the Advertising 

Regulations); 
• The Consumer Credit (Agreements) Regulations 1983; 
• The Consumer Credit (Cancellation Notices and Copies of Documents) 

Regulations 1983; 
• The Consumer Credit (Running-Account Credit Information) Regulations 

1983; and 
• The Consumer Credit (Total Charge for Credit) Regulations 1980  
 

3.9 In addition, the Unfair Terms in Consumer Contracts Regulations 1999 
(UTCCRs) have an important part to play.  
Further details of the regulations mentioned are given in annexe F. 
 

The Consumer Credit White Paper – Department of Trade and Industry 
 

3.10 The DTI published a White Paper in December 2003 proposing reforms to the 
laws governing the consumer credit market. The principal reform proposals 
applicable to the issues raised in this inquiry include: 
• changing the Advertising Regulations to make advertisements clearer and 

simpler to understand; 
• providing consumers with clearer information, before and after 

agreements are signed; and 
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• changing the law to end unfair credit terms – replacing a limited 
'extortionate' test with a wider 'unfairness' test – as well as providing 
an effective dispute resolution mechanism. 

 
3.11 The DTI has invited interested parties to comment on the proposed changes by 

15 March 2004, and the OFT has responded. 

 
The FLA code of practice 
 

3.12 The FLA represents most of the major players in the store card market and its 
members are expected to follow the key commitments and principles set out in 
the FLA code of practice. The FLA Lending Code sets out standards of good 
practice for the industry and provides for a system of alternative dispute 
resolution where members' own complaints procedures have not satisfied the 
complainant. 

 

Competition legislation 
 

3.13 The Competition Act 1998 came into force on 1 March 2000. The Act 
prohibits: 
• agreements between undertakings, decisions by associations of 

undertakings or concerted practices which have the object or effect of 
preventing, restricting or distorting competition in the United Kingdom (or 
a part thereof) and which may affect trade within the United Kingdom 
('the Chapter I prohibition'). The Competition Act 1998 (Land and 
Vertical Agreements Exclusion) Order 2000 excludes from the Chapter I 
prohibition agreements described as 'vertical agreements' (that is, 
agreements between parties at different levels of the supply chain)20; and 

• conduct by one or more undertakings which amounts to the abuse of a 
dominant position in a market in the United Kingdom (or a part thereof) 
and which may affect trade within the United Kingdom ('the Chapter II 
prohibition'). 

 
 
 
 

                                         
20 DTI announced on 1 March 2004 that the exclusion will be removed with effect from 1 May 
2005. 
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3.14 From 1 May 2004, Article 3(1) of Regulation 1/2003 ('the Modernisation 
Regulation') will require that where the OFT applies the Chapter I or Chapter II 
prohibitions to an agreement or conduct, it must also apply the prohibitions in 
Article 81(1) and 82 if that agreement or conduct may affect trade between 
Member States. 21 

                                         
21 This power was the exclusive jurisdiction of the European Commission prior to 1 May 2004. 
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4 ASSESSMENT 
 

Consumer information issues 
 

4.1 This section discusses a number of issues which may affect consumers' choices 
between store card credit and other forms of credit. Issues such as 
transparency of credit agreement between store card providers and consumers, 
for example, affect consumers' ability to assess the net price of store card 
credit and therefore to make appropriate choices between different credit 
providers. 

 

Interest Rates and Other Charges 
 

APR 
4.2 The Consumer Credit (Total Charge for Credit) Regulations prescribe that 

interest rates on consumer credit should be expressed in a standardised format, 
the Annual Percentage Rate (APR). APRs on store cards lie mainly in the range 
25 to 30 per cent (see annexe E).  There are a few exceptions where the APRs 
are distinctly lower, but these cards do not share one of the main 
characteristics of store cards, namely a wide range of in-store benefits.  These 
cases apart, the APR range is quite narrow, in contrast to credit cards.  Two 
factors contribute to this difference between the two types of card.  First, 
credit card issuers have in recent years developed 'risk-based pricing', so that 
consumers that are identified in the process of credit-checking as being of 
higher risk are charged a higher APR; in the case of store cards on the other 
hand there will normally be only one APR within a given retailer's scheme. The 
second factor is that in the store cards case the marketing initiatives focus on 
the in-store benefits, whereas for credit cards they are applied to the credit 
terms, leading for example to various special offers relating to the payment of 
interest. Both of these factors substantially widen the distribution of APRs for 
credit cards. 

 
4.3 The providers of store cards and the FLA have given three main reasons why 

APRs on store cards are higher than those of credit cards. Two of the biggest 
providers claimed that, first, outstanding balances are much lower for store 
cards because they offer limited credit lines, are typically used for small 
purchases, and are used for fewer purchases, all which means much lower 
revenue per card.  Secondly, the providers claim that store cards have higher 
administrative costs, which means a higher unit cost. Thirdly, store cards 
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benefit from less revenue from consumer charges, which again reduces revenue 
per card. Interest payments are by far the most significant element in card 
providers' income, and the FLA explained that the number of store card 
accounts paid off each month, thus incurring no interest charges, was 
significantly higher than for credit cards. Other operational costs are much more 
significant than the cost of funding. We recognise that these are all factors that 
credit providers take into account when setting APRs. 

 
4.4 Retailers and providers have also said that the customer benefits of store cards 

should be taken into account in any assessment of whether APRs are too high.  
We accept that the benefits are clearly a relevant factor in assessing the range 
of consumer experience (referred to in Chapter 2 above and illustrated in annexe 
D). Retailers have all told us, however, that their store card benefits 
programmes pay for themselves in terms of their retail returns, and hence they 
should not be counted as costs to be charged against the store card businesses.  

 
DEFAULT AND OTHER CHARGES 

4.5 Under UTCCRs, it is unfair to impose disproportionate sanctions for breach of 
contract. A requirement to pay more in compensation for a breach than a 
reasonable pre-estimate of the loss caused by the supplier is one kind of 
excessive penalty. Such a requirement will, in any case, normally be void as a 
penalty under English common law. The OFT takes the view that any charges 
imposed should reflect reasonable costs, or reasonable pre-estimates of costs. 
The OFT has enforcement powers under UTCCRs themselves or by using Part 8 
of the Enterprise Act. 

 
4.6 The charges incurred on store cards when a consumer does not make a 

payment when it is due range from £14 to £22. Providers claim that charges 
are set at levels that merely recover costs and do not contribute to profits.  
However, we have not been able, within the compass of this inquiry, to carry 
out the sort of cost examination that would be necessary to produce an 
authoritative answer on this issue.  

 
4.7 All providers told us that the charges are not automatically imposed. One 

provider initiates the process by sending a letter informing the customer that the 
account is overdue. If the account is not settled, this will be followed by 
another letter, or a telephone call before a fee is imposed. This will give the 
consumer sufficient opportunity to avoid paying a charge. One provider said 
that only four per cent of its customers were charged such a fee. 
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4.8 During this inquiry, we were encouraged to learn that one provider actively 
promoted the use of a free debt advice service offered by the Consumer Credit 
Counselling Service. Once a consumer has defaulted and is using the debt 
advice service as recommended, the finance provider's policy is to suspend 
accruals of further interest and charges, thereby making the consumer's debt 
more manageable. 

 

Promotional material and advertising 
 

4.9 Store card advertisements are regulated by The Consumer Credit 
Advertisements Regulations 1989. The underlying idea behind the Regulations is 
that advertisements should provide a fair and reasonably comprehensive 
indication of the nature and true cost of the credit terms being offered. 
Customers should have information necessary to compare different forms of 
credit and select the one most suited to their needs. 

 
4.10 The Regulations divide advertisements into three categories: simple, 

intermediate and full. All credit and hire agreements must meet the content 
rules of one of these categories. Under current legislation an APR is not required 
in a simple advertisement nor is it required in an intermediate advertisement that 
does not include an interest rate. 

 
4.11 The advertising literature submitted appears to comply with the Regulations and 

the majority of leaflets contain information regarding the APR, interest rate and 
minimum repayment required. Many of the leaflets do not, however, include 
details of late payment or over the limit fees.  The industry is taking steps to 
remedy this. The FLA will require its members that provide store cards to 
position a summary box, including information regarding the APR, interest, the 
allocation of payments, minimum payments required and fees/penalty charges, 
prominently on any store card adverts, direct mail promotions, free-standing 
leaflets and inserts by 31 March 2004. 

 
4.12 One provider introduced a summary box on their leaflets at the beginning of 

November 2003. We see this as a positive step towards aiding transparency 
and we welcome the FLA's proposals to include a similar type of box on all 
advertisements. 
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Pre–contractual information 
 

TAKING AWAY AGREEMENTS 
4.13 The OFT's mystery shopping exercise found that where pre-contractual 

information on store cards was volunteered by staff it was predominantly oral 
and only sometimes supported by written material. In only 33 per cent of cases 
were leaflets or other written material offered as a form of pre-contractual 
information. Since the Treasury Select Committee met in July 2003 finance 
providers have made clear to retailers that the application form may be taken 
away from the store, but must be signed in store. We have been informed that 
the requirement to sign in store is to minimise fraudulent applications; some 
providers do, however, allow postal applications. In practice consumers will 
probably want to sign in store any way to take advantage of the 10 per cent 
discount they will typically receive on their purchase. The OFT strongly 
believes, however, that consumers should be entitled to take the forms away if 
they want to. Despite claims made by providers that this is now possible, our 
mystery shopping exercise found that only 23 per cent of the mystery shoppers 
were offered the application forms to take away. Where this offer was not 
made and consumers asked to take the application form away, three-quarters 
(58 per cent of the total) were refused. We are concerned by these findings. 

 
INFORMATION PROVIDED BY STAFF 

4.14 Consumer organisations (Northern Ireland Consumer Association, Consumers' 
Association) and the Treasury Select Committee have expressed their concern 
that sales assistants are poorly trained and incapable of answering basic 
questions about the store card. Retailers and providers claim that they are 
aware of the necessity of training staff. The evidence submitted by retailers and 
providers suggests that sales assistants undergo a thorough training program, 
and as a result should be qualified to deal with standard store card applications. 
It is common for retailers to provide intensive training to their staff so that they 
become familiar with the products on offer, and capable of answering consumer 
concerns. One provider has financial advisers on hand in key stores to deal with 
queries and provide guidance to consumers. Another provider conducts its own 
mystery shop to monitor whether sales assistants are following the correct 
procedure and giving the consumer accurate information.  

 
4.15 We found that retailers and providers were training staff to deal with store card 

enquiries and we are keen to encourage the training of all staff. However, our 
mystery shopping exercise found that at the pre-contractual stage staff mostly 
focussed on the benefits of using the card. The APR was focussed on in 32 per 
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cent of cases and penalty charges in only five per cent. We therefore feel that 
relying on staff is simply not enough. We recognise that advertising is a form of 
pre-contract disclosure and that the FLA's proposals to include a summary box 
in advertising literature would provide consumers with key financial information 
at the pre-contract stage. However, our mystery shopping exercise showed that 
there was no promotional material visible in 46 per cent of stores. As noted in 
4.13, in only 33 per cent of cases were leaflets offered as a source of pre-
contractual information.  

 
4.16 Under current legislation there is no requirement for consumers to be given 

certain pre-contractual information before reading and entering into a credit 
agreement. The provision of clear and concise pre-contractual information has 
been highlighted as a key area for reform for the consumer credit market as a 
whole, not only for store cards. The DTI's Consumer Credit White Paper 
proposes that the Government will ensure that pre-contractual information will 
be provided to consumers before any agreement is concluded. The OFT 
welcomes this proposal and believes that if a separate document, such as a 
leaflet including a summary box containing all financial particulars, was provided 
to the consumer before they began filling in a store card application, there 
would be greater transparency and consumers would be better informed about 
the store card account. 

 

Entering into the contract  
 

COMPLETING THE APPLICATION FORM 
4.17 The OFT's mystery shopping exercise showed that in 84 per cent of cases there 

was no area set aside to read and consider the application form before signing 
it.  This was almost always done at the till, where, on a busy Saturday 
afternoon, one could expect to feel under considerable time pressure. This may 
be reflected by our mystery shopping exercise that revealed that over a third of 
mystery shoppers felt that they had insufficient time to consider terms and 
conditions. The exercise also revealed that in two thirds of cases, sales 
assistants filled in the application form. Retailers and providers have defended 
this practice by saying that the forms are often complex and that some 
consumers may prefer to have the assistant fill in their details. We cannot 
conclude that just because assistants fill in the application form, consumers are 
not given an opportunity to read the form before signing it, or that sales 
assistants are purposely concealing the form from the consumer. However, we 
believe that consumers should be given the time and opportunity to fill in the 
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application form by themselves and we have made this view clear to retailers 
and providers.  

 
SALES PRESSURE AND LEVEL OF PERSUASION 

4.18 It is common for sales assistants to be offered incentives by finance providers in 
order to encourage them to open new accounts. The incentives range from 
£1.00 - £2.50 per account opened. While this figure is relatively small, it could 
potentially make a substantial difference to the pay of a sales person and may 
encourage them to pressurise consumers into opening an account. This pressure 
may lead to consumers not having the opportunity to read the terms and 
conditions of the agreement. However, the results from the mystery shopping 
exercise show that in the majority of cases, shoppers did not feel under 
significant pressure to take the card out there and then. Furthermore, the 
consumer survey results show that only 11 per cent of store card holders felt 
that there was 'a little' pressure to open the account while only two per cent 
felt themselves under 'a lot' of pressure.   

 
INFORMATION GIVEN AT THE TIME OF APPLICATION 

4.19 The OFT's mystery shopping exercise showed that there is a considerable shift 
of emphasis in the kind of information provided at application stage from that 
given at the initial inquiry/pre-contract stage. Information on benefits was less 
likely to be given emphasis at time of form completion, and when mystery 
shoppers asked sales assistants for details of the APR at the application stage in 
94 per cent cases it was given. However, in only 32 per cent of cases was 
emphasis given towards the APR and in only five per cent towards penalty 
charges. Our consumer survey showed that 26 per cent of consumers did not 
know the interest rate applicable when they opened the account. This figure is 
significant enough to show that the APR at application stage is not sufficiently 
transparent. This is further referred to below in paragraph 4.21.   

 
TRANSPARENCY OF AGREEMENTS 

4.20 The OFT is concerned that credit agreements between the store cards provider 
and the consumer are not transparent, in that they lack clarity and simplicity.  In 
order for the store card market to work well, it is essential that consumers are 
well informed and understand the terms of the agreement.  (This point does, of 
course, apply to consumer credit agreements generally: store cards are a 
particular instance of it.)  The Consumer Credit (Agreements) Regulations 1983 
('the Agreements Regulations') require the lettering of the terms of the 
agreement included in the document to be easily legible and of a colour which is 
readily distinguishable from the colour of the paper. They also require certain 
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key financial information to be shown together as a whole in the agreements.  
This is:  
• the credit limit; 
• the rate of interest and the total rate of any other credit charges; 
• the timing and amount of repayments of credit and credit charges; and 
• the APR  
We found that all agreements contained this financial information. 
 
TRANSPARENCY OF APRs 

4.21 As noted above, the OFT is concerned that some consumers are not aware 
what the APR is when entering into the agreement. The APR appears on all the 
agreements submitted to us. In many of the agreements studied the APR 
appears on the front in bold, but in small print and it is not especially prominent. 
Several providers include the APR on the back of the agreement in the terms 
and conditions. We found that even although all but a small number of the 
agreements comply with the Agreements Regulations, it is not always 
immediately clear what the APR is. (This is not only an issue with store card 
agreements but consumer credit agreements as a whole. The DTI are 
considering changes to CCA regulations in order to aid transparency of the APR 
in consumer credit agreements.)  

 
TRANSPARENCY OF DEFAULT CHARGES 

4.22 The Consumer Credit (Agreements) Regulations 1983 include a requirement to 
give an indication of charges payable on default but there is no obligation for 
finance providers to include the specific default charges within the key financial 
information. We found that the majority of agreements did not specify the 
charges payable on default, preferring phrases such as 'reasonable expenses'. 
The information on specific default charges would only be available to the 
consumer on request, or once the consumer had fallen into default. It is our 
view that the fees charged on default should be specified, and be presented 
together with the financial information on the agreement. This would provide 
greater clarity for the consumer about the consequences of defaulting. 

 
LANGUAGE IN AGREEMENTS 

4.23 The UTCCRs require the terms in agreements to be in 'plain, intelligible 
language'. Most finance providers define technical terms which are referred to 
in the agreement, in a definitions section. There are, however, terms in 
agreements which are vague and may cause confusion for the consumer. A 
phrase used by one provider with reference to variation of interest says, 'in a 
manner allowed by law'. This phrase is unhelpful to consumers that are not 
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aware what the law is. By contrast, another provider explains that they will 'let 
consumers know, in writing, at least seven days before' if they vary the rate of 
interest. This is a much clearer way of informing the consumer of the variation 
of interest. Another provider uses terms such as 'counterclaim' and 
'misrepresentation', which the average consumer may find difficult to interpret. 
These are issues which we are considering separately from the main inquiry.  

 
INCLUSION OF A SUMMARY BOX IN AGREEMENTS 

4.24 The OFT takes the view that a summary box containing key financial 
information should be included on the front of agreements. We feel that 
evidence has shown that consumers are not always aware of the APR and 
default charges applicable when they enter into the agreement. We have 
suggested this to some providers and they say that they are willing to consider 
it. This is an issue which does not only affect store cards. The DTI proposes to 
revise the format of credit agreements to make them clearer and more 
transparent. The OFT strongly believes that the inclusion of such a box on store 
card agreements would aid transparency and will be urging the FLA to consider 
making this a requirement of its Code. 

 

Payment Protection Insurance 
 

4.25 Payment Protection Insurance (PPI) is offered by all finance providers as optional 
and is cancellable at any time. In all cases this is an opt-in scheme. The mystery 
shopping exercise shows that in only 17 per cent of cases is PPI promoted in 
store and the consumer survey shows that only 15 per cent of consumers felt 
any degree of pressure from staff to take out PPI. 

