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ABSTRACT: Promises by retailers to match the prices of their competitors give
‘an impression of fierce price competition. On the other hand, these policies
- may deter rivals from cutting prices because the threat of price-matching makes
it more likely that market share will not be gained. This paper empirically '
tests these two conflicting theories using data collected from grocery stores
in a market where several stores had announced that they would match the prices:
of the low-price supermarket. The evidence supports the theory that price-
‘matching policies help supermarkets avoid prlce competition and therefore lead
to generally hlgher prlces
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Retailers commonly promise to match or beat the prices of their
competitors as the following advertisement from The Ng and ngg:xg; (Raleigh

. North Carolina), March 24, 1986, demonstrates.

‘Matches Discount Supermarket’s

Everyday
low shelf prices

: FOREVER : o '
If the low price supermarket lowers its regular prices,
Challenger Supermarket will respond by matching them.  If
the other supermarket lowers prices again, so will -
Challenger. Amd(harhzgervdllknepits;mium low.

‘Appliance stores, hardware stores and supermarkets advertise such‘price-,
matching policies heavily and sometimes even offer to refund_doublegor triple -
‘the price difference to convince customers that they do so.

What is the pnrpose of a price-matching gdarantee? how credible is this
{ priceQmatching polic?? Does it help-increase price uniformity among theih
» supermarhets, and what is the effect of greater price coordination on_market
j_price levels? 'Does it enconrage or disconrage price competition? This study
of.price-matching.marketing Caﬁpaigns by leading North Carolina supermarket
chainsiwas‘designed to provide an5wers'to these qnestions{ Studying the price
patterns,of the supermarkets'in'response.to.a'price-matching policy_will |
'improve our understanding_of suchimarketing strategies and theirveffects on
narket prices} |

We will first outline the alternative theories of price-natching behavior
and then.descrihe‘the data set we have collected to test these theories ‘Qurv
‘data prov1de evidence that the announced pr1ce matching policy is consistent
'with a higher degree of price coordlnatlon among the supermarkets Finally, we .
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| 'investigate Whether the - increased price COOrdination resulted in lowervprices'

both for the market as a whole and for the specific store that was the target :f

: ;,i Of the price matchinB P°11°y

1. Theoretical Considerations

The simplest explanation of a price matching policy is that the store
really is initiating cut- throat competition, perhaps because it thinks it has: a»l
;cost advantage or because it wants to build market share at the expense. of |
'fcurrent profit margins The retailer may use this marketing policy ‘to convince 'l

>customers that they will find low prices if they visit the store. _Therefore,

”“p\the_price-matching.policy leads to price reductions. Furthermore,'price-

matchingrpolicies might encourage,consumers to intensify search'for bargains‘
E which can help lower prices for the entire market (Golding and Slutsky 1986)
| Price matching behaVior recently has attracted the interest of theorists
‘vwho have focused mainly on two alternative explanations oligopoly coordination”vb
‘and price discrimination ‘
» Price matching policies can help retailers avoid a prisoner s dilemma P
K_a(see (Luce and Raiffa 1957) "and (Rapoport and Chammah 1965)) " When all other.
"retailers maintain high prices, an indiv1dua1 retailer is tempted to reduce:?’f
:hprice to. gain significant market share. The consequence of all’retailers
:simultaneously following this reasoning is that market shares remain constant
b and profits of a11 sellers decrease l Price matching policies deter rivals
hi'from cutting prices because they increase the probability that competitors _l"
_ Will follow suit Grocery stores in particular are likely to face a

’ prisoner s dilemma because total demand for food seems to be price inelastic



'l((Blanciforti and Green 1983), (Wohlgenant 1984)) - That . is, price reductions

by one supermarket may attract customers away from other stores, but they do

*.'not substantlally increase the amount of food purchased by households

Macgregor (1983), Anderson (1985), Belton (1986) Kalai and Satterthwaite

:(1986) and Salop (1986) go a step further They argue that sellers view these

|
profits. That is, a price-matchlngjguarantee”ls thought_to be a collu31ve

poli01es as 31gnals to raise prices to a 1eve1 that would maximize j01nt

practice that helps oligopolists'maintain monopoly prices‘

Png and Hirshleifer (1987) and Doyle (1987) offered yet another
'motivation for’price-matching policles, They modelled stores that promise to -
.refundiprice differences toecustomers who bring proof that_a competitdr;has a?“”

.vlower price,iand'they»showed~that this strategy is profitablebbecauSe:the"
‘jstores price discriminate between well informed and ill informed consumers
»Since refunds are made to customers only when they ‘can show that lower pricesw
- are available at;other.stores, 1ll-informed customers»actually are charged4high"
_ prices, contrary‘to‘advertised‘cfaims. Conversely,‘well-informed‘custOmersiwho
: might otherwise-shop‘elsewhere anevgiven special discounts thrOugh;refunds‘of.f
:hyprice\differences to attract them ‘away from the competition This-price'vh
’discrimination theory, however ‘is not particularly relevant to the case
«fdescrlbed in this paper, since the supermarkets did not offer refunds on o
rprevious sales ' They only "promised" to match prices of the lowest priced
supermarket

