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1\tlulthunrkct '1\thu·ket: l'owea· J~sthnaUom The Aust•·nUan Rchdl Ment Se~tor 

Ab$trncl 

A new technique for estimating market: powct .in sevetul t1mrkets simultaneously is 

dt.'vt. .. loped nnd applied to the AustmHan retail beef, hunb, und potk murkets. 'l'he ll)'polhescs 

that market power Is r:em and thnt market power· is the sume for cttGh ment GUIHlOt be rejected. 

!\ior is there t~videul:e that market pmv(~t· increased over· the period of mH\lysis. Little bias is 

lTeatcd by exmnining. nHu'kcts in i~ohllion, l'ttthet' thnn within a system, when markets m·e 

lompetitivc, but that bias can be lnt~c when mat·ket power exists in sorne mutkets in the 

"ystem. 



A new m~Jthod hw ~·Mimating murkct po\\er in \t!verul rnark~~ts shnultuneously is 

dn t'lopt>d. Thb method i'i u~ed to ·"'ithnat~ nml'kct po\.vcr in retail beef~ lmnb, und pork ln 

Austn.tha. 

In re~:ent years. many uew indU\trml nr~n.milutlnu \tttdic~ csw·vey,~d in BresnuhaJ1. 19X9~ and 

The t:ost of thi~ new uppl'Oilt'h i!-t that t:rov·Hnar.kt!t efft~(.;ts cannot he litudic~d,. as these studies 

are u~uaJly re~tt'icted to a \ingle •nurkct. Uy developing u. lngh:aiJy .. ~.,:·onsist(!nt method of 

e~ '••·l•Hing market powet· m ~~wend lll«UktH'i nt on~c. \~e can ~.,yMenmticully examine the effects 

of a ..,hock in one market on market pnwer in another tmuket or the effects of marke~ sttU\.:ture 

on market powe1· ucro~s markets. 

Various methmh of (''it.imating mat·kt~t power huve been proposed in the ~concmlh:$ 

literatUl'e over recent dccndes. ·rhc ~tr·uctm·aJ methwJ presented in Ju'it und Chern f l980J~ 

Bre,nuhun c l9K2h und many othtH' articles. involves esti.mating. demM1d und optimality 

( etfel:tivc marginal revenue equul!>i marginal ':osn equations. Alterntniv<! reduced .. form or 

nonparunteteri~.; uppruud1es ~lJch us Panznr und Ros~e c l 981} und Hull fl9RHJ n~qui.re 

h~"' datu than the stroctw·uJ apprum.:hes~ An ndvuntuge of the stru~turul approach is that: it 

provides more .fnfonnation ubom market' conditi011sf such us elusticitie:s. At present there is 



\Vt· U'i<.l tlu\ tm:.fhud tn t-1"'1\Htmw ttlMket fUlVtf.*t m n~1ud het•t·. lamhlt und purh nmrkcts 

111 Au,trulw. 1 .Although t.hert' h~t\~ het:n rmm~i pre:'\ tttU\ "ttudtc~.t ut mt~ut (ft~tmmd. including 

.J ustifH:utmn Tribunal. 197X; Industry A~~i~.~tunc..·c! Cmntnls\ion, ft)X:i:; Uoo?.> Alien nnd 

Hamihon. I'Jtt\; h1Clusuy Cmnmi!oJsinu. J993; Zhao~ CJriffith, nnd MuUcttt J99l1l.a 

1 Poultry nnd fi\h arc not iut.·ludtid in lhis unulysis due to imldcqmuc dntu. 

2 ·t1he ottly othe•· study of nmrket pnwt~r .in Austrnfiml mcnts. Zhtm. Orjffith •. und 
Mullen r t 996), includes t-totne information nbnut the· tctnil sector .. 't'hey estim~ue rl'dua~d .. 
form equut.icms und test whetln~r t(~strictkms implied by comJ1CUUon r.:nn be r.ejectcd, 
l 'nltke Zhao t11' ttl.. we estimate a fully*specificd sfru~turul model ut the reudl level tturl 
obuun explicit JflCUSUJ'($ of h1Utket ptlWCf~ 
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1,\\lll.l'llllat~d than the retail 'cctm·. Tl1~~cstudies find thtlt the processing s\!ctor indusuy is 

h1ghly \.:nm:entratC'd, int•fTit:ienl* und tUll.~nnlpl!titivc in purt due to union power nnd resu·icHve 

!_.!llH·nunt~m Jicetv~inp. ilrnmpement~ 'that dru~rl't~d dev~Iopnl(~nt nf new plants. 

