
In mid-2016, the online estate agent HouseSimple received a £13m injection of capital from a famous entrepreneur in 

order to help it compete with Purple Bricks, the dominant online estate agent. It is estimated that using an online estate 

agent can reduce the fees paid by house-sellers by as much as £6000. Currently around 5% of homes are sold online rather 

than through traditional estate agents with a high street presence. That figure is estimated to increase to 50% by 2020.  

Evaluate the impact on markets of increasing competition from online suppliers. 
Online suppliers, who sell goods and services using an electronic network, such as the internet, 

are becoming an increasingly prevalent feature of markets, as evidenced by the estate agency 

sector where the number of houses sold online is likely to rise from 5% now to 50% by 2020. In 

considering the impact on markets, this essay will consider first the possibility that markets will 

become more efficient and welfare will increase. Next, the possibility that, in contrast, some 

markets will become more concentrated, and finally the likelihood that markets will become 

more disrupted. 

 

One possible impact on markets of increasing competition from online suppliers is that markets 

will become more efficient and welfare will increase. In general terms, efficiency refers to how 

well scarce resources are used to meet infinite wants.  Increasing competition from online 

suppliers might mean that markets now exhibit more of the characteristics of perfect 

competition. Perfect competition is a theoretical market structure which is both allocatively 

and productively efficient in the long run.  Firms are productively efficient when they produce 

at the lowest point on their LRATC curve and are allocatively efficient when they produce the 

goods people most want (achieved where P(AR) =MC).  There are no barriers to entry, there 

are large numbers of small firms who are price takers, large numbers of buyers and there is 

perfect information. Most sectors are some way removed from these assumptions, but 

increased competition from online suppliers could make some of the assumptions more 

realistic.  The most obvious is perfect information. Online suppliers allow consumers access to 

information on their products and prices with low search costs being incurred. Providing 

consumers do not exhibit bounded rationality, this should allow more rational decisions to be 

taken and will create an incentive for other firms to be more x-efficient (pay the lowest price 

for their factors of production). An increasing number of online suppliers now exist simply to 

ease this process e.g. price comparison websites such as Go Compare. It is possible too that 

increasing competition from online suppliers such as Amazon or eBay allow new small firms to 

enter all sorts of markets more easily as barriers to entry are considerably lower.  There is no 

need to buy premises, undertake expensive advertising, and develop a website etc. 

 

The diagram to the left allows the 

impact to be analysed if markets do 

become closer to perfectly 

competition. The competitive 

(statically efficient) equilibrium is at 

Qpc and Ppc.  A monopolist, in 

contrast would produce at QM and 

price PM where MR=MC and profits 

are maximised. Not only is this 

inefficient, but there is a welfare loss 

with lower overall community surplus. If markets become more competitive, welfare should 

rise.  However, one difficulty with this analysis is that information may not in fact be more 

perfect. Concerns have been raised that price comparison websites are misleading in the 

accuracy and coverage they suggest e.g. insurance premiums hiding minor differences in the 

insurance policies. This will be a particular problem if consumers treat information as perfect. 

In the case of the estate agency industry, however, it is likely that increasing competition from 

online suppliers will drive the rest of the industry to become more efficient and for welfare to 

increase, especially as costs appear to be so much lower (£6000 is the figure suggested). 
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On the other hand, there is an alternative possibility, that increasing competition from online 

suppliers might make some markets more concentrated, not less.  This is likely if the increasing 

competition from online suppliers comes from firms experiencing significant economies of 

scale or first-mover advantage. Some online suppliers could experience large network 

economies and large volume economies (in their warehousing and their packaging) and of 

course possible technical and managerial economies in their IT provision e.g. Amazon.  It is 

likely too that the issue of cyber security means that rather than barriers to entry falling in the 

online sector, they in fact increase as firms face pressure to protect against this sort of risk. 

Furthermore, Uber is an example of an online supplier providing increasing competition in the 

taxi industry.  While there are a few other firms with a similar business model, Uber appears to 

have significant first mover advantage. The impact of all these factors is that some online 

suppliers have managed to establish large market shares and in some cases, reasonably 

competitive markets have become much more concentrated. In the case of Amazon and the 

taxi market, the resulting monopsony buying power has had large impacts on the associated 

labour markets. In both cases, the supply of labour is characterised by a reasonably 

competitive labour market, whereas the demand comes from a monopsony buyer.  Wage rates 

have been depressed accordingly.  It is unlikely that this would occur in all industries and is not 

especially likely in the estate agency industry for example, but the possibility certainly raises 

doubt that increasing competition from online suppliers always achieves good impacts on 

markets and that the opposite in terms of increasing concentration needs to be considered. 

 

Finally, whether increasing competition from online suppliers leads to more or less 

competition, it is very likely that in the short run at least, one impact on markets will be that 

they become much more easily disrupted.  An increase in online house sales from 5% now to 

50% by 2020 would certainly represent such a change.  Rapid technological change is likely to 

mean that both consumer tastes and buying habits change, and also that there is a fairly rapid 

churn in the relative gain to online and conventional suppliers in terms of costs, economies of 

scale, barriers to entry and so on.  Some markets (such as estate agency) are likely to 

experience a process of creative destruction, with more efficient cheaper online firms taking 

the place of existing businesses, but much will depend on the ability of existing businesses to 

innovate and respond both online and more conventionally on the high street. In the longer 

run too, it may be that the impact will be less if existing firms are able to “future proof” their 

businesses by using economies of scope and existing brand loyalty to create an effective online 

presence which is difficult for new entrants to challenge. The retailer John Lewis is one such 

example, but it would appear the estate agency business is beyond this point – people move 

house relatively infrequently and so are less likely to have brand loyalty 

 

In conclusion, the preceding discussion suggests that the impact on markets of increasing 

competition from online suppliers is likely to be highly significant.  The impact in terms of more 

competition or indeed less, is highly likely to vary from market to market, and also highly likely 

to vary over time in response to technological progress. One key factor, however, in perhaps 

determining the impact on the market is the adaptability of incumbent firms.  There is reason 

to think that in some areas at least businesses are becoming more aware of the need to 

consider such threats and better able to respond to them. As existing businesses adapt, the 

disruption caused by online businesses may reduce. 
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