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Why Do Manufacturers Issue Coupons? An Empirical Analysis of Breakfast Cereal

	The paper explores the relationship between shelf prices and manufacturers’ coupons for 25 ready-to-eat breakfast cereals using empirical analysis of cereal price data from IRI and coupon data from PIM. The analysis is used to examine the hypothesis or theory that Nevo and Wolfram think the relationship of shelf price and coupons should be. The result of negative correlation between shelf price and coupons and dynamic effect are inconsistent with static and intertemporal monopoly price discrimination. Rather, the relationship is driven by 1. Strategic interaction between manufacturers, 2. Incentive given to the people within firms who make decisions about coupons and 3. The effect of coupon on repeat purchase.
	 
	The objective of monopoly price discrimination is profit maximization. However, the manufacturers cannot set price on the retailer, so the price policy may not maximize the manufacturers profit. Instead, it is the act of strategic interaction that the coupons are issued for different segments to increase profit. The evidence is in table 4 that the positive coefficient of COMPETITORS’ COUPON implies the luring of high price sensitive customers. This result suggests that the negative correlation between shelf price and coupon is driven by the interaction between manufacturers’ and their competitors’ couponing. 

	The relationship may also be driven by the incentive of people within firm. For example, manager wants to boost sale, so he issues more coupons at the end of fiscal year. The evidence also confirms that General Mills and Kellogg issues 15% more coupon in the last quarters conditional on the year of dataset. 

	The dynamic effects suggest the effect of coupon on repeat purchase. In table 6, impulse response function in figure 2, the quantity line and coupon dummy line are change simultaneously. Even if the magnitude of quantity is much higher, it suggests the positive correlation between past coupons and current demand meaning that the past coupon has effect on current purchase. 

[bookmark: _GoBack]	Therefore, the main reasons that manufacturers issue coupon are the 3 reasons discussed rather than to maximize profit according to both static and dynamic monopolistic price discrimination.  
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