 
4.26 During our inquiry, however, we received a complaint from a consumer who did 

not realise that she had taken out PPI until it appeared on her statement the 
following month. For this reason, the OFT does not believe that a tick box is 
sufficient. While we are aware that some providers require a separate signature 
on the application form before the insurance policy is taken out, other providers 
merely require consumers to tick the relevant box. There should be a separate 
signature box for PPI on the main credit agreement to confirm the consumer's 
consent to take out the product. This is fundamental to the issue of 
transparency and may prevent consumers from taking out PPI unwittingly. 
Again this is an issue which is not only relevant to store cards; the Consumer 
Credit White Paper proposes that, where a lender is selling additional products 
such as PPI, an extra signature will be required from the borrower to signify 
their consent. 
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Post contract information 
 

STATEMENTS 
4.27  The Consumer Credit (Running - Account Credit Information) Regulations 1983 

require certain information to be provided on the monthly statements of 
account, this includes information as to the interest charged. Under these 
Regulations, however, there is no requirement to include an interest rate or 
APR. 

 
4.28  On the statements submitted to us, when interest had been applied to the 

account over the relevant period it was often stated as a money amount owed, 
and no reference was made to the interest rate or the APR in the statement. 
Only a few providers show the interest rate as well as the amount of interest 
owed on the monthly statement of accounts. One provider said that it shows 
interest as a money amount because consumers like to know what the interest 
rate means in money terms – that is, how much they have to pay. While we 
recognise that the Regulations do not require an interest rate and agree that it is 
useful that interest is shown as a sum of money, we believe that it would aid 
transparency and comparisons with alternative sources of credit if the interest 
rate was also shown.  

 
4.29 The OFT also believes that consumers should be reminded on their monthly 

statement what the charges are should they breach their agreement. We would 
therefore like to see a slimmed down version of the summary box appearing on 
all monthly statements as this will keep consumers informed through out the 
lifetime of their agreement. 

 
4.30 All of the statements provided show the minimum repayment as required by the 

Regulations. The OFT is concerned that consumers often do not understand the 
implication of making only minimum repayments. We believe that the monthly 
statement should include an indication of how long it would take to repay the 
outstanding balance, and how much it would cost, on the basis of minimum 
repayments. 

 

Responsible lending 
 

4.31 The OFT strongly encourages the principle of responsible lending, whereby 
lenders take all reasonable steps to ensure borrowers can afford to repay before 
providing a credit facility. We recognise that it is often in the lender's interest to 
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ensure that the borrower can afford to repay, but this is not always so (some 
secured lending may raise issues, for example). In any event we would be 
concerned if a lender appeared to be following a policy of lending to those who 
could not afford to repay. Such behaviour may call into question the fitness of a 
consumer credit licence holder and would be an issue that we would investigate 
further. 

 
4.32 Citizens Advice Research 'In Too Deep: CAB clients' experience of debt' 

showed 3.5 per cent of clients' debt is attributable to store cards. Datamonitor: 
UK Personal Lending 2003, showed that store card debt represented 2 per cent 
of all household unsecured debts. We recognise that this seems a small 
percentage of debt attributed to store cards alone. Furthermore, our consumer 
survey showed that virtually all those interviewed had at least one other card 
that provided a payment facility such as a credit or debit card. Only eight per 
cent gave lack of alternative means of paying as the main reason for taking out 
the store card in the first place. It would therefore appear that store card 
providers are not generally issuing cards to people who are unable to use an 
alternative means of credit to pay for goods.  

 
4.33 Store card providers have informed us that they operate a scoring mechanism in 

establishing each customer's ability to take on and manage credit. One provider 
claims that approximately one in five customers who apply for a store card is 
rejected as a result.  Credit Reference Agencies such as Experian and Equifax 
keep information on databases which is used to match the details submitted by 
the customer on their application form. The check is usually made against 
information on the following: 
• Credit Account Information Sharing, which contains performance data on 

existing credit accounts from a wide sphere of providers; 
• electoral roll; 
• credit search information – when a search is made against a customer 

the credit reference agency retains a record; 
• public information such as county court judgements etc; 
• Credit Industry Fraud Avoidance System – providers register frauds and 

attempted frauds to help reduce the industry exposure; and 
• further information to confirm address, date of birth, etc. 
 

4.34 These data are then combined to determine an automated decision as to 
whether or not the target score was achieved or not. All providers do a credit 
check through a Credit Reference Agency before offering credit. Many providers 
also use their own in house scoring systems in addition to credit checks. One 
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provider claims that it pre-screens customers in store before running a credit 
check (for example, for employment status). All providers confirm that 
applicants must be over 18 years old to apply for a store card.  

 
4.35 One provider claims that customers exceeding the cut off credit score are then 

assigned a credit limit based on the credit score that they achieve. Another 
provider assesses the credit limit on the basis of credit scoring and claimed that 
the average limit across all its retailers was £460. In more youth-orientated 
fashion clothing chains, however, the opening credit limit granted is, on 
average, £180. The consumer survey that we carried out found that 90 per 
cent of consumers that have a store card also have a credit card. It would 
therefore appear that store cards are not more significantly accessible than are 
credit cards. 
 
RAISING CREDIT LIMITS 

4.36 One provider said that the credit limit on a store card can be increased in three 
ways. First, a consumer may be offered an increase via their monthly 
statement, at which point the consumer can reject the increase by calling the 
customer services phone number on their statement. Secondly, the consumer 
can request an increase at which point the increase will be assessed as to 
whether or not it is appropriate. Thirdly, a consumer's suitability for an increase 
is reviewed regularly by an automated decision engine. Where a consumer is 
deemed to be suitable for such an increase a 'shadow limit' is applied to the 
account card which will only become formal if the consumer attempts to spend 
over their limit but within the limit deemed suitable for them. 

 
4.37 All providers claim to review the payment behaviour of the store card holder and 

apply a credit scoring system before authorising an increase in credit limits. 
Factors providers take into account include:  
• the current and previous conduct of the account; 
• the conduct of external accounts via a Credit Reference Agency which 

provides a behavioural score; 
• whether the consumer has ever indicated that they would not like to be 

offered an increase; 
• whether the account usage indicates the consumer would benefit from 

an increase; and 
• the time interval since the limit was last increased. 
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4.38 One provider said that it will not give an increase if the limit was last increased 
less than six months previously. Another provider will not authorise another 
increase within three months and claimed that the average increase is £200.  

 
4.39 The OFT take the view that, while higher credit limits can be beneficial to 

consumers, automatically raising credit limits could potentially worsen a 
situation if the borrower was already suffering from over indebtedness. Such a 
practice could be seen as irresponsible lending as the lender may not be taking 
into account the borrowers ability to repay the debt. We therefore take the view 
that where increased credit limits are offered, consumers should be made aware 
that they can reject the increase or opt for a lower credit limit. Furthermore, 
lenders should keep credit limits under review, and should take steps to reduce 
an existing limit if this is warranted, for example because of a change in the 
borrower's circumstances. 

 
Competition assessment 
 

4.40 A market may not be operating well, for example, if a dominant firm is abusing 
its dominance or if, for example, a group of firms are collectively dominant and 
abusing that position. Other market features may also affect its operation, such 
as the way consumers behave, whether there are information asymmetries, lack 
of transparency, switching costs, etc. The action that the OFT will take where 
there is a perceived competition problem will depend on what is considered to 
be harming competition, and what is the most appropriate method of dealing 
with it. The OFT could proceed with an investigation under the Competition Act 
1998 or, from 1 May 2004, under Articles 81 or 82 of the EC Treaty if an 
agreement or conduct has an effect on interstate trade. Alternatively, it could 
conduct a market study or make a market study or a market investigation 
reference to the Competition Commission under the Enterprise Act. For 
example, abuse of a dominant position falls within the Competition Act 
prohibitions, whereas if features inherent to the market are harming competition 
action under the Enterprise Act is likely to be more appropriate. 

 
4.41 The first step in competition assessment is to determine the sphere in which 

competition occurs – that is, to define the relevant market. Only by defining the 
boundaries of a market can we calculate market shares, assess entry barriers 
and consumer behaviour and, in turn, establish whether the market is operating 
well for consumers. In the case of action under Chapter II of the Competition 
Act, a firm conclusion on the definition of the relevant market must clearly be 
reached. In the case of a reference to the Competition Commission, however, 
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the OFT need come only to a preliminary view as to the definition of the market: 
it is then for the Commission to reach a firm conclusion.  

 
MARKET DEFINITION 

4.42 When considering the market in this case we looked at potential demand side 
and supply side substitutes.  In general terms, products are in the same market 
if, and only if, they are close substitutes.22  

 
4.43 As shown in the figure in Chapter 2, there are two distinct levels at which to 

consider the appropriate market definition for the supply of store cards. At one 
level, there is the supply of services to retailers by card operators for the 
administration of store card schemes, and at another, there is the supply of 
store cards to consumers. We believe, for the reasons described below, that 
there is a distinct market for the supply of store card credit services to retailers. 
We have not come to a firm market definition with respect to the supply of 
credit to final consumers, however. It may be that store cards are part of a 
wider market for consumer credit, including at least credit cards, or, at its 
narrowest, that each store card constitutes a separate market. 

 
SUPPLY OF STORE CARD CREDIT SERVICES TO RETAILERS 

4.44 The main reason retailers give for running a store card scheme is that it helps 
maintain customer loyalty and increase sales. This is based on the premise that 
cardholders are more likely to shop more frequently in the store. The schemes 
also allow retailers to create and manage customer databases and in this way 
offer a number of marketing opportunities. The Mintel report on Store Cards 
(October 2002) states that the database can be used to target customers with 
relevant marketing such as preview evenings, special promotions, sales and 
discount offers. That report also states that a key benefit to retailers is that a 
store card can increase brand awareness, since the focus of the card design is 
the retailer's name. 

 

                                         
22 These substitute products are the most immediate competitive constraints on the behaviour of the 
undertaking supplying the product in question. In order to establish which products are 'close enough' 
substitutes to be in the relevant market, a conceptual framework known as the 'hypothetical monopolist' 
test (the test) is usually employed. In essence the test seeks to establish the smallest product group (and 
geographical area) such that a hypothetical monopolist controlling that product group (in that area) could 
profitably sustain 'supra competitive' prices, that is, prices that are at least a small but significant amount 
above competitive levels. That product group (and area) is the relevant market. If, for example, a 
hypothetical monopolist over a candidate product group could not profitably sustain supra competitive 
prices, then the candidate product group would be too narrow to be a relevant market. If, on the other 
hand, a hypothetical monopolist over a subset of a candidate product group could profitably sustain supra 
competitive prices, then the relevant market would usually be narrower than the candidate product group. 
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4.45 Most, but not all, retailers contract out the administration of store cards. This 
may be because third party providers have the expertise to run the schemes, it 
may be generally cheaper for retailers to out-source the service and/or they 
prefer to concentrate on their core strength of retailing. The nature of the 
service, however, as explained above, suggests that the retailer and the store 
card administrator need to work closely together in order to promote the cards 
and to coordinate the various other promotions. On the demand side, therefore, 
it would seem that store card credit service to retailers form a quite distinct set 
of services. 

 
4.46 On the supply side there is clearly some similarity between the facilities and 

skills needed to run store card schemes and those needed for credit cards – and 
possibly also for operating other financial products like installment credit.  For 
the purpose of market definition, however, the question is whether suppliers of 
credit cards and other financial products are in a position easily and quickly also 
to provide store card administration services and so already exert competitive 
pressure on existing store card providers. 

 
4.47 We asked a range of financial companies about this.  Lloyds TSB (which 

currently has only one retailer contract) told us that the systems and procedures 
for administering store cards were somewhat different from those required for 
other types of card.  Several retailers also supported this view, saying that one 
requirement for short listing providers was experience in the running of store 
card schemes and not just in administering financial products or even credit 
cards.   

 
4.48 Evidence on entry of new suppliers also shows that bidders for store card 

contracts need to have an already-developed facility for store card 
administration. Two cases are instructive.  Both HSBC and Barclays, although 
major providers of financial products, including credit cards, did not compete for 
store card contracts until they had bought businesses that had experience in the 
field (HFC in the case of HSBC and Clydesdale Financial Services' business in 
the case of Barclays). Before these two acquisitions took place none of the 
leading providers of merchant acquirer services in the credit card sector were 
suppliers of store card credit services. 

 
4.49 Based on this evidence we are of the view that as regards supply side 

substitutability the market for the administration of store cards should be seen 
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as separate from that of card services of other kinds - that is, since suppliers of 
credit cards and other financial products are not in a position easily and quickly 
to provide store card administration services and so do not already exert a 
competitive pressure on existing store card providers. 

 
4.50 Overall, therefore, we consider that the appropriate market definition in relation 

to the supply of services to retailers is that of a market for the supply of store 
card credit services to retailers. 

 
GEOGRAPHIC MARKET DEFINITION 

4.51 The geographic market is the area over which substitution takes place. 
Geographic markets are defined using the same process as that used to define 
the product market. 

 
4.52 In the case of the supply of store card credit services to retailers it is possible 

that retailers could outsource these services to specialist finance companies 
based outside the United Kingdom. Similarly, finance companies based outside 
the United Kingdom could bid for contracts with United Kingdom retailers. If this 
is the case, the geographic market will be broader than the United Kingdom. 

 
4.53 Given the difficulties faced by retailers in switching store card service providers 

noted above, however, and the fact that store card providers and retailers may 
need to work closely together in order to promote the take up and use of store 
cards, it may be that national finance companies have an advantage over those 
based outside the United Kingdom. If this is the case it could be that the 
geographic market will be defined narrowly as being only the United Kingdom. 

 
4.54 We have not come to a firm decision regarding the geographic market definition 

in this case. However, we consider both of the alternatives described above in 
our assessment of the competition issues. 

 
SUPPLY OF STORE CARDS TO CONSUMERS 

4.55 As described in Chapter 2 above, there is a wide range of cards that consumers 
use for the purpose of shopping.  The term 'store card' is usually applied to 
those cards that can be used only in the shops of a particular retailer (or 
sometimes group of retailers).   
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4.56 For the purpose of market definition it is important to investigate to what 
degree store cards and other types of cards and/or sources of consumer credit 
are substitutes for one another. In doing this we first looked at the functional 
characteristics of store cards - that is, as a payment method and as a means of 
obtaining consumer credit. 

 
4.57 As regards the payment facility function, we considered that, although store 

cards supplied by different retailers do not compete directly with each other, 
they may still compete in a market which includes debit cards, credit/charge 
cards, cheque and cash.  However, in our view, a market which included all 
forms of payment methods would be too broad. 

 
4.58 First, cheques and cash are not normally considered in analyses of competition 

between plastic cards. The Cruickshank report stated that the special 
characteristics of cash not shared by other means of making retail payments, 
such as its pattern of use, the lack of any recognisable process of price 
competition between cash and other payment methods, and the fact that 
cheque usage is in long term decline meant that cash and cheque should be 
excluded from the analysis of competition and market power in relation to 
cards.23   

 
4.59 Second, the key issue in this case seems to be competition between consumer 

credit providers and not simply between payment methods, such that a market 
which included all forms of payment would be too broad.  

 
4.60 We focused, therefore, on those methods of making a purchase which allow 

consumers to defer payment. In this way consumers can in principle choose 
how to finance their purchases at a later date.   

 
4.61 As a means of obtaining consumer credit store cards may compete with at least 

credit cards, which provide similar payment and credit functions. Other sources 
of credit may also compete with store card credit. These may include unsecured 
personal loans offered by banks and other financial institutions, bank overdrafts 
and other retail credit. In defining the market in this case, therefore, we 
considered how we would expect consumers to compare the relative costs of 
these different sources of credit available to them and hence make their 
choices. We looked separately at two groups of consumers, those with credit 

                                         
23 Competition in UK Banking: A report to the Chancellor of the Exchequer', Don Cruickshank, March 
2000, page 247. 
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cards (non-captive) and those without (captive), taking first the much larger 
group, those with access to credit cards.     

 
4.62 We believe that the benefits offered by store cards, for example the retailer 

discounts, are likely to play a role in the consumer decision making process. 
Here we present two scenarios. 

 
4.63 First, some consumers may see the actual 'price' of store card credit as being 

the difference between the interest charged on the store card and the face 
value of these benefits, where by face value we mean the actual percentage 
discounts or cash back that they receive and not a personal value they may 
place on these benefits. If this is the case, it is this 'net price', which we will 
refer to as 'actual net price', that these non-captive consumers will compare 
with the prices (or equivalent net prices) of obtaining consumer credit 
elsewhere. 

 
4.64 We would therefore expect these consumers, first, to take the discount and pay 

off the balance without incurring any interest, or, failing that, to incur interest 
on their store card balance only up to the point where the actual net price of 
using the store card credit is the same as that of using other forms of credit. 
We would also expect that an increase in the store card APR, for a given level 
of benefits, would increase the actual net price of using the store card and be 
likely to cause a number of these consumers to switch to other forms of credit 
or to pay off their accounts more rapidly. If a large enough number of 
consumers behave in this way it will not be profitable for a store card provider 
to raise its APR, and thereby the actual net price, above the competitive level, 
implying that store card credit is not in a separate market.  

 
4.65 A second scenario, however, is that it may be that not all non-captive 

consumers are aware of how interest rates operate, especially if this is not 
transparent. Alternatively, they may not bother to compare or may overestimate 
the value of the store card benefits. The perceived 'net price' of store card 
credit, if this is the case, is likely to be lower than the difference between the 
interest rate and the face value of the benefits available on the store card in 
question, that is, lower than the actual net price of store card credit. These 
consumers, therefore, are likely to incur more interest charges on their store 
card accounts than they would if they were behaving rationally and had perfect 
information, as described in paragraphs 4.63 and 4.64 above. If a large enough 
number of consumers behave in this way it could be that store card providers 
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can raise the APR (and thereby the actual net price) on their store cards above 
the competitive level. If so, store card credit will be in a separate market. 

 
4.66 Some evidence that consumers may not behave rationally can be seen in our 

consumer survey. This survey shows that some consumers may place too much 
weight on the benefits offered by store cards and are not very sensitive to 
interest rates,24 suggesting that these consumers may not generally make the 
best decisions. 

 
4.67 There is also the second set of consumers for whom store card credit is the 

only available source of credit, that is, the set of potentially 'captive' 
consumers. Our consumer survey showed that at least eight percent of store 
card holders did not have access to other forms of credit at the time they were 
interviewed.25  

 
4.68 Any 'captive' consumer, however, would also benefit from the retailer 

discounts, which are targeted at store card holders in general and would be 
protected by the 'non-captive' consumers if these constrain the level of APR 
levied on store cards in the way described above. 

