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THE RESEARCH PROGRAMME: ITS AIMS AND STAGES

CHAPTER ONE

THE FIRST STAGE

INQUIRY INTO PRICES AND MARK=UPS






The aim of the research

There is one introductory question which obviously demands an immediate answer:
why set up this extensive and costly research programme?

We might begin by recalling the general objective of the studies the Commission
has undertaken since 1970, namely to inform Parliament as well as public opinion, the inter-
ests concerned and the Commission itself of the various patterns of development of concen-—

tration, competition and prices in the various industries, markets and countries covered by
the research.

But is it really necessary to set up such a far-reaching research programme simply

to disseminate some fairly straightforward, albeit important economic (and economo-political)
information?

The studies clearly have a deeper purpose. We must not lose sight of the
instrumental and operative nature of the research programme as it relates to the tasks con-
ferred on the Commission by Articles 85 (restrictive practices) and 86 (abuse of dominant
positions) of the Treaty establishing the European Economic Community.

1. The following shall be prohibited as incompatible with the
common market: all agreements between undertakings, decisions by
associations of undertakings and concerted practices which may
affect trade between Member States and which have as their object
or effect the prevention, restriction or distortion of competition
within the common market, and in particular those which:

(a) directly or indirectly fix purchase or selling pricesor any
other trading concitions;

(b) limit or control production, markets, technical development,
or investment;

(¢) share markets or sources of supply;

(d) apply dissimilar conditions to equivalent transactions with
other trading parties, thereby placing them at a competitive
disadvantage;

(e) make the conclusion of contracts subject to acceptance by
the other parties of supplementary obligations which, by
their nature or according to commercial usage, have no
connection with the subject of such contracts.

2. Any agreements or decisions prohibited pursuant to this
Article shall be automatically void.



Article 85 (continued)

3.  The provisions of paragraph 1 may, however, be declared
inapplicable in the case of:

- any agreement or category of agreements between under-
takings;

- any decision or category of decisions by associations
of undertakings;

- any concerned practice or category of concerned practices;

which contributed to improving the production or distribution of

goods or to promoting technical or economic progress, while

allowing consumers a fair share of the resulting benefit, and
which does not:

(a) impose on the undertakings concerned restrictions which are
not indispensable to the attainment of these objectives;

{(b) afford such undertakings the possibility of eliminating
competition in respect of a substantial part of the products
in question.

Article 86

Any abuse by one or more undertakings of a dominant position within
the common market or in a substantial part of it shall be prohibited
as incompatible with the common market in so far as it may affect
trade between Member States.

Such abuse may in particular, consist in:

(a) directly or indirectly imposing unfair purchase or selling
prices or other unfair trading conditions;

(b) limiting production, markets or technical development to
the prejudice of consumers;

(c) applying dissimilar conditions to equivalent transactions
with other trading parties, thereby placing them at a
competitive disadvantage;

(d) making the conclusion of centracts s:bject to acceptance
by the other parties of supplementary obligations which,
by their nature or according to commercial usage, have
no connection with the subject of such contracts.



The fundamental importance of prices - both as a market-regulating mechanism and
as a basic indicator of the degree of competition actually prevalent on the market - to
Europe's economy, is beyond dispute. It follows, then, that the system embodied in
Articles 85 and 86 rests heavily on the principle of familiarity with and studies of prices;
without this familiarity and without these studies the possibility of giving practical effect
to Article 85, and more especially to Article 86, would be seriously compramised from the

outset.

Let us at this point quote an important passage from the Introduction to the
Commission's Seventh Report of Competition Policy (Brussels/lLuxembourg, April 1978,p.10 in

the English version):

"Market structure have been a priority concern of competition policy during
the year 1977. The work of analysing degree of concentration, competition
and price formation has been extended, the object being to highlight the
underlying causes of the poor functioning of competition. About a hundred
markets have been identified in which the most important undertaking holds
more than a half-share. It has also beenpossible to establish that there

is a strong tendency towards concentration in the distribution field and that
there are some important price differences for the same product at all levels
even on the purely local level.

The Commission has the firm intention of systematically applying Article 86
against undertakings in a dominant position which directly or indirectly
impose discriminatory or unfair prices. It is not the Commission's object-
ive to set itself up as a price control organization, not to put an end to
price variations which are an essential part of the competitive process,
but solely to attack practices which become illegal when they are carried
out by undertakings in a dominant position; the reason is the injury which
these practices can cause to the user and the consumer.

The Commission considers that the recent Decision in the United Brands case
is of great importance for the development of an effective policy regarding
the control of abuse of dominant position. The considerations expounded

by the Court of Justice have given concrete form to the question of the
applicability of Article 86 to abnormal price situations. Though it may
remain very difficult to specify in general terms the criteria which enable
one to define an unfair price, nevertheless the Court has provided highly
valuable pointers which will guide the Commission's work."

This passage highlights the aims of the competition policy and the reasons and
criteria underlying our research programme, namely to provide the Commission with a coherent
set of economic studies covering an increasingly wide range of industries and markets and
bringing out the aims, the salient features, and the effects of any industrial strategies
or actual practices which might affect trade between Member States to the detriment of the

Community consumer.



For this very purpose - to bring out the aims,the salient features and above all

the effects of such strategies and practices - the programme includes a set of dynamic and

international comparative studies of price structures covering a precise and clearly defined

series of products and markets in all Community countries.

Final cconsumer prices provide the critical "thermometer" for determining the form
and structure of each study. The studies should not be seen as an "inquisition", since they
require only the voluntary collaboration of the undertakings themselves. It is in the best

interest of every economic operator (consumers as well as undertakings)living and working in

the Community to have a more transparent picture of market structures.

The conclusion to this report (Section 2.10 - "The crucial points of the research")
demonstrate point by point the extent to which the programme really does attain its objectives.
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Stages of the survey

The Sixth Report on Conpetition Policyl stated that the provisional and partial
results of the pilot surveys on the structure and evolution of prices and mark-ups in the
distribution of processed food products indicated that:

a. these surveys are of the greatest interest both
for assessing the actual working of the competition
mechanism and for the information and guidance of
consumers and households;

b. detailed basic data are available which can reasonably
be considered indispensable for the continuation
and extension of the prices mark-ups surveys;

c. both the immediate and ultimate targets of the long-
term research programme should be expanded and clearly
defined as a matter of urgency by incorporating them
into a more systematic and complete methodological
framework. For a further in-depth extension of the
multiple analyses, a distinction should be made
between two fundamental stages and aspects of the

research:

1) First stage (Chapter One): survey on prices
and mark-ups: aims and criteria of the
research programme — computer programming
requirements;

11) Second stage (Chapter Two): thepower interplay
between retailers and producers.

Generally speaking, the first stage aims to collect a much greater quantity of
detailed information on specific, actual prices and mark-ups, in order to build up a fairly
representative picture of "price galaxies" at different levels (final retail prices, buying
prices for retailers, etc.,) and of their variations (according to sales point, country,
products brand and size).

In this context, implementation of the first stage calls for an extension of the
sample of shops (or sales points) covered by the survey and also a very substantial extension

of the sample of products to include more brands and more sizes(packages).

1. Third part, paragraph 4, No.319
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The second stage of research aims at identifying and analysing the forms and
effects of interplay between the laws and factors governing variations of the price galaxies
mentioned above.

In concrete terms , therefore, the aim will be to analyse the evolution of comp-
etition as regards relationships:

(a) Between retailers and consumers;

(b) Between retailers and producers;
by describing:

- the salient features of the power relationships underlying the
negotiating powers and actual behaviour of the selected major

retailers and manufacturers, and

- the immediate and ultimate effects of the retail prices paid by the

consumer on his freedom of choice and decision.

Clearly, the first stage is the prerequisite basis for the second stage of res-
earch, which is based on selection, from among the large quantity of atoms of information
provided by the first stage, of those elements which are of the greatest significance and
value for a more advanced and concentrated analysis.

In fact, the selection operated during the second stage of research has the
effects of focusing attention on a more restricted sample of:

(a) products;
(b) retailers;
(c) manufacturers.

During the second stage, to be described in Chapter Two, account will have to be
taken not only of the quantitative data resulting from computer elaborations but also of all
financial, economic and legal information which may be ascertainable.

The present chapter deals more particularly with the following:

(a) the tables

(b) the various operational criteria for the collection, processing, i.e.

regrouping and classification of the thousands (or millions) of atoms

12



of information required to achieve the targets and goals in relation
to our basic problem of identifying firstly the relationships exist-
ing between structures and behaviour and secondly the practical con-

sequences for the practical working of competition;

(c) the more technical and specific commentaries explaining each of the
tables covered by the present chapter.

The layout of the chapter is, therefore, as follows:
I Series of detailed tables: "Prices mark-ups".

II Criteria for regrouping and reclassifying data - Relationships
between concentration and price.

III Commentaries on tables.

13



1.1 CRITERIA FOR REGROUPING AND CLASSIFYING DATA - RELATIONSHIPS BETWEEN
CONCENTRATION AND PRICES

1.1.1. The criteria
The new programme lays down a number of criteria for regrouping and therefore
comparing and analysing the data collected, which are mainly the selling prices but also

include the buying prices for each specific item covered by the survey.

The 18 criteria adopted are listed below, but it has not yet been possible to
apply many of them.

1.1.2. Criterion No.l.: Unit Price

Products are classified according to unit price. This operation assumes prior
standardization of brands, sizes and packages for any given product, to enable unit prices
comparison of different brands and sizes of the same product. The determination of unit price
is fundamental because there are large numbers of own labels and commercial brands, as well as
several sizes and packages, not only in each country considered but also at every sales point.
In practice, the quality and content of these numerous items are frequently the same and
this is why they have to be compared on the basis of unit price. See Tables 1, 8 and 10
compiled from the computer print outs.

1.1.3. Total Price and Unit Price

Labels on packages offered for sale on the shelves of big stores often show:

(a) Total Price;
(b) Weight;
(c) Unit Price;

For other products, the exact quantity sold is sometimes fixed at the express
request of the consumer; this applies to fresh meat, vegetables and fresh fish.

Here. two principles will be applied:

I) when the unit price is displayed, it will be used and not the total
price of a given size of weight;

II) A total quantity of 1 will then be shown, i.e. total price and unit
price will coincide;

14



III) if the price differs substantially according to weight or package

(e.g. a 240 gramme piece of Finnish Emmenthaler cheese costs Bf.25
per 100 grammes while a 3 kg. block costs Bf.180 per kilo), two
different units of measurement (100 grammes and 1 kg) will have to be
used to show this fact;

V) in describing the items considered, therefore, the particular size and
form will be stated(in our example, blocks of Finnish Emmenthaler
cheese in packages of 100 grammes and multiples of 100 grammes or in
packages of 1 kg and multiples of 1 kg).

1.1.4. Criterion No.2 : the 22 groups of food products, beverages and tobacco

The mass of data obtained by enquiry are classified by "groups of related prod-
ucts", i.e. we consider a number of products which are related either by similar manufact-
uring processes or by their final use by consumers. On this basis all the products consid-

ered - food products, beverages and tobacco - are classified into 22 main groups.

The aim is to measure and identify:

- differences in price between the shops included in the sample, for each group

of products so defined and, in particular,

- differences in price movements between surveys, for each of the above mentioned

groups of products, as between the shops included in the sample.

This is a very difficult operation, from which it is intended to compile at a
later stage:

A) Several specific price indices for each of the 22 groups of food products,
beverages and tobacco, programmed into the computer, as follows:

I) "CON" (canned fish, meat, vegetables and fruit);

I1) "ENF" (baby foods);

I1I) "SOU" (soups) ;

V) "LEG" (packet vegetables);

V) "EPI" (meat extracts and seasonings);

VI) "GRA" (edible oils and fats, margarine);

VII) "BIS" (biscuits, cakes, "bakery products", confectionery and
chocolates) ;

VIII) "FAR" (crispbreads, crackers, cake mixes, flour, salt, sugar and
jellies);

IX) "CER" (cereals);

X) "MAR" (jams and marmalades);

15



XI) "BOI" (beverages, coffee, tea, soft drinks, mineral waters);

XII) "LAI" (dairy and related products, milk, eggs, butter and various
kinds of cheese);

XIII) "FRO" (frozen foods, including ice cream);

XIV) "SPA" (pasta, spaghetti, macaroni, etc., ready-cooked dishes, pizza,
ravioli, spaghetti in sauce and so on);

XV) "BIE" (beer);

XVI) "AIC" (alcoholic beverages: whisky, brandy, Martini, wine etc.,);

XVII) "CHA" (ham, delicatessen meats, cured meats);

XVIII) "PAI" (bread);

XIX) "FRU" (bananas, pineapples, grapefruit, lemons, oranges, apples,

peaches, pears etc.,), i.e. fresh fruit traded internationally

on a large scale;

XX) "VIA" (meat, poultry, game);
XXI) "POI" (fresh fish, shellfish (crustaceans, r,nolluscs,etc));l
XXII) "TAB" (various brands and types of cigarettes and tobacco).

Criterion No. 2a, setting the storage limit, (shelf life) for each group of prod-
ucts is very closely linked with the above classification. At the present stage, however, no
return on this point will be required. Later on, it will be covered by the following gradings:

1= no set storage limit;

2= over three years,

3= over one year,

4= over six months, etc.,

B) A general food price index recording changes in the price of a set "basket" made

up of items included and analysed in the 22 groups of products enumerated above. See Tables
4, 6, 7 and 9 compiled from the computer print outs.

It should be noted that provision has also been made for the alphabetical coding
of groups of products which are not food products but are fairly often sold at supermarkets
and hypermarkets selling food products: examples are detergents and household cleaning mat-
erials.

1.1.5. Calculation of Price Indices

Two alternative criteria can be applied for the computation of price indices:

1. It should be noted that deep frozen fruit(e.g. strawberries),meat and fish come under the
heading of frozen products (Group XIII:"FRO").On the other hand, meat and fish which are
frozen for long storage and are imported in large quantity, will be included in the appro-
priate group (XX or XXI). In any case, the Institutes which carry out the survey will
have to give full explanations, in a detailed note attached to the coding sheets so that
the correct quality and characteristics of the products can be accurately assessed.

16
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Either:

a) Start with the unit price for each item (brand and size) of each product (e.g. all
varieties, brands and package sizes of "salmon"), then compute the arithmetic mean for the
product concerned on the basis of the unit price (taken from Table 8);

b) then calculate the overall price for each of the 22 groups of products (e.g. one
for group "CON", one for group "ENF", and so on), on the basis of the unit price for each
product computed as described under ('a');

c) calculate the arithmetic mean of the 22 price price indices, corresponding to the
overall price for each group of products;

d) finally, compute the above-mentioned overall and mean prices for two different
periods, in order to establish the price index.

Or

a) calculate directly the overall price for each of the 22 groups of products on the
basis of the single items taken separately, i.e. on the basis of the total price at each time
and, therefore, ignoring the unit prices computed for the various products;

b) compare the above overall prices at two different times in order to establish the
corresponding index.

At this stage of the enquiry it is preferable to adopt the second method. Overall
and mean prices , and the price variations to appear in Tables 1,2,3,4, 7 and 9 will, there-

fore, be calculated directly from the data for each item (each brand and size).

However, for Table 8 which has a special purpose, the first method will be used
for stage (a) because the groups covered by this table are not the 22 "groups of related
products" but"single products" only (e.g. "salmon" only and not "CON").

1.1.6. Criterion No.3 : type of brand

The data are classified by type of brand sold to the consumer, namely;

manufacturer brand

N
] L}

commercial brand

(¥9)
]

own label (i.e. exclusive marketing brand)

In Table 3, the type of brand will be entered just below the "number and name of
product". Table 4 will show more particularly the share of each type of brand in the overall
cost of the basket as well as percentage price variations for the whole basket, by type of
brand. Lastly, the last part of Table 9 also gives useful information classified by type of
brand.

17



1.1.7. Criterion No.4 : Origin of Product (imported, home produced, etc.,)

This is defined according to the geographical origin of the product, namely;

1= national product (home-produced goods) ;

2= imported products;

3= mixed products (the final manufacturing price is made up partly of value added
in the country and partly of value added abroad);

4= product of undefined origin.

Tables 3, 4 and 9 contain information classified according to this criterion, to-

gether with similar information on the type of brand (see Criterion No.7).

1.1.8. Criterion No. 5:Pricing

The code number allocated indicates whether the price for a given brand is a
special or a promotional price,namely;

1= normal price of product;
2= special offer as part of an advertising campaign;
3= non-defined methods of pricing.

The information given under "Pricing" in Tables 1,2,5 and 10, indicates the
strategy adopted for any given item (normal price, specialoffer or non-defined method of
pricing). In practice it should be noted that:

a) It is not always possible to determine whether the price charged is a

special price or not;

b) As a rule,some big retailing groups use "special offers" for a limit-
ed period, on a planned basis, so that a number of items are at all
times offered to the consumer as special offers.

1.1.9. Criterion No 6: Importance of a Product in the Family Budget

The code number allocated indicates whether the product in question is an essen-

tial item of consumption or not, namely:

1= product which is an essential item in the pattern of household consumption;
2= product which is a non-essential, or little used item in household consumption.
3= product with variable interest.

This approach should allow a new typical price index to be worked out, which would

18



be roughly homogenous for all Member States. Table 1 contains a column for tbis entry.

1.1.10. Criterion No. 7. : Nationality of Manufacturer or Producer

The code number allocated indicates the nationality of the manufacturer which is

that of the country where the decision centre of the group is located.

1= Federal Republic of Germany
2= France

3= Italy

4= Netherlands

5= Belgium

6= United Kingdom
7= Ireland

8= Denmark

9= Greece
10=Spain
11=Portugal
12=Switzerland
13=Austria
14=Sweden
15=United States

In the case of an unprocessed product (e.g. fresh fruit: bananas, lemons, etc.,)
the nationality of the producer will be entered, i.e. not the place of origin of the product
but the country where the decision centre of the group is located.

The note to the coding sheet (Annex 1) will give full explanatory details for:
a) identifying the quality and characteristics of the various products;

b) giving a full picture of the structure of the producing group and its subsid-
iaries, as well as of import and export flows generated by the group's activities;

c) showing the place of origin on production of the product, so that the overall
policy of the producing group can be assessed.

There may be cases where the name and location of the manufacturer are not known
but the country of origin or production of the product is known (e.g. Hong Kong). The name
of the country concerned will be given in the explanatory note referred to above and annexed
to the coding sheet, in which no country name will then be entered.l'

1. The information in this explanatory note will be particularly valuable during the second
stage of the survey which is dealt with in Chapter II.

19



1.1.11. Criterion No. 8: Manufacturing (or producing) Group

The code number allocated identifies the name of the group which manufacturers or

distributes (if the manufacturer is not known) the product in question. Code numbers are all-
ocated according to nationality (criterion No.7). One hundred code numbers are available for
each nationality, except for the United States for which there are 500 numbers. Thus,nunbers
from 101 to 200 indicate German firms, from 201 to 300 French firms and from 1501 to 2000
American firms. The names of big retailers using own labels will be followed by the initials
"O.L." and will be numbered from 8000 onwards on the coding sheet.

In the case of a product which is not processed (fresh fruit such as bananas and
lemons, etc.,)the name of the producing group will be entered. A detailed note, like that
described under the previous point ("10. Criterion No. 7")will be attached to the coding
sheet.

1.1.12. Criteria Nos.9, 10 and 11 : Degrees of Concentration

Three different criteria are applied according to the degree of concentration.
Taking for example, the index *C4 ("standard" concentration ratio), we shall have four types
of structure according to the value of the index, as follows:

red zone (of the overall national structure)

orange zone

yellow zone

|
[ VS T S R

green zone

It will be possible for apply the index *C, to at least three different definit-

4
ions of the "structure" to be considered:
I) at "specific product market" level (e.g. tinned salmon);
11) at the level of "combined markets for related products" (e.g. tinned
fish);
III) at "sub-sector" level (e.g. "tinned food").

The "standard ration"*C4 will, as a rule, be higher at the first level and lower
at the third.

However, the drop in the cumulative percentage represented by the concentration
ration (following the elimination of one or more firms) partially offsets the rise of the
index throu-h the application of the standardizing mechanism (in accordance with the diff-
erent hypothesis : (a), (b) and (c)).

Consequently, although fairly sensitive, the standard index maintains a fairly
regular trend.