Ret:t'tlll)\ ~t numh{\t• of uh\N\CI'\.IHl\1! rxptcor...\e<l ~oncem ubmlt growing conccntrutiun 

.llld m.uk~t !lO\\Cl' at tlw retail k1\<!1 hn \.~Xamplt\ Zlhtt'., Grl.ff'i.thl und Muthm n tJ96) note~ 

· rn.my .,.n • .tly\h IHI\\: ht:*lit•H· that th'" \Uptmnatk~h \Vield nn umu.:ccptnhlc degr.cc uf mark~t 

rmwr m theM~ [nlt*atl wdn,trit~'-~ · CotKemratJon ~~t tlu~ fond rt~tun level ul'lo has been 

m~. re.t,mg in rc~cm yeJrl.j., Fmm I tJ~'f.,xx tu l99Z 9.1. tht' prupmtion nf ment sold thrnugh 

'urwtmJr~a"'t' m"'·rea,t·d frum ;;:v~; nf hc-<!f aml .~5fJ; nf ~h,~t .. J1 meut w :tv.:t nnd 38lk 

rt.''JWl.'tJ\·t•ly !lndu,try Ctnmnt\\ttm, lt>tJJt Tht\ great~~r cum.:(.mtrutmn in t.hr rewil S(!c;tor 

rt'fkd\ tlw ftl'n\\th of markt .. l \han.~ nf .~,;h;nn 'upC?rnlmkt•ts und tlw dt~l:n•a'il! in the IHnnhc.t· of 

'rnaller \UP(.lt'lllarket~t. 

Ltve,tn~k pri<.c~ itnd n.~t,tH prkt•' in Au\tl'aliu ft..H' 197CPJO urt• \tJ·ongly corrcfuted; 

t·wv.t:\er. renl !Jv~~toc:k pril.:e\ hit~t\c lullcn hy )U':L 209L and .5mk fot· beef~ lnmb. nnd pork 

re,pcc..tiH:'ly. v.,hile real retuH prl1,.es huve fuHen hy only tor:Jf, Wh~ nnd 20tif respectively 

1 Jndu'u y Cormni!-i~ion •. 'I99J). The: increa''~d cmnrihuthnl of the processing and ft!tnH se<:tors 

to the final prkc of meats may rt.~flcct the general declining fcrtn~ of trade foi' ugriculturaJ 

prodm:t.,. while labour, capital nnd otht'r material ~osts have either ducreus~d Jess rapidly or 

irll.:'rc•a,ed. Another contributing fu~tor may be in~~reascd murket power iu the retnU and 

proce\~ing ~ct:t:m·s. One goaJ of our mHtJy~is is to dctcrmhJe whether the divergence ln 

livestm:k and retail prices t:an be uttributed. nt feust in part. to the gl'nwth uf reutU matket 

power. 

I llGtcasing ctmcentrution hus Al:m been observed in both mc~•t·prl'lc¢sslng .uf1d rctuU 

markets in the u,s, over nwent years <Schroeter~ J 988}. Schroctet nnd Azz~rm 0 990) fotmd 



,.\ tdt~n!..'e nf markN pow~r in t.he h,·t~r nnd potk industry In the Utdtcd Stutes. with uhout one 

optimality equation". 

nemmul 

To esthnnte tbe demund tnr the three ments het•f~ lumb, nnd pm'k """"" we use the 

almost ideul denmnd system !AHJS J nmd(.'!l ({)eaton nnd Mtmllbuuet\ 1980).1 Wf.! assume 

that consumers· utility functions UI'C additively scpnruble in nH t;t<lods exc~pl me~ltS! becnuse 

Alston nnd Chulfum ( l9H7l found evidence of weak sepumbillty of mcut d<~rru:tnd from othet' 

g<,od~"t in AustrnHn. Our AIDS demuud ~ystcrn t;()ll'ilsts (lf three budget .. shure equations. where 

the budgt.~t share fur goml (is,,., ~':: PtCJ/Xw p, P.nd (/j nrc the pt•icc und quuntit>' or the ,ul good. 