Empirical research aimed at testlng these theories is scarce, and yet
testlng is 1mportant to‘the government policy-maker‘and the retailer»alike;dilf7:
k‘vprice matching policies have the effect predicted by the impliclt prlce

‘3t,c011usion theory, then 1mp1ementing a price matching strategy may have the -



surprising'implication of raising price levels. - This paper is based on a ;3

‘ unique data set that is used to test the conflicting theories.
2. The Data

We chose’tolstudy‘an actual price-matchingbmarketing campaign initiated‘

; by avNorth Carolina»supermarketdchainﬂ(referred to in this_paper by the
fictitious'name»"Challenger Supermarket").b Thisvcase is of special'intereSt

= becauseba PricehList of over QOOObitemsjwas published weekly»that specified the
' Challengerfs pricesithat'were to match those of its low price‘riVal; calledb
here the'"DiscountdSupermarket.">‘The P;ice.List was available for all
.customers at‘all of Challenger'’s locations and was heavily advertised inlb'
‘newspapers and television Such a pricedlist could lead'to lower prices
because customers are better able to compare prlces but on the other ‘hand,

1_m1ght;fac111tate‘pr1ce coordlnation among competltors thereby leading ‘to

o higher prlces

Data collection began aﬁtgr the Challenger Supermarket initiated its
price-matching program, so detalled price data.were not available for the
= period precedlng the prlce matching period. However, in‘January 19S5 a"third
ugrocery store cha1n called here "Dixie Supermarket " began advert1s1ng that it
: too»would match the pricesuof the Discount Supermarket, and for-feW'weeks it
vlalso proﬁided a price listw For purposes of comparison, data’from,three3other
stores besides Ghallenger and DiscOunt Supermarkets héd also been collébted,,

and-fortunately; one of those other'stores was Dixie Supermarket. As afresult

. our data set does' contain "before" and "after" data for Dixie Supermarket The

"pmarket shares as of November 1983 for these stores were Challenger -- 34, 1



"percent Discount -- 26 3 percent Dixie .- 25 2 percent Store 4 - 5 8
"percent and Store 5 -- 0. 6 percent |

| Two groups of products ‘were selected ;The first group consisted of{79ﬁ£h‘
:frequently purchased products (Progressive Grocer 1980) that were included’inbr
the rice L1s§ of the Challenger -The‘second consisted of 35 productsrekcluded‘
fron the Price List (perhaps because of wholesale price fluctuations or legalv
issues); : Products not included by the Challenger in the Price List were not

‘ zguaranteed to match those in»the»Discount Supermarket The purpose of -
vcollecting the two samples ‘was to learn whether price coordination is enhanced
for products spec1fica11y included in the Price List vis-a-vis. those products
excludedg'“ A list of products in both groups is given in the Appendix
-Thrcughcut’this~paper those'79'products subject to the price~matching-policy
willibe“referred'to-as‘"includedf products since theydwereﬁincluded1infthe ‘
 Price List. The other 35 products will be called excluded products. =

| r'l!'efc’ause»":of limited‘resources;Bdatavwerefobtained only in;selecteduweeks*

_then research ass1stance ‘was available All stores were'visited*within.afw;*(

"E period of 24 hours in each week sampled Thlrty three visits to. five: stores

| (twelve weeks ‘were sampled in’ 1984 twelve in 1985 and- nine in 1986) have
produced data ‘that prov1de useful information about pr1ce matching pollcies as .

‘shown below.



;3;@rf1ce:ngtéh1ﬁg Policy‘and Price Coordination

" D1d the price matching policies of the Challenger and Dixie stores i
:actually lead to a higher degree of price coordination between these
. ;supermarkets and their major rival Discount Supermarket? How did they
influence stores not involved in the price matching contest?
- Tables l and 2 were constructed to dramatically demonstrate the high level

lof price coordination reached for products included in the Price List Price

comparisons are made for the first and last week in which data were obtained onuiﬂ

“ten products selected randomly from the two product groups

| ‘The price disper31on apparent in the first week significantly,diminished3‘
.by the: last week for products subject to. price matching policy. In the first ;::

k'week only 13 of 40 possible price matches occurred, while in the final week 28

grof 40 poss1ble prices matched ;By the last week 40 percent of the 1ncluded.4

'-.iproducts were priced identically to within a penny in all five supermarkets,_up'n'

;‘from 0 percent in week one Only 10 percent of the products excluded from the:fiﬁ;,.x,.-

'i?Prlce List had identical prices in all stores by the last week.
Table 3 glves the percentage of products in each store that had prices

exactly_identical‘to those_in the Discount Supermarket. These percentages were

s uCalculated separately for‘each‘prOduct group; products included in the's

J ‘jChallenger S'ingg_ngt are given in Part A and products excluded (and :