 
4.69 The inquiry also looked at the interest rates paid by consumers for credit.26,27  

However, for the reasons described above, we do not believe that a comparison 
of the interest rates of the different sources of credit alone, that is, ignoring 
retailer's discounts and other benefits, is informative for the purpose of defining 
the market in this case. As suggested above, the benefits offered to consumers 
are likely to allow store card providers to sustain higher interest rates than other 
credit providers but still be competitive and, also, changes in the interest rate of 

                                         
24 47 per cent of those interviewed said that their store card usage would remain the same if interest rates 
went up by 5 per cent while only 24 per cent said they would use it less; 77 per cent of those interviewed 
said that usage would remain the same if interest rates went down by 5 per cent, and 12 per cent said 
they would use it more. 
25 The fact that some consumers reported not having other forms of credit available to them at the time 
they were interview does not mean that they would not be able to obtain them if they so wished, thus this 
figure is likely to overestimate the proportion of captive consumers. 
26 A comparison of the interest rates of different forms of credit (annexe E sets this out in more detail) 
showed that the rates for store cards are typically between 25 and 30 per cent while the rates for credit 
cards are mainly between 10 and 20 per cent (apart from 'special offers' which fall below 10 per cent).  
The average for the two groups has, moreover, been moving apart over the last few years: while the 
average for credit cards has fallen significantly, the average for store cards has stayed approximately the 
same. 
27 We did also consider whether penalty charges (typically for late payment) might also be seen as a price, 
but concluded that they should not for the reason that cardholders do not expect to pay them and in any 
one year they are paid by only a minority.   
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other sources of credit may not affect the interest rate on store cards if the 
benefits they offer change instead. 

 
4.70 In addition, store card providers, who in general set the APRs, have told us that 

APRs on store cards are higher than other forms of credit due to the low 
balances (and therefore lower interest paid in cash terms), low number of 
transactions and high number of store card accounts paid off each month.  It is 
also the case that store cards' acceptance rate is significantly higher than that 
for other credit cards (and that the default rate is correspondingly higher), which 
would suggest that the risks associated with store card credit may be higher 
than those associated with other credit cards. 

 
4.71 Overall, we have found no evidence to support the hypothesis that there is a 

separate market for 'captive' consumers.  First, there is no difference in the 
interest rates charged to captive and non-captive consumers, suggesting that 
captive consumers are not a separate market.  Secondly, given the small 
proportion of captive consumers relative to those consumers who have a choice 
of credit facilities and could switch to credit cards, for example, it seems more 
likely that there is not a separate market for these consumers.  

 
4.72 With respect to whether store card credit in general is a separate market, one 

important factor affecting competition between this and other forms of credit, 
and hence also market definition, is how consumers assess the information that 
is available to them on interest rates and card offers or benefits. We found 
evidence that a proportion of store card holders misperceive the benefits of 
store cards in relation to the interest charge, but we did not reach a firm 
decision on whether store card credit is in a separate market or part of a wider 
market which would include at least credit cards.28 In the event that store card 

credit is not part of a wider market for consumer credit it is possible that each 
store card constitutes a separate market since they do not compete directly 
with each other: that is, they are retailer specific. 

 
GEOGRAPHIC MARKET DEFINITION 

4.73 At its narrowest the relevant product market in this case would be each retailer-
specific store card. If that were the case, the product market would coincide 
with the geographic market, since the underlying reason for such a narrow 
market definition would be that consumers do not switch to suppliers in 

                                         
28 Credit cards would likely be the closest substitutes for store cards because, like store cards, they 
provide both a payment facility and a credit facility (and in some cases provide benefits linked to the level 
of purchases made with the card). 
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neighbouring areas (to, for example, other retailers offering store cards) in 
response to a small increase in price. 

 
4.74 A noted above, however, another possibility is that the product market is wider 

than store card credit and includes at least credit supplied through credit cards 
in general.  If that were the case, the geographic market would be at least as 
wide as the United Kingdom.  However, the conclusions of the Cruickshank 
Report suggest that the market is unlikely to be wider then the United 
Kingdom.29 

 
ASSESSMENT OF THE MARKET FOR THE SUPPLY OF STORE CARD CREDIT 
SERVICES TO RETAILERS 

4.75 As referred to above, retailers can outsource the administration of their store 
card schemes or they can run these in-house.  We have identified the main card 
issuers to be GECF, Marks & Spencer Financial Services, Creation Financial 
Services, HFC Bank & HSBC, ARG Card Services, IKANO Financial Services, 
Style Financial Services and Clydesdale Financial Services. 

 
4.76 Two large retailers, Marks & Spencer and Argos, run their store card schemes 

in-house, through Marks & Spencer Financial Services and ARG Card Services 
respectively. The remaining card issuers are third party providers. In terms of 
numbers of store cards issued, the top three store card issuers are GECF, Marks 
and Spencer Financial Services and Creation Financial Services. Together they 
supply around 86 per cent of the combined third party and in-house provider 
market. 

 
4.77 The retailers Marks & Spencer and John Lewis have been issuing store cards for 

many years.  The John Lewis store card first appeared in the early 1970s, 
whereas Marks & Spencer started issuing theirs in 1985. John Lewis ran its 
scheme in-house until recently but since earlier this year has been issuing cards 
through a third party provider. Marks & Spencer still runs its scheme in-house.  
On the other hand, it would seem that the practice of outsourcing the 
administration of store cards in the United Kingdom began in only 1990 when 
GECF acquired the Burton Group's finance company.  GECF is now the largest 

                                         
29 In that report it is stated that 'the UK banks who are members of the Visa, Mastercard and Switch 
schemes collectively enjoy market power over both UK personal customers and retailers… between them, 
transactions made through the Visa, Mastercard and Switch schemes account for over sixty per cent of 
non cash spontaneous payments. This is the widest plausible definition of the relevant market'. 
(Cruickshank Report, D3.16 - D3.20). 
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store card issuer, with a market share of just over 50 per cent of the third party 
and in-house supplied market. 

 
ENTRY AND THE TENDERING PROCESS 

4.78 Contracts for store card administration may be obtained from retailers who are 
starting a store card scheme, from those who were previously running the 
scheme in-house (for example, HFC which took over running the John Lewis 
store card that was previously run in-house) or from those whose contracts 
come up for renegotiation.  

 
4.79 A new entrant into the market for the administration of store cards would first 

need to obtain a consumer credit licence.30 Other principal set up costs include 
the costs of financing, sales and marketing, back-office costs associated with 
servicing consumer accounts and the costs of providing the credit facility 
through the retailer (principally staff training), and robust collection procedures 
and credit control, as well as with the physical provision of plastic cards. 

 
4.80 More likely is entry by companies that already operate in related markets; this is 

evidenced by the fact that a number of parties running store card schemes for 
retailers are firms which operate in other financial service markets, such as 
HSBC, Barclays and Royal Bank of Scotland. 

 
4.81 There are likely to be economies of scope for those providing other financial 

services which reduce their incremental costs of operating store card schemes. 
These economies may arise, for example, through the use of existing 
infrastructure, expertise and financial capability. Economies of scope were 
involved for instance when Royal Bank of Scotland merged with NatWest and 
thereby combined the retail services business of Style with the NatWest credit 
card infrastructure resulting in a strengthening of the company's position as a 
store card operator. 

 
4.82 Despite relatively low entry costs for certain firms, however, new entry through 

the acquisition of contracts has been scarce and entry seems to have occurred 
mainly through the acquisition of financial services companies already present in 
the market.  

 

                                         
30 If they do not have one already – an existing licence may cover all possible categories of 
credit provision, or may simply need to be amended to cover credit through store cards. 
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4.83 The only significant new entrants into the market over the last few years have 
been: 
• HSBC (which acquired HFC, already a provider in the United Kingdom), 

which took over the John Lewis portfolio, so did not have to acquire the 
contract from a competing store card provider since John Lewis ran the 
service in-house;  

• Barclays, which entered through its acquisition of Clydesdale Finance 
Services, already a provider in the store card/consumer finance sector. 

 
4.84 It is also notable that GECF has expanded its market share significantly through 

the acquisition of smaller store card providers.31  
 
4.85 Switching by retailers has also been scarce. A rare example is Etam which 

switched from GECF to Creation. In this case the 'outstanding receivables' (that 
is, the consumer debt) was not transferred. Other examples of switching 
occurred either because a previous supplier exited the market (for example, 
Yorkshire Bank) or because the retailer decided to outsource the service which 
was previously supplied in-house (for example, John Lewis). 

 

Financial performance of store card providers 
 

4.86 We have considered the revenue and cost items generated by store card 
providers as well as the resultant profitability. The revenue items disclosed by 
the store card providers were typically split between interest received, merchant 
fees, insurance payment protection profits, customer fees and other income. 
The cost information was generally classified as interest payable, bad-debt 
write-offs, retailer commissions or overheads. The financial information is 
commercially confidential and is not disclosed in this report. However, our 
analysis of it underlies our conclusions and is referred to in general terms. 

 
4.87 The analysis considered relative profitability between store card providers. The 

simplest way to perform an analysis of relative profitability within a market is to 
consider relative profit margins.32  The analysis shows that, over the three years 

                                         
31 In January 2002, GECF purchased Time Retail Finance from Kingfisher for a reported £149 
million consideration in cash and gained exposure to the DIY and electrical markets by adding 
B&Q and Comet to its list of retail clients. As a result of this acquisition, GECF added more than 
one million Time Card accounts to its overall customer account portfolio. Mintel Report on Store 
Cards, October 2002.  
32 It should be noted that the cost treatments and allocation methods used by each firm to 
calculate store card profitability are not identical and that this study has not sought to ensure a 
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considered, there was a high degree of variability between the profit margins of 
the firms analysed. 

 
4.88 We considered possible explanations of the relatively high profitability of some 

providers.  A preliminary analysis suggested that such profit margins were not a 
consequence of greater efficiency or high capital base.  Further, the profit 
variation was not satisfactorily explained by the different growth rates of the 
companies considered.33   

 
4.89 A possible justification which was considered, however, relates to the existence 

of switching costs or of general retailer inertia in this market, as will be 
explained further below. The presence of switching costs means that the 
incumbent can offer less attractive terms than competitors and yet still retain its 
contracts.  Provided the differential between the competitor's and the 
incumbent's prices are less than the costs of switching providers, the relevant 
retailer will choose to retain the services of the incumbent.  As such, high 
switching costs would enable certain providers with established contracts to 
generate relatively high returns. 

 

Financial performance of retailers 
 

4.90 For those retailers that contract out the administration of their store cards the 
business involves two aspects: they incur costs arising from the consumer 
benefits the cards provide, and they have the financial relationship with their 
contractor. The retailers take the view – though without being able to 
demonstrate it quantitatively to us – that the costs arising from the consumer 
benefit more than pay for themselves through additional sales, that is, that their 
overall effect on retailing profits is a positive one. The cost of the store card 
operation is therefore defined by their contractual relationship with their 
contractor. 

 

                                                                                                                            

standard approach. While varying approaches will affect comparisons to a degree, we do not 
consider that the effect will be so significant that the comparisons made above are invalid. 
33 The most economically meaningful approach to assessing economic profitability in this sector 
would be to consider each entity's return on equity. However, the store card providers took 
different approaches to the allocation and valuation of the capital required to operate their 
respective store card entities. Further, we have only very limited information on the significance 
of intangible assets values to each firm. For these reasons we consider that in this instance a 
return on turnover is the appropriate basis on which to assess relative profitability within this 
market. 
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4.91 The net outcome of the financial relationship between retailer and contractor 
(provider) varies considerably. A number of these relationships have been 
analysed. In the case of some large retailers the net outcome is that a 
significant sum is paid by the provider to the retailer. In contrast for smaller 
retailers the net outcome is a payment from the retailer to the provider. 

 
4.92 In a separate exercise, we also calculated the range of the net payment on the 

standardised basis of a payment (from retailer to provider) per active card (see 
paragraph 2.31 above). While the level of service varies between retailers, it 
does not seem to explain the very different outcomes we found. In fact it 
appears that it is the larger retailers that get the more extensive services. 

 

Inferences on the current operation of the market for the supply of store card 
credit services to retailers 
 

4.93 The observations above suggest that the market for the administration of store 
card schemes may not be operating well. A market which was operating well 
would be expected to exhibit more switching by customers between providers 
and also more entry, or contestability through the threat of entry.  

 
4.94 It could be that in this case there is some competitive pressure on incumbent 

providers even though we do not observe significant amounts of switching, but 
the observation of a relatively high profitability of certain providers would 
indicate otherwise. 

 
4.95 The OFT suspects that certain structural features in the market for the supply of 

store card credit services to retailers are making switching and entry difficult in 
this market. This may allow incumbent providers either to extract a larger share 
of profits made in the final consumer market, if the source of the high returns 
observed is in the final consumer market34, or to charge fees to retailers that are 
above a level that would prevail if the market were operating well. In that case, 
the source of the high returns would be in the contractor market. 

 
 

                                         

 
34 This is explained further below in the section entitled Assessment of the supply of store card 
credit to consumers.   
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Features of the market for the supply of store card credit services to retailers 
that may be harming competition  
 

4.96 The duration of contracts between store card providers and retailers ranges 
from three to 16 years (albeit with little-used break provisions) and, as 
mentioned above, evidence of switching has been scarce over the last few 
years. Here we explain how structural features of this market may explain the 
contract lengths and/or why retailers choose to retain the same provider for 
long periods. 

 
4.97 It may, for instance, be worthwhile for a retailer to renew a contract with the 

incumbent provider because this provider will have acquired knowledge on the 
spending patterns of that retailer's store card holders, as well as their credit 
behaviour, over time. This knowledge, or incumbency advantage, may enable 
that provider to tailor the store card scheme specifically for the retailer and 
hence to offer a better service to the retailer than its competitors. It is not clear 
that this knowledge can be easily transferred between providers. 

 
4.98 In addition, as mentioned previously, store cards can be a very important 

marketing tool for retailers, helping build consumer loyalty and the retailer's 
brand. It is the retailer's name and brand that appears on the cards and most 
consumers may be unaware of the existence of a third party provider. 
Accordingly, retailers may want to contract with reputable providers to run their 
store card schemes to minimise the risk of damaging their brand image. 
Likewise, if retailers have an already established, satisfactory relationship with 
their store card provider they may be reluctant to switch even if they were likely 
to obtain more attractive terms or conditions with an alternative supplier, as this 
may involve considerable searching costs and risk damage to their brand image. 

 
4.99 It is also apparent that the actual switching from one service provider to another 

would carry significant costs and be time-consuming. Some retailers have 
reported that it can take from one to two years to transfer customer information 
between the systems of different providers and to switch consumers' cards to 
those of the new provider.  It could be that systems can be put in place so that 
old and new cards can be operated in parallel for a transitional period to smooth 
the migration of customers; however, this may risk consumers reacting 
adversely to the change, for example, by cancelling their store card accounts 
when asked to switch to the new providers' card. Problems with ownership of 
customer lists may also arise. These costs and the time involved are also likely 
to act as a deterrent to switching.  
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4.100 The switching costs just described will also serve as an incentive for retailers 
and providers to avoid short term contracts in the first place. This is because 
longer contracts will allow them to share the risks associated with the scheme, 
and give incentives for the necessary investments. If the system proves to be 
successful after a short period of time the store card provider may wish to raise 
its charges to the retailer. If these charges are negotiated at the contracting 
stage the provider will only be able to increase them when contracts come up 
for renegotiation.  If the tendering system operated well, that is, in the absence 
of switching costs, this would not be a problem for the retailer, since it would 
be able to switch to competing firms when contracts come up to tender to 
avoid the increase in charges. However, in the presence of switching costs, the 
incumbent would be able to increase its charges on the renewal of short-term 
contracts, provided the differential between the rival's and incumbent's prices 
are less than the costs for the retailers of switching providers. This possibility 
provides an incentive for retailers to avoid short term contracts in the first 
place. 

 
4.101 Similarly, long term contracts prevent retailers from pulling out of the agreement 

before the fixed and/or sunk costs incurred by the store card provider are 
recovered if the store card scheme is not immediately successful. There appear 
to be retailer-specific fixed costs which are incurred by store card providers. It 
follows that there will be also advantages to store card providers if contracts 
are of at least a certain duration and long contracts provide incentives 
necessary for investments in sunk costs. 

 
4.102 The market features just described, namely the presence of incumbency 

advantage, switching costs and sunken investment costs, which can lead to 
contracts of long duration suggest that entry to this market may be difficult. 
This, coupled with the actual lack of entry and switching in this market, 
suggests in turn that competition among the existing providers is not operating 
well. 

 
ASSESSMENT OF THE SUPPLY OF STORE CARD CREDIT TO CONSUMERS 

4.103 As mentioned above, we have not made a firm decision on whether store card 
credit is in a separate market or part of a wider market which would include at 
least credit cards. We will therefore consider both wider and narrower market 
definitions in this section. 

 
4.104 In the event of store card credit being part of a wider market including at least 

credit cards, this market would contain many firms and would likely be a 
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hospitable environment for competition. In this case the APR on store cards 
would be constrained by those on other credit cards. 

 
4.105 In the event of a narrower market definition, on the other hand, where each 

store card constitutes a separate market for consumer credit, the APR on each 
individual store card would not be constrained by competition. The store card 
providers would be sole suppliers of store card credit for the consumers of each 
retailer offering such a card. Given that many of these consumers, on this 
hypothesis, misperceive the benefits of store cards in relation to the interest 
charge the store card provider will be able to increase to some extent the net 
price of store card credit above that of other forms of credit without causing 
many consumers to switch to these other forms of credit. This could be 
achieved by store card providers increasing their interest charges. In this case 
the store card providers are likely to earn high returns when compared to other 
credit card providers. 

 

Features of the market for the supply of store card credit to consumers that 
may be harming competition 
 

4.106 Issues such as the transparency of APRs and of how interest charges are 
applied may lead to interest rates in general, on all forms of credit cards, being 
higher than they would otherwise be under a perfectly competitive environment 
where consumers have full information. Some of these issues are not specific to 
store cards and are currently being dealt with by the Department of Trade and 
Industry in the context of the Consumer Credit White Paper. 