' We nssume thut the purumete1·s of thiN model do not vu,t·y over thne. Chulfane and 
Alston c 198Rl find thnt. one. cunnot reject n nuH.-flypothesis of~ stubJc pr(letences for meats 
using u tH.lnpur1unetdc mod(!l of AustraUut1 meut dermmd ovet· u pedoc that coincides 
doscly with ours, 



s 
and X t\ the total expenditure em nll m~ats. The budgct .. shure equations Cl = l fbr beefi l ~ 

2 fm lamb. and i;;; 3 for por"KJ nrc 

\ 

I I I .\l = u.l + E' Y,, In 1':, + r3, ln(X IP ). 
Jl;:)l 

The L.A/ All)S model uses Ston~~·s c 1953} ge<nne.trit.: npproxilnution to thi., price ind(~X: 

tOreen and AlMon •. l91JOJ u.re 

Jn P -~ E ,\ 1 ln p1 • 

l 

ril ... (l + .......... ..,. J) • 
\
. f 

• 1 

~ 1 1 

E Y11 ~- L Yu ~ !: ~ t = 0 t 
J;:J /1-fl J='·l 

:\ 
E (i.j. . .,; L 

J if I 
Ytl = Y),· 
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Cashin t 199 I J reports test results supporting; these bypothe}ic~s for u demand .tnode'J f(H' 

Austruliun lw<!r, lumb. pN·k. und chicken. 

Optimality 

If uH th,~ firms in u matk~~~ form n curLet they equate the marginal revenue 

. 
P, + A, flit C/J)t/r• 

\tru:tly between o und 1. For ex.tanpl~\ ht u Cournot t!quUibr.ium vv'ith 11 identu:ul firms. ?~.1 ~ 

I ln. In general, tht~ opthnnHty equation fnt good i i'S 

Although A. cun be given u conjecturut variations intet'{Wetutiml, we do not do so. 

Ruther. we view it 'mly ns a memmre of the gnp between murghmJ cost nnd price. This gnp 

ih created by smne unknown g~tme. Fm' exumplt!. the gop ctlUid resuJt Jhmt u foJk .. thear<~m. 

equHibrhm1 thut Hes between the collusive und Cournot cqttUibtiu. 
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·rhi~ app.t.·om:h. :,ummarized in Hquation .lt hus been widel>t used to study u slngle 

market 'Nt: nnw generulizc this apprn~H.:h to study several mutkets ut once. For speclfici.ty. 

v.~· a,..,unw that the matginul~.:ost: for each good retlc<.:ts constont ret:urns to scnle (llld l~ litleUJ' 

~here 5,
1 

refer;<) tn tht.~ Krm1c..:.kt•r 6. ln thr t:i.lhl.! \\,·hcrt~ each finn sell"! uH t.hree goods~ us we 

a"~umc here. Hquutlon ~' gencrulite~ to 

term,, we obtain the optimaJHy equatlon we use ln estimation. 

4 ConMunt: returns to :-;c..mle Cthe. coefficient on u qu~nHty tenn in the mutginut cost 
cquuHon is zeroJ ~urmot be rejected f'or Jamb and po.r.k. There is some weuk evidence of' 
increuslng returns to scale fot beef. lncrcmdng tetw·ns~ however, ~~ lnconsbtent wHh 
cCJmpetition. so we assume. con stunt re.tutns so us w a.Uow for .a fuH nmge of possible 
market structure'>~ 



1', "[·'· + h, \'• • tl, ll' - ,A,.I I E ··.· .~'t~!~ · .. · J[" "" ~~'A, p 'l .. ·l, 
t! e 1 ;j., Yu - t s 1. 