"7therefore not covered by the price matching guarantee) are given in Part B.

| : The first column of data gives price matches between the Challenger and
_aDiscount’store The percentage of identical prices in these two stores is veryv‘
"hlgh for "1ncluded" roducts (Part A). Because data gathering began after the N

‘:;institution of Challenger s price matching policy, it is hard to say how much



v‘this extraordinary matchlng is due specifically to- the price matching policy

o .However; these Challenger Discount price matches are consistently and

'.”significantly higher than those between of other stores throughout a11 of 1984‘

Furthermore 1comparison with excluded products (Part B) shows that price L

1ﬂ3ymatches are con81stent1y higher for products covered by the. price matching ylj

‘ policy than for those excluded Table 3 Part B also shows that for products -
vlv‘excluded from the Challenger s rice Lis price match percentagespbetweengthe
'":Challenger and,Discount,store were initiallyvhigh‘relativgutbathdsé'6f”6the?i:“‘l“
»ipsgb?esgﬁgtv , . R , .

While~beforesafter price comparisons were notvpossiblevforvtheMChallengert,»x
Supermarket it was poss1b1e for Dix1e Supermarket s price matching pollcy thatblv

"began in January 1985 As‘canvbe'clearly seen in,Table 3 therenwasaa dramatic_"
. 1ngreaserin the»percent,of products in the Price List,with,identicalbprices'in o
- Dixie and Disc‘ount Supermarkets | 'fromfroughly ‘4.pe‘rcejnt.. in 1984 to 70 pefaﬁt
' 'in:1985= This is statistically significant at. the 1 percent 1eve1 The .u;.';;“

'ecorresponding change for products not covered by the price matchlng pollcy was )

:not nearly as 1arge and is not significant at the 5% level |

I 2

.Th¥§_eYLQence leadshtogthevfollowing_conclus1on:g»vu’

(A) The price- matchlng policies are credible That is, they result
in a high degree of price coordination between the announcing
supermarkets and their targeted rival :

fa Did the price matching policy eventually result in a higher degree of
price coordination among gll stores in the market? Significant increases over‘v
time in price matches would indlcate higher price coordination for both productv
groups More frequent matches for products subJect to price matching policies

, 7”



v‘?would indicate that the 2;19__145; of the Challenger helps all supermarkets

pbetter coordinate there prices | |
i Table 3 shows clearly that the percentage of products with identical -

‘aprices in the Discount Supermarket and the other stores (numbered 4 and 5)

_,increased from roughly 18 percent to over 40 percent for the ent1re samp1e~

G periddi Furthermore, the increases for products included in the policy are in N

’ general more 51gnif1cant than for those excluded

'.'The evidence.Just‘presented leads tovthe following'concluSion} i

(B) The price-matching policy resulted in greater price coordination |
- among all supermarkets . .

o 4.}Price-Matching'Policy and Price Level
How did,the:pricefmatching policy affect market price leveI?}"Didﬁthe 5

.*ﬁincreased price coordination 1ead to cut-throat priCelreductions'asi

Jconventional Wisdom predicts7 D1d it help the supermarkets avoid the price LR

cutting spiral typ1ca1 for prisoner s dilemma situations or even increase thef .

vmarket price level as the imp11c1t collusion theory predicts? How did the |
: store‘targeted by the.prlce-matching policy respond?‘, In thls section the: o
. impactvoflthe pricejmatching policy on oyerall-market pricesvisvstudied, In
l,rthednextvSection*we will look in more_detailiat'the behavior of thel Discount
'*,lsupermarket to understand_bettervthe,overallvmarket-reSponse;i‘ |
f'Tovansweruthe ahove‘questionsvvone WOuld like to have data on'§£i¢é§?'
before and after.implementatlon of the price matching policy Althoughlwe do“

*have pr1ce data prior to Dlxie s policy (the data for 1984), data prior to the



‘VChallenger's price-matching guarantee are not’available. As a result;'thev
effect of DiXie's policy.on market outcomes is morebeasily‘determined{'

To analyze the.effect of the pricefuatching guarantee‘on'the overalll
~narket price,iit isinecessary iirst to construct'a price index-foratheimanvv
,vproducts includediin our sample;' Consider first Figure 1‘where thevdollar.”'
:egﬁéﬁditure needed'to ﬁurchase a typical basket of goodsifrom thev"includedif
product'group is displayed for the observation period“ The typical basket of

goods was. established by us1ng the weights for equivalent products from the
Consumer Price Index (see Appendix for details) In F1gure 1 this price index r_
is g1ven fOr the weighted average of the five stores using their market shares»
' given»above Figure 2 gives equivalent information for products excluded. from
‘the Price List.

