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Market power in the retail food industry (Ronald W. Coterill, Evidence from Vermont)

   This study analyzes the prices charged by supermarkets in local Vermont markets, which the context is an analysis of price performance in the Vermont retail grocery industry. The data set on a local grocery market structure, firm structure and firm prices level enables analysis of the following: 1.) How the price level of a firm in the market is related to measures of local market structure: concentration, market growth, and per capita income. 2.) How the prices of firms are related to firm specific characteristics: market share, ownership structure, cost and quality factors. 3.) What measures of market concentration is most strongly related to the price level and how these measures compare to firm market share? The price level of the firm in the market from the Salop and Stiglitz (1977) point of view will be lower in more concentrated markets where search is necessary and costly, but in the modern market this is still be questioned since one set of theorists predicts a positive relationship and the others negative. In the part of the per capita income, markets with higher per capita income tend to have more inelastic demand for food, so price will be higher in high income markets if the consumers demand a higher quality shopping experience. Market growth measured by the growth in population, there are short and long run effects on prices, therefore the net impact of market growth upon prices is uncertain. Then how the prices of firms are related to firm specific characteristics. Starting with the share of the sales in the market (Market share: MS), which is to explain different price levels among the firms within a modern market. The market share coefficient is indeterminant since different theories predicts different relationships between market share and prices, but for the modern market theory, larger share firms may enjoy more enterprise differentiation and therefore may be able to charge higher prices. In the part of ownership structure of the firm, independent owner-managers are more in touch with the particular needs of the consumers in their local area and easier to meet special local preferences. But independent have higher wholesaling costs (Unit costs) since have to attaining a significant level of enterprise differentiation, therefore they can have higher prices than chain stores, when the utilization reaches high levels that they can raise prices to cover the increasing unit costs. Also, the store size, there is a negative relationship between the selling space and the price level, however the larger size can make them differentiate in the product dimension to exert market power, so there are 2 relations between store size and price levels. The last variable is distance factor, groceries that more distant from wholesale distribution centers have higher transportation costs, therefore may have higher prices. Then What measures of market concentration is most strongly related to the price level and how these measures compare to firm market share? When analyzing competition among the firms in grocery industry, a relevant product market is supermarket sales, so supermarket is the major segment for grocery industry. From the investigation, the different firms in the same market charge different prices which based on firm characteristics and the facts that consumers have imperfect information on retail food prices, for example the structure of the firm (Independent or not?), capacity utilization, and store size, these measure variation in different with the firm’s costs and managerial structure. After controlling for variation in these conditions, the market concentration or market share as measured by Herfindahl index has an impact to the firm price levels. The market power being exercised. Finally, the firm’s profit is related to market share which the share is related to the market power, not cost economies, which are measured by store size and capacity utilization. 