1 
.* ~ + f~t · 

st 
Our l'itrm:tuntJ mmh:l i~ nhtuined by esUmuting th'~ (,,A/AIDS dermmd systctm. 

allow the m;,u·kct power pamnwlm·~. 41* tn vm'y U<:t'OS!i the thn~e fl1C'at~. ln the ronstraltuul 

As nnt'!d in the introduc:ticmJ nne! misht <~xp,~c:t market power to rist~ nvtH' the period 

dlw to ~hift~.; in ~ntJc(mu·utinn. Wt~ ulfow fen· the p l\\ibility thut nuu·kr.t powet· ls different in 

the •,~.~cond half of mn. period Umn in the• fir~ I. lmlf. t~·t>t t1xUtt'lpJ,~, ln the I..'OflStJ'tdmut J110dC!I\ 

W(! rewril.e the markN pov. 21+ parun1rtc~r us A. = i~~11 + A-1/Jj wher<~ /J is a time dummy thnt' 

,•quul"' zc:ro in 'f97J .. 7tJ nml one in l9.HO··HH. 

The dnta set includes 72 lJUart·c.rly ol7sf~l'vuUnns. l'J70d co l9H8:4, for retnit pr.ice 

t¢/kg) cwd the uppnrcnt ,consumption quuntit.y dntu· ckg/cnpitu) for ench o!t the thrc~ meat; 



!!I nup"i." Tlw consumer rwic<.~ index Js Ust!d tn convert nomlnnl to renl vuhms. 'l'he 

hH a dl'tailc.!cJ t\~lllunution of the ~:unMJ'UCtHin und soun.:cs of these dtHa, !-iCC Cu~llin c l9~1 ), 

The d~1ta nn n~mu und wholesult~ prices nmt tulmur ~:mas were kindly pmvidt!d by 

< idr r y < lril fith and urc · ie'lt:dhcd in <JrHTith ttl t~l. c lCJtJ 1 }. Tlw n~t.aU prices ute from 'iel~<:tcd 

outlet\ in till' Sychwy unfa. Tlw whnJt~'\altt prh:c!-1 m·~· fuun the· Ilmnebu~.;h market: in Sydney. 

Au..,trulian Mcut. und L~ivc\tm.:k Cnrpumtion. the Au"trulhm Bm·euu of Stnti"itics~ and l.he dX 

Equation~; I. 2~ und 7. The pnrk· shurr. equation wn;1 dropped to cnsur(! that the syst;cm is Jl()t 

overidentifJt.;d due to tlu~ uddiug .. up rcstrit:linrl. }.;1 cr.i ~ I, in Hquutions 2. Sturt:Jng values for 

till'~ nonlinear' lH't>ccdure were obtained hy csUrmuing tim demand system und thetl taking these 

puramcwrs us given when c~stimuting the. optJm.ulHy equutions Individunlfy, 

·-·--""'----~-
'l Appurcnt con~umptlon is thf! <Hffercm.:e between ptoduction und lhe carcass weight 

cquivuJcnt t'f net. exports flJUs the ;·eduction in the quuntity of frozen RtoCkS, 



Autm:nt'rehHiml cnn·c~tinll temts fm~ th~ slmr~ cquuticms ~tnd the optlmnlily eqt.HHions 

Wl'fl;' <.'Stitmucd using a grill SCHI'Ch. A roul'tll .. ordcr uutocnl'l'clntion ~orrectlon wus included 

Ill tlw 'ihUil' l~quntions nf tlul d~mmld s~n~tt~m. C'ushin {199 n suggests n fourth~ordcr 

l·un'l·l:Linn because nf tlw qmmcrly nnd seasnni.lltmturc uf the dntn/' Consistcn\: wHh tiJcm·y~ 

tlw autm.:orrclutinn lHtnnn\!tcrs wc.~t·c consu·uincd to lx~ <ajlntl fm· n given lag m:n1ss shure 

l·quatinns. The est.imntcd :tutm:ol't'Ciation r.:nrn:ction t~·rms on the klHin~ oqmHion~ nrc tf)p p2~ 

p \· p4) W.4.\. o.oH, O.IH. CJ.55t, where fl, is t.hc \.m\ffidt~nt on the ct-ror term lagged i 

1wriod~. l.lsing. diff<!f(';1t pri!.:e dntu. Cu,hin c 199 l) us~;.¥d u diagonal AHC4J blmcificmion ttl 

t•,tJmuh! n LA/Ail)S sys.tcm of four ment d~mimds hl Australiu nnd f'ound ,")imiJm· pm·nmetcl' 

,.tutm:orrclution terms for the uptinmlhy cqmuinns W(!f'C 0.20 few beef, 0.55 fot' lnmb, nnd 0.95 

tor pork. 

