
MODELLING AGENCIES Place Mat
1 Using economic theory, explain which market structure you think best 

illustrates the UK’s model agency market justify your answer
2 Explain what is meant by a Concentration ratio and how 

we should interpret the figure CR4 < 17 in the American 
Model Agencies market.

3 A  What is expected to happen to the 
concentration of the American Model 
Agencies marketover the next 5 years? 
And why?

B  What does this mean for the market 
structure of this market?

4 A  Define the term Barrier to Entry

B  Explain the difference between behavioural and 
structural barriers

C  What does the datasuggest about barriers to entry in 
the American market

7 Using a supply and demand diagram, show how 
increasing costs will get passed on to the customer in the 
form of higher prices

8 A  Define the terms collusion and cartel

 B  Using economic theory, explain how cartel members are likely to 
calculate the price at which they will fix prices

9 Explain why cartels are frequently unstable and why members have 
an incentive to cheat other members

10 A Identify the role of the CMA.  
How does it differ to the AMA 
and other industry regulators?

  B Explain why it is necessary to 
regulate cartels

5 Research Task: 
Find out some more detail about 
the American/ British Model Agencies 
markets.  How much revenue do they 
make? Do they contribute to exports?  
Are they growing in size?

6 Using economic theory, explain why 
top models such as Naomi Campbell 
and Cara Delavigne get paid far more 
money than other models

CASE STUDY
The American Model Agencies market is highly 
fragmented. According to IBIS, the industry 
has a low level of market share concentration, 
with the top four model agencies expected to 
account for less than 17.0% of total industry 
revenue. 

Furthermore, the growing popularity of social 
media and online technology has made it easier 
for models to self-promote and independent 
agents to scout for new talents. As a result, 
industry concentration is expected to remain 
low during the next five years.

Source: Ibisworld.com

CASE STUDY
In December 2016, a group of UK model agencies were found guilty of price-
fixing.  The UK competition regulator, the CMA, fined FM Models, Models 1, 
Premier, Storm and Viva, along with industry trade body the Association of Model 
Agents (AMA), for price-fixing modelling services for at least two years from 
March 2013.  The total fines added up to £1.5m

The CMA charged that the agencies “systematically exchanged information and 
discussed prices” and in some cases actually fixed minimum prices or agreed  
a common approach to pricing.

Modelling assignments can range from fashion magazine shoots offering models 
fees of a few hundred pounds to ad campaigns offering more than £10,000.   
The CMA said that the collusion extended across all types of assignment and that 
it was not limited to the very top models.  

Obviously, the big loser in this is the customer.  Price collusion affects the price that 
high street chain and online fashion retailers spend on using models to advertise their 
products and appear in ad campaigns.  Increased costs simply gets passed onto the 
consumer in the form of higher priced clothing.SA
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MODELLING AGENCIES Place Mat suggested answers
1 Using economic theory, explain which market structure you think best illustrates 
 the UK’s model agency market justify you answer

It’s debateable.  It seems like the 4-5 largest agencies have a large market share 
(hence, why they were able to form a cartel and successfully fix prices) and, as a result, 
presumably they can also sign up all of the top talent in the industry which makes the 
barriers to entry very high.  This is then compounded by their experience and reputation 
in the market which means they have better connections too.

However, the US market data suggests that agencies don’t have so much market 
share anymore and the rise of digital/social media means that barriers are coming 
down all of the time.  Ultimately, the service of providing a model for an assignment 
is fairly homogeneous but there are so many ways to differentiate the service 
(through customer service all the way through to the model him/herself) it is likely 
to be considered by most as a heterogeneous good

2 Explain what is meant by a Concentration ratio and how we should interpret the 
 Figure CR4 < 17 in the American Model Agencies market.

A concentration ratio is the aggregate market share of the largest x number of 
firms in the market.  In the US, market we are told that the concentration ratio for 
the 4 largest firms is less than 17% which implies that this is a monopolistically 
competitive market.

3 A  What is expected to happen to the concentration of this market over the next 
   5 years?  And why?

 B  What does this mean for the market structure of this market?

Concentration is expected to reduce further due to the rise in social media.  
This will make the market even more competitive.

7 Using a supply and demand diagram, show how increasing costs will get 
 passed on to the customer in the form of higher prices.

Supply curve for clothing shifts left therefore putting upwards pressure on prices.

8 A  Define the terms collusion and cartel.

 B  Using economic theory, explain how cartel members  are likely to calculate 
   the price at which they will fix prices.

(a) Collusion: is an agreement between two or more parties to fix prices / output.
A Cartel is an association of manufacturers or suppliers with the purpose of 
maintaining prices at a high level and restricting competition

(b) Cartels will fix price where industry profits (“joint profits”) are maximised, that 
is, where MC=MR in the industry.  Once the abnormal profit is gained, it will then 
be split between the Cartel members (at least in theory!)

9 Explain why cartels are frequently unstable and why members have an 
 incentive to cheat other members

Cartel members have an incentive to cheat others by either increasing their share 
of the (restricted) output or by lowering the price below the fixed price.  In either 
of these two methods, the ‘cheating’ members should see an increase in sales, 
revenue and abnormal profit.  This means that the industry is no longer at the 
profit-maximising point and so industry profits – as a whole – go down.  This 
means one firm is getting richer but at the expense of the other firms being much 
worse off.  The fact that the incentive to cheat is so great means that cartels are 
inherently unstable. This could be illustrated using a Prisoners Dilemma payoff 
matrix.

4 A  Define the term Barrier to Entry

 B  Explain the difference between behavioural and structural barriers

 C  What does the data suggest about barriers to entry in the American market

Barriers to entry are things that prevent other firms (new entrants) from joining the 
market.  Behavioural or strategic barriers are the barriers that occur as a result of 
the deliberate action of incumbent firms.  Structural or innocent barriers occur as a 
result of the nature of the market.

(c)  The data suggests that social media is breaking down barriers to entry because 
models are able to self-promote without relying on agencies.

5 Research Task:  
 Find out some more detail about the American/ British Model Agencies 
 markets.  How much revenue do they make? Do they contribute to exports?  
 Are they growing in size?

Research task. A good starting point for data can be found here: 
https://medium.com/@slavasolodkiy_67243/model-agencies-industry-report-
3fe646960242

6 Using economic theory, explain why top models such as Naomi Campbell and 
 Cara Delavigne get paid far more money than other models

Demand for top models will be greater since, it is assumed, that they will lead 
to greater sales of the product.  In effect, the marginal revenue product of a top 
model will be more than an average model and therefore the demand for that 
model will be greater, which in turn raises their price i.e. their wage. 

Top models have perfectly inelastic supply (it is just them!) but an unknown 
model – it could be argued – has more elastic supply because he/she cannot be 
differentiated from the many other models also vying for work

10 A Identify the role of the CMA.  
   How does it differ to the AMA and other industry regulators?

  B Explain why it is necessary to regulate cartels.

The CMA is responsible for the regulation of all markets whereas bodies like the 
AMA (and Ofwat, Ofgem etc …) are just responsible for regulation of their own 
industry.

(b) Cartels are undesirable because they lead to artificially high prices and, usually, 
an under-production of output (in order to create scarcity and drive prices up).  
They lead to a loss of consumer surplus and creates a deadweight loss. 
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