 
4.107 How consumers assess the available information on benefits and interest 

charges affects how store card credit competes with other forms of consumer 
credit. If consumers overestimate the value of the purchase benefits on store 
cards they may demand more credit than might otherwise be rational, allowing 
store card providers to charge higher APRs on their store cards: the price (APR) 
elasticity of demand would be lower than if there were no such misperceptions. 
The underlying factor leading to the higher APRs may thus be consumer 
behaviour caused by a lack of transparency.  It would therefore be a feature of 
the market, and not the behaviour of store card providers. 
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5 CONCLUSIONS 
 

Consumer protection 
 

5.1 Many of the statements in the DTI's Consumer Credit White Paper refer, in 
addition to the wider credit issues, to matters covered by this report. In addition 
to the moves already made by the credit industry in relation to transparency, 
further changes are likely. This inquiry has, however, confirmed that there is still 
a lack of transparency with regard to some store card terms.  The TSC noted in 
its report published 17 December 2003 (paragraph 115) that 'Some progress 
has now been made in improving transparency, but further work remains to be 
done in particular … the provision of further information on monthly statements, 
especially the interest rate that applies'.  The OFT agrees with, and welcomes, 
this statement.  

 
5.2 The industry has taken some steps to remedy this, following the example of the 

Association for Payment Clearing Services (APACS), the trade association for 
payments systems, which announced that a summary box containing key terms 
would appear on all marketing literature for credit cards by the end of March 
2004 (see annexe J for more detail). The Finance & Leasing Association (FLA), 
which represents most of the major players in the store card market, will require 
its members that provide store cards to show a similar summary box 
prominently on any store card advertisements, direct mail promotions, free-
standing leaflets and inserts by 31 March 2004 (see annexe J for further detail). 
The OFT welcomes this proposal and was encouraged to find that one provider 
began to include a summary box in all promotional material in November 2003. 
Included in this provider's summary box are details of charges payable on 
default, which are shown as a specific amount. The OFT believes that all 
important charges including fees for late payment or for spending over the limit 
should be included as a specific amount in the summary box.  

 
5.3 The TSC expressed concerns that sales assistants may be doing too much to 

encourage consumers to apply for store cards, and too little to inform them of 
the cost of a card, because the assistants receive commission. This inquiry 
found that incentives are offered to staff in most cases. However, the consumer 
survey showed that very little pressure was put on consumers to sign up for a 
store card. Providers claim that they do train staff so that they are able to 
answer financial questions and that consumers are given an opportunity to read 
through agreements before signing. Most providers have said that consumers 
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are now able to take away copies of agreements to read at home before signing 
up in store.  This was not, however, borne out by the OFT's mystery shopping 
exercise, which revealed that a high percentage of mystery shoppers were 
refused the opportunity to consider the forms outside the retailer's premises.  
The OFT remains disappointed by these findings. 

 
5.4 The TSC also highlighted possible problems with Payment Protection Insurance 

(PPI). Our inquiry found that PPI is offered by most providers and in most cases 
consumers can opt to take it out by ticking a box. At least one provider allows 
cancellation for up to 60 days with a full refund if no claim is made. 
Nonetheless we believe more needs to be done to ensure consumers make a 
conscious decision to take PPI or not. The OFT believes that a separate 
signature should be required from the borrower to signify consent to purchase 
PPI. This is an issue that the Consumer Credit White Paper is tackling in relation 
to all credit agreements. We would also like to see the full details of how much 
the PPI would cost each month in the agreement. PPI should be cancellable at 
any time and a statement indicating this should appear next to the signature 
box. 

 
5.5 While the OFT is encouraged by progress towards greater transparency and 

better training for sales staff, we think that further steps need to be taken. 
Currently there is no requirement for pre contractual information to be given to 
the consumer. Even if members of staff are trained and consumers are able to 
fill in the agreement, there is no guarantee that consumers will see or read the 
summary box contained in the promotional material. Moreover, key information 
is not currently displayed prominently in contracts or in post-contract 
information. 

 
5.6 The OFT would like to see four things in particular to aid transparency of store 

cards: 
• clear and concise pre-contractual information should be given to 

consumers before any agreement is concluded. A document containing a 
summary box should be handed to consumers well before they start to 
fill in an application. This is a key area that has been highlighted as being 
in need of reform, not only in the store card market but in the credit 
market as a whole. The DTI's Consumer Credit White Paper says that 
'the government will ensure that pre-contractual information will be 



 

  

  

Office of Fair Trading 57 

 

provided to consumers before any agreement is concluded'.35 This 
inquiry has shown that the provision of pre-contractual information is 
vital to aid transparency in the store card market; 

• a summary box (containing the APR; the interest charging method; 
details of interest free period; the actual credit limit; minimum payments 
required; allocation of payments; amount of charges payable on default; 
cancellation rights) should also appear prominently on the front of store 
card agreements themselves. Consumers should be given the opportunity 
to read their agreements before signing and their attention should be 
drawn to the key financial particulars of the agreement. It is noted in the 
Consumer Credit White Paper that 'one of the reasons consumers do not 
read their credit agreements, in detail, is due to the way in which the 
information is presented, and the terminology used. The Government 
intends to revise the format of agreements to make them clearer and 
more transparent'.36 This inquiry has confirmed the need to make the 
store card agreement more transparent in order to encourage consumers 
to read it; the inclusion of a summary box would make the agreement 
clearer and more transparent; 

• there should be a statutory wealth warning included in credit agreements 
(including store card agreements), such as Missing payments will have 
severe consequences and may make obtaining credit more difficult in the 
future.37 Consumers need to be aware of the responsibilities of entering 
into such agreements and the consequences if they miss repayments. In 
addition, illustrative scenarios, showing the total amount payable and 
how long it would take to pay assuming the maximum credit limit was 
drawn and minimum payments were made, should appear on pre-
contractual information and agreements; and 

• monthly statements should contain a slimmed down version of the 
summary box, to remind consumers of the cost of borrowing on their 
store cards and to help them make an informed choice between 
alternative sources of credit; it should contain a reminder about interest 
calculation and allocation of payments, and it should repeat the warning 
about the implications of making only minimum payments and of default.  

 

                                         
35 Fair, Clear and Competitive, The consumer credit market in the 21st century, Chapter 2 
Establishing a Transparent Market, p.34, 8 Dec 2003 
36 Fair, Clear and Competitive, The consumer credit market in the 21st century, Chapter 2 
Establishing a Transparent Market, p.35, 8 Dec 2003 
37 Fair, Clear and Competitive, The consumer credit market in the 21st century, Chapter 2 
Establishing a Transparent Market, p.36, 8 Dec 2003 
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5.7 The Consumer Credit White Paper proposes the inclusion of warnings on post-
contractual information about the implications of making only minimum 
payments on credit card debt, and about the consequences of default.38 We 
would welcome the inclusion of such warnings on store card monthly 
statements showing the amount in years and the total amount payable, as 
consumers have to be kept informed of their responsibilities especially when 
there is a demand for repayment and the effect of making minimum 
repayments.  

 
5.8 The White Paper states that 'for credit cards, we will discuss with industry and 

consumer groups the scope for introducing details of various repayment 
scenarios in customers' regular statements'.39 We believe that the warning 
should extend to an illustration of the period required to repay the specific 
outstanding balance on the monthly statement assuming minimum repayments, 
and should state what the total amount payable would be in that scenario. 
Details for repayment scenarios based on minimum repayments and mixed 
usage on agreements and pre-contractual information would help to make 
consumers more aware of the implications of making less than the full 
repayments and would be an area that we would like to see develop in the store 
card market. 

 
5.9 The OFT intends to launch a consumer education campaign later this year in 

order to raise consumer awareness on the store card issues raised above and by 
the Treasury Select Committee. 

 
5.10 The transparency issues noted above in paragraphs 5.6 to 5.8 relating directly 

to consumers are, in the OFT's view, features of the market which may 
adversely affect competition for the supply of consumer credit through store 
cards. The concluding part of this Chapter and Chapter 6 below considers 
further these features and related issues, such as the White Paper. 

 
 

 

 

                                         
38 Fair, Clear and Competitive, The consumer credit market in the 21st century, Chapter 2 
Establishing a Transparent Market, p.37, 8 Dec 2003 
39 Fair, Clear and Competitive, The consumer credit market in the 21st century, Chapter 2 
Establishing a Transparent Market, p.37, 8 Dec 2003 
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Competition law 
 

CONCLUSIONS ON THE CURRENT OPERATIONS OF THE MARKET 
5.11 With respect to the market for the supply of store card credit services to 

retailers, we would expect that if this market were operating well, more 
switching by retailers between providers and also more entry or contestability 
through the threat of entry would have occurred. It would seem that 
competition among the existing providers is not operating well, possibly 
because of structural features such as those described in chapter 4.  

 
5.12 Where features of a market can be identified which it is suspected prevent, 

restrict or distort competition in the supply of goods or services in the United 
Kingdom, section 131 of the Enterprise Act provides the OFT with a discretion 
to make a reference to the Competition Commission for it to carry out a market 
investigation.   

 
5.13 However, we also consider below whether, instead of making a reference to the 

Competition Commission, action under Chapter I or Chapter II of the 
Competition Act 1998 and/or Articles 81 and 82, would be more appropriate, 
since in this market there are issues such as contractual terms and aspects of 
the behaviour of an undertaking, which if found to be dominant, could warrant 
further investigation under the Competition Act 1998 and/or Articles 81 and 82 
from 1 May 2004. 

 
5.14 In the market for the supply of store card credit to consumers we also address 

the possibility that, if the market is narrowly defined, store card providers may 
be abusing dominant positions. 

 

The Chapter I and Chapter II prohibitions and Articles 81 and 82 
 

THE CHAPTER I PROHIBITION AND ARTICLE 81 

5.15 Both Article 81(1) of the EC Treaty and Chapter I of the Competition Act 1998 
prohibit agreements between undertakings, decisions by associations of 
undertakings or concerted practices which have the object or effect of 
preventing, restricting or distorting competition: 
• within the common market and which may affect trade between Member 

States in the case of Article 81(1); and 
• within the United Kingdom and which may affect trade within the United 

Kingdom in the case of the Chapter I prohibition. 
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5.16 Article 81(1) and the Chapter I prohibition provide an identical list of 
agreements to which the provisions apply, namely agreements which: 
a. directly or indirectly fix purchase or selling prices or any other trading 

conditions; 
b. limit or control production, markets, technical development or 

investment; 
c. share markets or sources of supply; 
d. apply dissimilar conditions to equivalent transactions with other trading 

parties, thereby placing them at a competitive disadvantage; 
e. make the conclusion of contracts subject to acceptance by the other 

parties of supplementary obligations which, by their nature or according 
to commercial usage, have no connection with the subject of such 
contracts. 

 
5.17 There is no suggestion here of agreements between undertakings at the same 

level of the supply chain - 'horizontal' agreements - such as between competing 
credit providers or competing retailers which might have an appreciable effect 
on competition.  There are, however, agreements between undertakings at 
different levels of the production or distribution chain between credit providers 
and retailers, or 'vertical' agreements. 

 
5.18 The Chapter I prohibition applies to agreements that may affect trade within the 

United Kingdom. In practice it is very unlikely that an agreement which restricts 
competition in the United Kingdom does not also affect trade in the United 
Kingdom. 

 
5.19 To the extent that the agreements between the store card providers and the 

retailers are vertical agreements, which do not directly or indirectly fix prices to 
consumers, they will benefit from the current exclusion from the Chapter I 
prohibition provided by the Exclusion Order.40  Article 7 of the Exclusion Order 
permits the OFT to withdraw the benefit of the exclusion if it considers that an 
agreement, if not excluded, would infringe the Chapter I prohibition. 

 
5.20 Article 81(1) applies where there may be an appreciable effect on trade 

between Member States. The case law of the European courts has interpreted 
this phrase broadly. In this instance, it seems likely that vertical agreements 
between credit providers and retailers are likely to have an effect on inter-state 

                                         
40 DTI announced on 1 March 2004 that the exclusion will be removed with effect from 1 May 
2004, but that the transitional arrangements to be put in place mean that the repeal will not 
have effect until 1 May 2005. 
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trade and therefore come within Article 81 of the EC Treaty. From 1 May 2004, 
the Modernisation Regulation will require that where the OFT applies the 
Chapter I or Chapter II prohibitions to an agreement or conduct, it must also 
apply the prohibitions in Article 81(1) and 82 if that agreement or conduct may 
affect trade between Member States. 

 
5.21 The EC Verticals Agreement Block Exemption Regulation41 exempts certain 

vertical agreements from Article 81, if the supplier of the product or service has 
a market share of less than 30 per cent. Vertical agreements which contain 
prohibited restrictions or obligations, for example direct or indirect non-compete 
obligations which are indefinite or exceed five years, will not benefit from the 
Block Exemption. Vertical agreements not benefiting from the Block Exemption 
are not presumed to be illegal, but fall to be assessed under Article 81.  The 
European Commission and Member States have power to withdraw the benefit 
of the Block Exemption and, as from 1 May 2004, the OFT will have power 
under Article 29 of the Modernisation Regulation to withdraw the benefit of the 
Block Exemption if the UK or any part of it has the characteristics of a distinct 
geographic market and the agreements in question have an effect in the UK 
incompatible with Article 81(3). 
 
CUMULATIVE FORECLOSURE EFFECT, THE CHAPTER I PROHIBITION AND 
ARTICLE 81 

5.22 A series of similar agreements which 'cumulatively have the effect of denying 
access to that market to new competitors' may result in a 'cumulative 
foreclosure' effect.42 This effect may occur where a series of vertical 
agreements cover a large portion of the particular market. 

 

                                         
41 EC Regulation No. 2790/1999. 
42 Van den Bergh Foods Ltd. v Commission judgment (case T- 65/98, a judgment of the Court 
of First Instance on 23 October 2003, at paragraph 83). If one examines the agreements and 
'such examination reveals that it is difficult to gain access to the market, it is then necessary to 
assess the extent to which the agreements at issue contribute to the cumulative effect 
produced, on the basis that only those agreements which make a significant contribution to any 
partitioning of the market are prohibited' under the Chapter I prohibition or Article 81(1), (the 
Van den Bergh Foods Ltd. v Commission judgment, at paragraph 83. See also the Delimitis 
judgment, case C-234/89 [1991] ECR I-935, at paragraphs 23 and 24, and the Langnese-Iglo v 
Commission judgment, case T-7/93 [1995] ECR II-1533, at paragraph 99). In order to assess 
the agreements, 'the contractual restrictions on the retailers must be examined not just in a 
purely formal manner from the legal point of view, but also by taking into account the specific 
economic context in which the agreements operate, including the particular features of the 
relevant market, which may, in practice, reinforce those restrictions and thus distort 
competition on that market contrary to Article [81(1)]', or the Chapter I prohibition, (the Van 
den Bergh Foods Ltd. v Commission judgment, at paragraph 84). 
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5.23 We have also looked at foreclosure in general. Markets are foreclosed when 
undertakings are unable to enter the market either completely or partially. It 
often results when vertical restraints raise rivals' costs, thereby raising entry 
barriers or forcing existing competitors out of the market. Foreclosure only 
occurs if the supplier (or the customer) has market power or if there is a 
network of agreements covering a significant proportion of customers (or 
suppliers). 

 
5.24 OFT has examined certain contracts between some retailers and some providers 

of credit facilities with respect to store cards to determine if there is, or is likely 
to be, a cumulative foreclosure effect. These contracts are vertical 
agreements.43 
 
DURATION 

5.25 The duration of the contracts between retailers and providers of credit facilities 
that we examined range from three years to 16 years. Other providers of credit 
facilities have contracts with durations of less than a year to five years. It is not 
clear that the length of the agreements forms part of a deliberate plan of action 
to foreclose the market to other credit providers, however.  It is entirely 
possible that contract lengths have been decided as a response to features of 
the market; that might imply that long contracts of this sort are efficient. As 
discussed in Chapter 4 above, long term contracts may allow retailers and store 
card providers to share the risks associated with running store card schemes 
and give incentives for investments. In this sense they are efficiency enhancing 
and may be pro-competitive.  

 
5.26 From the views given to the OFT, however, it is clear that the retailers now see 

the desirability of shorter, more flexible contracts with credit providers that 
would require re-negotiation at regular, but shorter intervals.  The threat of this 
more frequent renegotiation of contracts would, the retailers have asserted, 
mean that the credit providers would have to be more competitively minded. 

 

                                         
43 An alternative view is that the retailer and the provider of credit facilities are on the same 
stage of the economic process; that is, are in a horizontal relationship. The retailer has the 
ability to provide its own credit facilities or the retailer could obtain credit facilities from a 
provider of credit facilities. The ability of the retailer to provide its own credit facilities would 
place the retailer on the same stage of the production or distribution chain as the provider of 
credit facilities. However, this is not the generally accepted view of the relationship between a 
retailer and the provider of credit facilities. 
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EXCLUSIVITY PROVISIONS 
5.27 Another factor which we have examined is the ability of a retailer, who has 

contracted with and receives credit facilities from one credit provider ('the first 
credit provider'), to obtain related credit facilities from a rival credit provider 
during the term of the contract. Some first credit providers have contracts that 
give them the right to offer credit facilities to a new retail outlet in the event 
that the retailer opens or acquires a new retail outlet. In addition, some first 
credit providers have contracts which give them a right to offer an internet 
shopping service or home shopping service.44 In the event that the first credit 
provider and the retailer cannot come to an agreement regarding the credit 
facilities for this new retail outlet, internet or home shopping service, the retailer 
may contract with another credit provider for these credit facilities. 

 
5.28 In one contract we have seen, a retailer who contracts with another credit 

provider may face an increase in the merchant fee paid by the retailer to the 
first credit provider. The ability of the first credit provider to increase the 
merchant fee may work as a disincentive for the retailer to contract with 
another credit provider in these circumstances. 

 
5.29 These types of restrictions in a contract, which are known as exclusivity 

provisions, are not necessarily anti-competitive. Exclusivity clauses may be pro-
competitive or have efficiency enhancing benefits.45 For instance, a store card 
provider may need to incur sunk costs in order to provide services to a retailer 
and the exclusivity provision in the contract with the retailer will be adopted in 
order to protect these investments. We note that the exclusivity clauses are 
also not restricted to any credit provider but apply across the whole sector of 
the market suggesting that they are common business practices and may 
therefore have been adopted as a response to a market feature, that is, the 
presence of sunk costs. 