Result~ for tho model whcr(; the nHu·h:t power pnrun1eft~rs. Ap wert:: free to vary by 

meat arc repon,~d ill the Appendix ('J'able,'t A l and 1\4). The Appendix. hns n hl'ief 

explanation uf the! model sJ1Ccificntion uml reports the results of tests of the, rcstl'ictions that 

the market. powc1t terms arc equal. On rhc husl'i uf n Wuld test statistic of 0~11. we \!'UI1ttot 

rcjc~,;t the hypothesis that X1 ~ A.2 ~ A' s 'A at the n.os ccmf'idc.mcc level. Thus. been use we 

cxpt~ct remJI mnrket, power to b\! equal .ucross m~mts nnd be~uusc we <:unnot, reject: this 

hypotheshh we now impose this construhHr 

() rn~luding scpunHe seusnnuJ dummies did JHU Ruhstuntinlly uffect .the ~oefficf(,:'nts ou 
mh<u· vadublcs m· the fit nf the ~quur.to11r 
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The estimated CQefficietHs few the restdcted model are rcrMted in Tut)le L This tnodeJ 

fits the duta l\~usnnably well. Fol' cxumplt~. the- conelation coeft1ckmts between uctuul u11d 

esthtmted ll'UU'k:H shnrcs nrc 0.8 I for b~·cl\ {),72 ror lun'lbt nnd 0.79 rot pork. 

The 0\\'ll#rwic.·(.\ t'it' und expcmlitttt·c~ 'tlJ; elasticitie~ f'or each meat ure of the expected 

sign and nll ure statistically significuntly different th~m 0 ut the 51h: levd, as ;fubie 2 shows. 

The dcmund clastidty e~timutes are clo"e to those reported by CHshin ( 1991 1~ 

Our cstitn~l.tt~ or rmnket powet' in the first hnlf of the \)ample, 1~0 = 0.00007, indicates 

a virtually perfectly compNltivc market (as does the cotTcsponding Lerner lndcxesl which arc 

also virtually zero). The murkct powet· mC"asurc docs not h1creuse in the second half of the 

sample <X1 :=: 0.(.1006 with 1111 usymptotic stundard error of OJJO l ). 

Followi.ng: Griffith,. Green, und Duff l 1991 J, the wholesale price and wage costli have 

been included as the delcr·min:mth of rctuH marginal cost for euch meat. Labour costs ure 

ovc1· 5fll.k of' total retail costs. Presmmtbl)t much of luhour is involved ln sales and other 

opermions for which ull thrct~ meat~ tH'C treutcd esscnthtlly the same <Griffith~ Ore¢n, und 

Duff. 1991 ). 

As we expcctect whole"iale price makes u positive contdbuticm to wtuil marginal cost 

foi' euch mcmt:. We hypothesize th~lt the coefficient on wholesale pl'ice: should equul one; 

because the meat 4 J>I'OdU!.!tion p•·ocess' nt the retnH level is particularly simple: A pou•1d of 

meat bought is u pound of meat sold (wholesale prices ure retuiJ.welght .. equivaletHt havim~ 

been adjusted fm• bypr·oduct~. wustc, nnd shrinkuge). This hypothesis cutmot be rejected for 

beef ut the 5lA: level, but: i.s rejected fot lamb and po1·k. T'he point estimates show a negntive 

relationship between wuge costs and tetuH marginul cost for beef and lamb, but these 

coefficients nrc not statistic::•IIY signifi.cuntly different from zero. 
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We also tested whether the retuil mnrginul. cost function for each mcnt is ldenticul: u1 

:; a2 = a1• h1 = 1>2 = b~, und cl = c2 ::. "J· The Wnld test stutisti\.! is 6.88 whh r\ degrees rf 

trrcdnm. ~o we cutHlOt reject this hypothesis at: the 0.05 leveL Thus, ulthough there ure 

phy\tcal differences lwt\vecn the ~;urt·nsscs of th~ three meats, they uppanmtly are treated 

ttk•ntically and hcnct~ uffect r~~tai.l nmrgit1nl costs it1 the same wny. 