20



1.1.13. Concentration of Manufacturers (or producers) and Working of Competition

Even if the leading firm has a very large share of a particular market or sector
(index Cl), e.g. over 40%, it should not be concluded that:

a) the firm in question has an oligopolistic or even a monopolistic market power;
b) the firm in question uses this situation to impose excessive prices and thereby

earn monopoly profits.

In practice, the manufacturer or producer cannot deal direct with final consumers
but has to sell his products to retailers or even wholegsalers (importers or exporters in some

cases) .

His selling price will therefore be determined by his bargaining power in relation
to his purchasers. However, as already noted:

I) there are purchasing groups and large distributing firms (large
stores) which have very substantial bargaining power;

11) this bargaining power cannot be simply measured at the level of nat-
ional concentration because the strength of these major retailers
lies in:

a) the dominant position which they hold over retail sales in certain
regions and cities;

b) the substantial extent of their centralised cumulative demand,
which no manufacturer or producer can ignore;

c) their consequent ability to buy enormous quantities from anybody
and anywhere.

1.1.14. Relationships between Degree of Concentration and Price Movements

It follows from what has been said that the following information must be avail-
able in order to assess the working of competition:

a) not only the degree of market power held by any one manufacturer or producer;
b) but also selling prices to retailers, i.e. the actual buying prices negotiated

by retailers;
c) a significant and objective "parameter" for assessing the relevance of those

prices, i.e. a basis for affirming that these prices demonstrate that either the
supplier (manufacturer or producer) or the buyer (large retailer or importing
or exporting wholesaler) has strong bargaining power.

21



determining
itute abuse.

Clearly, the problem of assessing the relevance of a price comes back to that of

a fair price for each market from which any divergence or deviation would const-

While the solution to this problem is no easier that the discovery of the

"philosophers' stone", there is nevertheless a "magic key" which can be used (key no.2:

international - and interregional - comparison of price movements and of the other magnitudes

analysed) .

This will be discussed in Chapter II.

In practice, by making an international - and interregional - comparison of all

the available data, i.e.:

a)

b)

c)
d)

comparison of the degrees of concentration for a particular industry in the
various countries and, in particular, comparison,of the market share of each
major manufacturer or producer in each country;

comparison of levels of buying prices (producer-manufacturer price) negotiated
between the supplier and the buying retailer, in each country and region;
comparison of retail price levels;

comparison of the trend of all the above data;

it is at least possible to deduce the regions, countries and products for which positions of

dominance or bargaining strength exist, in favour either of certain manufacturers (or prod-

ucers) or more particularly for certain big retailers.

a)

b)

c)

1.1.15.

In this respect, it would appear obvious that:

even if there is no automatic relationship between the degree and trend of con-
centration on the one hand, and the fixing of "domination prices" and the

acquisition of "domination profits" on the other;

it must be known whether or not dominant or even monopoly positions exist before
being able to conclude that such domination prices and profits also exist;

consequently, the degree of concentration of manufacturers or producers must be

analysed before the results of analyses of the movements of the different prices

can be interpreted (producers' prices, i.e. buying price for retailers and retail
prices);

in particular, this knowledge (and measurement) is essential in order to explain
and understand the pricing policy:

- of the principal manufacturers or producers;

- of the principal retailers.

Price Variations and Concentration of Markets : Frequency, Extent and Speed of
Price Adjustments

The modern theory of oligopolies has frequently emphasised the rigidity of prices

in highly concentrated structures, characterised by confrontation between or, better, the
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"

"peaceful co-existence " of what is in fact a very small number of large firms.l

The current theory is that, for fear of starting a competitive price war (descr-
ibed as "ruinous") these oligopolistic units tend:

a) to link price levels with the level of a given set of variable costs (full cost
principle)z;
b) to hold their prices relatively stable and hence to raise or lower their prices

as infrequently as possible (Hitch, Hall and Sweezy's hypothesis of the "bent

demand curve")z.

One of the aims of the price and mark up analyses forming the subject of this
research programme should be to determine the actual behaviour of big oligopolistic units
operatingin highly concentrated markets.

In other words, price policy has to be described and analysed:

a) in the present period of inflationary pressures;
b) in periods of price controls which are imposed more or less regularly by the

countries worst hit by inflation;

In order to assess and measure the impact of such price policies - and of action

taken by governments - on the growth and spread of inflation.

In the last analysis, a three sided reciprocal causal relationship has to be
established between:

- market power;
- domination prices and profits

- inflation;

distinguishing clearly the respective shares of manufacturers (or producers) and large
retailers in market power, domination profits and responsibility for the triggering and growth
of inflation. In particular, more than one hundred questions put to the Research Institutes
in ChapterII of the research programme seek to determine and define all the facts of the

1. See: P.Sylos-Labini, "Oligopolio e progresso tecnico" (Oligopoly and technical progress),
Giuffre, Milan 1957 and in particular:Part One,Chapter 1: "L'oligopolio"(The oligopoly)
and Einaudi, Turin 1961.

R. Linda, "Concurrence oligopolistique et planification concurrentielle internationale".
(Oligopolistique, competition and international competition planning)in "Economie
Appliquée, Archives of the ISEA 1972, Nos.2-3, Librairie Droz,Geneva, pages 325 et seq.
and in particular pages 357 to 369.

2.. See P.Sylos-Labini, op.cit.Chapter 1, sections 1-6; R.L.Hall-C.J.Hitch,"Price Theory and
Business Behaviour" in "Oxford Studies in the Price Mechanism",Oxford 1951,pp.106-138;
P.M.Sweezy,"Demand under conditions of oligopoly" in "Readings in Price Theory", Allen
and Unwin,London,1953, pp.404-409. These works are quoted in note (6)on page 27 of the
cited works by P.Sylos-Labini.
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problem with which we are concerned.

For a better understanding of the practical importance of this set of problems, it
may be helpful to adopt the following working hypothesis, which of course, is not necessarily

related in any way to real cases and situations.

Strict price controls are imposed for one year in a country suffering from
galloping inflation. The effects of this action might be as follows:

a) Working on the premise that two extreme types of structure exist in the country
concerned:
(a) competitive and more or less atomistic;
(b) unbalanced oligopolistic, because one or two firms have dominant
power .
b) The first effect of government price controls is to discourage new investment by

firms operating in both the competitive structure (a) and the unbalanced oligop—
olistic structure (b). This is not necessarily a positive effect. Quite the
reverse .

c) The other effects depend on the form and application of price controls: freeze,
increases requiring government approval, limitation of the frequency of price

changes:
I) Price freeze.
II) Increases subject to prior approval by the relevant government
department.
I1I) Limitation by government of the frequency of increases.
1.1.16. First Hypothesis : Price Freeze and its Effects

A price freeze can only be temporary; it penalizes competitive firms and structu-
res which by definition tend to keep prices and costs as low as possible. If such firms can
no longer adjust their prices to demand conditions and to the constraints imposed by their
cost curves, some will go bankrupt and will leave the market, thus increasing the degree of
concentration. Against this, a freeze will "upset" the dominant firms much less because their
market power has already enabled them to fix their prices at a comfortable, relatively high
level. Here again, a price freeze will lead to a greater concentration by favouring the

dominant firms and the more concentrated structures.

But this is not sufficient.

However paradoxical it may seem, a price freeze triggers off a whole series of
consequences which all have the perverse but systematic effect of prolonging, stimulating and

accentuating inflation. There is nothing better than a price freeze for unleashing and per-—
petuating the vicious circle of inflation.

24



First effect of a price freeze: no firm will reduce its prices and this applies
particularly to dominant firms, which, in order to hide their profits from the government
and the public, will prefer to take on unnecessary administrative and managerial staff with
nothing to do and to grant excessive bonuses and rise to their managers, foremen, office
staff and wage earners. Wage increases will in particular start a general " follow-my-leader"
reactibn, which will trigger off wage increases even in sectors and firms where they cam
scarcely be justified on grounds of productivity. This will have two consequences, incompat-—
ible with (a) their production pattern and (b) market conditions; and consequently, a further
fresh increase in concentration; a fresh impetus is given to the spread of inflation by the
artificial and forced increase in labour and production costs: these are known as "cost-push

pressures."
This is a vital point which must be strongly emphasised.

The effective, normal working of market mechanisms implies as a "natural and

continuing consequence" that prices can fall.

One look around is enough. Competition leads to big price reductions. What else
are special offers (Section 8: Criterion No.5) and the other promotional measures adopted by
the big firms when they can operate in a "competitive environment"? And it would be wrong to
ignore the extent and the impact - on the trend of prices and the cOst of living - of these
special offers and price reductions even when they are only temporary.

However, the most disastrous effect of a price freeze is that it specifically
discourages any possibility of price reductions because it must be appreciated that the
unhealthiest aspect of inflation is not the rise in prices but the irreversibility of the
trend.

In the dialectics of the market economy, prices must vary but the changes should
be "reversible" sometimes upwards and sometimes downwards. Inflation appears when price

reductions no longer take place because of a perverse factor such as a price freeze.

It has,however, just been stated that the most disastrous consequence of a price
freeze is that it rules out any chance of price reductions. Why? And how?

The answer is simple. We must go back to the main, specific causes of inflationl,

1. The four "classical" causes are:
a) demand pressures;
b) cost-push pressures, set up mainly by trade union wage claims;
c) the expectation cause (anticipating future inflation);
d) international causes, linked with international prices and exchange rates.

On inflation_problems and the role of a Price Commission, reference.may be made to the

excellent report by Stephen Lofthouse (of Capel-Cure Myers Ltd.)" The New Price
Commission: A Microeconomic approach to price control", London 1977.
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which include the "expectation cause".This means that operators in the economy expect and

anticipate the future growth of inflation and, therefore, put up their prices in advance even

if such an increase is in no way justified by the existing structure of costs and the market.
There is no practical difference between:

a) increasing a price without economic justification;

b) not reducing the same price when existing conditions suggest that there should be

a reduction.

When price controls are imposed no firm will reduce its prices precisely because

of this expectation cause. Moreover, what more damaging admission can there be of inability

to check inflation than the adoption of the desperate measure of a price freeze? When a gov-
ernment makes this admission, firms and economic operators know only too well what to do:
they hold their selling prices at the highest possible level (or even raise them) so that,
whatever happens, they lose nothing and are absolutely sure of not being overtaken by rising
inflation, without thought for the fact that by acting in this way they generate and increase
inflation.

But price freezes have an even worse and more disastrous inflationary effect

because they trigger off inflationary demand pressures.

Indeed, everyone is very well aware of two essential facts concerning price

freezes and this awareness is the knell of doom which condemns such a policy in advance:
1) The price freeze will be lifted one day;
2) The price freeze will be re-introduced some day.

Let us take the first "fact": a measure which is so anti-economic in character
it can only be temporary and when the freeze is lifted, prices which have been artificially
frozen too long, so that they are squeezed and held down, will leap upwards causing an
inflationary explosion.

Hence:

1) large quantities of products which are expected to rise in price must be
purchased and held in stock. This means that purchases must cover not only
products subject to the price freeze but also others which may be affected by
a similar measure and yet others which can be expected to be carried along

on the wave of rising inflation.
2) Money, therefore, has to be borrowed to finance these speculative purchases

and, consequently, money not used for productive investment will be used to
fuel speculation and inflation. Money will become dearer thus further dis-
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couraging demand for productive investment which has already been weakened
and hit by the measures taken in connection with the price freeze. Any ob-
stacle to productive investment of course constitutes an autonomous, indirect
factor which helps to prolong and spread inflation.

3) Even if price reductions were theoretically possible in a highly competitive
sector for very special reasons inherent in the workings of the market, it
will no longer take place precisely because of the general, inflationary
pressure of demand. In the short run, prices are not cut when demand is high.
This applies in both competitive and monopoly conditions.

1.1.17. Effects of the Anticipation of a Price Freeze

Everyone is aware of the second essential "fact": once a government has added
the price freeze to its arsenal of economic measures, the freeze will be reimposed some day,
even after it has first been lifted, whenever the authorities are faced with public anxiety
at the growth of inflation and are left with no other escape hatch.

In these circumstances, a price freeze has a further effect. Even when there is
no freeze, firms tend to set their selling prices artificially high. How do they do this?
By applying the full cost principle, that is, by adding to a set of variable or direct costs,
a fixed margin (q) to cover the firm's overheads and profits. Here the modern theory of
oligopolies (propounded by P. Sylos-Labini and others) seems to be confirmed by experience
during the present bout of inflation and price controls. But the perverse mechanism inter-
venes in the fixing of prices at the stage of calculating direct costs, i.e. the whole set of

variable costs. 1In practice, if the firm has the power to do so, it will not take account of

current variable costs but will seek to anticipate the imposition of a new price freeze for a

certain time. From this it autcomatically follows that:

a) the selling price will have to be high encugh to withstand a price freeze of
varying length without loss of money;

b) the probable increase in variable costs, and of wages in particular, will have to
be estimated to allow for the foreseeable rise in the rate of inflation and in
particular for the inflationary explosion which will precede, accompany and fol-
-low the imposition of a price freeze, in accordance with the example we have

just described.

But an even more perverse feature of this perverse mechanism is that this opport-
unity of setting excessively and artificially high prices is offered gratis to big fims in
particular (manufacturing, distributing or both) with a strong enough market power to impose
their prices.

This fixing of prices at an artificially high level will inevitably help:

a) to add still further to inflation;
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b} to penalize yet again and as always, firms operating within competitive
structures and under competitive conditions, which, as purchasers, will have to
suffer the artificially high prices set by the daminant undertakings and will also
be exposed to pressure from trade unions (for higher wages and salaries), but will
not themselves be able to charge artificially high prices (as a hedge against
the future growth of inflation) because the machinery of competition in the
markets where they ocperate does not allow them to charge such prices (by defin~
ition of the concept of competition itself).

The final result is the disappearance of a number of competing firms and a higher
degree of concentration. In other words, the perverse mechanism underlying this perverse

process is simple: concentration stimulates inflation and inflation helps to increase concen-

tration.

The following hypothesis must be checked:
a) Is not inflation highest in countries with a high degree of concentration?
b) Are not inflaticn and concentration highest in countries which are currently

applying price controls?
In our research programme and more particularly in the set of 140 plus questions
listed in Chapter 11, an attempt will be made to test these and other working hypotheses

empirically.

1.1.18. Second Hypothesis : Increases Subject to Prior Authorization

When a price freeze is lifted, there is generally a price explosion for products
to which the freeze applied:

a) the rate of increase is increased by the fact that everyone knows that he must
hurry to make money as much as possible before the next freeze (see Section 19);

b) it is also increased in proportion to the market power of firms to impose such
high prices;

c) it is also increased in proportion to the degree of concentration and non compet-
itivity of the sector.

Then, faced with such a catastrophe, which is easily foreseen but no less

disastrous for that, the government has no option but to:

i) introduce a system of prior authorization of price increases;
ii) limit by law the frequency with which prices can be changed.

Let us first consider the system of prior authorization which is accompanied by
two countervailing factors in one:
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First perversity of the system: immediately a price increase is sanctioned,i.e. in practice

a maximum price, this becomes a sole price, which is also by definition the maximum price

possible because:

a)

b)

firms able to sell only at a higher price will be forced out of the market thus
increasing the degree of concentration of the structure, with all the perverse
effects already enumerated;

the most efficient and profitable firms, which could sell at a lower price, are
quite happy to align themselves on this maximum price and to increase their prof-
its with government blessing; this of itself will be a co-factor in inflation

(see Section 21, however).
In any event, firms with market power - and therefore operating in concentrated
structures - will consistently apply the maximum price which will therefore, tend

to become the sole price.

In conclusion: the mechanism of competition will no longer be able to fulfil its

role of establishing a system of multiple, differentiated equilibrium prices, fixed at the

lowest level possible in the specific individual conditions of the various markets and struc-

tures.

Second perversity of the system: in order to obtain prior sanction for price increases, it is

clearly in the interests of firms to inflate total variable costs artificially, because this

is the total figure that the authorities will consider in granting price increases, in accor-

dance with the full cost principle.

The reasoning is even simpler than its statement: if the authorities approve a

rate (q) of 30% on total variable costs, the selling price will be 130 if the original total

is over 100 and there will be a gain (gross margin) of 30; but if the total is inflated to

200, permission to sell at 260 will be given and the gain (gross margin) will be 60. And

Mr. Palisse would say that it is better to gain 60 than 30.

It is obvious that managers controlling big firms with market power will find it

in their interest:

a)

b)

to grant all trade union claims for wage increases, resulting in the common but

paradoxical situation that a workman (steelworker, electrician or engineer)gains

twice as much as a teacher;

to profit themselves from such increases in two ways:

. directly, insofar as their salaries are increased;

. indirectly, insofar as they are entitled to bonuses and shares based on company
profits.

29



1.1.19. Structural prerequisites for competition to operate

The perverse mechanism described above is triggered by the joint action of
concentrated (and dominant) oligopolies and price controls imposed by government. In any
analysis of modern structures, however, care must be taken to avoid the axiomatic general-

isations and traps of economic determinism.

Thus, even in this "perverse mechanism" there are "stops" and competition can
emerge even with price controls, if certain basic conditions are fulfilled.

In this context, the expression "effective and efficient working of competition”
is used simply to describe its most salient and significant effect (and result)namely, the
possibility that prices lower than the maximum prices fixed by the authorities may be

recorded in certain sectors and markets.

If this is to happen, the heads of certain firms operating in certain markets must
of course have the will to compete.

If this spirit of competition is lacking - and it sometimes does not enter the
thoughts of managers of certain dominant firms ( both public and private) - very little can
be done, but it is still of interest to know:

a) the conditions which generally tend to inspire this "spirit of competition”;
b) the instruments available to the government to activate and stimulate these
competitive factors which will induce firms to compete.

We shall consider exclusively objective structural conditions in which compet-

ition can work. They are:

a) the presence of numbers of independent economic operators;

b) the existence of a certain balance of power between economic operators;

c) the existence of highly elastic demand, to bring down prices;

d) the existence of major economies of scale, both technological and commercial

(arising therefore from the structure of the distribution system), and/or of
excess production and/or distribution capacity, i.e. unused capacities;
e) the existence of a compatible, clear and definite legal framework (legal certain-

ty) in relation to the working of the market econcmy.
Brief consideration must be given to these conditions:
a) plurality of economic operators, and,

b) balance of power
are the linchpin of any competitive mechanism, in the sense that:

i) there is no possibility of competition where there is absolute monopoly or where

30



a dominant position is held by a firm which is so powerful that any spirit of
competition in other firms is discouraged from the start. It then becomes
necessary to determine the critical ceiling of disequilibrium, as measured by
the various Linda indicesl, because as the degree of concentration (and imbalance)
approaches this ceiling, competition tends to be snuffed out;

ii) the independence of these economic operators must also be ensured and kept under
scrutiny, because the conclusion of various types of agreement (specialisation,
market-sharing, etc.,) can lead to at least the temporary elimination of the
plurality of operators which is obviously the essential pre-condition for compet
ition to work.

It is clear that the other two conditions -
c) elasticity of demand, and,
d) economies of scale -
can act as an extremely powerful stimulus to price competition even when prices are control-
led, always provided the first two conditions (a) and (b) are fulfilled.

The example of special offers by big stores and retail groups speaks for itself.
It must again be stressed that government price controls, particularly the fixing of maximum
prices, is liable to divert such competitive action, which should naturally be directed to
selling prices, towards more modern forms of competition of much less benefit to consumers
and to the economy in general, namely;

- advertising;

- very frequent changes in products (brands, packaging, weight, etc.,)

The heartbreaking fact is that even when imposed on a competitive structure,
maximum prices fixed by the government by their nature constitute a barrier to price compet-
ition.

Conversely, they are an incentive to modern forms of competition which, as we
have stressed, can be a source of inflation and waste, as in the case of advertising and

2
constant product changes .

More accurately, the government assumes the role of price leadership or delegates
this role tacitly to the biggest firm in each market, the reference price then being the maxi-

mun . price fixed by the government.

1. "Methodologie", op.cit. Chapters II and VII, section 56 et.seqg.and our report "Domination,
Concurrence et concentration des marchés dans la structure industrielle de la Communauté"
published in "La réglementation du comportement des monopoles et des entreprises dominan-
tes en droit communautaire", De Tempel, Tempelhof, Bruges 1977, pages 29-109.