                                         
44 An internet shopping service in these circumstances is one where a customer may order 
goods from a retailer's website and have the goods shipped directly to the customer. A home 
shopping service in these circumstances is one where a customer may order goods from a 
retailer over the telephone and have the goods shipped directly to the customer. In both these 
circumstances, the customer by-passes the retail outlet. 
45 In the Van den Bergh Foods Ltd. v Commission judgment, the court stated that exclusivity 
clauses may be 'a standard practice on the relevant market. In the normal situation of a 
competitive market, those agreements [with exclusivity clauses] are concluded in the interests 
of the two parties and cannot be prohibited as a matter of principle' (at paragraph 159). 
Exclusivity clauses are one of the clauses that are examined in part of the assessment of a 
series of similar agreements, as discussed in the Van den Bergh Foods Ltd. v Commission 
judgment. 
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OTHER RESTRICTIONS 
5.30 Another type of contractual restriction we have identified is one which allows 

the first credit provider to provide credit facilities to businesses which may be 
acquired by the retailer during the term of the contract. If the retailer acquires a 
business which has a contract with another or rival credit provider for store card 
credit services, the retailer has an obligation to terminate the contract for store 
card credit services with the rival credit provider. In addition, the retailer is 
under an obligation to have the receivables, or the assets of the store card 
business, transferred to the first credit provider. 

 
5.31 Furthermore, if the retailer acquires a business which is a credit provider for 

store card credit services, the retailer is under an obligation to transfer that 
business to the first credit provider. These restrictions effectively prevent the 
retailer from contracting for store card credit services with a rival credit 
provider.  

 
5.32 Collectively, the restrictions described in paragraphs 5.25 to 5.29 might prevent 

the retailer from contracting for store card credit services with a rival credit 
provider. These restrictions also effectively prevent a retailer from entering the 
store card business as a credit provider in direct competition with the first credit 
provider. 

 
5.33 Contracts between first credit providers and retailers may also seek to prevent 

the retailer from hiring any director, officer or management employee of the first 
credit provider. This type of restriction is primarily used to protect the 
information of the first credit provider, which is in the minds of these 
individuals.  

 
5.34 However, this type of restriction may also be used to prevent the retailer from 

establishing a business in competition with the first credit provider by using the 
skills of a former director, officer or management employee of the first credit 
provider. There may be competition concerns where a contract prevents a 
retailer from hiring these individuals and also prevents the retailer from entering 
the store card business as a credit provider in direct competition with the first 
credit provider, if the contract is one in a similar series of contracts which cover 
a large portion of the particular market.46 

 
                                         
46 These restrictions in contracts are one of the restrictions that are examined in part of the 
assessment of a series of similar agreements, as discussed in the Van den Bergh Foods Ltd. v 
Commission judgment. 
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CONCLUSIONS ON A CUMULATIVE FORECLOSURE EFFECT 
5.35 Looking at all the circumstances and the restrictions in the contracts, our 

preliminary view, based on the contracts that we have examined, is that there 
are primarily two types of exclusivity clauses in contracts for the provision of 
store card credit services. The first type is what can be called a simple 
exclusivity clause, which restricts the retailer's ability to contract with a rival 
credit provider for the provision of credit facilities that compete with the credit 
facilities of the first credit provider. This type of exclusivity clause may be pro-
competitive or efficiency enhancing, in that the clauses allow the retailer to 
concentrate on promoting the products of the first credit provider. 

 
5.36 The second type of exclusivity clause allows the first credit provider to have a 

right of first negotiation in circumstances where there is an opportunity to offer 
credit facilities to a new retail outlet or to offer a new credit product in the retail 
outlet. The scope of this second type of exclusivity clause may be broad and 
may raise competition concerns, in that a rival credit provider may find it 
difficult to compete in contracting with the retailer in circumstances where the 
first credit provider has a right of first negotiation.  

 
5.37 The thrust of paragraph 84 of the Van den Bergh Foods Ltd. v Commission 

judgment, referred to above, is that in order to assess agreements containing 
exclusivity provisions, the contractual restrictions in the agreement must be 
considered from a legal point of view, but in the specific economic context in 
which the agreements operate. The particular features of the market may, for 
example, add greater effect to the restrictions, thus distorting competition 
contrary to the Chapter I prohibition or Article 81(1). We therefore consider that 
an in depth study is required to determine more precisely the economic context 
in which agreements between credit suppliers and retailers operate, and to 
determine the nature of features in the market which may lead to cumulative 
foreclosure. 

 
5.38 In most markets long contracts between suppliers and their customers would 

not normally lead to foreclosure if a more efficient supplier could capture each 
contract when it came up for renewal and enter the market step by step. Where 
there are switching costs, on the other hand, it may be difficult for a rival to do 
this and the combination of switching costs and long contracts may become a 
problem. In this case, however, it is possible that the contracts' durations and 
other exclusivity clauses have evolved as a response to structural features in 
the market and that switching costs themselves are structural and not 
behavioural features. In addition, the vertical arrangements are a market-wide 
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feature and the OFT's concerns extend also to the related market for the supply 
of store card credit to consumers. Thus, although it may be that the market is 
effectively foreclosed, action under Chapter I or Article 81 is likely to be 
ineffective in dealing with all the possible adverse effects on competition 
identified. 

 

The Chapter II prohibition and Article 82 
 
5.39 Any conduct in a market by one or more undertakings which amounts to the 

abuse of a dominant position, and which may affect trade in the United 
Kingdom, is prohibited by section 18(1) of the Act (the Chapter II prohibition).  

 
5.40 The Chapter II prohibition is based on Article 82 of the EC Treaty which  

provides that 'any abuse by one or more undertakings of a dominant position 
within the common market or a substantial part of it shall be prohibited as 
incompatible with the common market in so far as it affects trade between 
Member States.' 

 
5.41 The conduct of a dominant undertaking may, in particular, constitute an abuse, 

in terms of both the Chapter II prohibition and Article 82, if it consists in: 
 '(a)  directly or indirectly imposing unfair purchase or selling prices or  

 other unfair trading conditions; 
(b) limiting production, markets or technical development to the prejudice of 

consumers; 
(c) applying dissimilar conditions to equivalent transactions with other 

trading parties, thereby placing them at a competitive disadvantage; 
(d) making the conclusion of contracts subjects to acceptance by the other 

parties of supplementary obligations which, by their nature or according 
to commercial usage, have no connection with the subjects of the 
contracts ['such' contracts in Article 82].'47 

5.42 The test applied under the Chapter II prohibition and Article 82 has two 
common elements: whether an undertaking is dominant in a relevant market; 
and, if so, whether it is abusing a dominant position. The prohibition is of the 
abuse of the dominant position, not the holding of the position. 

 
 
 

                                         
47 Section 18(2) of the Competition Act 1998 and, with the exception noted, Article 82 of the 
EC Treaty. 
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MARKET FOR THE SUPPLY OF STORE CARD CREDIT SERVICES TO RETAILERS 
5.43 A number of factors may suggest that an undertaking occupies a dominant 

position in a market: 
• its large market share; 
• the existence of entry barriers; and 
• an indication of relatively higher profitability when compared with its 

competitors. 
 

5.44 As noted in paragraph 5.23 – 5.38 above, a series of vertical agreements may 
result in the foreclosure of the market. If a dominant undertaking enters into 
such a series of agreements which have the effect of preventing rival firms from 
entering the market, that firm may be abusing its dominant position48 contrary 
to the Chapter II prohibition.   

 
5.45 We have considered whether any undertaking could be attempting to foreclose 

the market given the nature of the agreements with retailers and its size. This 
could be the case if, for example, conduct were deliberately aimed at raising 
entry barriers and/or forcing existing competitors out of the market. The 
agreements in question are the same vertical agreements as those described 
above in paragraphs 5.23 – 5.38. The characteristics of agreements which 
could be regarded as abusive include the duration of the contracts, the 
exclusivity provisions and any other restrictions, such as those referred to in 
paragraphs 5.25 to 5.34. 

 
5.46 As suggested in the previous section, where there are switching costs it may be 

difficult for a rival to enter the market or expand its market share. It follows that 
the combination of switching costs and long contracts by a dominant 
undertaking may result in the market being foreclosed. For the same reasons as 
above, however, action under Chapter II is likely to be ineffective in this case. 
The contracts' durations and other exclusivity clauses in those contracts may 
plausibly have evolved as a response to structural features in the market, and 
the switching costs themselves appear to be structural and not behavioural 
features. Contractual clauses may be objectively justifiable on this basis. In 

                                         
48 In the Van den Bergh Foods Ltd. v Commission judgment, the court stated that the 
Commission was correct in finding that Van den Bergh Foods Ltd. abused its dominant position 
in the market by inducing retailers to accept a contract with an exclusivity clause (at paragraph 
159). The court stated that 'the fact that an undertaking in a dominant position on a market 
ties de facto – even at their own request – 40% of the outlets in the relevant market by an 
exclusivity clause which in reality creates outlet exclusivity constitutes an abuse of a dominant 
position within the meaning of Article [82]' (at paragraph 160).  
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addition, the agreements in question are market-wide and entered into by a 
number of undertakings. 

 
5.47 Nevertheless, it is still possible that behaviour by undertakings could exacerbate 

the effect of switching costs. We considered the possibility that certain 
provisions in contracts for the supply of store card credit services to retailers 
might be exacerbating retailer inertia and raising barriers to entry, thus allowing 
a supplier to raise profit margins by more than could be explained by switching 
costs. This may be true of certain non-compete provisions in contracts which 
do not appear to have any objective justifications, such as a requirement that a 
retailer who acquires a business which has a contract with a rival credit provider 
must terminate that contract. 

 
5.48 In the case of Hoffmann-La Roche,49 the European Court stated that a dominant 

firm abuses its position if it uses methods different from those that would 
prevail in normal competitive conditions which hinder the existing competition 
and growth of that competition. It may be implied from the nature of the store 
cards industry and its consumers that the conduct of credit suppliers is actually 
no different from that which would be expected of undertakings competing 
under the conditions that exist and therefore a potentially dominant undertaking 
would not be acting abusively.  

 
5.49 The inquiry also looked at whether there could be any element of price 

discrimination by suppliers towards retailers. An undertaking can be said to be 
discriminating when it applies dissimilar conditions to equivalent transactions 
with other trading parties. As noted in paragraph 2.32 above, retailers with an 
active card base fewer than 50,000 usually make a net payment to their 
providers while retailers with a larger customer base often receive payment 
from their providers. 

 
5.50 If a credit supplier were able to segment the market between small and large 

retailers, price discrimination might occur if it could exert market power over 
smaller retailers, and hence charge higher merchant fees, but not over larger 
ones. Larger retailers may have some degree of countervailing buyer power as 
they may be better able to run their store card schemes in house. Conversely, 
switching between providers may not be any easier for larger retailers. Retailers 
with large customer bases may in fact be locked into longer term contracts due 

                                         
49 Case 85/76 Hoffman-La Roche v Commission [1979] ECR 461, paragraph 91. 
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to larger investments and hence higher risks associated with their store card 
schemes, suggesting that large retailers countervailing power may be limited. 

 
5.51 Differences in net payments may reflect instead differences in the relative costs 

or in the level of service provided to different retailers. It is possible that there 
are economies of scale that are retailer specific: that is, the cost per card of 
running a store card scheme falls the larger the retailer's customer base.50 It 
follows that in the case of large retailers a store card provider may be able to 
recoup its costs from the interest charged to consumers, whereas for smaller 
retailers, due to their higher costs per card, the provider would need to recover 
part of these costs in terms of higher merchant fees or to charge higher interest 
rates on the retailers' store cards. Where there are objective reasons for an 
undertaking to charge different prices to different customers, such as 
differences in costs, the pricing structure would not be considered 
discriminatory. Whatever the case may be, price discrimination is abusive only if 
it results in excessive prices to a set of consumers or is exclusionary.  

 
5.52 A further possibility is that a supplier could abuse a dominant position by way 

of 'excessive pricing' under Chapter II or Article 82. 51 To do so would require 
establishing, on the basis of strong and compelling evidence, 'whether the 
difference between the costs actually incurred and the prices actually charged is 
excessive, and, if the answer to this question is in the affirmative, to consider 
whether a price has been charged which is either unfair in itself or when 
compared to other competing products'.52  However, the information obtained 
by the OFT does not enable us to perform an economically meaningful 
assessment of each provider's profitability. The store card providers used 
differing approaches to the allocation and valuation of their capital base making 
an analysis using the Return on Equity or Truncated IRR measures impractical at 
this stage. Furthermore, we have inadequate information on the significance of 
intangible assets values to each firm. Equally, the efficiency comparisons 
referred to above are not straightforward. A comparison of each provider's unit 

                                         
50 As mentioned in Chapter 2, a credit provider claimed to the OFT that the direction of the net 
payment reflects the size of customer base and customer demographics as well as the ability 
for the card provider to cross sell other products. 
51 An undertaking's prices in a particular market may be regarded as excessive if they allow the 
undertaking to sustain profits higher than it could expect to earn in a competitive market, that 
is, supra-normal profits. A claim of excessive pricing may therefore be substantiated by 
evidence on profitability. 
52 Case 27/76 United Brands v Commission [1978] ECR 207, [1978] 1 CMLR 429. OFT 
Guideline 414, Assessment of Individual Agreements and Conduct. 
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costs is complicated by the fact that each operator offers its customers quite 
different packages.  

 
5.53 Overall, therefore, the evidence examined by the OFT has not persuaded the 

OFT that it is appropriate to pursue the possibility of action under Chapter II of 
the Competition Act. Even if any further evidence did exist, in the OFT's view, 
action under Chapter II is likely to be ineffective in the light of the facts that: 
• the market for the supply of store card credit services to retailers may be 

foreclosed; and 
• prices may be higher than would be expected under normal competitive 

conditions 
may reflect the presence of structural features of the market that have the 
effect of preventing, restricting or distorting competition rather than the 
conduct of any undertaking or undertakings. In addition, the issues with which 
the OFT has been concerned are market wide and the OFT's concerns also 
extend to the related market for the supply of store card credit to consumers. 

 
 MARKET FOR THE SUPPLY OF STORE CARD CREDIT TO CONSUMERS 
5.54 The OFT also considered whether store card credit providers might be engaging 

in abusive conduct in the supply of store card credit to final consumers. Such 
conduct would require that each store card constitutes a separate market and 
that each store card provider is dominant in market for the provision of this 
card. As mentioned in the previous Chapter we do not have enough evidence to 
make a firm conclusion on the precise market definitions in this case. 

 
5.55 If it is the case that there are separate markets for each store card then store 

card APRs would not be constrained by those of other credit cards. Store card 
providers could then, in principle, abuse their position by way of excessive 
pricing. Even if that concept were plausible, the evidence is not sufficient to 
establish such a finding in this case. 

 
5.56 In any event, it seems that the underlying causes for the lack of competition in 

this case may also be features of the market other than the behaviour of 
suppliers. For instance, it would have been consumer behaviour that led to the 
narrow market definition in the first place and consequently to the higher APRs: 
If consumers overestimate the value of the benefits available on store card 
purchases they may demand more credit than might otherwise be rational, 
allowing store card providers to charge higher APRs on their store cards, that is, 
the price (APR) elasticity of demand would be lower than if there were no such 
misperceptions.  
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Conclusions 
 

5.57 In the OFT's view, as described in Chapter 4, entry to the market for the supply 
of store card credit services may be difficult and competition between existing 
providers may not be working well.   

 
5.58 There is no suggestion of any agreements between undertakings at the same 

level of the supply chain, that is, horizontal agreements, which might breach 
either the Chapter I prohibition of the Competition Act 1998 or, if there were an 
appreciable effect on trade between Member States, Article 81(1) of the EC 
Treaty.  

 
5.59 We have concluded that the agreements between store card providers and 

retailers are vertical agreements, and, as such, are not caught by the Chapter I 
prohibition due to the Exclusion Order. The Exclusion Order will be repealed on 
1 May 2004. However, a transitional period of one year will apply from this 
date so that this repeal will not have effect until 1 May 2005. 

 
5.60 In respect of Article 81 of the EC Treaty, agreements between credit suppliers 

and retailers may continue to benefit from the EC Verticals Agreement Block 
Exemption Regulation provided that they fall within market share thresholds and 
do not contain prohibited clauses.  The effects of agreements which do not 
benefit from this Block Exemption, and which do not contain restrictions 
expressly prohibited by Article 81(1), would need to be assessed to see if anti-
competitive effects can be demonstrated.  Even then, if efficiency gains and 
benefits can be identified, such agreements may benefit from the exemption 
provisions contained in Article 81(3).53 

 
5.61 Paragraphs 5.39 to 5.56 set out OFT's view as far as the application of the 

Chapter II prohibition of the Competition Act and Article 82 of the EC Treaty are 
concerned. The evidence examined does not persuade the OFT that it is 

                                         
53 Article 81(3) sets out a four point test which must be met. Any agreement which: 

i) contributes to improving production or distribution, or promoting 
technical or economic progress, while 

ii) allowing consumers a fair share of the resulting benefit;  
but which does not 
iii)  impose on the undertakings concerned restrictions which are not 

indispensable to the attainment of those objectives; or 
iv)  afford the undertakings concerned the possibility of eliminating 

competition in respect of a substantial part of the products in question 
will be lawful. The agreement must meet all four points of the test for it to be lawful. 
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appropriate to pursue the possibility of action under these prohibitions.  Even if 
there were reasonable grounds to suspect that an undertaking were dominant in 
a relevant market, Chapter II is likely to be ineffective for dealing with the 
breadth of issues identified by the OFT. 

 
5.62 Our analysis of the evidence suggested instead that there are structural features 

of the market, such as incumbency advantages, switching costs and sunk 
investments, which prevent, restrict or distort competition in the market for the 
supply of store card credit services to retailers. In our view, therefore, the 
problems in this market appear to extend beyond issues with which Chapters I 
and II and/or Articles 81 and 82 would be likely to be effective in dealing. 