= Ifrthe‘pricefmatChing guarantee policyusignals cut-throat price’

COmpetition one'wouldfexpect-more significant price reductions 'or more - 3
‘moderate ‘price increases for products under price guarantees than for products

not under guarantee That is, the follow1ng ratio will fall:

e - Average Price (Included) .
~Relative Price |- - i : o ()
- - Average Price (Excluded)

Comparing Figures 1 and 2, one can see clear tendency'for the3average
market prices to increase during the observation period for products covered by
the price matching policy This is not the case, however for products not
' included in the guarantee Flgure 3 shows that the relative price in (1) has‘

1ndeed 1ncreased dur1ng the observatlon period



To explain variation in_the five store average price level, we will use

Aj_iregreseioh analysis; Our first model uses a dummy ekplanétbry vafieblei
':‘PbﬁICY:Variéble = 0 in Dixie’'s "before-policy" period, 1984, and POLiCY".
C'L§gfieﬁle =1 in its‘"after-policy" period, 1985-86. The results'areﬂgiveﬁ'in' s

vv’v iable‘4. The coefficient of the POLICY variable is positive and signiﬁicéﬁt‘af

V'the'l%.level, indicating that introduction of a grice;métching policx;ing¥easesr

‘ the market's average price.

- In itself, however, the announcement of the policy may not be taken

. seriously by rivals.. To convince competitors that the policy is credible,'the~

- retailer must actually match or even beat prices. Table 3 shows that the -

Challenger and Dixie matched most prices. Therefore, to capture degree of

'-commitment price match percentages are used as explanatory variables (the
" resu1ts below are not chaﬁged if.the explanatory variables reflect equal g; o
1eWer‘prices). \Ihis is accomplished by eomparing the price-matching for -~

‘-pFOdQQtS included in the Price List with what it would otherwise be for
jexelueed prqducts; The ratio of_Percentage of identical prices of included
.preduete (the.weekly equivalent of Table 3, Part A) to that of excluded

n products (the weekly’equivaleht of Table 3, Part B) is calculated for each

week:

B Matching Percent (Included) .
Relative Match = . — . ' (2)
.. Matching Percent (Excluded)

The larger this ratio, the more coordinated are the two stores’ prices over

thoseeproducts identified by the price-matching policy. These ratio variables.

,kwefe'célculated for Challenger Supermarket and for Dixie Supermarket (both

matched with Discount Supermarket). An increased magnitude of price-matching

10



'ought:to reduce the price level if'the'priceQmatching policy triggers cut-
S throat price competition.
B To statistically test the cut throat competltlon theory against ‘the -

ﬁ*iﬁplicit collusion theory, the followingfempirical model was spec1fred:
‘Relative Price = a + b Relative Matchchallenger + ¢ Relative Matchpiyie. (3)

Hf The-Variahles‘are always ratios of‘Products'included'inhthe PricekLigt‘to
ithosegof products)exclnded-from;the Price List and=the'dependentﬁvariab1e‘isv'
»the overall market-price.of«thedfive stores. Results of the ordinary leasth»
squareS‘regression;are-presented;invTab1e~5u |
*‘fconsider‘first the estimated coefficient for the relative match‘of Dixie.
With‘the biscount'Supermarketw‘ The Dixie Supermarket ‘had high prlces in1t1a11y.
'and reduced them to match prices with the low price Discount Supermarket during.
theipepiod-that data,were,gathered.(seevTablef3)+< There is a natural»tendencyﬁd‘
for theinarket'price to‘fall-because Dixie has over 25'percent of the'marhet‘
saies and'has-reduced its prices~' Despite this »the‘estimated coefficient‘
»significantly shows that with more commitment to price matching, the products ;
,vtargeted by the p011cy are made relatlvely more expensive compared to excluded o
fd'goods. | |
The coeffic1ent of the Cha11enger Store is negative and marginally
.significant This. prov1des some evidence supportlng the cut-throat competitlon.
“theory. However as we will see in the next section when the Challenger (the
oldest rival in the prlce-matching-competition)’reduces prices to match:thoSeeb

v"of»the Discount Supermarket, there is little response by Discount.  So.the.

11



'naverage price of the five'store‘retail’marketkfalls because Challenger}alone -
"has reduced its prices. - | l
This statistical analysis of the data 1eads‘to the rollowing:conclusion:t
{(C) A credible price- matching policy limits price competition and
' the overall market price level rises relative to products not covered

by the policy. ' : ‘ :

One might infer;that the target-of the price-matching policy, Discount
éupermarket,,must hawe raised its.prices and'by such a 1arge amount that‘thef\'
_»average price in the marketplace-rises. This is exactly what the oligopoly
h.collusion theory would predict, but is it an empirically valid inferénce? - ‘We.

.investigate this question in the following ‘section.