2. For comments on the sterility of certain strategies and certain weapons of competition-
which are a pure waste of resources for the community at large- see R.Linda "Concurrence
oligopolistique et planification concurrentielle internationale", op.cit.pp.443 to 449.
See also the paper, read at the Bruges Symposium ("Domination,concurrence et concentra-
tion des marchés dans la structure industrielle de la Communauté"),pp.67 to 71.
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Lastly, as regards the last condition,

e) legal framework,

it is quite clear that the fixing of maximum prices introduces an element of uncertainty into
that framework. What could be more arbitrary and discretiocnary than a maximum price - more
or less fiscal in nature - which can be fixed or changed at any time by a simple government

order?

In these circumstances, it becomes impossible to make any economic forecast for
the conditions governing the working of the market or for the formation of the different

equilibrium prices.

The normal market machinery gives way to arbitrary government intervention - and
this new form of taxation. This is serious, because the workings of the market can be analy-
sed, and interpreted and can, therefore, be evaluated and managed to some extent, whereas the
striking power of the authorities is unknown and cannot be evaluated; it cannot be anticip-
ated, is formidable and is (too often) affected by pressures from certain dominant pressure
uroups (econamic, financial, social, political, etc.,) whose role is even more difficult to

evaluate.

It may therefore, be wondered whether the fixing of maximum prices does not amount
to an admission that competition does not work and that the government can do nothing about
it.

Is this a question of"power" or of "imagination"?

In answer to the second question,we believe that the government in fact has at
its disposal many means of activating and stimulating the factors of competition without

taking direct action on pricesl:

a) the systematic provision of full information to consumers and all economic oper-
ators so that they have equal access to knowledge of structures, markets and
products;

b) the liberalisation of international trade in sectors and markets where dominant
(or even monopolistic) positions exist at national level;

c) in general, all measures designed to break down barriers to entry preventing
any extension of the oligopolistic arena(e.g. permission to set up new "indepen-
dent" large stores, liberalisation of patent laws, banning of exclusive sales

contracts, etc....);

1. On these points see paper to the Bruges Symposium 1977, mentioned earlier: "Domination,
concurrence et concentration des marchés dans la structure industrielle de la Communauté",
pages 71 to 85.
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d) prohibition or penalisation of the systematic, excessive or abusive use of
certain competitive weapons and strategies, such as advertising or constant
product changes, because the introduction of what are represented to be new
products and/or models is designed solely to deceive the consumer by preventing
him from comparing qualities and prices;

e) the prohibition or penalisation of the abusive use of patent rights;

f) the banning of certain agreements and practices;

g) the scrutiny of all mergers, concentrations and acquisitions of holdings;

h) a series of special provisions ("rules and regulations") for all large firms,

dominant firms, diversified and multinational groups, requiring the reqular

supply of information (covering financial and economic data, wages and salaries,

investments and prices) to the authorities.l'z'

These are only examples.

Another possible measure, applied directly to prices but with scme justification

in the theory of competition, is government limitation of the frequency of price increases.

1.1.20. Third Hypothesis : Government Limitation of the Frequency of Price Increases

In our view, this is the only form of price intervention which in certain circum-
stances may have more advantages than disadvantages from the point of view of competition
policy.

It is easy to apply: an order is made under the terms of which every undertaking,
operating in a given sector of market, or of a specified size is only allowed to raise its

prices every three (or six or nine) months. But every undertaking can:

a) lower its prices as and when it wishes;

b) fix the rate of price increase without restriction.

A fixed interval may be ordered for price reductions in the same way as for
increases.

As a result the machinery of competition tends to become much more rigid but at
the same time much more transparent because:

both government and consumers can assess price increases more accurately because

1. On these points see the paper read at the Bruges Symposium 1977 already referred to
"Damination,concurrence et concentration des marchés dans la structure industrielle de la
Communauté", pages 71 to 85.

2. For example, these rules could apply to the first 900 manufacturing and service firms and
to the first 500 distributing firms in any given country.
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a)

they take place at pre-determined dates, and

a "red warning signal" flashes, particularly for governments when:

increases are particularly high;

increases are made by big firms holding a dominant position on certain markets.

In this context, the most recent experience would appear to contradict the theory

of the rigidity of oligopoly pricesl.

In any country where a special formula is used to restrict the frequency of price

increases by law, the following conditions are cbserved:

a)

b)

i)

ii)

the big firms, which dominate certain markets, miss no opportunity of raising
prices and if the interval between increases is set at, for example, three months,
they will therefore raise their prices reqularly every three months;

the increases charged by these big fimms are particularly high because they are in
a position to exploit their market power, whereas smaller firms are compelled to
follow, being fully aware that they would not be able to oppose the daminant
power of the big firms or to carmpete with them;

consequently, the dominant big firms act as price leaders; and

by using their market, big firms tend to increase their profit-earning capacity
because they benefit from economies of scale and are not handicapped by dis-
economies of scale;

conversely, the profit-earning capacity of firms operating within campetitive
structures and markets is limited by the existence of this machinery which by its

nature tends to stabilise prices at the lowest possible level.

The purpose of the foregoing argument is to demonstrate that:

the relationship between concentration and price level is very close;
consequently, an active competition policy, aimed at checking excessive concen-
tration, is an essential prerequisite for checking the growth and spread of

inflation.

Once again, we have confirmation of the practical value of our programme of

research which seeks to link the findings of studies on the trend of concentration with

those of studies on the trend of prices and mark-ups.

1.

Thus, P.Sylos-Labini quoting the observations of Hitch and Hall, in Italian, affirms that
"il prezzo sara mantenuto sul livello segnato dal costo pieno e non portato piu alto per
timore dei possibili rivali potenziali” (the price will be held at the level set by the
full cost and will not be raised further for fear of potential rivals) (1957 edition,p.33)
and again "se esso (il prezzo) e fissato in un punto di un ampio tratto,esso avra la tend-
enza a restare 1li" (if the price is set at one point in a broad range, it will tend to
remain there).
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1.1.21. Concentration of the Machinery of Distribution and Barriers to Entry:

Recapitulation

The power of domination is not limited to production or manufacture, but also
extends to distribution; in the latter case, however, its effects on campetition can be much
more serious for the following reasons:

a) the appropriate geographical dimension for the machinery of retail distribution
is local not national;

b) consequently, any excessive growth of concentration and of dominant power in a
city or a region is liable to create a barrier to entry.

The barrier to entry will be greater and more formidable if the big retailer
who dominates the market in a city or region also operates in other cities and regions in the
same Member State, because he is then in a position to exert very heavy power on producers,

manufacturers or wholesalers who are,or wish to became,his suppliers.

The bargaining power considerably increases domination over market outlets
(retail sales) by discouraging the entry of potential competitors, who would not be able to
buy on such favourable terms.

The combination of all these factors shows clearly that the perverse dialectic
of domination and inflation described in the foregoing pages finds very fertile soil in the
field of distribution.

The social cost of these barriers to entry can be measured by analysing the act-
ual mark-ups applied by big retailers and for this purpose the real buying price paid by such
retailers will cdbviously have to be determined (Chapter II, Section VII).

It has already been noted that the role of governments is to try and break down
all barriers to entry (Section 21) which, by their nature, interfere with the workings of
competition. Criteria for analysing distribution structures — with particular reference to
big retailers - will be considered later (Chapter II, Section IX).

1.1.22. Criterion No 15: Regrouping and Classification of Sales Points

Data are classified according to type of sales point. A large number of cat-
egories of sales point based on size, location and function (totalling 96) are reclassified
into six broad groups based exclusively on size. Using, for example, the coding system
proposed by Develcpment Analysts Limited the classification will be as follows, overleaf:
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Broad Group of Sales Points Detailed Categories of Sales Points

1 HYPERMARKET :50,000sq.ft. or over

06 - 12 - 18 - 24 - 30 - 36 - 42 - 48 -
54 - 60 - 66 - 72 — 78 - 84 - 90 - 96 .

2 SUPERSTORE : 25,000 sg.ft. to 49,000 sq.ft.
05-11-17 - 23 - 29 - 35 - 41 - 47 -
53 -59-65-71-77-83-89-295.

3 LARGE SUPERMARKET: 8,000 to 25,000 sg.ft.
04 - 10 - 16 - 22 - 28 - 34 - 40 - 46 -
52 - 58 - 64 -70 - 76 - 82 - 88 - 94 .

4 SUPERMARKET : 4,000 sq.ft. to 7,999 sq.ft.
03 -09-15-21-27-33 -39 -45 -

51 - 57-63-69-175

8l - 87 -193.

5 LARGE SELF-SERVICE:Z2,000 to 3,999 sqg.ft.

02 -08-14-20~ 26 - 32 - 38 - 44 -
50 - 56 - 62 - 68 - 74 - 80 - 86 - 92 .

6 SMALL SEILF-SERVICE:less than 1,999 sq.ft.

01 -07-13-19-25-31-37 -43 -
49 - 55-61-67-73-79-85-091.

1.1.23. Criterion No. 16 : Absolute or Total Price Variations

The increase (or decrease) of the total price of the specific items during the

reference period is taken into account. We refer to the following tables:
Table 3 is of particular interest. It shows the following types of variation:
a) maximum variation (or increase), i.e. the rate of mark-up applied by that sales

point which, of all the sales points in the sample, has raised its total selling
price the most over the period in question;
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b) minimum variation (increase or reduction), i.e. the rate applied by that sales
point which, of all the sales points in the sample, has increased its prices the
least (or cut its prices the most) over the period in question;

c) the difference between these two variations giving:

. the absolute deviation as a percentage ( €As).

The table also shows the sales point with the maximum and minimum variation.
The products are ranked according to the difference in the price variations ( €As)between

sales points over the period in question.

1.1.24. Criterion No. 17: Variations of Unit Prices

This refers to the increase (or decrease) of the unit price of products, re-
grouped on the basis on standardisation of different brands and size/weights (see Criterion
No.l).

The unit price is entered in a column of the right hand side of Table 1. All
price variations covered by Tables 2, 3, 4 and 9 relate to total prices and not unit prices.

Conversely, Tables 8 and 9 give variations of unit prices.
Clearly, there is no problem when total and unit prices coincide.

1.1.25. "Pathological"” and "Concerted” Price Variations

A systematic study of price variations brings to light valuable information on the
actual working of competition.

Here a distinction must be made between two kinds of variations which have to be

considered:
a) pathological variations;
b) concerted variations.

It will be recalled that in Table 4, price variations over the reference period
are classified in decreasing order for each item and sales point (the total number of lines
in the table is, therefore, the number of different items multiplied by the number of sales
points at which they are offered).

Pathological variations appear at the top of the table: these are the biggest
price increases recorded during the period covered. The table also gives prices at the start
of the period (time t) and at the end of the period (time t + i) as well as the sales point
involved. If these pathological price increases are charged by sales points which already
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had the highest retail prices, it may be concluded that these outlets have dominant power
in the area or district where they are located. It will then be essential to analyse their
buying prices and mark-ups. In any event, the causes of these pathological variations will
have to be explored by the method described in Chapter II.

But Table 4 also switches on another "red warning light" for concerted variations.

Any "identical" price variation, i.e.an identical percentage for the same product
at several points not owned by the same purchasing group or organisation (operator group) is

always suspect: it is suspect even if the percentage rise is small or a price is reduced.

It is the fact that the rate of variation is identical for several shops which
renders such a variation suspect, i.e. the result of concerted action. The degree of susp-
icion will be increased if prices at the start (time t) and the price at the end of the period
(time t + 1) are very different before the change and therefore remain so afterwards, as
between the different sales points. And yet the shops concerned vary their prices by exactly
the same amount. This would be impossible without prior concerted action.

Table 3a shows clearly, not only price variations but also the price before and
after, together with the sales points concerned.

Table 3a, therefore, brings to light restrictions on competition and concerted

practices affecting not only price levels at a given time but also levels of price variations.
Retailers who engage in such concerted practices have probably concluded an in-

formal agreement to base their price policy on a specified rate (or increase of decrease)

which is either fixed case by case, or, is automatically determined on the basis of a special

formula of which it would be interesting to have details.

Quite obviously, a practice of this kind is a very powerful and destructive

factor in the spread and growth of inflation.

This would seem to be further confirmation of the view that the findings of this

research programme can make an effective contribution to the fight against inflation.

Two practical examples willhelp to illustrate the circumstances described above.

FIST EXAMPLE : One product, one brand (I)

We will take a single product (rice) costing respectively Lit.500, 600, 700, 800,
900 or 1000 at six different sales points (A, B, C, D, E, F,) on 15th January 1977.

We then assume that six months later, the unit price for the same product of the
same type, brand and size are as follows:
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Sales Point Unit price in lire. Price increase

15.1.77 15.6.77 (%)
A 500 550 + 10 %
B 600 660 + 10 %
C 700 770 + 10 %
D 800 880 + 10 %
E 900 990 + 10 %
F 1000 1100 + 10 ¢

Without prior agreement between the six retailers involved, is it possible that
variations should be identical for such widely differing selling prices? The question

answers itself.
Price can therefore differ, even to a very considerable extent, even when their
movements are the result of a retailers' price agreement; at first sight this may appear some-

thing of a paradox.

SECOND EXAMPLE : One product, three brands (I, II, III)

Instead of a single brand, let us next take the case of three different brands
of the same product, made and marketed by three different producers. The position as at 15th
January 1977 and 15th July 1977 is summarised in the table below:

Unit price in lire Price increase
15.1.77 15.6.77 (%)
Sales Point Brand Brand Brand
I II ITI I I1 III I IT 11T

500 520 600 550 572 660 +10%  +10% +10%
600 600 560 660 660 616 +10%  +10% +10%
700 650 600 770 715 660 +10%  +10% +10%
800 800 700 880 880 770 +10%  +10% +10%
900 850 750 990 935 825 +10%  +10% +10%
1000 1000 800 1000 1100 880 +10%  +10% +10%

oW

A table like this suggests the existence of a network of agreements and concerted
practices, quite certainly involving the six retailers (A,B,C,D,E,F) and also most probably
the three "independent" producers of the three different brands (I, II, III). Otherwise,what
explanation is there for the perfect synchronisation of the changes in retail prices, all
fixed at the absolutely identical rate of 10% despite the substantial differences between the

prices charged at the six sales points?

To sum up, Table 3a can act as a "red warning" giving the signal for thorough and
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promising investigations of restraints on competition.

1.1.26 Criterion No.18: Classification of Sales Points on the Basis of Mark-Ups

The mark-up (qjx) on each specific item covered by each survey is calculated.

A column in Table 1 gives:

a) selling price;
b) buying pricel;
c) mark-up expressed as the percentage of the buying price which has to be added to

that price in order to arrive at the selling price.

However, differences in the mark-ups for each item and for each type of business
are to be found in Table 5, in which the items are listed in decreasing order according to
percentage mark-up. The same table also gives the sales points with the maximum and minimum
mark-up for each item in the sample.

In a period of inflation and steep price increase, a very high mark-up rate is to

be expected and the mark-up then includes the retailer's speculative profit.

Mention should also be made of Table 5a which acts as a "red warning" in the same
way as Table 3a (see comments in Section 27). This table will classify in decreasing order
real, actual mark-ups for each item and each sales point (the total number of lines in this
table will be the total number of items multiplied by the number of sales points at which
they are offered).

The products, i.e. the specific items and sales points at which the mark-up
("marge beneficiare brute")is greatest will appear at the top of the table while the items
and sales points where the mark-up is lowest or is even a mark-down(actual selling price less
than the actual price paid for a given item) will appear at the bottom.

1.1.27. Scrutiny of Trends and Concept of "Combined" Tables:"Linda zones" (Tables 11 & 12)

The combined tables (11/A and 11/B) will be particularly helpful in tracking down
the "critical" products which will have to be chosen for in-depth analysis during the second
stage of research (Chapter II). These tables have three essential features:

1. Buying price is the seller's invoiced price for each specific item covered,for delivery
to a retailer's shop or warehouse. It is therefore the "real" price paid by the retailer
to buy - at some date which obviously precedes the time of the survey - each specific
item on display in his shop. Clearly therefore, it is not the current buying price at
the time of the price survey which has to be considered.
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I. They deal only with "critical” products and sales points which raise questions
and doubts regarding the effectiveness of competition to which such products and
sales points are exposed.

II. They are concerned not with absolute values but with "relative" magnitudes expre-

ssed as percentages. For example:

(a) t + is : percentage variation of retail price over a given period;
J

(b) t + iq : percentage mark-up;
J

(c) *C4 : degree of concentration of the market for the product

in gquestion, at national level in the country concerned.
Only Table 11/A gives this figure.

III. In this way, each combined table sets out, side by side, strictly comparable
magnitudes in the form of percentages relating to several countries and/or

regions.

These tables should reveal not only restrictions at national or local level but
alsorestrictions which may result from agreements or concerted practices between manufactu-

rers and/or retailers in different countries and/or regions.

In the case of Tables 11/A and 11/B, the "flashing light" which sets off the
alarm signal is the rate of price increase (t + i sj) over the period under consideratien and,
to a lesser extent, the percentage mark-up ( t + i qj), because a higher figure for even one
of these percentages is always a disturbing symptom as regards the health of the machinery of
competition for the product or sales point involved.

Consequently, the classification criterion for these tables is the "degree of
danger" to the working of competition in the market for each product (Table 11/A)and at each
sales point (Table 11/B) in the national and/or regional samples analysed. The tables are

based on the colours of the four "Linda zones"l:

a) red : serious, prohable danger;

b) orange : serious or possible danger;

c) yellow : situation to be kept under scrutiny;
d) green : probably no danger.

How is the appropriate colour zone for a given product or sales point decided?

There are two basic criteria:

1. See: R.Linda "Domination, concurrence et cancentration des marchés dans la structure
industrielle de la Communauté, op.cit. pp. 71 - 85.
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a) the "absolute" criterion of relative size;
b) the "relative" criterion of relative size (or criterion of the

"quartile" in the statistical series).
Relative size can in fact be expressed as a percentage.

The absolute criterion has already been applied to the degree concentration (see
Section 12 above) in stating,for example, that all products with a standard concentration
ratic (*C4) exceeding 80% belong to the "red zone" by definition. This absolute criterion
has been worked out from great practical experience of research into the evolution of concen—
tration and campetition in all sectors and markets in the EFC Member States.l

This criterion is, therefore, also applied to the third section of Table 10/A

(*C4 : concentration of the prcduct at national level).

This criterion cannot, however, be applied to the other two sections of Table
10/A (variation of prices and mark-ups) because of the very complex and irregular nature of
the phenomenon of inflation in the case of price variations and because of the equally irreg-

ular and camplex effect of inflation on the rate of mark-up.

Some other criterion must therefore be sought because it is absolutely essential
to be able to rank both products and sales points in relation to each other as regards danger
to campetition.

A relative criterion is therefore introduced by sub-dividing the statistical

series (assuming 2400 terms)z in Table 4 (price variations in decreasing order)into four

"zones":

a) the first (red zone) fram the maximum value (maximum price increase)
down to the first quartile (in our example, the 600 terms showing the
biggest increase);

b) the second (orange zone) between the value of the first quartile and
the median value;

c) the third (yellow zone) between the median and the last quartile;

d) the fourth (green zone)between the last quartile and the minimum value

1. A list of concentration studies can be found in Annex 2 of the "Methodology".

2. The example is based on an "average" hypothesis of 80 items (on average)sold by 30 sales
points. This gives a total of 2400 terms or lines in Table 3a. However, as products
for which no price variation falls within the red or orange zones are not included, the
total number of terms or lines which will be ranked and used to produce Table 11/A will
be scmewhere between 1200 and 2400. If all three sections of the table (price variations
and mark ups, and concentration) show that any product (item) always cames within the
yellow or the green zone, the product (item) in question is not included. In the extreme
case, therefore, the same products (items) could be eliminated from each section, so that
the total number of prcducts (items) to be considered and ranked would automatically drap
to half 2400.

42



(in our example, the 600 terms showing the lowest increase, or even a
price reduction).

Terms below the median and hence the last two zones will not be included in Table
1
10/Aa~.

The procedure is the same for mark-ups, using the statistical series in Table 6.

On this basis it will be possible to count and regroup all the products caming
within each zone and to enter the number of cases in Table 11/A which deals with products.
Naturally, each product (item) is taken separately for each country, even though it is classi-
fied' and entered in the same table.