 
5.63 Similarly, with respect to the supply of credit to consumers, competition 

between store cards and other form of credit may be being harmed by market 
features and not by the behaviour of store card providers, namely consumers' 
inability to assess correctly the value of benefits offered by store cards. If 
consumers overestimate the value of these benefits they may demand more 
credit than might otherwise be rational, allowing store card providers to charge 
higher APRs on their store cards; that is the price (APR) elasticity of demand 
would be lower than if there were no such misperceptions. 
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6 THE DECISION TO MAKE A REFERENCE 
 

6.1 The OFT suspects, in the light of a preliminary inquiry, that:  
• the contestability of contracts for the supply of store card credit services 

to retailers is impaired by the presence of certain features in the market, 
such as switching costs and incumbency advantages, the competition 
effects of which are exasperated by other market features, namely the 
lengthy duration and terms of such contracts which, in turn, may have 
evolved as a response to sunken investment costs; and 

• the provision of store card credit may not be working well for 
consumers. It is possible, given that the costs and benefits of store card 
use may be difficult for holders to assess, that the difference between 
the interest charged on store cards and other credit cards is not fully 
explained by the offsetting benefits and the differences in the cost of 
providing these services. Even taking account of the benefits of store 
card use, holders may make more use of store cards for credit than 
would be expected if competition were working well. 

 
6.2 Accordingly, the OFT proposes to make a reference to the Competition 

Commission, under section 131 of the Enterprise Act 2002, for an investigation 
into the supply of the following services in the United Kingdom: 
(a) store card credit services to retailers and services related thereto ('store 

card credit services'); and 
 (b) consumer credit through store cards. 

In this Chapter we summarise the features of the relevant markets that in our 
view prevent, restrict or distort competition and discuss how the OFT believes 
the criteria for a market reference to the Competition Commission have been 
met. 

 

Features of the relevant markets which prevent, restrict or distort competition 
 

6.3 The OFT has reasonable grounds for suspecting that there are particular 
features that prevent, restrict or distort competition in the market for the supply 
of store card credit services to retailers, and also in connection with the 
provision of consumer credit through store cards. 

 
6.4 In the market for the supply of store card credit services to retailers it seems 

that entry and/or expansion by existing store card providers is limited by the 
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presence of incumbency advantages, of significant costs of switching between 
different store card providers and of sunken investment costs.  

 
6.5 At first sight, it would seem that the ability of store card providers to expand 

their share of supply and of other credit providers to begin to provide store card 
credit services to retailers is limited by the length of existing contracts between 
retailers and store card providers and by the use of exclusivity terms in these 
contracts. Lengthy contracts are common in this market with some being over 
10 years in duration. However, the existing contracts, as well as the observed 
retailer inertia, may well be explained by the underlying features of the market. 

 
6.6 For example, a feature that explains some retailer inertia is that an incumbent 

provider may have a competitive advantage over its rivals if it is able to tailor a 
store card scheme specifically for a retailer in the light of its existing knowledge 
of that retailer's customer base. While that could be regarded as an efficiency 
advantage, as a competitive advantage, it may be difficult to overcome and 
makes switching less likely, especially if the retailer is also unwilling to switch 
because it would take time to build a similar relationship with a different store 
card provider or it would have to incur significant searching costs in order to do 
so. 

 
6.7 Retailers may also be reluctant to switch in case this creates damage to their 

brand image in the eyes of customers and due to the risk of loss or corruption 
of customer lists built up over many years. It is also time consuming to switch 
between service providers.  

 
6.8 The presence of switching costs will also serve as an incentive for retailers to 

avoid short term contracts in the first place as longer contracts would allow 
them to share the risks associated with the scheme. If a store card system 
proves to be successful a store card provider may want to raise its charges to 
the retailer when the contract comes up to tender. In the presence of switching 
costs it is unlikely that the tendering process would operate well. The 
incumbent, thus, would be able to increase its charge, provided the differential 
between the rival's and incumbent's prices are less than the costs of switching 
providers, and still retain the contract. Long term contracts, therefore, protect 
retailers from increased charges on the renewal of short-term contracts.  

 
6.9 It is also likely that store card providers would be unwilling to incur necessary 

investments, some of which may be sunk, if contracts were of short duration. 
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Thus, long contracts give incentives for investments, which may be retailer 
specific.  

 
6.10 Nevertheless, lengthy contracts with exclusivity terms may exasperate market 

conditions and will mean that contracts come up for re-tender infrequently. 
Even though the presence of incumbency advantages, switching costs and 
sunken investment costs may well explain the nature of the existing contracts 
between retailers and credit providers and why retailers do not usually switch 
even when contracts come up for tender, further consideration of the possible 
additional effects of such contracts is appropriate. 

  
6.11 The OFT suspects that these market features prevent, restrict or distort 

competition in the market for the supply of store card credit services and thus 
would be the basis of an Enterprise Act reference to the Competition 
Commission. Further investigation is required to establish the extent to which 
these features are inherent to the market and whether competition in this 
market can be improved. It may also reveal to what extent market players may 
be taking advantage of existing market features to their benefit (and thereby 
aggravating the effect these features have on competition), if at all.  

 
6.12 In connection with the supply of consumer credit through store cards, while 

interest rates are generally made clear in marketing literature and contract 
information, the way interest charges are actually applied to outstanding 
balances is not always clear to consumers and interest rates also do not appear 
in post-contract information such as monthly statements. These transparency 
issues, however, may not be specific to store cards and are possibly the cause 
of high interest rates across all forms of credit cards. These issues are currently 
being addressed in the context of the Government's proposed reforms of 
consumer credit regulation, and, in the meantime, to some extent by self-
regulation.  

 
6.13 In relation to the supply of consumer credit through store cards in particular, 

competition between store card credit and other forms of credit may be 
affected by the fact that consumers may find it difficult to assess the costs and 
benefits of store card use. While holders of the majority of these cards benefit 
from significant discounts and a range of marketing offers on their purchases 
with their card, the prospective value of these offers may be difficult to 
calculate and consumers may overestimate the value of the benefits.54 As a 

                                         
54 See Chapter 4 above and Annexes D and E. 
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consequence consumers may not make the best choice when considering which 
credit/ store card they should use. 

 
6.14 This limited capability of consumers to evaluate the net cost of using their store 

cards to finance purchases, and other transparency issues (a number of which 
are addressed in the DTI White Paper), are features which may prevent, restrict 
or distort competition between store cards and possible substitutes. If 
consumers overestimate the value of the benefits available on store card 
purchases they may demand more credit than might otherwise be rational, 
allowing store card providers to charge higher APRs on their store cards, that is, 
the price (APR) elasticity of demand would be lower than if there were no such 
misperceptions. This appears to be the underlying factor leading to these higher 
APRs, and in the OFT's view would also be the basis of an Enterprise Act 
reference to the Competition Commission. 

 
6.15 Further investigation is required to establish whether or not the apparently high 

interest rates on store card borrowing can be fully explained by the additional 
costs of store card operations and the face value of benefits to store card 
holders and, if it cannot, also whether there are any remedies, in addition to the 
proposed reforms on transparency, that would improve consumer's ability to 
compare the cost of store cards against the cost of using any possible 
substitutes. 

 

Appropriateness of a reference 
 

6.16 The OFT guidance Market investigation references states that, when dealing 
with a suspected competition problem, the OFT will consider a reference to the 
Competition Commission in one of two circumstances: first, when it has 
reasonable grounds for suspecting that there are market features which prevent, 
restrict or distort competition but does not have reasonable grounds to suspect 
a breach of one of both of the Competition Act prohibitions, or secondly 'when 
action under [the Competition Act] has been or is likely to be ineffective for 
dealing with the adverse effect on competition identified'.55 As noted above in 
Chapter 5, although the OFT has considered action under the Competition Act, 
it is not persuaded that it is appropriate to pursue the possibility of such action 
against any one or more undertakings in the market for the supply of store card 
credit services or in the supply of consumer credit through store cards. Given 
the breadth of issues arising in relation to store cards, which cover more than 

                                         
55 paragraph 2.3 
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one market, including switching costs, transparency and the difficulty for 
consumers to assess costs and benefits, and the number of parties involved, 
the OFT does not consider that action under the Competition Act,56 or any other 
powers available to the OFT would be effective for dealing with all, if any, of 
the possible adverse effects on competition identified. 

 
6.17 The OFT has power under section 154 of the Enterprise Act to accept 

undertakings instead of making a reference to the Competition Commission.  
However, although one consultee suggested that undertakings in lieu of a 
reference would be appropriate, the view of the OFT is that given the number of 
features which are suspected of having an adverse effect on competition, the 
industry-wide nature of these features, and the number of parties involved, 
which is likely to involve serious practical difficulties, we are not able to judge 
with any certainty whether particular undertakings would effectively address all 
the problems that may exist and achieve as comprehensive a solution as is 
reasonable and practicable. 

 

Proportionality 
 

6.18 The inquiry by the Treasury Select Committee and the OFT inquiry have already 
stimulated the industry to change some of the ways it operates. In particular, 
members of APACS, the trade association for payment systems, and of the 
FLA, which represents most of the major credit providers in the store card 
market, including the largest, have improved services to consumers in several 
respects, notably transparency with respect to terms and training for in-store 
staff. Also, some store card schemes have already been supplemented or 
replaced by branded credit cards carrying lower interest rates. We believe that 
still more could be done in respect of transparency of information, by providing 
fuller, clearer and more precise pre-contractual information and monthly 
statements. In particular, we would like to see summary boxes, containing key 
information, in pre-contractual information, on the front of store card 
agreements and in monthly statements, as well as a 'wealth warning' in store 
card agreements. These matters will be addressed in the work to follow up the 
Government's White Paper on the reform of consumer credit regulation. 

 

                                         
56 or under Articles 81 or 82 of the EC Treaty (which under EC competition policy 
modernisation the OFT could apply from 1 May 2004, if there were an effect on interstate 
trade) 
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6.19 Even after the consumer information improvements noted above, however, 
certain competition issues still remain.  Based on the findings in this report, it 
appears that competitive conditions in the supply of consumer credit through 
store cards, which include consumer behaviour, may not ensure that consumers 
get good value in using store cards, and retailers and credit providers between 
them may be able to increase profits by providing confusing signals as to the 
value for money from using store cards. While the supply of consumer credit 
through store cards may form part of a much larger market for the supply of 
credit, the absolute amounts involved (store card gross lending of £4.77 billion 
in 2002) give rise to significant concerns. 

 
6.20 A Competition Commission investigation would establish whether there are, in 

fact, adverse effects on competition and detrimental effects on customers.  
 
6.21 Furthermore, if the market for the supply of store card credit services to 

retailers were working well, it would be expected to exhibit more switching by 
retailers between service providers and would show more entry. The OFT 
suspects that certain structural features in this market, namely long contracts 
between provider and retailer (which may be a response to sunken investment 
costs), high switching costs, potential loss of customer loyalty in switching, and 
possible incumbency advantages, are making switching and entry difficult and 
thus allowing incumbent providers to either extract a larger share of profits 
made in the final consumer market, if the source of the high returns observed is 
in the final consumer market57 or to charge fees to retailers that are above a 
level that would prevail in the absence of these features, that is, if the market 
were operating well, in which case the source of the high returns would be in 
the contractor market. These features affect the entire market for the supply of 
store card credit services to retailers, and may, potentially, affect the supply of 
consumer credit through store cards.   

 

Remedies 
 

6.22 If the Competition Commission decides that there is one or more adverse effect 
on competition it must take action to 'remedy, mitigate or prevent' the adverse 
effect on competition and to 'remedy, mitigate or prevent any detrimental 
effects on customers' so far as those effects have resulted from the adverse 
effect (section 138 Enterprise Act 2002). In order to achieve that, the 

                                         
57 This is explained further in the section entitled Assessment of the supply of store card credit 
to consumers.   



 

  

  

Office of Fair Trading 79 

 

Competition Commission may accept undertakings from appropriate persons or 
may make an Order under section 161 of the Enterprise Act.  Such order may 
contain anything permitted under Schedule 8 of the Enterprise Act, as well as 
supplemental provisions.  Schedule 8 provides the Competition Commission 
with wide-ranging powers falling within the following general areas: general 
restrictions on conduct, general obligations to be performed, acquisitions and 
divisions, and the supply and publication of information. 

 
6.23 The OFT therefore believes that the wide range of remedial powers available to 

the Competition Commission, with or without any 'supplementary consequential 
or incidental provisions' should be capable of providing appropriate remedies to 
the spread of concerns raised, if the Commission finds similar concerns. The 
extensive powers available to the Competition Commission, we believe, provide 
the best means of remedying any adverse effects on competition, and 
detrimental effects on customers, and of making the supply of credit through 
store cards work better for consumers. 

 

The consultation procedure 
 

6.24 Section 169 of the Enterprise Act requires the OFT to consult any person on 
whose interests a proposed reference is likely to have a substantial impact.  On 
14 January 2004, therefore, the OFT wrote to seven credit suppliers and ten 
retailers (those with at least one per cent of the total number of store cards in 
issue) informing them that it was minded to make a reference and asking for 
comment on this proposal. 

 
6.25 In the following paragraphs we summarise the main points made by participants 

in the consultation and our response to these points:  
• on transparency in connection with the supply of consumer credit 

through store cards, it was argued that the OFT had identified the same 
concerns as were already being dealt with through the Consumer Credit 
White Paper on Consumer Credit and for the consumer credit industry as 
a whole, and that reference to the Commission of these issues would be 
inappropriate and unnecessary.  
OFT response: the White Paper, while seeking to address a number of 
the OFT's concerns about transparency, will not resolve them all (such 
as issues of transparency surrounding the benefits for consumers of 
holding store cards, and the difference between the APRs on store cards 
and on credit cards).  In particular, it will not address the concern with 
regard to consumers' perceived inability to assess the price of store 
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cards. Moreover, the OFT would like the Competition Commission to 
consider the issue of apparently high APRs and it may be unable to do so 
if the reference were to be restricted so as to exclude the supply of 
consumer credit through store cards. However, to the extent that a 
particular issue is under active consideration in the context of the White 
Paper, the OFT would not expect the Competition Commission to 
consider the issue extensively, unless the Commission had reason to 
suppose that that the White Paper would not be fully, or even partly, 
implemented in a given area; 

• on the terms of reference, that if a reference were to be made, it should 
cover the wider downstream market, including at least credit cards, in 
which, it was argued, store cards operate, where similar transparency 
issues arise and in which store cards competed to provide consumer 
credit. Without including the wider market the reference would be too 
narrow to enable the Competition Commission to assess fully 
competition within the relevant market and to frame any remedies which 
were considered necessary in meaningful terms. The recent initiative of 
hybrid credit card/store card would further blur any distinctions between 
credit cards and store cards. 
OFT response: the inquiry has been carried out only into store cards. The 
OFT has identified features which prevent, restrict or distort competition 
in connection with the supply of consumer credit through store cards 
and believes that these warrant further investigation by the Competition 
Commission. While it may be the case that some issues will arise 
covering both store cards and credit cards, the OFT cannot be certain of 
that. Furthermore, the OFT has not come to a firm decision regarding 
market definition in this case, and it may be that store card credit is a 
separate market. If that were the case, it may be that there would be 
issues that applied only to store cards. It is for the OFT to frame the 
reference at this stage as is sees fit, depending on the issues the OFT 
thinks need further investigation; the Commission can approach the OFT 
at any time to seek a variation to the reference if it considers it 
appropriate to do so. To the extent that the OFT has inquired only into 
the supply of store card credit services, and refers only those services, 
any remedies could, it seems to the OFT, be applied only in that sector. 
If the Competition Commission decided that the supply of credit through 
store cards was part of a wider market, the OFT would expect the 
Competition Commission to exercise caution in framing any remedies, in 
respect of the supply of consumer credit through store cards, so as to 
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prevent or limit any possible distortion of competition in the wider 
market through the effect of any such remedies; 

• on whether own providers should be excluded from the reference, it was 
argued that in the market for the supply of store card credit to retailers, 
the distinction needs to be made between those retailers who provide 
their own credit facilities and those who out-source the facilities from 
third parties.  The only case for investigation could, it was argued, be in 
the case of third party providers and that own-providers should therefore 
be excluded from the reference as far as the provision of credit facilities 
to retailers was concerned. 
OFT response: it is clearly the case that a retailer deciding to offer a 
store card has the choice between providing the credit facility itself or 
out-sourcing it from a third party. The in-house route is therefore a 
significant factor in the market for the provision of credit facilities and is 
reflected in the market definition in paragraph 4.50 above. The provision 
of credit facilities by retailers themselves cannot, therefore, immediately 
be excluded from any investigation of the market. Given this, the OFT 
considers that it is not appropriate potentially to prevent the CC from 
looking at the supply of credit facilities in-house by excluding these from 
the reference; 

• on APRs, it was argued that it was misleading simply to compare APRs 
on store cards with APRs on credit cards, that store card providers did 
not levy all charges that are levied in respect of credit cards and that 
there are other cost elements to store cards which justify the APR 
differences.  It was also argued that there are tangible and intangible 
benefits from store cards which consumers valued. 
OFT response: it is not possible to say that the observed ten percentage 
points difference in APRs for store cards and for credit cards is due only 
to differences in costs, since it is still not clear that APRs on store cards 
are constrained by competition from mainstream credit cards and, 
indeed, if store cards compete in the same market as credit cards.  Also, 
it was not made clear how all consumers might be expected to calculate 
in advance the total saving of a discounted purchase.  Therefore, the 
question as to why store card APRs are around 10 percentage points 
more than on credit cards remains unanswered; 

• on switching costs and upstream competition, it was argued that it was 
much easier and cheaper for retailers to switch to other credit providers 
than the OFT appeared to believe. Also, that old and new cards can be 
operated in parallel for a transitional period to smooth migration of 
customers and that retailers were in a more powerful negotiating position 



 

  

  

82  Store cards report  March 2004 

 

than OFT thinks, with portfolio transfer not being disproportionately 
costly.  Barriers to entry were not therefore high and the market for 
services was very competitive with numerous strong bidders for 
contracts. 
OFT comment: the fact remains that switching does not regularly take 
place – only one change of third-party provider has been noted and entry 
to the market has been scarce. It remains the view of the OFT that 
features of this market do not facilitate easy and cheap switching from 
one provider to another; and 

• on the level of profitability, it was argued that the OFT had not 
demonstrated that excessive profits were generated, and that it is not 
clear that profitability is a helpful comparator. 
OFT response: the OFT did not look at the evidence on profitability in 
isolation and this did not form the basis of its decision. Instead, the 
relatively high profitability of some store card providers was considered 
together with other evidence, such as lack of entry and switching, all of 
which, taken together, suggested that competition in this market was 
not working well. 
 