5.pPrice-Matching Policy and Targeted Store's Response

h The evidence‘from overall narket price response given above suggests*that
the‘low prlce store targeted by the price- matching guarantees may have -
1ncreased its prices “As shown in Table 6 the nominal prices of the Discount
Supermarket rose in 1985 over those of 1984 in both the 1nc1uded and” excluded
categories but subsequently dropped.slightly in 1986. However the crucial
ratio of includedvto excluded,prices rose each‘year, indicating'that the-
_DiscountuSupermarket'allowed the included products’ prices‘to drift higher
relative to those excluded from the policy.

‘To test this we first regressedithe relative price of the Discount
. Supermarket on the POLICY variable associated with the introduction of Dixie

gSupermarket s price matching policy “In Table 7 one can clearly seepthat the

12



introduction of a price-matching policy leads to 31gn1ficant 1ncreases in‘thel
relative price of included products at Discount | o

As before,.to incorporate credibility'in the test;:the modellof'equation}
(3} vas—estimated with Discount Supermarket's relative price aS'the,dependent'
variable. The results are found'in Table.8 - The coeffic1ent of the price
match ratio for Dixie is positive and statlstically s1gnif1cant ‘at the 1
percent level. This indicates that the more committed to price matching is
‘ bixie the higher is- Discount Supermarket s prices for products 1nc1uded as
'compared to products excluded..- This is contrary;tOfconventlonal w1sdom»'

It is not. surprlsing to see that ‘the coefficient for: Challenger is
negative but statistically:1ns1gnificant, since the datavset does‘not have‘
‘"pre"-pricefmatching.samples:for~the Challenger. The percent matches Werenﬁﬂ
high in the first week_of observation and stayed uniformly high through out the
sample.guPossible:collinearity,with‘the<intercept,term makes itghard—to'measure
this coefficient accurately.

| ‘We conclude;that ,
(D) . A credible: pr1ce -matching policy induces “the . ‘targeted - store ‘to ul

' raise its prices for products included re1at1ve to products excluded
: :from the policy : wkd et , , . e

6. Conclusions

In this paper we empirically tested the impact of price matching policies'
by supermarkets Price data collected from grocery stores supports the theory
that a credible price matchlng policy helps competltors relieve the downward
price pressure typlcal of oligopolies. We find no evidence of‘cut_throat
: competition. . | _—

13



As a time series quasi design, our study is subject to sources of bnases e

M:z';jrelated to the specific history _For example the North Carolina market for

;rocery products could have been subjected to demand or cost shocks that :“f
;generated the observed price 1ncreases ; An ideal experiment would hold such
forces constant or. include them in a multivariate model of prices

There are other ways to correct the price variable for confounding demand szf\

3a weekly basis, one could correct the prices in Figure 1 for 1nf1ation by

,iftaking the stores pr1ces relative to this deflator We have chosen to use a
:fadlfferent price deflator the price level of goods that were not’ part of thei;f’w”'*
aiprice matching strategy We have computed the ratio of the price level of
fjiincluded products relative to the price level of excluded products, and such a li*
s} ratio will wash out any inflationary bias | ‘ i

}

ngher grocery prices might be driven by higher costs The simplest way ;

'rito account for cost 1ncreases as a source of retail price increases is to

Léources of variation 1f a price deflator for North Carolina was available on e

"’ficorrect for variation in wholesale prices Unfortunately, we: do not have a. Ve

:fl&dcomparable time series of wholesale prices for included and excluded products Nl

Vﬁ,fHowever we are explalning relative prices at the retail level, so this is only153'5'
:”vaa problem when wholesale prlces of included products change relative to
. m?fexcluded products A pure inflation in wholesale prices will not bias ‘our j””’h

.vflresults We considered using the 1owest retail price in the market as a proxy ‘

: *?'for wholesale price but retail prices are not always constant markups of

ﬁ»ff-wholesale prices (featured brands may in fact be sold at a 1oss ((Kemp 1955),,:',a:'

\

| (Hess and Gerstner 1987))

Price matching policies are common. in other markets such as appliance and d*~ o

?;tfhardware stores, and future research should focus on the impact of these

1



policies in these markets. Other scholérs may already have collected féievant
‘.data that can be used to study issues ﬁot addre#sed here. For ekample;.we'
cOuld:not model the dynamics relafed to the week-by-week responses of-the  o
competitors because our data was not gathered continuously. Therefore;_it'waé
hard to determine the process By which price coordination was achieved; bDid ‘
the stores follow a "tit for tat" strategy (Axelrod 1982) or did they use a
more complicated strategy? In addition, we also did not study ﬁther forms ofh
nén-price responses, such advertising and sales promotion.

How didvthe'stores get. the information to match unpublished prices ofvthe‘
low price supermarket? In a classroom presentation, a manager of one of:fhe
five supermarkgts said that they:used employees disguised as customers with
tape recorders in their pockets go obfain data from the'Discount.Supermérkef.
Supermarkets might also use publications like the Price List to coordinate
prices. |

,Finally,kthere.are other strategies of interest that can hélp retailers
.iimit competition. ‘A grocéry éhain recently annouhced that it would honor all
-sfore coupons issued by otherbsup;rmarketé in the area,-thereby-effectively
matchiﬁg “céupon pfiée#" with iﬁsirivgls. If ogher stores follow thisx“
strategy of coupon honoring, then‘no store would find it advaﬁtageods to

compete using store coupons.