Table 11/B for sales points in compiled in much the same way but is much smaller
than Table 11/A because in our specimen sample of 30 sales points, there will be only 15 to
30 lines. For example only 15 sales points will be included when the same sales points fall
in the red and orange zones for both price variations and mark-ups.

Table 11/B has only two sections instead of three as in Table 11/A because it does
not cover either the national concentration of products or - as might have been anticipated
because of the enommous technical dbstacles - the inclusion of degrees of local concentration

of sales points in the "classification into zones".

Nevertheless, when the second stage of the survey has been completed (Chapter II)
it may prove possible to add the third section to Table 11/B.

Finally, it should be noted that:

a) it will not be easy to camplete Tables 11/A and 11/B in full and the
total number of cases coming within each zone will not be entered for
products and sales points for which it has not been possible to com-
plete all sections of each table;

b) Nevertheless, even if they are completed only partially and incom-
pletely, these tables have very considerable practical value2 because

they reveal significant relationships.

1. The exanple is based on an "average" hypothesis of 80 items (on average)sold by 30 sales
points., This gives a total of 2400 terms or lines in Table 3a. However, as products for
which no price variation falls within the red or orange zones are not included, the total
number of terms or lines will be ranked and used to produce Table 11/A will be scmewhere
between 1200 and 2400. If all three sections of the table (price variations, mark-ups,
concentration) show that any product (item) always cames within the yellow or the green
zone, the praduct (item) in question is not included. In the extreme case, therefore,
the same products (items) could be eliminated fram each section, so that the total number
of products (items) to be considered and ranked would autamatically drop to half 2400.

2. This is why, for the correct interpretation of the tables, a detailed note will have to
be appended setting out criteria and reservations concerning the collection and process—
ing of the data for certain products and sales points. In particular,the concept of mark
up adopted and the basis of evaluation used will have to be explained in detail.
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a) As regards products:

I) between price increases and rates of mark-up;

I1) between price increases and degrees of concentration of products at
national level;

III) between rates of mark-ups and degrees of concentration of products at
national level.

b) As regards sales points:

i) between price increase for all products sold at each sales point;
and

ii) general level of mark-ups applied (at the end of the periad)at each

sales point considered.

This gives very valuable guidance on any increase in the market power of the
sales points in the sample.

1.1.28 "Identical data" (either absolute or relative) as a sign of concerted practices

Another "flashing light" which sets off the alarm system is to be found in ident-

ical price variations or mark-ups.

It was noted earlier in the discussion of concerted price variations (Section 27
above) that producers and/or retailers can very easily agree always to vary their prices by
exactly the same percentage. They do not fix an absolute price but they do fix price varia-
tions. This is very simple, but the effect on inflation can be decisive.

Tables 12/A and 12/B will include only products and sales points affected by such
concerted variations.

Three comments have to be made, however, concerning the concept of "relative
identity" and its interpretation, the special position of price controls and the camputation

and interpretation of the mark-up.

I) Concept of relative identity and its interpretation

It may be assumed that when producers and/or retailers reach agreement on fixing
price variations or rates of mark-ups, the parties to the agreement are allowed a certain
latitude.

The concept of "identical" (in the absolute sense) has, therefore, been samewhat
extended and adapted to actual conditions by including deviations of not more than 4% from the
reference percentage. Thus, if an "identical" 10% variation of price is found to have been

applied by a number of sales points, Tables 12/A and 12/B will also include other sales points
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applying a price increase of between 10 and 10.4% (the actual percentage will be shown in
brackets beside the name of the sales point).

This will be referred to as "relative identity”.

There remains the problem of interpreting the significance of such "relatively

identical variations".

Reference is made here to our earlier remarks concerning pathological and concer-
ted price variations (Section 27 above). But these are identical variations in the absolute
sense: exactly 10% ( or 20% or 50%) and nothing more or less !

On the other hand, when the variation is 10.4% instead of 10%, how can we exc-
lude the possibility that the rates of variation may have been brought closer by the stab-
alising effect of competition?

It should be borne in mind, that surveys are carried out at six monthly intervals.
It is also possible, therefore, that a given retailer increases prices and that, under the
influence of the type of competition and market pattern typical of oligopolistic structures,
other retailers align on the price charged by the first who, in that case, would play the
role of price leader.

These circumstances would automatically lead to uniform prices. But three points
have to be noted:

First Point

Uniform prices are the result of the working of a certain kind of competition,
but do not in any way presuppose that a genuinely campetitive market mechanism will operate
subsequently. Far fram it. The existence of uniform prices is an cbstacle to the working
of competition.
Second Point

If, starting fram a differential price system, alignments result in a system of
uniform prices, this amounts to saying that price variations have not been uniform but
differential. This situation is not,therefore, covered by cur hypothesis ‘(on which Tables
11/A and 11/B are based) which is founded on the existence of identical price variations.
Third Point

Lastly, if we have a combination of two hypotheses:

a) uniform prices to start with;

b) identical price variations;
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the result will be the establishment of a new balance based on

uniform prices.

All these aspects will be clearly demonstrated by Tables 11/A and 11/B and enable
us to conclude that, in this case, there are very severe restraints on competition. The
camnbination of agreement, price leadership and concerted practices results in uniform prices

and identical variations which are concerted in one way Or another.

Moreover, these are not identical variations in the relative sense but identical
variations in the absolute sense, because, starting from uniform (initial) prices they result

in new and equally uniform prices.

To go further into the problem of relative identity, therefore, we must take up
again the hypothesis of Section 27 of this chapter, which is based on differential prices;
it is, therefore, a question not of the alignment of prices, but sanething quite different,

the alignment of variations of prices which continue to differ between sales point.

It is clear, however, that when variations are relatively identical (deviations
from 1 to 4% above the identical reference rate) there are few grounds for autcmatically
concluding that concerted practices exist (as was possible for identical variations in the
absolute sense); stage two of the research will then have to be initiated and the frequency
of surveys will have to be stepped up to one a month instead of one every six months, as is
made quite clear in Section 5 of Chapter II (2.5.19; 2.5.20; 2.5.21).

I1) Special position of price controls

The foregoing arguments once again show clearly how disastrous the fixing of
maximum prices by governments is for any clear insight into the actual working of competitive

mechanisms.

The fixing of maximum prices has the effect of setting up a screen or throwing
a blanket of fog over the activities and more especially the aims and motives of oligopoli-
sts. No-one can know whether they are bound by practices which limit campetition or whether

they simply align themselves on the maximum prices fixed by the government.

The final outcome is uniform initial prices + identical variations = new uniform

prices = stifling of competition, with no chance for governments to intervene effectively.
These conclusions confirm those of Sections 18 to 21 above and those of the Sixth
Report on Competition Policy (Brussels— Luxembourg, April 1977) of the Commission of the

European Cammunities.

This report quite rightly stressed the very serious danger which any government

price-fixing policy carries for the spread of inflation.
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Indeed, the alternative for any such policy is either to fix uniform prices,
aligned on the most efficient sales points and thus to eliminate fram the market all marginal
sales points with higher distribution costs and prices, or to fix uniform prices aligned in
the highest prices charged at the dearest sales points, thus causing great economic hardship
for consumers and creating huge "rents of position" for the most efficient and cheapest

sales points, which is hardly likely to check inflationary trends.

These conclusions reached by the Commission of the European Communities are
backed by the following arguments. On the basis of scme provisional results of surveys now
in progress, it is reasonable to assume that the size and location of sales points have a
decisive effect on the distribution costs and profit-earning capacity of each sales point.
Taking the extreme case, it becomes possible to state the following simpler hypothesis; a
small supermarket or a small independent shop in a city centre may have a cost structure for-
cing it to charge prices 40% higher than those of a huge supermarket lccated on the edge of
the country where land is cheap, near to the interchange of several fast motorways so that

goods are delivered more easily and are easier to store.

On the basis of this simplified hypothesis, a relative difference of 10 to 40%
over minimum prices can be regarded as almost a normal hypothesis linked with the very
different cost structure of each sales point.

This gives three hypotheses for price differences:

a) normal hypothesis: the difference between maximum and minimum price is
10% or over but less than 40%;

b) hypothesis of divergence: the difference is 40% or over;
c) hypothesis of uniformity: the difference is less than 10%.
II1) Computation and Interpretation

Measurement of mark-up depends not only on conditions of competition both up-
stream (bargaining power of the retailer in relation to the supplier) and downstream (press-—
ure of competition from other retailers on consumer markets), but also on the nature of the
product, shelf life, storage time and costs, cost of transport between a retailer's ware-
houses and shops, total quantity sold by the retailer concerned etc,.

As was quite correctly noted in the Fifth Annual Report of Competition Policy,

these conditions vary considerably as between sales points (see preceding page) .
Consequently:
a) a very high mark-up is no more than a disturbing symptom of restrict-

ions on competition and even then it has to be interpreted with caut-

ion and all kinds of reservations;
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b)

the existence of identical mark-ups - even if only "relatively
identical” - applied at different sales points is a much more disturb-
ing symptam of such restrictions on competition because sales points
operating in different conditions would naturally be expected to apply
different mark-ups.

The practical value of Tables 11/A and 11/B is thus further confirmed but there
remains the crucial problem of computing the real mark-up at each sales point. This involves

the whole problem of real purchase price and real date of purchase.

This prcblem is so camplex that it can only be dealt with exhaustively and

systematically in the second stage (see Section VII of Chapter II).

It is therefore, quite possible that the mark-up section of Tables 11/A and 11/B
cannot be completed until the results of the second stage of the surveys are available.

Meanwhile, however, it may be possible to work on the basis of mark-up ranges, at least for

certain products and sales points, so as to reveal any signs of concerted action by some

sales points in the way they set and/or vary their mark-ups.

1.1.29

General Points

At this stage it should be noted that:

a)

b)

the purpose of this section has been to provide a general survey of
the background to the research, and in particular to identify the
general idea, behind Tables 1-11:

the next step is to enumerate all the technical considerations
required for the computer processing of these tables, and to explain
the specific scope and purpose of each table.
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1.2. SERIES OF DETAILED TABLES : PRICES - MARK-UPS

1.2.1. Overall survey of the tables

During the fist stage (Chapter I) of the survey, a series of tables must be
produced to indicate the reference points needed for setting up the next stage (Chapter II).

The first-stage tables cover all the products (items) and all the sales points
in the sample.

We can sub-divide the tables as follows:

a) Tables 1 - 8 , to be campiled for each country and/or region studied;

b) Table 9, representing a first attempt at a country-by-country comp-
arison of prices;

c) Tables 10 and 11, representing a possible subsequent stage during
which specific restrictions of competition will be tracked down and
brought to light.

TABLE 1 Detailed results by sales point and product = new version suggested by Mr Allaya
(Montpellier) .

TABLE 2 Products ranked according to price differences ( ¢Rp) in per cent between sales
points.

TABLE 3 Products ranked according to differences in price variations ( £As)between two

given surveys.

TABLE 4 Ranking by decreasing order of price variations for all items and all sales points
covered.
TABLE 5 Products ranked according to relative differences between mark-ups ( £qj)
TABLE 6 Ranking by decreasing order of mark-ups for all articles and all sales points
covered.
TABLE 7 Measurement of price differences by product group.
" TABLE 8 Regrouping of products/brands (including own labels)according to unit price and

variations on unit prices.
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As noted, these tables will be compiled for each country {(or reyion), on the
basis of a very limited sample of sales points (on average 30 to 50 per country or region).

Tables 4 and 6, however, may also be compiled for a specific group of countries and/or

regions.

The tables should be fairly easy to interpret.

Naturally, only part of these tables will be published in the final reports; the

bulk of them will be used as raw material for summary tables.

TABLE 9

products.

1.2.2.

TABLE 10

TABLE 11

List of products comparable at international level on the basis of unit price.

This table illustrates price differences at Community level for certain specific

All the above tables will be prepared by computer.

The "Combined Tables"

These tables consist of a combination of:

- data relating to separate but linked phenomena, for which it is important to

determine any correlation;

- geographical coverage, since data for different countries and/or regions can be
combined in the same table.

Combined tables for the "zones".
A, Ranking of products;
B. Ranking of sales points.

Combined tables for "identical data".
A. Ranking of products;

B. Ranking of sales points.

Tables 10 and 11 are already selective in that they cover only products and sales

points of interest for the study of restrictions of competition, the"critical” products and

sales points, as it were.

These tables cover a number of products, whereas those planned for Stage 2

(Chapter II) will cover only one "critical" product or one "critical" sales point at a time.
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1.3. COMMENTS ON THE PRICE MARK-UPS TABLES

The following notes should be consulted before reading and interpreting Tables
1 - 11B.

1.3.1. Table 1

It should be noted that any future analysis or study must take Table 1 as its
starting point. Generally speaking, it sets out the data as collected by the researcher,
and indicates the mark-up, that is, the percentage added to the buying price by each retailer
to give the retail price. The table also shows the type of business (e.g. suburban super-
market) for each sales point in the sample and gives all the figures (overall prices, unit
prices, mark-ups) not only for the most recent survey but also for an earlier survey, for
comparison purposes.

Table 1 gives detailed figures for both the sales point and for each product,
that is, for each item (brand/size). It should be noted that the table gives a number of

important details for each product:

a) the product group : the product is placed in one of the 22 product

groups according to Criterion No.2. (alphabetical code, i.e.:
Ilcm" ’ IIE[\]FII R llsa]“ ’ "LEG" , etc. ’ )

This information is to be supplied by the Research Institute.

b) The importance of the item in question -(according to Criterion No.6):

i.e. (1) essential item;
(2) non-essential item;

(3) item of varying importance.

c) The origin of the product, i.e. home-produced, imported or partly

home-produced (see Criterion No.4)

d) The method of pricing: usual price of special offer, or other

unspecified methods (see Criterion No.5).

e) The size of packaging, generally indicating the exact net weight, in

grammes or kilos (drained net weight for certain types of preserved
and tinned foods).

f) The brand name under which the product is marketed in the country in

question.
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1.3.2.

9)

h)

J)

k)

1)

m)

The type of brand, that is, the manufacturer's brand, trademark or

distributor's own label (see Criterion No. 3).

The name and nationality of the manufacturer, or, if the manufacturer

is unknown, the name of the commercial group or sole distributor (own
label) (see Criterion No.8).

Selling price and buying price: this is the total price paid for a

given article, i.e. for each brand, type, size and weight of the
product in question.In the case of bulk buying and selling, the sell-

ing and buying prices must be those of the same item.

Overall mark-up: this is the difference between the total selling

price and total buying price.

Coefficient: this is the clearly-defined quantity (e.g. kg) to which

the overall price refers.

Unit price: this is normally obtained by the computer by dividing the
total selling (or buying) price by the quantity (= coefficient).

Mark-up : this is the percentage which must be added to the unit
buying price to obtain the unit selling price.

Camplex algebraic expansions and interdependent variables in the analysis

We can therefore ask questions along the following lines:

a)

b)

Are differences in selling price greater:
- for home-produced goods:
- or for imported products?

is there a price relationship between all the items produced by a
large manufacturer, or between the items produced by all the

manufacturers of a given nationality?

For example, are differences in overall price more or less the same
for the various items produced by a given manufacturer, or on the
contrary, highly variable?

Are mark-ups more or less the same for all(or nearly all) the goods

produced by a given firm, or do they vary greatly according to the
item and/or the sales point?
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c)

Do some manufacturers (and perhaps some sales points) consistently

charge different prices according to the size or form of the packing?

Are the unit prices of "own-label" items comparatively higher or lower
than those bearing the manufacturer's label (sold everywhere else) at

sales points where:

- there is nor competition with similar products bearing the manufact-

urer's brand;

- there is such competition since similar products bearing the man-
ufacturer's brand are also available at the "sales points" in

question?

These three points will be further considered in order to throw light on a number

of basic questions:

a) What role do imports and importers play in price movements, from the
standpoint of analysing the process of inflation? To what extent can
imports become a deflationary factor?

b) What is the overall strategy applied by the largest manufacturers to
fix the price of their various products, according to geographical
area, type of retailer (buying these products) and certain charact-
eristics of the goods in question?

c) What use do the: largest retailers make of their bargaining power in
relation to mrnufacturers? To what extent does competition between
retailers really exist, and what benefits does the consumer gain from
the effects of retailers' bargaining power?

1.3.3. Dynamic and international approaches

It is even more important that all these relationships, and other possible

relationships, may be used:

a)

as the first step in working out a "dynamic framework", since Table 1
gives data not only for the survey in question, but also for any
chosen, previous survey (six months, one year, five years etc.,)
according to the aims and requirements of the research. The static
comparative method, which analyses differences in price and mark-ups
between two different points in time, allows significant conclusions
to be drawn on the evolution of commercial structures and of
industrial and commercial strategies.
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b) internationally, to compare:

- prices and profits in the various EEC Menber States;

- changes in these given structures over a period.

It should then ultimately be possible to identify two "long-term industrial
strategies”:

I) The pricing policies of the largest manufacturer in the international
field and changes as regards products, countries, retailers and
profitability;

I1) the pricing policy of the largest retailers, their profitability and
their tendency to retain commercial power by the use of own labels
in order to offset the power of supply.

In this way the quantitative data obtained from a long series of surveys on prices
and mark-ups would provide the basis for a full factual analysis of the interaction,
at international level, of interdependent strategies practised by manufacturers and retailers,
the aim of this analysis being to identify developing trends in the structure of competition.

1.3.4. Breakdovn of Table 1

There is clearly no single economic approach capable of interpreting all the
data in Table 1, and in particular the salient features of the many facts it contains, be-
cause it is very wide in scope and includes all the raw data collected as well as some proc-
essed data.

Table 1 must, therefore, be processed as follows:

a) its contents must be logically sub-divided so that meaningful partial
synthesis of the specific points to be brought out can be achieved;
this is done here by means of Tables 2 to 10; see the following
paragraphs.

b) by an "overall dynamic synthesis" which enables and compares in one
or more tables all the data which seems particularly significant in
the long term.

This second operation clearly depends on the results of the research project, as

presented in concrete form in three or four years time. Only then will it be possible to

attempt a new overall dynamic synthesis of this kind.
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1.3.5. Table 2

Table 2 contains the results of a series of computer calculations using the
basic figures; it gives the difference between the maximum and minimum price of each product
(right of table) and shows the corresponding sales points and the name of their owners, as
well as the type of business ( distinguishing at the same time between the broad group, based

solely on size, and the detailed category based on size, location and purpose).

The products (that is the specific items according to brand and size of packing)
are classified according to difference between maximum and minimum prices ( €Rp in %: at
the bottom of Column 3 of Table 2). We shall call this percentage difference "the relative
percentage difference".

This index cannot be calculated unless:

- a comparison is made of all the prices recorded for an identical item (same

product, same hrand, same size) in all the shops covered, thereby ensuring
that the number of observations (n*) coincides with the number of shops in

which that identical item can be found and its price recorded;

- the two extreme prices (maximum and minimum)within the number n* of prices

covered in the survey are isolated.

The next step is to visit the shop in question and check the accuracy of these
two extreme prices so as to avoid factual errors wherever possible. These checks are all
the more important when it turns out that the average price differs greatly from either the
maximum price or the minimum price. When this happens (very wide price spread) it might
be sensible to consider not only the highest prices - maximum price or "first maximum" - but
also the next three prices down, i.e. second highest, third highest and fourth highest.

Where necessary these other maximum prices - and the sales points where they are
found - will be entered in the last two columns 17 and 18 in Table 2. It will be useful to
be able to compare the average price with the median price.

Table 2 also shows:

i) the type of brand (manufacturer's brand, distributor's own label etc.)
and the origin (home-produced, imported etc.,) since it is useful to
know if the widest price differences (between the sales points in the

sample) are to be found on imported or home-produced goods;

ii) the pricing methods (normal price structure or special offer), since

we must know this in order to assess the price differences.
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1.3.6. Table 3

Table 3 gives a breakdown on the comparative statics approach, it can be used to
compare price variations over a given period. The products (items) are ranked according to
the difference in price variations (€ As), i.e. according to the difference between the per-
centage increase ( or reduction)from one shop to another. The sales point which has shown
the highest price increase is also shown, as are the prices on dates t and t + i. The same
details are given for the sales point which shows the smallest price increase (or reduction)
over the period in question. Thus the figures do not refer to the maximum or minimum prices
but to the prices of those articles which have increased the most (or the least) in a
specific shop in relation to the increases recorded for that same article over the period in
question in the other shops in the sample. Columns 8 and 9 (pricing methods) are of part-
icular interest since it is essential to know whether the item was on special offer on a
given date (t or t + i) in order to appreciate fully a given price increase (or reduction)

for a given product (item).