6.26 Following the consultation carried out in accordance with section 169 of the 
Enterprise Act, the OFT is of the view that it should make a reference to the 
Competition Commission for an investigation as detailed in paragraph 6.2 
above, and the reference has been made today. 
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ANNEXES 
 

 

A  PARTIES THAT HAVE ASSISTED THE OFT WITH THIS 
INQUIRY 

 

A.1  Credit Providers 
Argos Limited/ARG  
Clydesdale Financial Services 
Creation Financial Services Limited 
GE Consumer Finance (UK) 
HSBC Bank plc 
Halifax Cetelem Credit Limited 
IKANO Financial Services 
Lloyds TSB (Black Horse Retail Finance) 
Style Financial Services Limited 

 

A.2  Retailers 
Allders plc 
The Arcadia Group 
British Home Stores Limited 
Comet Group plc 
Debenhams plc 
Dixons Group plc 
Etam plc 
HMV UK Limited 
Harvey Nichols and Company Limited Group 
House of Fraser (Stores) Limited 
IKEA Limited 
John Lewis Partnership 
Marks and Spencer plc 
Monsoon plc 
Mothercare plc 
Next Group plc 
Owen Owen plc 
Russell & Bromley Limited 
River Island Clothing Co. Limited 
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A.3  Other Organisations 
 APACS (The Association of Payment Clearing Services) 

Advice UK 
British Bankers' Association 
British Retail Consortium 
Citizens Advice 
Citizens Advice Scotland 
Consumer Association 
Consumer Credit Counselling Service 
East Midlands Chief Officers Group (Trading Standards Association) 
Finance and Leasing Association 
General Consumer Council of Northern Ireland 
National Consumer Council 
North East Trading Standards Association 
Northern Ireland Consumer Council 
Scottish Consumer Council 
Welsh Consumer Council 

 
The following questions were asked of retailers which outsource their credit 
facilities.  Questions to consumer groups, credit providers and retailers who 
used in-house credit facilities were substantially similar but tailored as necessary 

 

A.4  Market Definition 
What is the economic market in which retailers that own store cards operate? 
What are the essential features of this market? 
What is the economic market in which contractors to those retailers operate? 
What are the essential features of this market? 
If a store card issuer substantially increased the interest rate (the annual 
percentage rate or APR) on the store card, what would be the likely response 
from the customer store card holder? 
If a store card issuer substantially decreased the interest rate (the annual 
percentage rate or APR) on the store card, what would be the likely response 
from the customer store card holder? 

 

A.5  Market Participants, Market Shares and Market Structure 
Who are the principal suppliers in the store card sector and what are their 
estimated shares in the store card sector? 
With respect to the market participants in the store card sector, what are their 
estimated shares in the credit card sector? 
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Are there any new entrants or participants in the store card sector who have 
entered the sector within the past two years? 
Are there any barriers to entry to the store cards sector for a retailer that 
wishes to enter the store card sector, such as sunk costs of investment? 
Are there any barriers to entry to the store cards sector for a new firm that 
wishes to enter the store card sector as a supplier of financial services for store 
cards, such as sunk costs of investment? 
With respect to store cards, what are the principal categories of costs and 
revenue streams and capital employed for a store card issuer? 
With respect to store cards, what are the principal categories of costs and 
revenue streams and capital employed for a company that provides processing 
services for store cards? 
With respect to store cards, what are the principal categories of costs and 
revenue streams and capital employed for a retailer that offers a store card and 
out sources the financial services aspects of the store card business? 
With respect to store cards, what are the principal categories of costs and 
revenue streams and capital employed for a retailer that offers a store card and 
carries out the financial services aspects of the store card business? 
If a store card issuer substantially raised the fees it charged to the retailer who 
offers a store card, what would be the likely response from the retailer? 
Describe the advantages and disadvantages for a retailer to provide the financial 
services aspects of the store card business. 
Describe the advantages and disadvantages for a retailer to outsource the 
financial services aspects of the store card business. 

 

A.6  Financial Aspects of Store Cards 
How are the interest rates (the annual percentage rate or APR) set in the store 
cards sector?  
What are the service charges levied on your store card if a customer store card 
holder defaults on his or her monthly or regular payment on the store card, for 
the years 2001 and 2002? 
What is the average annual fee levied on your store card for a customer store 
card holder, for the years 2001 and 2002? 
What are the average service charges levied on your store card if a customer 
store card holder has a balance owing which is greater than his or her credit 
limit on the store card, for the years 2001 and 2002? 
Describe any other service charges levied on your store card for a customer 
store card holder. 

A.7  Offering a Customer a Store Card 



 

  

  

86  Store cards report  March 2004 

 

Please provide us with a copy of the standard form agreement for your 
company's store card between your store and a customer. 
Please provide us with a copy of the leaflet, if any, that your store provides to a 
customer who wishes to sign up for a store card. 
Please provide us with a copy of the documents, if any, that your store provides 
to a customer who has signed up for a store card within the first month after 
signing up for a store card, other than a regular or monthly statement of 
account. 
Describe how your store cards are generally offered to customers. 
Once a customer is given the application form for a store card, what length of 
time can the customer take to decide whether or not to sign the application 
form?   
Does your store offer any financial or other incentives to sales assistants or is 
your store offered offer any financial or other incentives in order to induce the 
sales assistants or your store to offer store cards to customers? 
Does your store offer any financial or other incentives to a customer who 
decides to sign up for a store card? 
Describe the credit check or reference search that is carried out on a customer 
that wishes to become a store card holder for your store card. 
Describe the process by which payment protection insurance is offered to a 
customer card holder for your store card. 

 
A.8  The Agreement Between The Customer Store Card Holder And The 

Retailer 
Describe the process by which a customer store card holder's credit limit may 
be increased for your store card. 
Describe the process by which a customer store card holder's interest rates may 
be increased for your store card. 
Describe the process by which a customer store card holder's store card for 
your store may be upgraded to a fully-functioning credit card. 
Describe how the charges for a cash advance service, the annual fee, default 
payment charges and other service charges are explained to a customer store 
card holder for your store card. 
Please provide us with a copy of the format of the monthly or regular statement 
that is sent to customer store card holders for your store card. 
Once a customer signs the store card application, under what circumstances 
can the customer cancel the application for your store card? 
Describe the circumstances, if any, when your company transfers personal 
information of customer store card holders to a third party. 
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Describe how any financial or other incentives can be redeemed by the 
customer store card holder for your store card. 

 

A.9  Additional Documents 
It would be helpful if you could also provide us with copies of the following 
documents: 
Please provide us with a copy of your management accounts for your store 
cards business for the past five financial years, identifying revenues, operating 
costs, gross margins, overheads, operating profits and capital employed. Please 
note: 

All significant components of each of these figures should be given; 
The basis for any allocating shared revenue, costs and capital employed 
should be clearly stated; and 
Bad debts and cost funds should be clearly stated. 

Please provide us with a copy of the agreement between your store and the 
entity that provides credit services and or processing services for your store 
card.  Please provide us with a copy of any related agreements and documents 
between your store and the entity that provides credit services and/or 
processing services for your store card. 
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B THE MYSTERY SHOPPING EXERCISE 
 

B.1 A mystery shopping exercise was commissioned by the OFT to investigate the 
likely experience of the consumer in opening a store card account. The exercise 
was conducted by FDS and took place in November 2003. 

 

B.2 A total of 763 mystery shopping visits were made to retailers across Great 
Britain. All regions were covered and all the main retailers that have store card 
schemes were included. On each visit the shopper identified the information 
available in the shop and discussed with the assistants the opening of a store 
card account; in just over half of the visits the shopper went through the 
process of completing the application form, noting both the information that 
was provided spontaneously and the answers that were given to questions. 

 

B.3 The main results of the exercise were as follows: 
 

on transparency issues 
• the advertising that was visible was principally in the form of leaflets (in 

37 per cent of shops), posters (25 per cent) and stickers on the till (eight 
per cent); in 46 per cent of shops there was no advertising visible; 

• of the posters 46 per cent mentioned discounts and 13 per cent shop 
events, and 23 per cent referred to the APR and 10 per cent to the 
absence of an annual fee; of the leaflets 51 per cent mentioned 
discounts and 33 per cent events, while 62 per cent referred to the APR 
and 33 per cent to the absence of annual fee; 

• in 57 per cent of cases, only verbal information was given. In 33 per 
cent of cases, leaflets or other written material was offered; 

• in 84 per cent of cases, there was no area set aside for customers to 
consider and sign agreements; 

• in 60 per cent of cases leaflets were offered to take away and in 23  per 
cent of cases application forms; where forms were not offered and the 
shopper asked to take one away, in 77 per cent of cases this was 
refused; 

• in the written material both leaflets and forms) the APR was mentioned 
in 85 per cent of cases, minimum payment levels in 58 per cent, the 
absence of an annual fee in 53 per cent, time allowed to pay in 48 per 
cent and charges in 43 per cent, but in 94 per cent cases the APR was 
given by sales assistants; 
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• in 37 per cent of visits the shopper considered that there was not 
enough time allowed to absorb the information provided about the terms 
and conditions; 

 
on promotional activities 
• not much promotion was encountered: in 95 per cent of visits there was 

no member of staff actively engaged in promotion and in 69 per cent 
staff were not offering the card at the point of sale; 

• but in around half of visits staff promoted further sales once the store 
card was accepted; 

• there was little promotion of other financial products along with store 
cards;  the only case where a product was proposed in more than 10 per 
cent of visits was insurance protection (17 per cent); 

• few shoppers felt pressured to take the card: 75 per cent said they felt 
no pressure at all; 16 per cent said there was a little pressure and only 2 
per cent said there was a lot; 

 
on the handling of the card application 
• usually the request for a store card was taken up by the sales assistant 

themselves; in only 22 per cent of cases was the shopper passed to 
another member of staff, and in only half of these was the shopper 
handed over to a specialist customer service advisor; however the 
proportions of 'passing on' and the use of specialists varied considerably 
as between different retailers; again in only a small proportion of cases 
was there a special area for completing forms (22 per cent); otherwise 
the form was generally completed at the till 

• in those cases where an application form was completed it was done by 
the shoppers themselves in around a third of cases and by sales 
assistants for the other two thirds; 

 
on the adequacy of information 
• sales assistants were generally aware of the existence of store card 

schemes; the major exception was those cards that are not specific to 
one retailer but can be used in a number, and in these retailers most 
shoppers found that staff were unaware of the store card 

• in one case in five no information was offered to the shopper about the 
store card, but where information was offered (in response to an inquiry 
from the shopper) it was nearly always done verbally and in half of the 
cases a leaflet was offered too 
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• where information was offered, it related more to different benefits, the 
highest proportion being for discounts (56 per cent), than to the terms 
and conditions of using the card, where the highest proportion was for 
the APR (30 per cent); the points made, both on benefits and on terms 
and conditions, varied considerably;  on the benefits side the most 
commonly mentioned ones (that is, mentioned in at least 10 per cent of 
cases) were discounts, in-store events, sales previews and sporadic 
special offers; as for terms and conditions the most commonly 
mentioned ones (again defined on the 10 per cent basis) were the APR, 
the free credit period, minimum payments and the absence of an annual 
fee 

• while the application was being completed reference was made to the 
APR in 32 per cent of cases, to the free credit period in 29 per cent, to 
the minimum payment required in 22 per cent, and to penalty charges in 
only five per cent 

• when asked specifically about the APR the assistant could not provide 
the answer in 30 per cent of cases; when broken down by individual 
retailer the range was from 16 per cent to 37 per cent; where the APR 
and an explanation of was provided this was generally done 
satisfactorily:  in only one in five cases did the shopper record that the 
explanation was unclear 

• when asked specifically about penalty charges, in only one in five cases 
was this forthcoming; where however the charges and an explanation of 
them was provided this was generally done satisfactorily:  in only one in 
five cases did the shopper record that the explanation was unclear 

• as regards the provision of information overall in 56 per cent of cases 
shoppers considered that about the right amount was provided while in 
40 per cent of cases they thought it was not enough 
 

B.4 The full text of the results of the mystery shopping exercise will be available on 
the OFT website. 
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C CONSUMER SURVEY 
 
C.1 As part of the inquiry we commissioned a consumer survey. The aim was to 

identify some key aspects of the consumer experience, both in the shop when 
the store card account was opened and in using the card. The OFT 
commissioned NOP to carry out the survey who interviewed a representative 
sample of around 550 consumers. These are the 'top-line' results of the survey 
(the full results of the survey will also look at the experience of different types 
of consumer, including, for example, that of low income groups). The main 
points that emerge are: 
on reasons for opening a store card account: 
• by far the popular reason was to obtain discounts (57 per cent); 
 
on pressure from sales staff: 
• there is little evidence of pressure to open a store card account (only 2 

per cent said there was a lot of pressure and 11 per cent said there a 
little) 

• the same is true in the case of taking out insurance protection (only 5 
per cent said there was a lot of pressure from staff, while 10 per cent 
said there was a little); 

 
on alternative means of paying for goods: 
• almost everyone interviewed had at least one other card that provides a 

payment facility (96 per cent had a debit card and 90 per cent had a 
credit card); but 

• 18 per cent said that at one time or another they had used the store card 
because they had no other way of paying for something they wanted; 
and 

• 8 per cent gave lack of alternative means of paying as the main reason 
for taking a store card in the first place; 

 
on knowledge of the interest rate and the implications of it: 
• 26 per cent said they did not know the interest rate when they opened 

the account; 
• 40 per cent of these did find out the interest later; and 
• 43 per cent of this sub-group (equivalent to 6 per cent of the total 

sample) said they would not have used the card had they known the 
interest rate at the time; 
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on consumers' sensitivity to the interest rate: 
• there was a major difference between how consumers said they would 

respond to an increase in interest rates (a change of 5 percentage points) 
and how they would respond to a fall; in the case of an increase 24 per 
cent claimed they would use the card less and 29 per cent claimed they 
would not use it at all, whereas in the case of a fall, 77 per cent said 
usage would remain the same and only 12 per cent said they would use 
the card more;  this is in fact consistent with what some retailers have 
been telling us: they thought that consumers would respond adversely if 
interest rates were raised above 30 per cent (they are currently in the 
range 25-30 per cent) but that there would be little response if rates fell 
(most credit card interest rates are in the range 10-20 per cent); 

 
on management of card debt: 
• consumers' responses were not entirely consistent on the issue of 

paying off balances; while 62 per cent said they always paid off their 
store card balances in full and 41 per cent said they took the same 
approach for all their cards, only 20 per cent said they gave priority to 
paying off their store card debt compared to 34 per cent for the credit 
card debt. 
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D COMPARISON OF COST OF STORE CARDS WITH OTHER 
CARDS 

 
D.1 This comparison is based on a single scenario. It is assumed that a single 

purchase is made costing £100. Credit is taken to finance the purchase. The 
comparison is between the net cost of using a store card as compared to a 
credit card or a credit card plus a loyalty card. 

 

D.2 The assumptions relating to each type of card are: 
• for store cards a benefit is assumed in the form of a discount of ten per 

cent and the interest payable is 2.5 per cent per month 
• for credit cards the interest payable is one per cent a month 
• for the credit card plus loyalty card a benefit of 1.5 per cent is assumed, 

with interest again of one per cent a month. 
 

D.3 As all cards are assumed to have an interest-free period, this is excluded from 
this exercise. 

 

D.4 The net cost (i.e. benefits less interest cost) is calculated for each of the three 
options, and this is done for each of four periods of credit, namely 3, 6, 12 and 
25 months (the latter representing a minimum payment approach, since typical 
terms would be payments of £4 or four per cent whichever is the larger). The 
net costs, which are in expressed in pounds, are set out in the table below. 

 
 3 months 6 months 12 

months 
25 

months 
Store card: benefits 

interest cost 
net 

+10 
-5 
+5 

+10 
-8.75 
+1.25 

+10 
-16.25 
-6.25 

+10 
-32.5 
-22.5 

Credit card plus loyalty 
card 
benefits 
interest cost 
  net 

 
+1.5 

-2 
-0.5 

 
+1.5 
-3.5 
-2 

 
+1.5 
-6.5 
-5 

 
+1.5 
-13 

-11.5 

Credit card:   interest 
cost      

-2 -3.5 -6.5 -13 
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D.5 The results of the exercise as shown in the table demonstrate the way in which 
the preferred choice between the three card types depends on the length of 
time over which repayments are made. One other obvious point that comes out 
of the table is that the differences between the three are small – and indeed the 
overall sums are small - with the exception of the 'minimum payment' (25 
month) approach. 

 

D.6 The table also illustrates the wide range of consumer experience that can arise 
within the store card market. At one extreme (using this scenario) a consumer 
makes a gain of £10 by taking the discount but not taking credit (since s/he 
does not have to pay anything for the facility of using the card. At the other 
extreme a consumer would incur a net cost of £22.50 if s/he took credit to the 
maximum extent. 
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E CREDIT CARD AND STORE CARD APR COMPARISON  
 

E.1 A credit card purchase APR forms one component of the price. Other 
components of price include balance transfer APRs, introductory APRs, and 
annual fees. Account charges for example late payment penalties are a potential 
component of price that can be avoided if consumers uphold the terms and 
conditions of their account. Store cards by contrast have no annual fee. 
Consumers can not transfer balances on to a store card. This Annexe draws 
upon the findings of Datamonitor58 in relation to credit card purchase APRs. 

 

 
 

E.2 The average credit card standard APR for purchases has been declining in 
recent years. Since January 1998 it has fallen by 4.5 per cent and at August 
2003 stood at 15.6 per cent. Datamonitor believes that this reduction in APR 
can be attributed to declining base rates and increased competition in the credit 
card sector. 

 

E.3 GECF has provided the weighted average interest rate59 for its store card 
customers going back five years. Payment by direct debit yields an APR that is 
just under 2 per cent less than the APR that is applicable if other payment 
methods are used. The two APRs have shown little movement since 1998 and 
the APR for payment by other means has remained static since 1999. Given the 
staggered nature of retailer contracts the scope for radical change in the APR is 
limited.  