LM tests \H~re performed to identify the existence of uut.ncorrclution in cnch equation. 

Thu'i, using e1,.k to dennte tlw error tct·m lugged t. per·iods, the cquntion et = q>0 + <t> 1 ''H + $2 

<'r-~ + <!>, e1 ~\ + $4 <t1.4 wus e\timatt'd for euch shun!' equation. The cquatiO!l cstimnted fot· each 

of the optimality equations \His t~1 = ~~c 1 + <P1 e1 .. 1• ·ro tc"t the hypothesis thut tt.1 = 0, for ull 

1 in each cquatim1} the statistic Cscc Gmlf:h!y 19XX) 1' x R2 = 721?2 was computed uud 

1:nrnpurect to the. critical value ut the l t.f uml 5';{ levct ttsing ~ .. for the share equations nnd 

XT for the optimality equttlions. The l.M stuthtir.:s obtained for the beef share. larnb share~ 

hrr-' IJptimality~ lumb upttmality. and pork optimality eqmltions were 5.39, 1.15, I 0.54*1.34; 

and 6.02. 

We can use these genemt .. cquilibrium estimates to simulnte the effects of tt shock in 

one market, such us nn increase in u fuctot price. on pri~e und rnutket power in another 

market. Moreover. simulations of the effect of u shock withjn 011e rnutket on the Lerner 

Index for thut market muy be biased if one uses n single .. equntion instead of a system 

approach. Given our estimate'{ that there is virtually no market power, however, we find there 

is little loss in using single .. equ~ttiml models foi· such simulation. The teuson we observe no 

loss is thut; givert <-lOnstant retutns to scnle und cmnpetidon, the equilibrium prh:;e is 

determined by only the murginul cost i11 tha.t murket, Thus, u demand shock in one market 

has no price effects it1 thut or other· markets. 
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In the ubst"'ncc of compctitiolh the equilibrhun price is nlso determined by demund 

l onditwn\ in all mmkcts (B.tJlmtion 7 ). so .';hocks in one lllttrkct. uffc~t other mttrkcts, ~tnd 

thl' !lt'nt~rul~"-quililwhnn n~sult~ muy ditTcl' 1uhstuntinlly from the single equation OllCS, Wit.h 

,uh,tanual lmU"kl1t power i.tt each market ci~. 1 = 0.43, A.~ ~ 0.13, and A·\ t= 0.72>, n 10% 

,kmand 1\hm:k tn hc~ .. f~ rcsult~·d in n 25tl~ nv(lrc•"tinmt<' of the beef Lerner index when the 

markl't' ar~"' anuJ>n~d in i"olatinu t.:mnpart~d t:u the t'C\Ult\ nbtnincd frum the "ystetn uppronch. 

rhu,. althuu~h. due tn tht.' ~;Xi\tenc~ of l,.'tHllf't~tition. nur cmpirk~ul rc"tults d() not iltustlltte this 

point. nur 'imulation~ mak(~ H: ~;;·l~ar tlwtlat·gt.~ crrnr\ in ih~ C\lt.imatcs of the degree of~ n\urkct 

pmH·r in an itHiu~tty ~.;an n.·,ult from ipnming l~t•ncrnl t'1quilibrium effects. 

l~~ Uiscusshm 

l'"ing n new r..U'm:turul mndt.'l~ \\C ~.;·un c'ttmntc tlhU'kt~t pnwet simultaneously in scvenll 

mark~t' at. once. the mmh:l ;, uwd tn 1!'-.timaw murket power in An,tralitut retail meut 

market". 

The ~ystem upproa~.:h ha'l three h<~m~nt". f•it·M. U"i-ing a properly spcc.ificd nmlthmtrket 

model ~hould im.ten~e the .ct'fidCt1t:y of C\titnution. 

SeLond. by using a gcn~ruJ .. t .. quili.hrlum. npprmu:h! we cun simulate the effects of n 

"ihnch. in one market on other murkctf);c or more nccurmcly dctcmnh1c the effect of u shock ht 

a market on the Lerner htdcx for thnt murket. Falling tn ignore these g~me.r·nl equilibrium 

effect~ can lead to substantitd biases. 