Other information on each product covered by the survey and on its manufacturer
may be useful for research into the causes and factors influencing the price increases or
reductions.

1.3.7. Table 4

In Table 4 the products (items) are ranked according to the maximum rate of

price increase recorded in a particular shop.

It follows that if a product frequently appears at the top of the table because
its price has increased heavily in several shops it would be reasonable to conclude that the
price increases depend primarily on the manufacturer (and/or wholesaler or dealer), rather
than on the retailer. Table 4 will, therefore, be extremely useful for the study proposed in
Chapter I (section 1.2.)

1.3.8. Table 5

Most of the notes on Table 2 apply equally well to Table 5. It will be interest-
ing to compare the average mark-up with the median mark-up. It must be remembered that the
information obtained on mark-ups generally corresponds broadly to the official mark-up rates,
i.e. they are often understated. In fact, major retailers often obtain more favourable terms
from their manufacturers, especially in connection with bulk buying and delivery dates.

Given that special terms of business are often treated as business secrets it is impossible
to know what mark-ups are actually applied. In certain cases and for certain retailers they
can be considerably higher than the official mark-ups entered in Table 5. We will attempt to
deal with this problem in Chapter II (Section 1.2.7.).

Despite these limitations, Table 5 gives an interesting picture since the fig-
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ures are shown from the angle of comparative statics, meaning that the mark-ups recorded
during an earlier survey are shown in brackets. Since the approved discount scales
generally refer to the manufacturer's official terms and prices, any change in official
mark-ups may be reflected in actual mark-ups, with the resulting benefit for certain major

retailers.
1.3.9. Table 6
In Table 6 the products (items) are ranked in decreasing order according to the

percentage represented by the highest mark-up; the items at the top of the table produce
the highest profit for the retailers involved (the salient features of the products are also

shown) .

- the names of these retailers;

- the selling prices (total and unit) recorded during a previous survey as
well as the most recent in order to show whether or not the increased mark-up
is linked to a recent increase in prices.

1.3.10. Table 7

Table 7 gives a detailed list of all the products (items) classified by "product
group" (Criterion No. 2), e.g. "CON", "ENF", "SOU", "EPI", in order to show:

(1) The price difference between sales points for each product group,
as well as the two sales points charging the maximum and the minimum

price respectively for each specific item;

(ii) The value of certain standard indices such as:
- standard deviation, or SD (sigma),
- the variation coefficient in % (V),
~ the relative difference in % (€ Rp).

It will be noted than within each product group ("CON", "ENF", etc.) each specific
item is ranked according to the relative difference ( £€Rp), so that the reader can immediately
see which product group displayes the largest differences.

For each product group the overall price (average, maximum, minimum) is establi-
shed on the basis of the arithmetical averages calculated for all the articles in each product

group, as stated in Note 2 to Table 7.

By comparing the most recent results with those cbtained fram an earlier survey

(figures in brickets) the reader will be able to answer the following questions:

- Do the differences in prices charges by two sales points always apply
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to the same items, or do they vary fram one survey to another?
- Are certain sales points always the most expensive (or the least

expensive), or do the price-leaders vary fram one survey to ancther?
1.3.11 Table 8
Table 8 owes its originality to the fact that:

— identical or similar products marketed under different brand names
or in different packages are listed and campared with one another on
the basis of their unit price on the date t + i (t + ipu):

- the indices measuring the price spread and price trends (namely; V,
€ Rp,€ As) are based not on the selling price of each specific item
but on the unit price of each product. There will, therefore, be
only one index (V, €Rp,f As) for the whole range of items falling
under the same product/brand heading.

The table will also help to interpret Tables 4, 10/A and 11/A. It will also be
especially useful for the analysis in Chapter II. It will also be useful to campare the
average price with the median price.

1.3.12 Table 9

At this stage, the research programme includes only cne table designed to make

camparisons between one Community country and another.

Its primary purpose it to enable the researcher to select products (items) which
can usefully be campared from one country to another. Table 8 - one table for each of the
relevant countries - provides the basic material.

It should, however, be noted that:

- only columns 1,2,3,4,6,15 and 17 in Table 8 are used in Table 9,
which means that any reference to material cbtained from a previous
survey (t) is amitted;

- all the prices are converted into Belgian francs and also expressed

in Eurcpean units of account(rather than in the lccal currency);
- the price variations between t and t + i are not taken into account.
For each product and each country there may be two sets of prices in Belgian

francs and EUA, corresponding respectively to the two alternative methods of converting to

the local currency:
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a) the rate based on purchasing power parities and/or exchange markets
for the Belgian franc (Bfr);

b) the rate based on the exchange market, for European units of account
(EUA) .
1.3.13 Tables 10/A and 10/B and 11/A and 11/B

These tables have been explained in paragraphs 1.1.27 (Scrutiny of trends and
Concept of Cambined Table....... ) and 1.1.28 ("Identical Data"..... as a sign of concerted
practices) .

1.3.14 The two central issues in the study of prices

All the tables listed above provide, in one way or another, the raw material
which needs to be sifted, refined and clarified before the two central issues in the study of
prices can be properly dealt with. These two issues are:

i) country-to-country differences in buying prices/producer prices.

(the static approach);

ii) country-to-country camparison of price trends (the dynamic approach).

1. (Static Approach)

There are very serious camplications involved in ascertaining and studying the
buying prices actuaily paid by major retailers - i.e. the prices which should technically
correspond (in integrated trade) to the producer prices actually charged and actually
received by the producers themselves.

These prices must, however, be known and studied if we are to analyse:

a) the strategies and practices engaged in by the producers and by major
retailers;
b) the level and camponents of the major retailers' mark-ups. In other

words, a straightforward survey of retail selling prices that is not
closely linked to a survey of actual buying prices would not lead the
way to this type of "operational analysis",which seeks to establish

the existence of legal and econamic bases for applying Articles 85
and 86 of the Treaty, and which alone can justify the setting-up of
such a large-scale programme. The use of the "thermometer" - the
retail prices paid by the final consumer - is admittedly an essential
first stage in the search for a diagnosis and, later, for a solution

to the situation, but it is not enough.
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Before going any further, we should just mention a few special conditions and
advantages. They cannot be readily quantified, but, nevertheless a country-by-country
comparison of these buying prices and producer prices should help to detect, and above all

to prove the existence (or otherwise), the importance and the impact of:

- discriminatory prices, where it is found that the price of a

specific product varies considerably between one Community country
and another (possibility of applying Article 86 where prices differ
because of action taken by a dominant firm;)

- unfair prices, where, in one or more countries, the existence of an
obviously excessive price is ascertained after all the camponents
making up the cost price have been meticulously investigated
(possibility of applying Article 86 where the excessive price can be
charged because a firm occupies a daminant position);

- concerted prices, fixed at an artificially high level by means of

agreements or concerted practices between undertakings (possibility
of applying Article 85 where the dynamic analysis demonstrates the

existence of this type of action in concert.)

We also propose to include another table in this Chapter (Table 9), which will
highlight the differences in retail prices fram one Canmunity country to another on a
specific date.

The table uses two conversion rates so that prices can be campared on an inter-—

national scale from two different angles:

- the rate based on purchasing power parities, used for converting
lccal currency into Belgian francs (or any other currency);

- the rate based on exchange market quotations for converting local
currency into European units of account (or any national currency).

If both conversion methods give unequivocal and converging results we will have
an dbjective and quantitative basis for attacking campetitive ancmolies, where the Commission

might consider own-initiative to be called for under Articles 85 and 86.

II. (Dynamic approach)

Table 9 has two distinct limitations:

a) it deals only with retail prices, i.e. it looks no further than the "therm-

ometer";
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b) It is static, in that it does not tackle the problem of comparative

trends.

Table 9 is, however, a stepping-stone towards more interesting developments since

it helps to:
- select a list of "critical products" whose progress along the econo-
mic pipeline from production to final consumer must be traced so

that the role played by each cost component can be established;

- complete the dynamic analysis which will make it easier to monitor

and distinguish the strategies and practices adopted hy undertakings.

This dynamic approach should enable us to produce supplementary evidence of:

- the existence of price co-ordination (possibility of applying
Article 85;)

- the existence of unfair prices, whose illegality will be established
by means of a detailed study of the relationship between, on the one
hand, price variations (at the retail, wholesale and manufacturing

stages) between countries, towns and shops and, on the other,

variations in the components that make up prices, mark-ups and costs

(possibility of applying Article 86).

Chapter II will set ocut the guidelines of the research by which, it is hoped,
the extreme camplexity of price studies can be directly resolved with a view to achieving
the "operational objectives" to which we referred in the Introduction (The Research Program-

me - Its Aims and Stages").
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SURVEY OF PRICES AND MARK-UPS TABLE 2

€9

Products ranked according to price differences ( £Rp)between sales points (%).

No. oOf SuUrvey: .eeeceeeess COUNTRY :eeeeveroons
Date 2 eecscsases TOWN fecesccnnnan
(figures in parenthesis are for previous survey NO........ ) CURRENCY f.veenecsenen
U ~
P s VAN L. Manufacturer
é‘|§ g %é Type of Pricing or Distributd(Where
g_, 5,1 s o ko) il Business o o e or (OL) Applicable)
= |S2E|F0 R y8 B [ s |2 | E AP -
g < SE|TES LY (5. o o Q r % -
g Tud|tall8% REIE |3 |w | 2 |« - 7 | 8 |8%
= & 1282 | R 28 > | . ~ ) 3 © 5 * 5 | 8 o3
& 'Ss:g: s TG I I o @ . 5 5 ) ) et “O0 (B9
§85|792.8 B2 |y (8505 | % | & | & 5|5 |81 |3z
ST F8E 8 |85 | & 20 | = A o) 2 2 |54 |G
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18
1 .. | 2nd
(___) _
\ 3rd
'—(===)== —
{ __) \
2 ..

1. €Rp = Maximum price - minimum price

— : X 100
Minimum price

2. Highest selling price or first maximum.
3. In order of magnitude :2nd, 3rd, 4th highest.

The average price is not, of course, the mean between the maximum and the minimum, but the average of all the prices recorded
at all the sales points in the sample for a given article.
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SURVEY OF PRICES AND MARK-UPS TABLE 3

to be established for each
Products ranked according to the differences in the price variations (€ As) country.

(Column 12) between two given surveys.

No. of Survey:..... INDUSTRY :eeeeceoees
Date feececcnccans COUNTRY :eeeevreonn
(Figures in parentheses are for a previous survey NO.........) CURRENCY :..... ceens
§ & 0 i
.3 o Pricing Manufacturer o9 Prices and Variations(between t and t + i)
Qg [T
o+ " T 0 Price var. Price var.
3 Y o, -8 g o) Max. Min.
B u :6: 8 3 B -u 2
Eé) “ © - Qo8| t |t+i| .8 pisy| t Jt+i]| .5 ks
g2 |55 B | B | 8 c t je+ifnt No. |Nat. | @g3 L8 [ins L8 |ins
% ng aE; '§ '§ g g e © oa o
VgD o = o ccl| p- p «= |(var. P P +—  |(Var.
g 888 & a o £-;-: J J 28 | max) J J 28 |min)
1 2 |3 4 | s 6 7 8 | o 0 |1 {32513 | 1| 15|16 |17 | 18 |DL |20

13, 14, 17, 18 : pj = Total Selling Price for the item considered in the given Sales Point.



TABLE 4

CLASSTFICATION OF PRICE CHANGES IN DECREASING ORDER,

SAMPLING ALL ITEMS AND SALES POINTS.

t+1i 5j vPj vPu .
Price change Total price Unit price Product, size, Sales point
(in %) brand No. and name
of owner.
t t+1 t t+ 1

N.B:

The above table will show a total number of n*y* price changes; for each article/
sales point cambination the entry in the table should indicate the price change
(+)in % between time t and time t + i (where i =1, 2, 3, ....). Those items

which have experienced the largest price increases (in each sales point) will appear
at the upper end of Table 4, while those items which have experienced no price change
or indeed have experienced a price reduction, will appear at the lower end of

Table 4.
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SURVEY OF PRICES AND MARK-UPS TABLE 5
Products ranked according to relative difference between mark-ups (€ qj)
NO. Of SULVEY.vveeerevnnnnan COUNTRY :eeessnsees
Date = ciiiiiiiiiiiien TONN feeenns
(Figures in parentheses are for a previous survey No...... ) CURRENCY: .evssenans
> D g |8 Type of Pricing Manufacturer/| (Where
v 58 & - business o T Method Distrib. (OL) | applicable)
Q DD w ~—~ o) =1 & -
518741577108 | [ g |8 A
o Y Q A= E 0 © 8.0) ¢} '8 W +H us - + a 2
5 H a5 g.’j@ %> 2 '_' OL‘ (:)) sl + + a0 0w
o} o -~ 0 = E @ £ 0 — = ~ L v O [Te}
¢ |2 |Bdg|ced|cd 2% | 8 |Bulpf | B & | @ s |8 |BE |88
& 5 |85 5IRER 8 | &5 3 23823 & 8 = 5 8 | @A
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18
1
Ty 2
— \
_‘£===l'= \\ & =g \\\ \ —_—
2

1. Difference in % = gj = maximum mark-up - minimum mark up.
2. Highest selling price for first maximum.
3. In order of magnitude; 2nd, 3rd, 4th highest.

The average price is not, of course, the mean between the maximum and the minimum
the sales points in the sample for a given article.

, but the average of all the prices recorded at all




CLASSIFICATION OF MARK-UPS IN DECREASING ORDER,

SAMPLING ALL ITEMS AND ALL SALES POINTS.

TABLE 6

t+1i qgj Total price

Mark-ups vPj

(in %)

Unit price

vPu

Product, size,
brand

Sales point

No. and name
of owner.

N.B.

The above table will have a total number of n*y* mark-ups, derived by multiplying
the number of different items by the number of sales points which actually market
those items. Those items that show the highest mark-ups in a given sales point at
time t + i (where i =1, 2, 3,.....) will appear at the upper end of the tables,
while those items showing a very low mark-up, or indeed a negative mark-up, in a
given sales point will appear at the lower end of Table 6.
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SURVEY OF PRICES AND MARK-UPS TABLE 7
to be established for

Measures of price differences by product group each country.
NO.Of SUIVEY feeevecesansn.
Dat;e _ INDUSTRY Z.veeeeoone
(figures in parenthesis are for previous survey NO.....eeeseeoes. )
COUNTRY :evnevcaens
CURRENCY feeevecaase .
o é . Identity Code n* Maximum Price Minimum Price a o £ d; .
3 o 2 & o Q o o
5 (9.8 |28 . . ~ - g | @ £ 2
o | T e |sizes No. o Price | Sales Point Price|Sales Point o &8 o 5.9 o2
b 35 Brand o ey =] =0 > 0
5 |'A-ac |weight [product B Wid Wide |9 && TS lBe it £
-8 sau as 1ae 1de %‘-—cv .-gv - s ruuo-)uw
5oleoy 20 No. Group No. Group |8 2 8 I B =
a1 - 0 L noo wn > Dage joFay
CON.

total \\W \X\\\\ \\\\\\ (2) (2) \\\\\\ \\\\ (2) \\\\\ \\\\\

worl I [ @ [ @ OO @ (i

(1) r* = Number of cbservations

(2) 1he Arithmetic mean of different items constituting the Group,this mean being calculated on the Maximum Prices (or the minimum)
registered for each item in the different Sales Point. In other terms, the basic hypothesis is that one man buys each item
separately in the "Sales Point" where it costs more (or less).

(3) Vithin each Product Group the items are ranked according to the relative difference ( £ Rp)
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SURVEY OF PRICES AND MARK-UPS

Regrouping of products/brands ("own-labels" included) according to the
unit price and evolution of the unit price (1)

TABLE 8
to be established for each
country.

No. of survey:..eeeees. INDUSTRY:veeeoscsass
Date st + 1 COUNTRY feceeccanses
égggtlty n* Unit Price rice Variations_
B 'g‘ Average Price Maximum Price Minimum Price v ¢ Rp between t and t+i
. (3) . .

8 § % for each group for each group for each group (4) (in %) (in %)
o o

8, ?5 3 = Diff. Diff. Diff.
o r§ 2 t |t+iing |t t ing| t k+iling | t |t+ t |t+i|MAX. | MIN. |€As
0 % @ .

0 o " in %
Q D 0 M

QA

1 2 3 4 5 6 7 8 10 11 12 13 14 15 16 17 18 19 20

(1) All data are indicated for each item of the "Product/Brand" considered.

(2) Items referring to each "Product/Brand" are ranked in decreasing order of the Unit Price,within each "Product/Brand" class,

taking into account the "Average Price for each Group" (Column 6), at time t + i.
(3) n* = Number of observations for each item at time t + i (in parentheses,at the right side in the same column,number of observa-

tions at time t)

(4) V = coefficient of variation.

All prices are expressed in national currency.




SURVEY OF PRICES AND MARK-UPS TABLE 9

List of products camparable at international level on the basis of unit price.

0L

NO.Of SUrVeY.teeeenanne COUNTRY Peseeeeeees
Date = = ciieieeeens TOWN leesesncns .
Figures in parentheses are for previous survey No..... ) CURRENCY :eeeveens ..
(Fig
Exchange rate :.v0.0vee Bfr. (1)
EUA (1)
scription . .. Total price (in local Unit price in Bfr,and/or
Country of items surv] Identity Code . Eétﬁ;gg currency) EUA and/or other . R
ved in each n - -
ountry (prod. |Product Brand Average | Max. Min. |Average | Max. Min. 3 4
; : : . (3) (4)
ize, brand) (2) price(2.)| price price
(5)
> (6)
(3)
F (6)
(5)
! (6)
(5)
e {(6)
5 (5)
(6)
UK (5)
(6)
(5)
IRL ( g)
(5)
DK )

1. The fcllowing exchange rates were used to calculate prices in Bfrs and EUA respectively:
DMeseaennn and.eeeeee. FFeveuono and ....... ; Lit ....... and ....... etc.,
2. As elsewhere in these tables, the average prlce is calculated on the basis of all prices recorded at all sales points in the
sample, rather than on maximum and minimum prices.
3. V = variation coefficient
4., ¢ Rp = relative difference (in %) = maximum price - mipimum price % 100
minimum price

5. Price based on purchasing power position.
6. EUA price based on free market rates.




1.

SURVEYS OF PRICES AND MARK-UPS ON FOODSTUFFS AND BEVERAGES

CURRENCY CONVERSION TABLES

In European Units of Account (EUA)

In Belgian Francs (Bfrs)¥*

ANNEX TO TABLE 9

Equivalent in national currency of 1 EUA (1) i In Bfrs., (1), (2
1976 1977 5 1976 1977
> — urt
x| 28 y |28 |8
i) 0 a D 00 |o
c - o Ealiel >
3 4 |January July January July 3 L8 15 E January July January July
O z O O Zz0 |O
D LM 3.03223 2.82434 2.68045 2.62517 D 1M ((1) 15.092 15.422 15.352 15.543
(2) 16.982 17.256 17.564 17.722
F IF | 5.21284 | 5.31728 | 5.57233 5.57637 || F |1rFF [ 8.7792 8.1318 7.3888 1 7.317%
) 8.3991 8.321Q 8.3003 8.1029
(1) 0.055947 0.047430 0.041771 0.040232
I ILIT 817.999 918.364 985.151 1014.236 I 1 LIT 2) 0.069570 0.085340 0081231 0058985
(1) 14.708 14.550 147675 14.550
NL FL. 3.11146 2.99359 2.80409 2.80437 NL 1 FL. o 157883 15-818 15789% 15-752
B FB 45.7650 43.5582 41.1509 40.8048 B 1 B (1) 1 1 1 1
(2) 1 1 1 1
UK £ 0.574278 0.614228 0.654430 0.666835 UK 1z (1) 79.69 70.915 62.880 61.191__
(2) 101.62 99.650 93.916 90. 345
(1) 79.69 70.915 62.880 61.191
IRL £IRL| 0.574278 0.614228 0.654430 0.666835 || £ IRL | 1£IRL 2) 15395 35835 55879 52~ 310
DK | DKR | 7.17504 6.76205 6.60115 6.85440 || DKR| 1 DRR|1) 6:3783 6-221> b:2333 2:2231
- (2) 5.8509 5.7034 5.6018 5.4372
1. Conversion rates based on free market exchange rates. See Eurostat (monthly general statistics bulletin)
1-1978, pp.167-168, Brussels, Luxembourg.
2. Conversion rates based on purchasing power parities calculated by the SOEC (General Statistics, Statistical Methods

end Liaison Activities Directorate).