                                         
58 Datamonitor's Credit Card Pricing Strategies Report 2003. 
59 Weights have been determined by active accounts per retailer. 
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Source: GE Consumer Finance 

 

E.4 The gulf between credit and store card APRs has widened. The fall in credit 
card APRs has been significantly more than the relatively static behaviour 
observed from store card APRs. 
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F THE REGULATORY FRAMEWORK 
 

The Enterprise Act 2002, Part 4 
Part 4 of the Enterprise Act provides for a system of market investigations by 
the Competition Commission, upon reference by the OFT and sectoral 
regulators. These market investigation references replace the monopoly 
investigation powers in the Fair Trading Act 1973. The purpose of these 
market investigations is to inquire into markets where it appears that the 
structure of the market, or the conduct of suppliers or customers, is harming 
competition. 
The OFT has a discretionary power to make market investigation references to 
the Competition Commission if it has reasonable grounds for suspecting that 
one or more features of a market prevents, restricts or distorts competition in 
relation to the supply or acquisition of goods or services in the United 
Kingdom. 
The Competition Commission carries out a detailed investigation of 
competition in the market or markets concerned to determine whether any 
feature of the market prevents, restricts or distorts competition in relation to 
the supply or acquisition of goods or services in the United Kingdom. If an 
adverse effect on competition is identified, the Commission must identify and 
take appropriate action to remedy it, and/or any detrimental effect on 
customers resulting from it, taking into account customer benefits, by means 
of undertakings or orders. 

 
The Consumer Credit (Advertisements) Regulations 1989 
Apply to advertising in any form:  in print, on radio, television, films, video, 
catalogues, etc and to most advertisements for consumer credit.  
Cover an advertisement's:  
content (the amount and type of information); and  
form (the way in which the information is presented). There are three 
permitted categories of advertisements, simple, intermediate and full, and 
rules for what can go into each. The main requirement on the form of 
advertisements is that credit information should be shown in a clear and 
legible manner and should be presented 'together as a whole'. 
Under the CCA 1974 it is an offence: 
to contravene the Advertisements Regulations (section and 167); and 
for an advertisement to be false or misleading in a material respect (section 
46). 
Anyone who devised or published an advertisement my also have committed 
an offence (section 47). 
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The Consumer Credit (Agreements) Regulations 1983 and the Consumer 
Credit (Cancellation Notices and Copies of Documents) Regulations 1983 
These Regulations control the form and content of certain credit agreements 
and the copies to be given to the consumer.  
The content required includes:  
statutory headings;  
statements of protections and remedies ; 
signature boxes; and  
the 'financial and related particulars' of the agreement - including the APR (see 
below).  
The rules on the form of the agreement require the:  
financial information to be given together and not mixed with other 
information; and 
information to be easily legible and of a colour which is distinct from the paper 
colour. 
Failing to comply with these Regulations is not an offence but if the rules have 
not been followed an agreement is 'improperly executed' and can be enforces 
against the consumer only through the courts. In some cases – for example, 
where the agreement is not signed or certain information not provided, the 
court cannot enforce the agreement at all and the consumer will not have to 
pay. 

 
The Consumer Credit (Running-Account Credit Information) Regulations 1983. 
A debtor under a running-account credit agreement is entitled to receive 
regular statements, showing the state of the account, at periodical intervals, 
and where there has been a movement in his account, at the end of the period 
to which it relates (for example, a credit or debit to the account). 
Where the statement includes a demand for payment it must be furnished 
within one month of the end of the period to which it relates. In other cases 
the period for the furnishing of statements varies from six to twelve months. 
The prescribed contents of these statements are: 
any opening balance and the closing balance; 
the date of any movement in the account shown on the statement and the 
date of the end of the period of the statement; 
the amount of any payment made into the account by, or to the credit of, the 
customer during the period of the statement; 
details and amounts of any drawing on the account during the period of the 
statement; 
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the amount of any interest or other charges applied to the account during the 
period of the statement. The interest or charges need not be applicable only to 
the period concerned (for example interest may be calculated on a daily basis 
but charged quarterly); and 
where the statement shows that interest has been applied to the account: 
sufficient information to enable the debtor to check the calculation of the 
amount of interest so applied must be given; or 
the rate of interest which has been used to calculate the amount of interest 
applied; or 
a statement that the rate of interest so applied will be provided by the creditor 
on request, together with a clear explanation of the manner in which the 
amount of interest so applied has been calculated. 

 
The APR and The Consumer Credit (Total Charge for Credit) Regulations 1980  
(APR) 
The APR is required to be given in many credit advertisements and nearly all 
credit agreements.  
It provides borrowers with a single, standardised figure which they can use to 
compare credit deals - generally, the lower the APR the better the deal in 
financial terms. 
The above Regulations set out the way in which the APR is calculated by: 
defining a Total Charge for Credit ('TCC') which includes a standard set of 
costs (the 'total charge for credit') in the calculation and ensures that all 
important costs are included, not just interest charges; 
setting down a single, accurate method of calculation for the APR which 
expresses the TCC as a standard measure borrowers can use to compare the 
credit charges under one deal with another. The calculation of the APR takes 
into account both how much the borrower gets and has to repay and when 
they get and repay it. The more the borrower has to pay for what he or she 
borrows and the sooner it has to be paid, the higher the APR. 

 
Extortionate Credit Bargains 
Under sections 137 to 140 of the Act a borrower can ask a court for a 
judgment on whether a credit agreement is an 'extortionate credit bargain'. 
This applies to all loans where the borrower is an individual, even those which 
are exempt or above the Act's £25,000 limit. If the court finds the agreement 
extortionate, it can 're-open' it – that is, alter its terms or even require the 
lender to repay the borrower. There are no guidelines on levels of interest, 
which are likely to be judged extortionate; decisions are made on a case by 
case basis. 
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An agreement can be found to be extortionate if it requires repayments which 
are 'grossly exorbitant' or if it 'grossly contravenes ordinary principles of fair 
dealing'. The number of cases brought before the courts is very small, and 
agreements are not found to be extortionate merely because they are 
relatively expensive. 
In making its decision, the court must take into account a number of factors 
including: 
the level of interest rates prevailing at the time the agreement was made; 
the debtor's age, experience, business capacity and state of health; 
the degree of risk accepted by the lender having regard to the value of 
security provided; and 
any other relevant considerations. 

 
Consumer Credit Licensing 
The Consumer Credit Act 1974 established a licensing system to protect the 
interests of consumers. With a few exceptions, all traders that provide money 
to consumers, or introduce consumers to a source of credit, have to be 
licensed to do so. Additionally, those engaged in leasing goods to consumers, 
running credit reference agencies, collecting certain types of debt or providing 
counselling with regard to certain debts to consumers also require a licence. 
Traders have to apply to the OFT for a licence. The OFT can issue a licence 
only if it considers the applicant a 'fit' person to hold one and can remove a 
licence if it regards a licence holder as no longer fit.  The criteria laid down in 
section 25(2) of the Act for considering fitness include, in particular, whether 
the applicant or licensee or an 'associate' of the applicant or licensee has: 
(a)  committed any offence involving fraud or other dishonesty, or violence; 
(b)  contravened any provision made by or under the Consumer Credit Act, or 
by or under any other enactment regulating the provision of credit to 
individuals or other transactions with individuals; 
(c)  practised discrimination on grounds of sex, colour, race or ethnic origins, 
in, or in connection with the carrying on of any business; and 
(d)  engaged in business practices appearing to the OFT to be deceitful or 
oppressive, or otherwise unfair or improper (whether unlawful or not); 
as well as any other circumstances that the OFT shall consider relevant.  
In relation to establishing unfair business practices the OFT considers 
consumer complaints, but usually requires a number of well-documented 
complaints to establish a practice.  
The OFT has published general and sector specific guidance on the 
assessment of fitness to hold a consumer credit licence.  Sector specific 
guidance has been published on debt collection, fee charging debt 
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management services, car dealers and non status lending. The guidance 
identifies conduct and practices which are regarded as unfair business 
practices or are otherwise inconsistent with fitness to hold a consumer credit 
licence.  
Where there are concerns over an applicant or licensee's fitness the matter is 
put to an independent adjudicator who determines whether the licence should 
be issued or refused (for applicants) or retained or revoked (for licensees). 

 
Unfair Terms in Consumer Contracts Regulations (UTCCRs). 
The UTCCRs apply to standard terms in contracts between businesses and 
consumer. They apply to contracts made with consumers for the provision of 
store cards.  
Unfair Terms 
An unfair term in a contract covered by the UTCCRs is not binding on the 
consumer. There is an exemption for terms which set the price or describe the 
main subject matter of the contract (usually known as 'core terms') provided 
they are in plain intelligible language (see below). A term is unfair if, contrary 
to the requirement of 'good faith', it causes a significant imbalance in the 
parties' rights and obligations under the contract, to the detriment of the 
consumer ('good faith' embodies a general principle of fair and open 
dealing).60  
Standard terms may be drafted to protect commercial needs but must respect 
the interests and rights of consumers. 
Plain language 
Under the UTCCRs, a standard term must also be expressed in plain and 
intelligible language. Not all terms that are not expressed in plain and 
intelligible language will be potentially unfair, but a term may be considered 
unfair if it could put the consumer at a disadvantage because he or she is not 
clear about its meaning - even if its meaning could be ascertained by a lawyer. 
If there is doubt as to what a term means, the meaning most favourable to the 
consumer will apply. 
Coverage 
Most standard terms are covered by the UTCCRs. The exceptions are those:  
that reflect provisions which by law have to be included in contracts; 
that have been individually negotiated; 
contracts between businesses; 

                                         
60 Words from the Court of Appeal in deciding the first case brought by the OFT under the 
UTCCRs, against First National Bank on 24 May 2000, paragraph 27 (reported at [2000] 2 All 
ER 759, 768h – 769a).  
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contracts between private individuals; 
certain contracts that people do not make as consumers – for example, 
relating to employment or setting up a business; or 
contracts entered into before 1995. 

 
Enforcement Powers of the OFT and the Enterprise Act 2002 Part 8 
The Enterprise Act 2002 includes provision for the enforcement of certain 
consumer legislation by means of court orders, called Enforcement Orders, 
against businesses breaching that legislation. The new enforcement procedure 
is similar to that provided for in the Stop Now Orders Regulations (SNORs) 
and replaces SNORS and Part III of the Fair Trading Act 1973. 
Enforcement action can be taken against 'Community infringements'61 or 
'domestic infringements'62 where the breach harms the collective interests of 
consumers. The OFT and local authority Trading Standards departments have 
powers to enforce in respect of all types of infringement. The Secretary of 
State may designate sectoral regulators and consumer protection bodies as 
enforcers in respect of all or a limited range of infringements. Various 
provisions give the OFT a coordinating role to ensure that action is taken by 
the most appropriate body in each case. 
Further details on the enforcement of consumer legislation, including the 
principles that the OFT will apply in deciding when to take action, can be 
found in the guidance Enforcement of consumer protection legislation, 
OFT512, published in March 2003. 

 

                                         
61 Community infringements are breaches of UK laws giving effect to a number of specific EC 
Directives (for example, certain laws on consumer credit, package holidays and unfair terms in 
consumer contracts). 
62 Domestic infringements are breaches of UK laws or contracts of a type specified by the 
Secretary of State, which are committed in the course of a business. 
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 G APACS PRESS RELEASE 8 OCTOBER 2003 
 

Improved transparency on the cards 
 
G.1 THE UK'S CREDIT CARD ISSUERS ANNOUNCE THE NEW SUMMARY BOX 
 Today (8 October 2003), the credit card industry outlined details of the new 

Summary Box that will appear on marketing literature by the end of March 
2004. The Box will help customers better compare the features of the many 
credit card products they have to choose from in a simple and consistent 
format. It has been developed by the industry after close co-operation with 
other organizations including consumer bodies, the Office of Fair Trading and 
the Department of Trade and Industry. 

 

G2 The delivery of the new Box is part of the industry's ongoing commitment to 
provide the highest possible standard of transparency. Once the Box is in place 
the Association for Payment Clearing Services (APACS), which is co-ordinating 
this work on behalf of the industry, will be undertaking research amongst 
customers and consumer bodies to ensure it is meeting their needs. 

 

G.3 Sandra Quinn, Director of Corporate Communications at APACS, comments: 
“This new Summary Box is designed to help customers see at a glance the key 
features of their credit cards. There is an enormous range of very competitive 
credit card products to choose from in the UK and the new Box has been 
developed by the industry to help us all compare products and pick those that 
best suit our needs. This is the first step in what will be an on-going project to 
ensure that we're giving customers what they want. We are committed to 
helping customers make informed financial decisions.“ 
Example of the Summary Box: 

 

The information contained in this table summarises key product features 
and is not intended to replace any terms and conditions 

APRs* and other rates  

Monthly rates  

Interest free period  

Allocation of payments  

Minimum repayment 
Fees 

 

Charges  

Default charges  
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G.4 The information contained in this table summarises key product features and is 
not intended to replace any terms and conditions 

APRs* and other rates 
Monthly rates 
Interest free period 
Allocation of payments 
Minimum repayment 
Fees 
Charges 
Default charges 
 

G.5 Cardholders can expect to see the new Box with or on application forms, 
promotional literature such as direct mail shots and on websites. If any of the 
details advertised in the Box subsequently change, the cardholder will be 
notified. 

 

G.6 * The APR on a credit card explains the total cost of borrowing, of which 
interest rates are just one part. Others components include all the fixed charges 
such as annual fees and cash advance charges. 

 

Notes to Editors 
 
1. APACS (the Association for Payment Clearing Services) is the UK trade association 
for payments. It provides the forum for the UK's financial institutions to come together 
on non-competitive issues, to develop banking systems for the future and to provide 
innovation and developments in payments. It is also the banking industry voice on 
payments issues such as plastic cards, card fraud, cheques, electronic payments and 
cash. 
 
2. There are 29.9 million credit card holders in the UK, with 19m regular credit card 
users. 50% have more than one credit card and will use these for specific types of 
purchases. 89% of cardholders pay more than the minimum outstanding balance each 
month. 
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H FLA PRESS RELEASE 8 SEPTEMBER 2003 
 

Industry offers consumers store card reassurance 

 

H.1 The Finance & Leasing Association (FLA) has set out its proposal to offer 
consumers greater protection in relation to store cards, ahead of tomorrow's (9 
September) meeting of the Treasury Committee. The association, which 
represents most of the major players in the store card market, advocates the 
inclusion of a 'summary box' in all promotional material advertising the store 
card.   

  

H.2 The proposed summary box would be positioned prominently on any store card 
adverts, direct mail promotions, free-standing leaflets and inserts. 

  

H.3 Martin Hall, Director General of the Finance & Leasing Association (FLA), 
comments:  “We are all committed to protecting consumers and welcome the 
move towards greater transparency when it comes to store cards.  We believe 
that our 'summary box' proposal will help highlight product features even more.  
It is our intention that this proposal takes the form of a Guidance Note, which 
will be annexed to our Lending Code. Our members that provide store cards 
would be required to comply with the Guidance Note as soon as possible, and 
no later than 31 March 2004.” 

 

H.4 Hall continues: “Store cards are valued by both consumers and retailers.  The 
industry is highly competitive with great deals including introductory offers and 
discounts.  However, it is important that consumers who acquire store cards 
from members are clear about the product, charges and interest rates.  Our 
Code of Practice requires members to be open and transparent so that 
consumers don't feel duped.  We believe the proposed 'summary box' will help 
make terms crystal clear, so that the consumer feels protected, rather than 
vulnerable."  

-ENDS- 
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Notes to editors: 
1. FLA's Guidance Note 'Summary Box' for store cards 
 
Feature Requirement Example 

APR and other rates •  The APR is intended to be the key 
comparator. 

• 15% APR 

  

• APR must be expressed prominently, 
in accordance with advertising 
regulations.  This might be achieved 
through a combination of font, size 
or highlighting. 

•    

  

•  Where risk-based pricing is used, 
typical rates(s) may be shown  •    

  

• Include rates for all product 
features, such as introductory rates, 
cash advances and balance 
transfers. 

• Cash advances 15.5% 

• Balance transfers 15% 

  

  

• Regarding introductory rates, give 
details of time scales. 

•  Introductory rate 12% 
APR for 6 months after 
you open your account. 

  

• NB. promotional rates will be set out 
on statements (including details of 
any conditions and timescales). 

•    

Interest free periods • Periods should be expressed in days.  
Any conditions applying to these 
periods should be detailed. 

• 55 days when you pay 
your balance in full every 
month by the due date. 

Minimum payments • Expressed in £££ or as a % of the 
outstanding balance. 

• £5 or 3% of the 
balance, whichever is 
greater. 

Annual fees • Include any fees charged for having 
a store card.  Fees should be 
expressed on an annual basis. 

• £0. 

Other fees • Include any fees charged for 
servicing the account. 

•  £0 if you pay on time. 

  
2. The full Consumer Code of Practice (Lending Code) and a list of FLA members can 
be accessed via the FLA's website 
http://www.fla.org.uk/fla_home/Code_of_Practice.asp  
 3. The FLA is the biggest UK representative organisation for the UK consumer credit 
and asset finance sectors.  Our members comprise banks, subsidiaries of banks and 
building societies, the finance sections of leading retailers and manufacturing 
companies, and a range of independent firms. They provide a wide range of facilities, 
including finance leasing, operating leasing, hire purchase, conditional sale, personal 
contract purchase plans, personal lease plans, secured and unsecured personal loans, 
credit cards and store card facilities. 
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 4. Based on data from FLA members, in 2002: 
• Total number of store cards transactions was 134.9 million; 
• Total value of store card transactions was around £4,776 million; 
•  At the end of 2002, there were 21.6 million store cards in circulation; 
•  On average, each store card was used only around 7 times last year. Also, the 

majority of transactions on store cards are modest – FLA estimate that the 
average transaction value in 2002 was £35. 

 At the end of 2002, the total value of balances outstanding on store cards was around 
£2,497 million. FLA estimate that 60% of accounts had a debit balance, the remaining 
40% had a nil or credit balance. On each account, the average balance was £224.  
This compares to something in the region of £1,100 on a credit cards.  
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J PERSONS CONSULTED ABOUT A REFERENCE TO THE  
COMPETITION COMMISSION 
 The following persons were consulted about the proposal for a reference, in 
accordance with the requirements of section 169 of the Enterprise Act 2002. 
Credit Providers 
Argos Limited/ARG (and in its capacity as a retailer)  
Clydesdale Financial Services 
Creation Financial Services Limited 
GE Consumer Finance (UK) 
HSBC Bank plc 
IKANO Financial Services 
 
Retailers 
Arcadia Group Limited 
Allders plc 
Argos Limited 
British Home Stores Limited 
Debenhams plc 
Harvey Nichols and Company Limited Group 
House of Fraser (Stores) Limited 
IKEA Limited 
John Lewis Partnership 
Marks and Spencer plc 
Next Group plc 

 