Third. one could us'~ thi~ uppt·uach to cxnmine why tllMket poW(.!t' varies across 

tnarkct\. By e~limadng such a model wltet'e the market: powet+ pnrmnetet•s ure written us 

functions of mnrkct structure vnthtbles. w~ cntl cxnrninc how nuwket Sh'Uctnre affects 

performance. ldcnllyi one would use e:mgcrtous mu.rket: structure varlubles such us m.eusurcs 

of harriers to enu-y. Ah.crnutivcty~ otte could usc tt·uditionul sttY(.!tute.-~mnduct~perfrJI'ttHmce 
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, ,m,•hh~' \U~h us mlvei'ti~ing und cun~entmtion. meusures, w·hh.:h nre endt1gcnous. Including 

,urh 'anablt:-\ nt our model would ntlow nile to m:hicvc t.hc ends or both the· new industrial 

nr~anttalton \tl'UCfUI'\11 i\Jl[)I'Oat:h ill ('")tinmting •j power Utld the SttUCtUn!•COJl(IUCt" 

pertormant~ appma~,.;h in dctrnmning wh~} mnrk~t poWt't' vurh,"s nc.~ross indu'itr.ies. 

l nfMtunately. \H~ wt•t·t• mmhlc rn nbu,in reliable mcusm·cs of bart'iet\i to entry Ol' 

.tdH·rtP .. tng fnr nu1· daht wt. Mlll't.lO\ cr. for the\<.- pa.tth:ulur nm.rkt•tl\, \\IC urgue thnt there is 

1w ,u uttural or other re.J,tHl to ~·~lW\.'1 nmatiun m:ro"'~ rlt~n·k,•ts. Thu~. in thi\ study. we only 

e ... tmune mJrkrt pmver. !.llld dn not nttcmpt: tn mmfcl \vhy market power varies ucmss 

mdu,tne" Our \'lllim~ltC\ nf nMl'kttt pmH·r .in Am~ttali'Hl beef, hunh~ nnd pork. retail 

m"trkl•h 4lpptt!lr tn he plau,ihk. Th~,; nl~tgnilmlt~\ of the: n\\ll·prh:<! und expenditure elasticities 

111 tht' \tudy and in (\r,flln·, t JtNt 1 nwat th~mlmd hl Au.;,tralia study urc simihu~. 

Our rl•,ulh indh.\lt'r tlMt meat. rtttaHillg is ~;nmpetitive. Becm.lM!' retailing ha~ become 

mnn: Lon~.:·(•ntrut~d in Au~u·nti't o\cr tim(\ we mtght expect m~trket: tmwer to rise. Our n~~ults 

'ho\\ hn\..,.Cvt:r, that tndrket ptl\H~r ha\ nut inc.:r~a"ed. One reason may be th;n. butcher· shops 

\ttl! ~h.:t. nunt ftw d lurgt:.* proportion nf meat: ~ate\ in Au~trulia wnc;r, t .lm:lustty l'omm\Rsion, 

I lN.~ L Tlm\. the .tm.:rca\c in the differcnthd lwt\~et•n nv,•stock nnd retail prkes. seems 

unhkcJ~ tn bt'" dm.~ tu increa~ing mm·.kN puwcr at. the n:tnlllcvel. 

Our rc,etm.h hns implications fur: tlnumher of i'"iUC\ cnm:e.rning the Ausu·utinl1 meut 

market. For exumtlle, C1riffith fltJ9l> and McOmmld nnd Spindler Cl987J suggest. tfHlt price 

tevclmg is pru~U<:cd in AuMmlinn wlu1le,~nlc und retail markets. Pth:e feveUng rcfcr·s tu the 

'mouthing of' price" over· time. \O that not uH cost n1ovements nrc passed on to cust(mters, 

,\ucmpts to cxpluin sm:h behavior cc. g .• Put'ish, 1966) ure based on Hmited infbtmudott by 

~onsumcrs. whk:h creutes mut·kct power for fittt1s~ Previous unnlyses of price leveling use 

reduccd·fotm equations thut. uvoid ussumt>t.ions ubout 1he structure of the matket. Por 
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l'\t~mpl~. GnlTith n ()IJll estimates reduced-form equutions hl whh;h the retnH ptlce .. cost 

,prl·ad i' a~"it.Um~d tn dt•pcnd un the lagged spr~tldw prc~C'ni und lagged wholesule pdce, other 

H'tt!tl c.tl\t\. turJHl\('t~ und r~~t.ail prh.;l"· \:Ust sprends of substitute meuts. 