The figures may also be expressed in other national currencies, calculated on the basis of the EUA conversion rates
(free market exchange) indicated in the left-hand section.
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CQMBINED TABLES FOR ZONES PROPOSED BY REMO LINDA

A, CLASSIFICATION OF PRODUCTS

TABLE 10/A

to be completed for one

or more countries and/or
regions.

Product Number of cases occurring in each zone
% Maker |1 (e i os9) II. (t+i o) IIT.  (*C,) Total
Qe %‘ Variation of prices Measurement of Mark-ups Concentration of product
L8818 at national level I I1 ITI
O (Table 3a) (Table 5a) (Table 1)
A r8u-4 +
c = 0|0 c
Elmc|B |2 | & .
§ _8 ;éi g 'g g 42‘-,; red forange yellowgreen | red prange yellow|green |red orange yellowjgreen | red orangeyellow|green

Products are classified according to the number of cases coming within the red zone of price variations (t + 1

in the orange zone.

The list does not include products for which no case of "price variations" comes within the red or orange zone.

Sj)and subsidiarily




€L

COMBINED TABLES FOR ZONES PROPOSED BY REMO LINDA

B. CLASSIFICATION OF SALES POINTS

TABLE 10/B

to be completed for one
or more countries and/or
regions.

Sales point Number of cases coming within each zone.
Type of I. (t+ i 8sj) II. (t+ 1 qgj) Total
Rank No. and Business Name of Price variations Measurement of mark-ups
name owner. I and II
Broad |Detail+ (Table 3a) (Table 5a)
Group ed
Cat.

red prange |yellcw |green

red orange|yellowgreen

red |orange|yellow] green

Sales points are classified according to the number of cases coming within the red zone of price variations (t + i

and subsidiarily in the orange zone.

§3)

The list does not include sales points for which no case of price variations comes within the red or the orange zone.
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COMBINED TABLES OF IDENTICAL DATA PROPOSED BY REMO LINDA TABLE 11/A

to be completed for one or
more countries and/or

regions.
A. CLASSIFICATION OF PRODUCTS
Product Identical Data
Rark | Detailed Manufacturer Price Variations Mark-Ups
description o, 2 w® For reference ~ 1 2 w'Pp [For reference
of 3 oe 9} U > o 0] Q>
; No. Nat. ~ [ = . ] ~ 8 33 - )
item ] - o ge t+ i Sj - ee t+1i gj
—~ Uy g — 4 £
o A o) U - @ A (e} Ug -
+ o m e} O ™ o
0] o - N ~ 0 -~ 0 — [1))]
5 g - 2 @ s] i D @ ] )
g 5 g S ‘é %.5 Max.| Min. | Ave. |§ .4 —% %.5 Max. |Min. Ave.
I 2 | & 53 = |28 S5 |2 |28

The list includes only products for which an identical variation of retail selling price has been recorded at at-least two sales
points in the relevant pericd.

Identical refers to all rates exceeding by less than 4% thé identical reference value (t + i Sis1 or t+ 1 I > l) .

Products are classified by decreasing order of identical rate of variation t + i Sj> 1. For reference, however, the rates
t + 1 Sj MAX (maximum variation), t + i Sj MIN (minimum variation) and t + i Sj AV (average variation)are also given.
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COMBINED TABLES OF IDENTICAL DATA PROPOSED BY REMO LINDA TABLE 11/B
to be completed for one

or more countries and/or

regions.
B. CLASSIFICATION OF SALES POINTS
Sales Point Identical Data
Rank
No. and Type of Name of Price Variations Mark-ups
Business T &
name Owner 54 E!"'"B For
For reference
- T 58 7w 6 &5 |reference
>y s s} 3 I 0 N v O
T2 o |0~ 888 , . | 0 00> , )
o |28 8 5% |30 |ogFl tri S 0 149 _|gn s jtri @
.g & |3 @ c oo 0] v G- : . : g c oo .é Q ) . : :
I B l8x=88 (8% 412 [£ | § |8:%|58 5508 5|8
as 183 A& 8D |28 |84% g < a4 (83 |2 20 |s| 5l &

The list includes only products for which an identical variation has been recorded. All rates exceeding the identical reference
value (¢ + i Sj> lor t + i gjs> l)by less than 4% are considered to be identical.

Sales points are classified in decreasing order of the number of products for which each sales point has applied a rate of variation
(increase or decrease) identical with the rate applied by at least one other sales point, as regards price variations, and subsid-
iary as regards measurement of the mark-up.

All products for which sales points apply either an identical price variation policy or an identical mark-up policy are included
in this table.






CHAPTER TWO

THE SECOND STAGE

POWER INTERPLAY BETWEEN RETAILERS AND PRODUCERS






2.1. THE SETS Of "ATOMS OF INFORMATION"

2.1.1. Descriptior of the programme

The second stage of the research programre represents the bulk of the work tc be done during
the next few years.

It aims to outline and stress a variety of aspects cf the :
"Power Interplay between Retailers and Producers'.

Generally speaking, the "producer' is either an importer/exporter cf agricultural cr basic
commodities or a manufacturer/processor, but it is well to remember that the power interplay
may also involve primary or secondary wholesalers and agents. Our methcdology - as regards
the present Chapter Two - plans a clear distinction between the manufacturers/processors ard
the importers/wholesalers. 1

Our approach will therefore extend to the intriguing question of the analysis of the structure
and evolution of the complete econcmic channels through which the basic gocds pass = with or
without being submitted to menufacturing or prccessing - from the producing countries to the
final western consumers. The fifth and sixth tables are, in particular, prepared for the
purpose of such an analysis. See sections 2.5., 2.7. and 2.8.

ALl the raw data collected at the pilot stage, and especially at the first stage, will
centinue to be used to give a picture of the evolution of competition as concerns relation-
ships :

- between retailers and consumers ;

- between retailers and producers.

In this respect, the reader is referred to the following concise schemes &and tables referrirg
to Chapter Two :

- First Reference Table, concerning structure (retzil prices, mark-ups ancd buying prices) ;

- Second Reference Table, concerning evolution (retail prices, mark-ugs and buying prices) ;

Third Reference Table, concerning "Power Interplesy", "Shop Efficiency" ana "Loss Leaders" ;

- Fourth Reference Table, concerning excessive prices, breakdown of the final price and
national end local concentratior.

! A distinction will be made between 'integrated” distributive firms, buying direct

from the producer, and "inadependent" distributors, buying from wholesalers. Thus
there will be two types of buying price, generally higher in the lzatter case than
in the former.
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Commentaries on the questions and tables will be found in the following sections of
Chapter 2:

- the sets of atoms of information (2.1.)

- the brands and sizes available (2.2.)

~ the selective historical series (2.3.)

- analysis of shop efficiency (2.4.)

~ evolution of actual price structures for selected products (2.5.)
- negative mark-ups - loss-leading (2.6.)

- retail buying prices and power interplay (2.7.)

— completion of the monographic approach by product: excessive prices and their
causes. And partioularly the breakdown of prices (2.8.)

- completion of the firm-by-~firm monographic approach: national and local concentration

- crucial points of the research (2.10.) (2.9.)

International comparisons will play a leading role here. If these comparisons are to
have real economic significance and operational value, they must satisfy certain basic
conditions:

— comparisons must not be confined to retail selling prices in the various countries
but must also extend to the various producer prices and possibly also dealer or
wholesaler prices, thus highlighting the comparative effect of taxation in the
various countries;

- the comparisons must be based not only on an average price for each country but also
on the highest price (possibly even the highest two, three or four prices), the lowest
price, and of course the average price (and possibly also the median prices observed
in each local sample surveyed in each country;

- comparisons must not be confined solely to prices but must also consider retail
mark-ups and, where the independent trade is involved, wholesale or trade mark-ups,
thus again highlighting the effect of taxation in each country, so as to give
comparisons of pre-tax mark-ups.

But it must be emphasised with particular force that the need is for price comparisons
relating not only to identical products but also to comparable products. There are
two aims here:

- to ascertain the range of choice available to consumers in each country and each
town or city studied;

-~ to obtain pointers to the possible existence of market~sharing agreements or to the
existence of particular barriers to trade between states, depriving consumers in this
or that country or town of access to this or that brand or type of product of a given
manufacturer.

This chapter of the research programme proposes a set of 140 questions designed to bring
out every facet of the phenomena we are studying.
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FIRST REFERENCE TABLE CONCERNING STRUCTURE (Retail Prices, Mark—ups and Buying Prices)

Corresponding questions

w° RETAIL PRICE 1 RETATL MARK-UP 7° BUYING PRICE
i

XIv Product: degree of dispersion XXXIX | Product: degree of dispersion of]| LXV Product: degree of dispersion of

(14) of unit prices for the product. (39) mark~ups for the product. (65) buying prices for the product.

Xv "Own Label" products: XL "Own Label" products: LXVI "Own Label”™ products:

(15) Unit prices of "0.L." products (40) Retailers' mark-ups in relation (66) Buying prices paid by retailers
in relation to branded products. to branded products. for "C.L." products in relation

to branded products.

XVI Imported products: LI Imported products: LXVIT Imported products:

(16) Unit prices of imported products || (41) Retail mark-ups in comparison (67) Buying prices paid by retailers
in comparison with home-produced with home—produced goods. ,for imported products in com—
goods. parison with home-produced goods.

XVII Shop identity: XLII Shop identity: LAVIII | Shop identity:

(17) Highest (or lowest) unit price, (42) Absolute highest (or lowest) (68) Yighest (or lowest) unit buying
all items considered. mark-up, all items considered. price paid by retailers, all

items considered.

XVIII |Shop identity: XLIIT | Shop identity: LXIX Shop identity:

(18) Most expensive shop in relation (43) Shop recording the highest (69) Shop recording the highest wnit

Questions I to XII are examined in Section 2.2. -~ "The brands and sizes available".

to the shop's minimum unit price
available.

mark-up.

buying price paid in relation to
the minimum unit buying price of
the shope
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FIRST REFERENCE TABLE CONCERNING STRUCTURE (Retail Prices, Mark-ups and Buying Prices)

Corresponding questions

N° RETAIL PRICE N° RETATL MARK-UP N° BUYING PRICE

XIX Shop identity: LIV Shop identity: 1LXX Shop identity:

(19) Highest (or lowest) unit price (44) Highest (or lowest) mark-up and (70) Highest (or lowest) buying price
and choice available to consumers choice available to consumers. and choice available to consumers.

XX Shops policy: XLy Shops policy: IXXTI Producers!' policy:

(20) Uniform or differentiated unit (45) Uniform or differentiated mark— (71) Retailers! unit buying prices
prices on different brands of the ups on different brands of the paid for different brands of the
same manufacturer's product. same manufacturer's product. same manufacturer's product.

XXT Shops' policy: XLvI Shops' policy: LXXITI | Producers-retailers interplay:

(21) Degree of dispersion of prices (46) Degree of dispersion of mark-ups || (72) Degree of dispersion of buying
between different shops, for between different shops, for prices between different shops
identical items. identical items. for identical items.

XXIT Shop identity: XLVITI | Shop identity: LXXIITI | Producers-retailers interplay:

(22) Dearest {or cheapest) shops (47) Shops applying highest (or (73) Shops paying the highest {or
selling identical items. lowest mark-ups for identical lowest) buying prices for

items. identical items.

XXIII | Shops' policy: XLVIII | Shops' policy: LXXIV | Producers'! policy:

(23) Brands for which we have the (48) Brands for which we have the (74) Brands for which we have the
highest degree of dispersion of highest degree of dispersion of highest degree of dispersion of
prices. Countries (or regions) mark-ups. Countries (or regions) buying prices paid by retailers.
having the highest (or lowest) having the highest (or lowest) Countries (or regions) having the
prices for identical items. mark-up for identical items. highest (or lowest) buying price

for identical items.
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FIRST REFZRENCE TABLE

Corresponding questions

CONCERNING STRUCTURE (Retail Prices, Mark-ups and Buying Prices)

n° RETAIL PRICE n° RETATL MARK-UP I~ BUYING PRICE
XXIV ¥ulti-shop operators' policy: XLIX Multi-shop operators! policy:
XV Uniform or differentiated prices L Uniform or differentiated mark-—
(24/25)| for identical items between (49/50)| ups between different shops —
different shops of the chain - different questions and hypotheseé
different questions and - existence of endogenous com—
hypothesese. petition.
N LI Multi-shop operators' policy: pa
7 LITI |Hypotheses as to the causes of ~
(51/53)] uniform retail prices charged

by different shops of the same
chain.
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SECCND RTFERTNCE TABLE CONCERNING EVOLUTION (Retail Prices, Mark-ups and Buying Prices)

Corresponding questions

n° RETATL PRICE N° RETATL MARK-UP N° BUYING PRICE

XXVI Products: LIV Products: LXXV Products:

(26) Variation of degree of dispersion|| {(54) Variation of degree of dispersionf| (75) Variation of degree of dispersion
of wnit selling prices. of mark-ups. of unit buying prices.

XXVII | Product identity: Lv Product identity: LXXVI | Product identity:

(27) Variation of the dearest or (55) Variation of the Brand/Size (76) Variation of the Brand/Size
cheapest Brand/Size. having the highest (or lowest) having the highest (or lowest)

mark=upe. buying price.

XXVIII | "Own Label" products: LvI "Own Label" products: LXXVII | "Own Label" products:

(28) Price increases for "C.L." (56) Increase or decrease in mark-ups [| (77) Increase in buying prices for
products in relation to manu-~ in relation to manufacturers' "0.L." products in relation to
facturers!' branded products. branded products. manufacturers' branded productse.

XXIX Imported products: LVIT Imported products: LXXVITY Imported products:

(29) Price increases for imported (57) Increases or decreases in (78) Increases in unit buying prices

products in comparison with
home-produced goods.

mark-ups in comparison with home
produced goods.

for imported products in
comparison with home-~produced
goodse.
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SECOND REFERENCE TABLE CONCERNING EVOLUTION (Retail Prices, Mark-ups and Buying Prices)

Corresponding questions

products or manufacturers'! brande
products and price variations on
substitute products.

products or manufacturers' branded
products and variations in
mark-ups for substitute products.

n° RETAIL PRICE n N° RETATL HARK-UF w° BUYING IRICL

XXX Shop identity: LVIII | Shop identity: LXXIX | Shop identity:

(30) Variation of the dearest or (58) Variation of the shop applying (79) Variation of the shop paying the
cheapest shop. the highest (or lowest) mark—up. highest {or lowest) unit buying

prices.

XXXI Shop policy: LIX Shop policy: LXXX Shop policy:

XXXII Relationship between price X Relationship between increases andj|LXXXT Relationship between increases in

(31/32) increases and several factors (59/60) dacreases in mark-ups and the (80/81)f buying prices and the factors
qualifying the shop policy (range facturs indicated in question 31. indicated in question 31.
of products, imported goods, etc.

XXXIII | Shop policy:

(33) Changes in manufacturers! brands.

XXXIV | Shop policy: 1XTI Shop policy: LXXXII | Shop policy:

(34) Elimination of "own label" (61) Elimination of "own label" (82) Tlimination of "own label"

products or manufacturers’
branded products and variations
in buying prices of substitute
products.
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SECOND REFERENCE TABLE CONCERNING EVOLUTION (Retail Prices, Mark-ups and Buying Prices)

Corresponding questions

N° RETAIL PRICE N° RETATL VARK-UP W N° BUYING PRICE
XXv Shop policy: LXII Shop policy: LXXXIIY Manufacturers' policy:
(35) Changes in size and/or packaging |[|(62) Changes in size and/or packaging || (83) Changes in size and/or packaging
and increase in unit prices. and variations in mark-upse. and increase in buying prices
paid by retailers.
XXXVI | Producers' and retailers!
(36) policies:
Explanation given by producers and
retailers on changes of brand/
size/packaging.
XXXVIT | Multi=~-shop operator Group: IXITII |} Multi-shop operator Group:
(37) Uniform or differentiated price (63) Uniform or differentiated
increases for identical items sold variations of the mark-up applied
by different shops of the chain. by the different shops of the
chain.
XXXVITI| Regional and international LXIV Regional and international LXXXIV | Regional and international
(38) comparisons of price variations (64) comparisons of variations in (84) comparisons of variations in
in relation to several factors mark-ups in relation to several buying prices paid by retailers
{questions 26 to 37 and 11 to 13)4 factors (questions 26 to 37 and in relation to several factors
11 to 13). (questions 26 to 37 and 11 to 13)




THIRD REFIRENCE TABLL CONCERNING: =~ FOWER INTERFLAY
SHOP EFFICIENCY
"LOSS5 LEADERS"

List of relevant questions

POUTR INTZRILAY (Section 2.7.): QQ 85-94

LXXXY
(85)

LXXXVI
(86)

LXXXVII
(87)

LXXXVIII
(88)

LYXXTX
(89)

v
(90)

XCT
(91)

Comparative evolution of prices (buying, producer's, unit retail prices)
considering the moaximum, minimum and average ~ identification of firms
beneliting or suffering from the evolution.

Ranking of countries (and/or regions) according to the increases in
different types of price.

Ranking of countries (and/or regions) according to the increases in
differences between the different types of price - Explanatory causes.

Identification of firms and countries (and/or regions) benefiting or
suffering from the evolution - Quantitative breakdown of individual
profits and losses.

Comparison betwcen products — Ranking according to the increases in
different types of price.

Comparison between products - Ranking according to the criteria
indicated in question 87.

©

Comparison between products -~ Ranking, by country, according to absolute
sizes of different types of mark-up - retail, trader, importer, exporter -
considering the maximum, minimum and average.

Quantity discounts and rebates.

Discounts and rebates linked to exclusive rights.

Discounts and rebates under different forms - Difficulties of concrete
evaluation.

87



THIRD REFERINCE TABLE CONCERNING: - POWER INTERPLAY
SHOP EFFICIINCY
"LOSS LEADERS"

List of relevant gquestions

SHOP EFFICIENCY (Section 2.4.): Q@ 95-103

XCV
(95)

XCVI
(96)

XCVII
(91}

XCVIIT
(98)

XCIX
(99)

c
(100)

cI
(101)

CII
(102)

CIII
(103)

Identification of "the best (or the worst) shops", as concerns
separately selling prices, mark-ups and buying prices.

General definition of efficiency - Identification of shops.

Degree of brand monopolisation and shop efficiency.

Relationship between time in stock and retail buying price.

Relationship between time in stock and retail mark-up.

Countries (and/or regions) having the most (or least) efficient
shops.

Evolution of "shops" averages (unit selling and buying prices)
~ Breakdown by countries (and/or regions).

Identification of shops whose efficiency increases or deteriorates.

Changes in ranking of shops according to the overall efficiency score.
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THIRD REFERENCE TABLE CONCERNING: -~ POWER INTERPLAY
SHOP EFFICIENCY
"10SS LEADERS"

List of relevant questions

"LOSS LEADERS" (Section 2.6.): QQ 104-115

CIV
(104)

cv
(105)

cvI
(106)

CVII
(107)

CVIII
(108)

CIX
(102)

cX
(110)

CXI
(111)

C¥II
112)

CXITI
(113)

CXTV
(114)

oxXV
(115)

Identification of shops opting for a loss leading policy, at a given
moment.

Evolution of mark-ups and changes in loss leaders.

Long term analysis and identification of retailers more attached to
the loss leading policy.

Explanatory causes - Hypothesis of predatory pricing.

Identification of products and brands chosen as loss leaders.
iffects of loss leading on time in stock.

Effects of loss leading on retailers! buying prices.

Effects of loss leading on retail selling prices.

Loss leaders and own label products.