15



APPENDIX
As mentioned in the text, the typical basket of goods was constructed by  :

'*obtaining weights for equivalent producﬁs from the 1977 Consumer Pricéyindéx

© " table of "Relative Importance of Components." We corrected these‘weightsfto o

reflect size units in our samples. For example, since the CPI measures ham
‘prices by the pound whereas our product price is for a four-pound Ham,bwé_use
- our product price and one-fourth of the CPI weight. The weights are adjusted"
‘here to sum to onme, so,priée indices are weighted averages of the produgts?
B pricés. _ : _
L PRODUCTS AND MARKET BASKET WEIGHTS
BASED ON CONSUMER PRICE INDEX

79 Items Included in the Price List

Brand Name and Product - Weight x 100
Campbell Chicken Noodle Soup 1.14
Campbell Vegetable Beef Soup ‘ S l.14
Peter Pan Peanut Butter - .930
Mt. Olive. Kosher Dill Pickles == .261
Wishbone Italian Dressing : 5.26

' Duke’s Mayonnaise. - : .305
Hellman’s Mayonnaise ' , .159
Whitehouse Vinegar ' .392
Heinz Ketchup ' : .159
A-1 Steak Sauce : ' 494
Heinz 57 Sauce , .494

"Morton lodized Salt , , .189
Adolph’s Meat Tenderizer 1.39
Ragu Spaghetti Sauce .581
Chef Boyardee Cheese Pizza 1.20
Del Monte Whole Kernel Corn 494
Del Monte Cut Green Beans I 494
Campbell Pork & Beans - .523
Hunt's Tomato Sauce 2.12
Hunt’s Whole Tomatoes : 1.17
V8- Cocktail Juice .785
Hawaiian Punch Red Fruit Juice T .654
Kool Aid Grape Drink Mix S 479
Gerber Applesauce. : 2.09
Gerber Oatmeal Cereal _ 4 .596
Gerber Strained Carrots 1.06
Spam Luncheonmeat = . 3.48

. Armour Vienna Sausages ' 6.09
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Starkist. Tuna:

Jiffy Corn Muffin Mix
Duncan Hines Devil's Food Cake Mix»
Jello Orange Gelatin
Nestle Semi-Sweet Morsels.
.Baker Unsweetened Chocolate
.. ~Hershey Chocolate Syrup

-~ Hershey Cocoa

'Pillsbury All-Purpose Flour
Red Band Self- -Rising Flour
 Betty Crocker Bisquick

~ Crisco 0il

Mazola 0il :

Crisco Shortening

. Log Cabin Syrup

Kelloggs Corn Flakes

‘Kelloggs Rice Krispies. -
General Mills Total Cereal‘
Brim Electric. Perk.

Maxwell House Reg Ground Perk

. Lipton Tea Bags. .

‘Carnation Coffeemate

Equal Sugar. Substitute

Clorox Liquid Bleach

Ajax. Cleanser

Comet Cleanser

Bold 3 Detergent

Cheer Detergent

Cascade Dishwasher Detergent.

~ Lysol Disinfectant Spray
:Reynold’s Aluminum Foil .

Cutrite Wax Paper : '

White: Cloud Bathroom Tissue = -

Bounty Jumbo Paper Towels

Keebler Fudge Stripe Cookies:

Nabisco Oreo Cookies

Nabisco Ritz Crackers .

- Kraft American Cheese Slices
 Mrs. Filbert's Margarine
 Fleischman's Margarine

Kraft Parmesian Cheese

Breyer’'s Ice Cream

- .Sealtest Ice Cream

Minute Maid Orange Juice Concentrate

Oreida French Fries

Stouffer’s Lean Cuisine/Chicken

Mrs. Smith’s Apple Pie :

Sara Lee Streusel ’

Bufferin Aspirin:

' Ban Roll-On Deodorant

3Colgate Winterfresh Gel Teothpaste

17

2.96
712

1.70

2.74
814
.610

) .305 .
.610

7.27
.596
145
.872

436

.290
.203

799
727

.523

. 2,10,

2.10

.1.87

1.87

1.68
.189
. .843.
567
770
770 .
S VL R
- 1.16
+..988.
1.20 o
1.20:. ﬁ:;;,“

1.20

1.49

.857.
1.57
3.32

.785 -

1.23
5.00
1.20
1.90

5.96
~.828

2.54
.319
1.03
1.89

-.988

.988



35 Items Excluded from the Price L1st .

Brggd Name and Prgdg "jx'“'  Weight x 100

Store American Cheese Slices - . 11.4
Store Cut Green Beams = .~~~ - 1,34
- Store: Hot Dog Buns S L - 1.37
. Store Sugar R TR ¥ i
. Store Thin Sliced Bread 1'_. B ..623
- ' Store Whole Kernel Corn ' ' 270
. Store Whole Milk 41
~ Store Bananas .24
. Store Cucumbers .09
 Store Head Lettuce’ .29
- -Oscar Meyer Bologna .19
- Store USDA Full Chuck .19
‘Store USDA Cube Steak -~ -~ - .37
~ . Store USDA Choice Sirloin .52
- - Store Market Ground Beef - .28
. Store Pork Loin Chops o .57
Jesse Jones Country Sausage' ' .87
Jesse Jones Franks = o .82
 Swift Hostess Ham - .12
' 'Ball Park Franks ' .37
. Bass Farm Sausage . .64 . -
.. Oscar Meyer Sliced Bacon 19
: -Coke o L . o . '821,1' o
:fMellow Yellow S - . .898
. Mountain Dew - o o .898
 Pepsi 'd”: T '71f82'5.A
- Natural nght Beer¥ L 573
" Miller Beer - . . . .r oo e
,.,:WOnder Bread ~ - .. ... 539 .
. Regular Cigarettes BT R W U S
100 Cigarettes - - . 1.34
- Store Large Grade A Eggs = -~ = - 4.3&
. Store Medium Grade A Eggs -~ = . -2.79
- Thomas- Engllsh Muffins . Lo 948
fP1ne State Whole M11k . 8.80

Fac4E+h+h*h4rJroioiviv:b-ujnruyh¥E<b*
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TABLE 1

Prices of Selected Items at Five Supermarkets

_A;”fot‘Ptodoctslincluded“in_the R;igg_Lig;w'

~;He11man s Mayonnaise

e'fuChef Boyardee Pizza.:
~. - Hunt’s Whole Tomatoes
-~ Jiffy Corn Muffin Mix:.

- Mazola 0Oil
j'Pillsbury Flour :

" Maxwell House Coffee
Comet Cleanser
;Nabisco Oreo. Cookies '

 Mrs. Smith's Apple??iel'b

- Last Week

. Hellman's Mayonnaise E
 Chef Boyardee Pizza

v  Hunt s Whole Tomatoes

‘Jiffy Corn Muffin Mix
' Mazola 0il
Pillsbury Flour

~ Maxwell House Coffee>vy
- . Comet Cleanser o
o Nablsco Oreo Cookies .
 Mrs. Smlth's Apple Pie;;

S

,Digcocﬁg

1.49
1.39
.60
22
1.99
.79

2.19

.89
94

.69
b
.50
.22

==

S 1.73

79
2.89

46
.35

‘ hgllenger

1.49
- 1.39
.60

1.99
.79

2.33

.69
1.85
2.94

-1.69
1.44
.50

.22

1.73

‘,},79;;
. 2.89
. 2.46
13.35

.74

*

*
26
%

*

R CHE R R A

W

-

t * denotes price match w1th Discount Store to w1thin

.59
69
.25
A5
.99
.29
.85
99

bs
.45
.50
.22
.80
.79
2.
.74
2.

3.18

89

35

1¢.

Dixie

D% % %

* % Ok %

."§tore 4
: .89
.39 % ,
.60 %
.24 R
.89
.99

.67
.99
.49

63
45 %
.50 %
.22
.67
.79
29
N A
39

.39

*

%

.69
.49
.50
.22
}70;
79
.89
73
.46

Store 5
' .65
.49
250 =
25
19
.79
.19
75
.89
.89

ok Koo
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Prices of Selected Items at Five Supermarkets_

for Products Excluded from the Price List

TABLE 2

First Week
Cut Green Beans -

" Thin Sliced Bread

. . Head Lettuce
“Pork Loin Chops

Ground Beef

Swift Hostess Ham

.Coke

.. Pepsi

- Large Grade A Eggs'

’Miller Beer

Last Week

Cut Green Beans

‘Thin Sliced Bread
‘Head Lettuce

. Pork Loin Chops

- Ground Beef

Sw1ft Hostess Ham
Coke:: :
;Pep31
~Large Grade A Eggs
Miller Beer

Discougt
.35
.59
.89
.69
.69
.99
.99

A7
.33 .

$

o W

(SR

H WO W

71

.33
.55
.89 .
49
49
.99 -
.09
.29
.78
.84 .

Challenger .
.35

.55
.69
.49
.69
.99
.29
.19
.37
.71

OHN'

2

N o RN

.33
.69
.99
.99
.69
.99
.89
.39
.49
.84

*

*

N O

.33
.50
.99
.99
.49
.99
.39
.99
.68
2.

RN RN

"% denotes price match with Discount Store to within

Dixie
.33
.48
.69
.79
.99
.98
49
.29 -

.37
.71

84

1¢.