< >ur ~tt\H,:ttmd ;,maly\i~ nf the Austrulhm retnil ment rnurkct. .informs us about the 

em Hnnrnent in whkh ntl}' price level mg. m;curs. A~ we find strong cvidem;,$ thut the retail 

markt.•t lnr Ci.l\:h mc•ttt i\ t.:ntnpl..'*tltiH!t Uw quc-~tion url~.;es ns to how ~lri<.:e leveling c.~un be u 

pn,tlt-nMxinn:t:lnp \tl'ittegy for retail nnn~. ('otnpctitive firms bid pri(:c down to marginul 

~_o,t. nnplying Umt u finn that hnldr.. prtt:e iJbnve marginal ~nst (fot the purposes of pt'lce 

lr\rltng> \'-HI ~mfJe.r ,,hnt1·1'Un 1o'"'e", If pl't~.:c leveling I~ to uvoid long .. run los~cs. firms must 

he dhk to J11ilintain ~:dc'i wln~u prh:t' i\ uhnvc nmtginul ~·m~t in order to re~oup lol\scs incurred 

ml"r tlw pt•rind when pric.c ., b{lfow tnurgf.mrl co~t. u· consumet·s ure loyal to retailers. 

thou ph. it i"' diffil:ult hJ t:);phliU \\h)~ they du nut exetd"ie market. power. It set .. tns that funheJ' 

'-" ork 1.., nccdcd in order tn rc~-,.om:He our results with previou~ results indi<:~Hing that pri<:c 

h.·"ehng ts pructic~d. Hxterl\iorl of the stru~:tural model we huve used seems the most 

promi.,ing apprmu.h. a' thh wiH allow ~.Jll11u1tuneous deterrnirmtion of rrtarket su·o~ture: and 

pn·;e leveling. \O th~tt an intermtlly conststcmt view of the two issu~~ <:tnl emerge. 
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At1f)ctldix 

The rcs\lltc.; for the un<,;nnstmincd mmfel \vhcre the rmn·ket power ptu·umeters ate 

.tl hm-,•d to 'nry n<.:ro-.;~ mcuts ttn~ shown in Tublcs 1 A uud ZA. 1'nblc l A l'epott~ tht! dcrnnnd\ 

rnargtnall.:nst. tU1d ll'litrket power pammct<•r estimates~ nnd Tubfe 2A t<!pons the own .. ptice and 

r\pt>mhtun: <.~la~til:it.ie..,. 'The e!'ttimated eJnlith:itil*s an! ull of the expc(..'tcd signs and of 

plau,Jhlt· magnitude. AH me .:;ignifh.:antly different from ze.m (~XCC()t the pork expenditure 

t'ld"'tidty. 

We t.:nnnot WJC~;,:I. thr,;' null ,hypotJws1' nlt~rn ~:ouiTicicntli for uny of the variables in 

the optimality cqmniun~. On the hu'*i.., .uf 41\yl.ntHntk· t .. teslst perlc<:t. cm11pctition cunnot be 

rrJCL't<:d for nny meat at thr fi.Cl5 {(!vel. FurthtH·, \'-'C t:'Ummt n~JC(.:l. t.hc hypothc,is thnt ni+lfket 

power has remaillt'~'d \,:tlll"tant ov,~r Hill\~. 

The Wald. hyrmthC'ii" tt~"'t "itnti"'tlc tm the rc,trictinn that the market pnwcr tmrmneters 

ilrc- l·qual, 1 .. 
1 

t,;;; !~.-:, \7,; i~<\• i.,. n. ll. Thu,. the rc~tl'it:tion \,:~m he f(•Jc:cted at the 5C:k significance 

lt'vcl if the te-..t ~o,Hlfhtlc i~ dhtt'lhutcd chi·,~JtMrrd . 

.•. 
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'fnbiQ l; Consu•uincd Modcll•:sthnoJ~H of' Rlnsticit.if.!s 
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