Loss leaders and imporied productse

International comparisons, as regards products chosen as loss leaders

as well as the differcent effects seen under Q2. 109~113.

Attitudes of manufacturers towards loss leaders - Different guestions.
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FOURTH REFERENCE TABLE: EXCESSIVE PRICES
BREAKDOWN OF THE FINAL PRICE
NATIONAL AND LOCAL COMPETITION

List of relevant questions

EXCESSIVE PRICES (Section 2.8.): QQ 116~118

CXVI Excessive prices ~ list of products and firms concerned — use of maxima
(116) (prices, mark-ups, differences, increases) — share of sole distributors.
CXVII Ranking of suspect products and firms by degree of probability of
(117) excessive pricing - role of exclusive agreements.
CXVIII Ranking of suspect products and firms according to the speed at which
(118) prices downstream react to changes in producers prices.
BREAKDOWN OF THE FINAL PRICE (Section 2.8.): QQ 119=123
CXIX Table of comparative statics - comparative evolution of prices,
(119) mark-ups and components of margins and costs (reference to question 85
~ shares accounted for by taxes ).
CXX Explanations of trends observed in answering question 119.
(120)
CXXI Link between profits made by certain firms and the existence of
(121) dominant positions and/or restrictive agreements and practices.
CXXII Detailed breakdown of the mark-up (reference to question 91) -
(122) share accounted for by taxation.
CXXIII Detailed breakdown of producers prices into their various components.
(123)
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FOURTH REFERENCE TABLE: EXCESSIVE PRICES
BREAKDOWN OF THE FINAL PRICE
NATIONAL AND LOCAL COMPETITION

List of relevant questions

NATIONAL AND LOCAL CONCENTRATION (Section 2.9.): QQ 124~136

CXXIV
(124)

CXXV
(125)

CXXVI
(126)

CXXVII
(121)

CXXVIII
(128)

CXXIX
(129)

(130)

CXXXI
(131)

CXXXII
(132)

CXXXIII
(133)

CXXXIV
(134)

(135)

CXXXVI
(136)

Possible correlation between dominance of producers on a product market
and level of retail selling prices.

Price increases and intensity of dominance.
Dominance of producers and trends of prices at the various levels.

Survey of dominant positions on national product markets held by the
100 largest agri~food firms in the western world.

Possible correlation between the dominance of a producer and the comparative
profitability of the dominant firm.

Possible correlation between price levels on a given product market and
the profitability of the producer firm. Role and effects of exclusive

agreements.

Price increases and profitability.

Trends of prices and variations (uniform, identical) and profitability of
the firms concerned.

Evolution of the shares of the ten principal retail buyers in the
aggregate sales of the ten principal manufacturers of food and beverages.
The most profitable competitors.

Evolution of the shares of the ten principal manufacturing suppliers
in the aggregate sales of the ten principal retail distribution groups.
Alternative suppliers.

Possible relation between the development of producers prices and the
absolute and relative shares bought by wholesalers and retail distributors.

Special terms and advantages granted by producers in relation to the
quantities bought by certain wholesalers and retail distributors.

List and market shares of the ten principal retail distribution groups
on the national market and in a number of selected large conurbations -~
indicators of local concentration.
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FOURTH REFERENCE TABLE: EXCESSIVE PRICES
BREAKDOWN OF THE FINAL PRICE
NATIONAL AND LOCAL COMPETITION

List of relevant questions

NATIONAL AND LOCAL CONCENTRATION (Section 2.9.)t QQ 137-140

CXXXVII
(137)

CXXXVIII
(138)

CXXXIX
(139)

CXL
(140)

Development over the last ten years of the mdrket shares of the ten
principal groups nationally and in selected conurbations -
indicators of local concentratione.

Comparison between the evelution of concentration in distribution
nationally and locally.

Individual sheet for each selected shop, comparing its pricing
policy with the policy of other shops in the local sample (table XII).

Comparative analysis and final conclusions on the basis of the overall
results of the surveys:

~ relation between the market power of retail distributors locally
and the relative levels of prices and mark-ups;

increase in concentration in local distribution and increase in
prices and mark-ups;}

existence of excessive or unfair prices by reason of the dominance
enjoyed by producers;

detection of a number of practical cases (dominant positions,
anti-competitive agreements, exclusive agreements);

= value -~ necessity even - of broadening the surveys.
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2.1+2. The problem of selecting essential data {products, retailers, producers)

The selection aims to extract & more restricted and more meaningful sample from the
bulk of data available on:

a) products,

b) retailers (operator groups),

¢) producars

and submit it to thorough analysis.

This manifold analysis will be situated in a dynamic framework, in order to bring oul
the relationships if any between the levels, disparity (or dispersion) and evolution
of retail prices and:

-~ one one side: the level, disparity and evolution of buying prices and
retail mark-ups,

- on the other side: +the pricing policies and profitability of the
retailers and producers concerned.

2+1+3. Comparisons based on unit prices

Accordingly, the comparisons will be based on the unit prices of different items,
gince the objectives set out above imply the need to compare a great number of brands
and sizes = also including a great number of "own labels" -~ scld in a great number

of shops and countries.

4 specific analysis — in this dynamic framework — will concern each relevant product
taken from the given sample on the basis of a set of six tables: " Selective Historical
Series'", based on the unit prices and data.

2+1+4¢ A set of six tables concerning only the selected products

Six tables concerning only the chosen relevant products (a) will therefore be the
starting point for concrete and wider analyses - also taking into account all available
financial, economic and legal information — on the bargaining power and actual behaviour
of the selected:

- retailers (D)

- producers (c).

Further historical series tables are planned in order to bring out the evolution of
turnovers and market shares and of all meaningful data for the main retailers as well
as the main producers (Tables VII, VIII, IX, X, XI and XII).
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PRODUCT:

SELECTIVE HISTORICAL SERIES

- concerning some relevant products taken from the sample —

ot

TABLE I

PTIT GELTTYC PRICES: viu
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SELECTIVE HISTORICAL SERIES

EXFLANATORY NOTE3 REFERRING TO THT FIRST TABLE

Shops of the sample are ranked according to the degree of "Brand/Size MNonopolization"
at time t, i.e. at the date of the first enquiry. Thus the first shop from the lelt
is the one offering the smallest number of brands and/or sizes to the consumer, and
the last shop {on the right) = whose ranking corresponds to the total number of shops
in the sample - will be the shop offering consumers the broadest choice of brands
and/or sizes. 4t the bottom of the table it is possible to see the range of choice
available for the given product in each shop in each country.

Horizontal broken lines separate data referring to two countries tzken into account.
Data given only by way of exanple are indicated in parentheses.

The code number for each shop makes it possible to know the actual name of the shop
(and of the operator group or chain) according to the lists referring to each
country (in our example, two different lists for Great Britain (GB) and France (F)
will be examined).

The own label corresponds to the given shop selling the relevant product. Thus,
as regards Great Britain, we will have different own labels for instant coffee for
each retailer, such as Sainsbury, Key Markets, Safeway, Cater Bros., Waitrose,
Tesco and s0 on. As regards I'rance, in our example, we have the "Coop" own label.

Yhen & given brand and/or size is not available in one country but only in the
other one, "n.a." (not available) will be indicated on the corresponding horizontal
line for this country.

In our example, it has been assumed that the sample is of 30 shops both in Great
Britain and in France.

As concerns the dates of surveys indicated in the table, 1977/1 indicates the survey
carried out in the first half of the year (January/February), 1977/2 the survey
carried out in the second half (July/August).

Imported products are designated by an asterisk.

The symbol "+" indicates the highest priced product/shop (or the highest mark—up)
and the symbol "=" the lowest one.

The last column (on the.right) gives the name of the actual producer or manufacturer,
which is not the same as the supplier when the latter is a wholesaler or dealer
(exporter, importer).

The bottom of the table gives, for each shop:
- stock turnover period (time in stock) = Tj,

- average unit selling price Qqu); the second and third tables give the mark-up (q)
and unit buying price (aPu),
- the score of each shop, from which an efficiency ranking can be derived (see at

202060 and 204.3.).
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SELECTIVE HISTORICAL SERTES
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-~ concerning some relevant products taken from the sample - TABLE IV
SYNTHESIS : RETAILERS UNIT
PRODUCT: seve SELLING FRICES
Enquiry
Country: ... Currency: ee.
No Date
€R = % Vu = % MAXTMUM MINIMUM AVERAGE
vPu (1) (1) (2)
- UNIT SELLING PRICE
corresponding to:
1) Shop ¢ name (and Code NO) sse ( ) cee ( ) ece ( )

2) Brand/Size : name

3) Actual Producer or Manufacturer : name
4) Other brands : I)ees II)eee III)eu.

5) No of brands x sizes in the shop

ee X o0 = oo ee X o0 = oo ee X o0 = oo

- RETAIL PRICE INDEX AND SHOP (Code No) INDEX SHOP INDEX SHOP INDEX SHOP
base ¢ 1977/1 = 100 .o ( ) . ( ) . ( )
1977/2 = 100 oe ( ) LR ( ) L] ( )

1977/3 = 100 e ( ) LX) ( ) L ( )

(1) They are the highest (or lowest) unit selling prices (yPy) in absolute terms, considering all items for a given product
(question 17), corresponding therefore to the dearest {or cheapest) shop in the sample.

(2) The average price has been calculated on all items (brands, sizes, ..). The shop outlined in the table is the
one in the sample which is closest to the average price.
- "0.L." designates the own label products sold by a given retailer.
- Imported products are indicated by an asterisk.




SELECTIVE HISTORICAL SERIES
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~ concerning some relevant products taken from the sample - TABLE V
PRODUCT?: eees SYNTHESIS : RETAILERS MARK-UPS
Enquiry
co‘mtry: ese Currency: XX
No Date
€R = %3 v, = % MAXIMUM MINIMUM AVERACE
() (1) (2)
- MARK-UP (RETAILER) cese cee cos

corresponding tos

1) Shop : name (and Code No) eee ) N ( ) I ( )

2) Brand/Size : name
3) Actual Producer or Manufacturer : name
4) Other brands : I)eee IT)ees III)a.s

5) No of brands x sizes in the shop ee X o0 = os e X oo = o e X oo = oo

6) Tj=(Ranking in Tj)-(Ranking in overall eo=(se)=(es) co=(ee)=(es) co=(aa)=(es)
shop efficiency)

7) Unit Buying Price - (Date of purchase) ¢ )« ) ¢ Y« ) ¢ ) )

8) Producer's or Manufacturer's Unit Price ( ) ( ) ( )

9) Unit Retail Price ( ) «( ) ¢ )

(1) They are the highest (or lowest) mark-up (q) all items comsidered (question 42), corresponding therefore to the shop
in the sample applying them.

(2) The average mark-up has been calculated on all items (brands, sizes, ...). The shop mentioned in the table is
the one in the sample which is close to the average mark-up.

- "O.L." designates the own label products sold by a given retailer.

= Imported products are indicated by an asterisk.
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SELECTIVE HISTORICAL SERIES

— concerning some relevant products taken from the sample -~ TABLE VI
SYNTHESIS : RETATILERS UNIT
PRODUCT: «eee BUYING PRICES
Enquiry
Country: ee. Currency: e«ee
No Date
€R b = %y V= % MAX IMUM MINIMUM AVERAGE
au (1) (1) (2)
~ UNIT BUYING PRICE - (Date of purchase) eee ) eee ) eee ( )
corresponding to:
1) Shop : name (and code No) ees ) eee ( ) eee ( )

2) Brand/Size : name

3) Actual Producer or Manufacturer :
4) Other Brands 2 I) eee II) eee III) eee
5) No of brands x sizes in the shop

6) Tj = (Ranking in Tj) - (Ranking in over—
all shop efficiency)

name

oe X oo =

eom (eee) = (oee)

X oo =

eom (eee) = (eos)

7) Retailers Mark-up ( ) ( ) ( )
8) Producer's or Manufacturer's Unit Price ( ) ( ) ( )
9) Unit Retail Price ( ) ( ) ( )
T I FRICE TR (Ei?iiriﬁd§i§h retett o | poewn [rEmATL | 200 | TR~ pmmary | 206 | FRO- tammaty
base 3 1977/1 = 100
1977/2 = 100
1971/3 = 100
(1) They are the highest (or lowest) umit buying prices ( p,) in absolute terms, all items considered (question 63),

corresponding therefore to the shop in the sample which buys at the highest (or lowest) price.

(2) The average buying price has been calculated on all items (lrands, sizes, ees).

the one in the sample which is close to the average price.

- "O.L." designates the own label products sold by a given retailer.

- Imported products are indicated by an asteriske

The shop mentioned in the table is




2+1.5¢ Comparisons between retailers' buying prices and retail selling prices

The structure and behaviour of each firm - retailers as well as producers, manufacturers
and/or traders included in the "restricted" sample = will be analysed, focusing also on
any possible long-run effeot on the level, disparity and trend of:

-~ buying prices (paid by retailers)
-~ retail prices (pald by consumers)

2.1.6. General features of the programme

A long-term analysis on this basis will give a living picture of the actual working of
competition in a field of the greatest interest both to the consumer and to the authorities.

In conclusion the second stage is essentially

-~ gelective since it implies the choice of a more limited number of products, retailers
groups) and suppliers;

- dynamic since it considers all the chosen data in their long-run connection;
- comprehensive since it considers all kinde of data and information, both quantitative
and qualitative, which might be helpful for attaining its objectives.

2+1+7T¢ The two fields of the research: Market — consumer and producer stage

There is no doubt that in recent years power relations have been changing between the
manufacturers of goods (suppliers) and the major retailers (purchasers), and this has
brought into existence new trends and features in the working of the compétition
mechanism,

Because of the complex interdependence of the phenomena under study, the analysis will
have to work from several starting points and angles, in order to:

- follow each stage of the channel through which a given product or brand moves from
producer to final consumer,

~ see how retail prices are compared, correlated and evolving.
Let us distinguish two main starting points:

I) Retail stage exclusively: relationship between retailers and consumers;
II) Intermediate stage: relationship between producers and retailers.

As regards the "retail stage exolusively", it is helpful to distinguish two sub-groups
of data:

Ia) those acting directly on consumers and easily and automatically emerging from the
prices and mark-ups surveys carried out by the Commission - retail prices;

Ib) those acting on the retail prices, but not known by the final consumer since they
imply a specific survey and amalysis =~ retail mark-upse.

As regards the "intermediate stages", two sub-groups of data will be distinguished:

IIa) quantitative data, to be summarized in the "historical series tables", such as:
evolution of retailers' buying prices compared with the evolution of retail selling
prices, turnover and market shares (from the suppliers! viewpoint and from the
customers' viewpoint) and so onj

IIb) qualitative data, expressed by legal and financial arrangements, tying clauses in
the contracts, discount terms and so on.
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2+1+.8. References to the tgbles of Chapter Ome

Sub-group Ia) refers to data — i.e. brands and prices — and indices having certain
characteristics in common:

- they are collected in the framework of the research programme on prices and mark—-ups,
on the basis of the principle: "go to the shop, see and compare”,

= they can therefore be said to be the "atoms of information" that ought to be available
to each consumer or housewife,

-~ however, one complete econometric elaboration of those "atoms of information" provides
the material for a large, comprehensive picture of certain significant features of
the major retailers' business strategies.

The set of eleven tables described in Chapter One of this report gives several instances
of how much of what information and what conclusions can be obtained from a volume of
elementary data ("atoms of information") which, as single items, should be there for
each housewife to see.

2+:1+9. "Atoms of information" -~ structural and evolutionary viewpoint

The "atoms of information" constitute the ground for elaborations, viewed from two basic
angles:

-~ from the structural (or static) angle, at a given moment,
- from the evolutionary angle, over a given reference period.

Let us consider, firstly, the structural angle.

2¢1+10. Bagic data: brands and relative prices

The "atoms" taken into account in the structural (or static) framework and hypothesis
are the following:

I) the trands (and sizes/ﬁeights) of each product on sale at each shop, outlining more
particularly the origin (country of production, name and nationality of the manu~
facturer or of the distributor) and, generally speaking, all the essential
characteristics (shelf life, importance to the consumer, etc.) of each item
considered;

II) the relative prices of each brand (and size/weight) which differ, sometimes
considerably, according to the shop investigated and the time of the survey.

From the evolutionary angle, the analysis will consider the changes in position taking
place between the same thousands (or millions) of "atoms" comsidered in the structural
(or static) approach, over one or more reference periods.

All these analyses imply, as we have seen, the prior selection of "relevant products"
if the research is not to sink in the sea of millions of "atoms of information”.

Initially the following products have been considered by the Commission and the researchers
working with it:

1) instant coffee and, where appropriate, ground coffee or beans;
2) sugar;
3) pure chocolate, in powder and solid form, and/or cocoa;

4) homogenized baby foods: (a) desserts (fruit), (b) mixed vegetables with meat,
fish, chicken;
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5) margarine and/or other edible oils (groundnut oil, corn oil, etc.);
6) tinned peas (natural);

7) tinned and packet soups (vegetable — minestrone, vermicelli - chicken, tomato, pea,
mushroom) ;

8) beer (bottled and in cans);
9) mineral water;
10) cola beverages.

Account has also been taken of the high degree of concentration on the various national
markets for most of these products (see Table VIII at 2.9.2.).

Each national research institute is asked to add to this list two further products of
specific interest for national market structure.
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2+.2. THE BRANDS AND SIZES AVAILABLE

2.2+7. Choice of the consumer, "own label" products, imported goods

In each shop there is generally a number of brands (sizes and weights) for each product
at a given moment ("structural" or static approach).

In the research programme the structure of the range of products offered to the consumers
will be analysed for each shop according to:

I) the number of brands actually available for each product;
II) the share of own labels, in relation to manufacturer's branded products,

III) the share of imported products.

2.2.2. References to tables 1, 2, 4, 8, 10 and 11 of Chapter One

The number of brands actually available for each product implies a series of analyses
from three basic angles:

a) product; b) spatial or geographic; c) evolutionary.

Let us refer back to Tables 1, 2, 4, 8, 10 and 11 of the first stage (Chapter One) which
give a full picture of all products and items taken into account in all the sample shops.

Table 8, for instance, shows all basic data collected, referring to different brands (and
sizes/weights) avallable for each product, all items being ranked in decreasing order of
unit price at the time of the most recent survey (ieee t+i). However, as a starting point
for further analysis it is necessary to ascertain at each shop in the sample whether any
brand or item (of each given product) has been neglected, and whether there has been any
error in recording price differences, especially for the extreme (i.e. dearest and
cheapest) items.

It is obvious that Table 8, taken with Tables 1, 2 and 4, is of crucial importance to
the attainment of the objectives of our research, for these tables reveal that:

=~ the number of items is very high (almost a thousand) in each survey country;

- it is neither possible nor fruitful to take the analysis further for all the items
in the sample of products;

~ there is meaningful quantitative information in tables 1, 2, 4, 8, 10 and 11 enabling

us to determine what are the most "relevant" products which actually deserve more
refined investigation.

2+2¢3. Criteria for selecting the productis to be analysed at the second stage

The products to be submitted to more sophisticated analysis must be selected according
to criteria permitting:

a) comparison of the products (and relative data: prices, mark-ups, and so on) over a
given period of time and among the different countr.es and regions;

b) analysis of the negotiating power as between retailers and manufacturers. Accordingly,
preference will be given to products which are:

- available in all the countries and shops taken into account for the analysis;

- manufactured by companies operating world-wide;

- relatively homogenous as regards quality, in order that comparisons based upon the
"unit prices" are not misleading: it is not very fruitful to compare the uwnit price
for tinned caviar with the unit price for tinned sardines;
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~ s0ld under several brands and sizes, including possibly a large number of
own labels.

2+2+4. References to the first stage

As we have seen, it is in fact the analysis of the results from the first stage of the
research (see particularly the above mentioned tables 1, 2, 4, 8, 10 and 11 in Chapter
One) which will allow us to pass on to the second stage of the research based primarily
on the "Selective Historical Series".

Because of the continuity of the development of the analysis, we may sometimes appear
somewhat repetitious in presenting, elaborating and commenting on data, but this, however
tedious, is unavoidable if we wish to investigate all facets of complex phenomena really
thoroughly.

2245+ Choice of brands and sizes -~ QQ. 1~=13

The first Table of the "Selective Historical Series" stresses the geographical or spatial
dispersion of prices for the same product according to brand and size, but especially
according to the sales point.