: Store 4

.49
.33
.99 .79
2.79 2
1.79 1.55
9.99 9
.89 1
1.69 .99
1.29 1.47
2.63 2
.40 .33
.50 .55
99 .49
3.29 3,
1.49 % 1
10.99 © 10.
.99 1.49
1.39 1.09
79 %
2

.85 % 2

Storef';,”igf;
;50 e

79
99
39

.65 .

39
49 %
59 .

89
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- TABLE- 3

_ Percentage»of Produéts,ﬁith Price Identical to Discount Supermarketfsf

Part A: Products Included in the Price List

Year E Challenger | Dixie Store 4 ,  Store 5

1984 87.8 3.5 19.1 13.0

1985 v . 85.6 69.5 24,1 29.5
71.5 57.9 - 40.1

1986 ~ 80.1

Part B: Products Excluded From the Price List

. Year - Challenger - Dixie  Store &4 v - Store 5
1984 526 248 23.3 18l
1985 . ~51.9 _ 41.0 ‘ 36.9 ’ 33,6

1986 . 47.3 | 34.3 35.6 - 26.7

" These are the average weékly.percentage matches. Twelve»weeks_wéfeﬁsampled in
1984, twelve in 1985 and nine in 1986. DR
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) TABLE 4

;vaegression Equation for Relative Price of Included Products tox

Excluded Products for the Five Store Average :

 Independent Varisble  Coefficient ~  (t-ratio)
 POLICY Variable =~ 0.0163& = (+3.335)**

. Intercept . 0.7130 (182.7)**

'*t}Ni= 33, R2 = 0.2640

denotes significance at 1% .i'

.*fPOLICY variable equals 0 before Dixie introduces 1ts pr1ce matching policy and
:fl afterwards ‘ : P Ll : B




TABLE 5
RegresSion'Equation’for'Relative~Pri¢e'of Included Products to . B

Excluded Products for the Five-Store Average

. Independent Variable  Coefficient (t-ratio)
Relative Match:  0.00836 O (+#3.164)%*F
Dixie with Discount : :

Store _
Relative Match: ~ -0.0159% (-1.992)*

‘Challenger with
Discount Store

Intercept | 0.74103 (+52.62)**

o

N =33, R2 - 0.3070

~ * denotes significance at 5% and ok dénoteéfsignificance at 1%

Relative ﬁatch‘ié &éfined in'éqﬁafion (1);vH

[
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' TABLE 6.

' Price Indices of Discount Supermarket -

. Included  Excluded ~  Relative -
$1.266 . $1.799 . 0.704 -

o .$1.3300 . $1.837 0.725

o §l.324 81787 0.741




TABLE 7
Regression Equation for Relative Price of Included Products to

Excluded Products at’thevDiscount Supermarket

Independent Variable - Coefficient - (t-ratio)
. POLICY Variable 0.02728 O (#4.912)*
Intercept . 0.70432 (159.0)**

"N = 33, R2 = 0.4377

** denotes sighificancé_at 1%

'POLICY variable equals 0 before Dix1e ihtroduces its price-matching ﬁolicy and .
1l:afterward. ' : . ‘ o S
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TABLE 8

bv; Regfession“EquAtién’fot Relatiﬁe Price OfvIncluded‘Ptoducts to"”‘

F‘Ex¢1tdéd Products at the DiscohntiSuperﬁarkét/.‘v

Independént Variable Coefficient (tffatio) m ::’*7h

 "Relative Match: . 0.01478 - (+4.791)%F
Dixie with Discount e ' ' ol '
Store AU
- Relative Match: = -0.00933 - 1 (-0.997)
Challenger with R T . o
‘Discount Store -

Intercept ~ 0.7190L (+43.74D)*F

N elss;"RZ_a 0;4389; '“**‘denates'significance at 1%

31 ;Ré1ative'ma;éh,Variable is defined_inbequétibn (1).




- FIGURE 1
"jAverggeﬂﬁarkét Prices fbrig.Basket’of»Included Products :

BT L

1 erses cs1at | | osiss |
$1.303 R |

1984 1985 1986

. The prides afe fhelévérage weekly price index for 79 products included in the
~ Price List for the five stores weighted by market share.  Twelve weeks were-.
sampled in 1984, twelve in 1985 and nine in 1986. ' '
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"~ sampled in 1984, twelve in 1985 and nine in 1986. =

- FIGURE 2

o Avétage Harket Pr'ice's’_',f'of a Basket of'-ﬁéluded'ffOGﬁété }

P i | s1830 | |
arTEes. o §1.8300 1 R
o - §1.816

1984 1985 1986

" The ﬁrices— are the average weekly pficé, vind’ex' for 35 products éi;cluded- in the R

. Price List for the five stores weighted by market share. Twelve weeks were




FIGURE 3

'Relative-Ptice'(Inéldded/Excluded Products).

| 0.728 ol 0.73a
0.714 | L

1984 1985 . 1986

The relétive prices are the average weekly ratio of the price.index fdr\"l
products -included in the Price List to the price index for excluded ptoducts.
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