In fact, the first Table outlines many relevant aspects of the pricing system and
distribution structure.

First of all answers are given to the following detailed and specific questions, concerning
the range of choice open to final consumers:

I) How many brands and sizes of one product are available in one given shop of
(1) the sample?

II) Is there, or is there not, a reasonable choice of brands and sizes for the
(2) consumer?

III) Is the range of choice broadly the same for all shops in the local sample, or are
(3) there strong differences among the shops in the sample?

IV) The same question, but referring to an inter-regional comparison, that is: is

(4) there broadly the same range of choice - concerning given brands and sizes — in
all the regions surveyed (for example: 1) Greater London, 2) Greater Manchester,
3) Greater Glasgow) or does this range of choice vary comsiderably from one region
to another in the same country?

V) The same question, but referring to an international comparison. Does the range
(5) of choice differ - concerning given brands and sizes ~ among the different countries
considered?

VI; Are the same brands and sizes, produced by the same manufacturers, available in all
(6) countries, regions ar shops, or do the names and sizes of those brands (as well as
the names of their manufacturers) vary according to country, region or shop?

VIIg What is the share of own labels and/or imported products analysed in different
(7) countries (or regions)?

VIII) Are the more popular sizes sold under own labels or under manufacturers' brands?

(8)

IX) Are actual manufacturers of own label products the same as of manufacturers!
(9) branded products or are they different?

X} Are imported products more widespread among the own label products or among the
(10) manufacturers' branded products?
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XI; Is there a tendency = in the sample of shops - towards stability of brands,
(11) manufacturers and sizes sold in each given shop or is there a tendency towards
continual change?

XII; Is there a tendency towards an increase in the share of own label items in the
(12) sample of shops, or is there a tendency towards an inorease in manufacturers!'
branded products? The same question for imported products in relation to

home-produced goods?

XIII; In a more general way, is there a general or common tendency towards a widening
(13) of the range of brands and sizes available to the final consumer {and therefore
towards an increase of competition among brands sold in each shop) or is there,
on the contrary, a tendency towards a reduction in the number of brands and
sizes available in each shop?

We must point out the "double meaning" of the word "share" ("what is the share",
questions 7 and 12):

~ number of items (brands and sizes),

- percentage of the retailers! total sales of the given items (own labels and imported
goods) e

2.2.6. Unit Retail Selling Prices: contents of the first table

The first table of the "Selective Historical Series" is designed to illustrate:
- spatial and geographical comparisons,
- evolutionary comparisons.

In the same scheme it is plammed to indicate together, for comparison purposes, two
countries (or two regions of the same country) and also the code number of each shop,
the name and owner of the shop being identified from the separate lists of Sales Points
for each country.

These shops are ranked according to the same criterion -~ in decreasing order of the
degree of brand monopolization, the first shop (on the left) being the one where the
consumer has the narrowest range of choice of brands and sizes and the last shop (on
the far right) being the one where the range of choice is the widest.

All the brands, sizes and manufacturers, even if they are available only in one of the
countries (or regions) compared, are specified on the right of the table, as well as the
whole range of own label products available in each of the countries (or regions).

The names of the shops (and of their owners or groups) are specified in the lists attached
to the first table.

Moreover, conclusions about the distribution structure in several member countries can be
drawn from comparison of more "couples" of tables (each one for two countries or regions).

The bottom of the first table indicates, for each shop

~ the stock turnover rate or time in stock (Tj);
- the average unit selling price;

- the "SCORE" for each shop, used to calculate the efficiency rankings (as we will
see at 2.4.: "Analysis of shop efficiency").
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2.2+T« The set of the first tables: by product, by country, by survey date

For the study of structural evolution, the first table has to be established for each
survey (and generally these enquiries will be six-monthly). Thus, one series of these
tables, covering a sufficient number of six~monthly surveys, will outline the evolution
of each distribution structure as well as the existence of common and/or divergent
features in the comparative evolution as between member states or between different
regions studied.

Therefore, several first tables regarding different countries (and regions) as well as
different surveys (carried out at different times over a sufficiently long period) will
be the subject of cross comparisons and of further summary tables.

In order to underline salient and more meaningful data from the first table, it is
planned to establish a "Summary Table" (fourth table) concerning more particularly the
evolution of the "Unit Retail Selling Price". Similar "Summary Tables" will have as
their subject the evolution of "Retailers Mark-Up" (fifth table) and the evolution of
"Unit Retail Buying Price" (sixth table).
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2.3+ THE "SELECTIVE HISTORICAL SERIES"

2.3.1. Basic presentation of the First, Second and Third Tables

The layout of the first table is the same as that of the second and third tables,
though the data to be entered in them is different even if they are closely related,
since all three tables take into account:

~ the same product and the same brands, sizes, manufacturers and own labels;

the same surveys (No. and date);

~ the same countries (or regions), generally two for each table;

~ the same sample of sales points (or shops), each one with the same name and code
number in each of the three tables.

But, what is more important is that the shops (or "sales points") are ranked in exactly
the same order in the three tables, the first shop (or the second, third, etc.) being
exactly the same (same ranking, same name) in all three.

In this way, since:

~ the first table outlines the "Unit Selling Price" (to final consumers),
— the second table: the "Retailer's Mark-up",

- the third table: the "Unit Retail Buying Price",

it is possible to investigate thoroughly the structures considered, in order to point
out the salient aspects of the quantitative relationship between the buying price and
the selling price.

From cross comparisons based on the set of these three tables it is possible to draw
valuable conclusions that will help to improve our knowledge of the behaviour of major
retailers. Let us examine separately the quantities outlined in each table:

-~ unit selling prices (first table);

~ retail mark-ups (second table);

- unit buying prices (third table).

All these tables also consider, at the bottom, the shops' average "stock turnover rate"

(Tj) for the given product (or time in stock), suggesting fruitful comparisons and
remarks, in relation to averages concerning unit selling and buying prices and mark-ups.

2.3.2. The unit retail selling prices — QQ. 14-20

The first table aims to answer the following questions, concerning unit prices in
particular:

XIV) What is the degree of dispersion of unit prices between the different brands and
(14) sizes = including own label products — for the same product?

XV) Generally speaking, how are the own label products priced in relation to
(15) manufacturers' branded products:

a) are they cheaper?

b) are they more expensive?

¢) are they sometimes cheaper and sometimes more expensive?

Does the difference in price correspond to a real difference in quality?
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XVI) The same question, as regards imported products in comparison with home-produced
(16) goods.

XVII; In which shop of the sample will we find the highest (or lowest) unit price? For
(17) which brand and size? Do those prices refer to own label products and/or to
imported products?

XVIII; Referring to the lowest unit price charged in each shop (regardless of brand and/or
(18) size), which is the most expensive shop in the sample?

XIX) Is the shop with the highest (or lowest) unit price the one where the choice of
(19) brands and sizes is widest (or narrowest)? Or is there no significant relationship
between the number of brands and sizes and the price level?

Xxg When the shops of the sample sell one product made by the same manufacturer but

(20) under different trade marks — including own label ones — which brand, and in which
shop, costs more (or less) and why?

24343+ The selling prices of "identical items" = QQ. 21=25

One aspect of great interest is the comparison and analysis of unit prices of "identical
items" (same brand and size), that can be found in more than one shop.

Thus we will put questions such as:

XXI) What is the degree of dispersion of prices between the different shops selling
(21) a given "identical item" (same brand and size)?

XXII) Which are the dearest (or cheapest) shops for each "identical item", exactly defined
(22) as above (same brand and size)?
Are these shops the same as the dearest shops as regards the unit price of the
product when no distinction is made as to either brand or size (as we have done
in question 18)?

XXIII) Which are the brands and the actual producers or manufacturers for which the
(23) highest degree of dispersion of prices is observed as between:

a) the shops constituting the local sample?
b) the different countries or regions surveyed?

¢) which countries (or regions) have the highest or lowest prices for the same
videntical items" (ie. same brand, same size, same actual manufacturer)?

XXIV} It is possible to consider the following alternatives:

(24 a) does the retailer group have some of its shops specializing in the more

expensive brands (prestige brands) while other shops sell only more common,
cheaper brands?

b) do all the shops of the group sell more or less the same brands and sizes,
without any specialization as to quality?

For the lattier hypothesis, the following question will arise.

XXV) What is the pricing policy of the operator group? It may be that:
(25) a) in all shops of the group the prices of "identical items" are the same}

b) in some shops, prices are higher for some "identical items" and lower for others;

c) some shops are always more expemsive and others are always cheaper.

The problem is very complex. It may be helpful to refer to the fundamental
questions regrouped under 49, 50 and 51.
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2¢3+¢4. The evolution of selling prices - different aspects - QQ. 26=38

By comparing iwo or more fourth tables (extracted from the respective first tables),
relating to different points in the reference peried (i, t+1, 1+2, etec.), it is
possible to draw ?onclusions on the evolution of the structure considered. Questions
will be put about :

XXVIg Does the degree of dispersion of umit prices, between the different brands
(26) and sizes - including own label producte - increase or deorease between %,
I+1, 142, 1+3, etce? (See also question 14).

XXYII; Is it always the same brand/size that is the most expensive or the cheapest?
27

XXVIII; Does the (average) unit price increase more for own label items or for
(28) menufacturers! branded products? Or can no clear trend be observed?
(See also question 15).

XXIX) Does the (average) wnit price increase more for imported products or for
(29) home~produced goods?

xxxg Is it always the same shops that sell the more expensive items or the less
(30) expensive ones (in terms of unit price)? (See also questions 17 and 18).

XXXI) Are the shops with the highest (or lowest) inocreases in the (average) wnit
(31) prices those where:

a) the choice of brands and sizes (including own labels) is wider or narrower?
Or is there no significant relationship? (See also question 19).

b) the choice of brands and sizes (including "own labels") has become wider
or narrower during the reference period? Or is there no significant
relationship?

¢) the share of own labels has increased (or decreased) in relation to
manufacturers' brand products?

d) the share of imported products has increased (or decreased) in relation to
home—produced goods?

e) an important change of the brands, manufacturers, sizes and packages took
place during the reference period? (See also question 11).

XXXII) Is there a significant relationship between the increase in unit prices and an
(32) important change in the brands and sizes sold by a given shop?

XXXIII) Is the change affecting a given manufacturer's btrand sold in a given shop due to:

(33) a) removal of the brand from the manufacturer's catalogue and production line;

b) a change of supplier by the retailer, though in favour of another
manufacturer's brand;

c) replacement of the manufacturer's brand by an own label, the product still
being made by the old manufacturer;

d) replacement of the manufacturer's brand by an own label, the new product being:
d1§ made by a new manufacturer,

d2) imported, whereas before it was home~produced,

d3) home-produced, whereas before it was imported.

1. In point 4 we will refer to the normal hypothesis of an "increase in prices", but the
same questions and remarks are usually valid when, as an exception, there is a decrease
in prices and not an increase.
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XXXIV) Which own labels or manufacturers! brands have been dropped by the retailers?
(34) Do they concern home—produced or imported goods? Which are the substitute
products if any, and how much more (or less) do they cost than the items
dropped? Is there a tendency towards a sharp increase (or decrease) in unit
prices for substitute products in comparison with the own labels or manufacturers!
brands that have been dropped?

XXXV) Has the change in the size and/or packaging of a given product - whatsoever the
(35) brand concerned: manufacturer's brand or own label - caused an increase in the
unit price that is:

a) greater than the average increase in the unit price of the product?
b) smaller than the average increase in the unit price of the product?

XXXVI? Which reasons have been advanced by manufacturers and/or retailers for
(36 explaining the changes eventually recorded in the above mentioned questions?

XXXVIIg When one operator group owns several shops, is the increase in the unit prices

(37) for identical items of the given product absolutely the same for all shops of
the group, or do these increases in unit prices differ according to the item
and shop?

XXXVIIIg Are the answers to all questions of this point - from 26 to 37, as well as to
(38) questions from 11 to 13:

a) much the same for all countries and/or regions surveyed, or at least for most
of them?

b) divergent from one country and/or region to another?

2+.3¢5+ The retail mark—up - Contents of the Second Table = QQ.39-45

The second table has as its subject the retail mark-up by shops and bmands/sizes.

Before examining this table it is worth considering the first two reference tables (one
on structure, the other on evolution) summarizing, in a comparative way, the contents
of the questions related to each of the three tables as regards unit retail prices,

retail mark-~ups and buying prices.
Answers will be given to the following questions:

XXXIX% What is the degree of dispersion of mark-up between the different brands and
(39) sizes - including own label products - for the same product?

XLg What is the size of the mark-up applied to own label products, in comparison
(40) with manufacturers' branded products:

a) are they lower?

b) are they higher?

c) are they sometimes lower and sometimes higher?

XLIg The same question, as regards the mark-ups on imported products in comparison
(41) with home-produced goods.

XLII) In which shop of the sample will we find the absolute highest (or lowest) mark—up?

(42) For which brand and size? What is the size of those mark—ups? Are they applied to
own label products, and/or imported products?
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XLIII)
(43)

XLIV)
(44)

(e

203.6.

Let us

Referring to the lowest unit price which is available in each shop (whatever
the corresponding brand and/or size):
a) which is the shop applying the highest (or lowest) mark—up?
b) does this shop coincide or not with the most expensive (or cheapest)
shop considered in questions 17 and 187

¢) does this shop coincide with one of the shops indicated in question 427

Are the shops recording the highest (or lowest) mark-ups (questions 42 and 43)
the ones where the choice of brands and sizes is wider (or narrower)? Or is
there no significant relationship between the number of brands and sizes and
the level of mark-~ups?

When the shops of the sample sell one product made by the same manufacturer,
but under different trade marks - including own labels - which trand, and in
which shop, has the highest (or lowest) mark-up?

The mark-ups applied to identical items — QQ. 46-48

now consider each item separately, defined jointly by brand and size, in order

1o come to some conclusion as to the comparison between identical items where they are

sold i

XLVI
(46

XLVII
(41

XLVIII
(48

2¢3e70

n more than one shop.

g What is the degree of dispersion of mark-ups between the different shops
selling a given identical item, (same btrand and size)?

) Which are the shops recording the highest (or lowest) mark-ups for each
) identical item, defined exactly as above (ie. same brand and size)?
Do the names of those shops coincide or not with the shops mentioned at
questions 43, 17, 18 and 227 In which cases and to what extent?

) Which are the brands and the actual producers or manufacturers for which
) we observe the highest degree of dispersion of "mark-up":

a) between the shops constituting the local sample analysed?
b) between the different countries or regions surveyed?

¢) which countries (or regions) record the highest (or lowest) mark~ups for
the same identical items (ie. same brand, same size, same manufacturer)?

The retailer groups operating several shops = Q. 49

A major problem may arise with the following question:

XLIX)
(49)

Referring to the hypothesis at question 25 — the major retailer groups operating
several "sales points" - what is the pricing policy of the group? Since it is
reasonable to assume that one given group buys all identical items sold in its
shops at the same price, it seems evident that the present question coincides
substantially with question 25. In fact, if the buying price is the same and if
an identical mark-up is applied by all shops, there will also be an identical
"retail price". So hypotheses 25 (a), (b) and (c) refer equally to final unit
retail prices as well as to retail mark-ups. But transport facilities and the
cost of capital and land vary according to both location and size of different
shops ~ even if they are controlled by the same operator group — and so accurate
analyses are needed about:

a) the buying price paid by the retailer to obtain delivery of the goods at a
given warehouse or storage point,

b) the full, actual cost borne by the retailer in order to have goods ready
for sale in each of the different shops of the group.
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In principle, the mark-up must be calculated on the buying price (a) and not
on the full, actual cost of the good (b).

Thus the answer to question 49 entails making an accurate analysis of the
different mark—ups applied by different shops in the same group, to determine
to what extent the differences in final unit retail prices are linked to
differences in the full, actual costs, varying according to shop.

2¢3¢8. The competitive price for each shop and endogenous competition — Q. 50

A common answer to questions 49 and 25 should highlight the working of competition
in the different area®s surveyed.

From the purely economic viewpoint, it seems evident that:

- each shop (owned by the same retailer (operator group), as it is on our hypothesis)
has to contend with a different competitive situation depending on its location and
on the number, importance and pricing policies of competing shops, that is those
existing in the relevant areaj;

- accordingly, each shop will have to adapt its prices to the prices of its actual
competitors in this relevant area and the prices ought to vary between shops
controlled by the same operator group as a normal effect of competition;

- it is obvious that in this case, the mark-up - for each shop - should be fixed in
such a way as to obtain the "competitive price" characterizing each shop. One of
the most efficient retailers in the UK has four different price levels and four
different pricing policies, depending on the location of individual shops.

The preceding remarks aim to demonstrate that competitive as wyell as efficient behaviour
by the retailers automatically implies endogencus competition between shops controlled

by the same operator group.
We therefore put the question:

L) Assuming several shops to be owned by the same operator:

(50) a) is there endogenous competition between those shops in one or more relevant areas
analysed, so that a high degree of dispersion of prices between them is observed?

b) what is the comparative degree of dispersion for prices and mark-ups between the
different shops?

¢) for which operator groups and in which regions and countries is endogenous
competition stronger, in relation to the answer given to question 48 (1)?

d) are prices lower in areas where several shops are controlled by seweral
retailers competing against one another? How many competing shops are there?
How many competing retailers?

2+3.9. Shops of the same groups apply uniform prices — Q. 51

Let us now consider the hypothesis of uniform prices by putting the following
question:

1. See R. LINDA, Methodology of Concentration Analysis applied to the Study of
Industries and Markets, September 1976, point 58, pages 79-80.
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LI) If prices are the same for all shops controlled by the same retailer, one of the
(51) following hypotheses will occur:

a) either the retail price of a given item (ie. product determined by the brand,
size and package) is fixed by the manufacturer himself for all shops selling
this product in one or more regions or countries;

b) or there is an agreement between the operator groups owning the shops existing
in a given relevant area to refrain from price competition for this product;

¢) or the operator group is fixing a uniform mark-up based exclusively on a common

buying price, calculated artificially for all shops of the group on the basis
of the suppliers! invoices.

If the hypotheses 51 (a) and (b) do occur we can conclude that:

- there is no competition on the product, owing to the restrictive behaviour of the
manufacturer (hypothesis a);

- there is no competition on the product, owing to the restrictive behaviour of the
retailers (hypothesis b).

This latter hypothesis would justify a thorough and comprehensive investigation into

the behaviour of given retailers in order to see if similar agreements also concern
other products, seriously affecting competition in the relevant area.

2+3.10. Explanatory hypothesis of uniform prices = QQe 52-53

Let us finally examine hypothesis 51 (c¢), that is, prices are derived from the
application of a general mark-up on a uniform buying price, both being common to
all shops of the operator group. In this case we have the dilemma:

LII) Either the competitive pressures on the retail side in the relevant area are

(52) relatively weak (no competing shop nearby, or only a higher priced shop) and
so it is possible to disregard competition, and particularly prices in other
shops, in the relevant area, without the profitability of the shops under
study being affected;

LIII; Or those competitive pressures are fairly strong (several low priced shops
(53) nearby) in which case a rigid, uniform pricing policy is bound to be inefficient
since it neglects the actual specific environment of each shop.

But the "profitability" and "efficiency" issue is taken into consideration by joint
analysis of the set of data (average stock turnover rate for each shop as well as the
shop's average unit retail price, retail mark-up and unit buying price) at the bottom
of the first, second and third tables.

At any rate it is worth noting that such an analysis has to distinguish between the effi-
ciency of the single shop and the efficiency of the aggregate operator group, the latter being
obtained by aggregation of the "efficiency score" of all the individual shops in the
restricted sample (of shops as well as of products), always assuming this sample to be
repregentative.

243+11. The evolution of "mark-ups" — QQ. 54=64

If the analysis is to be complete answers must also be given to questions concerning the
evolution of mark-ups ("q") (questions 54-64), which are similar to questions concerning
the evolution of unit retail prices (questions 26-38). There is no need to reformulate

those questions.

Later, in section 2.7. we will analyse in detail the problems concerning the unit buying

ice ("aPu"), distinguishing between structure (questions 65-74) and evolution
,questions 75—é4), with additional questions concerning more particularly the "power
interplay" (questions 85~94). 1In this respect, it is helpful to recall the reference
tables mentioned in point 5:
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- first ;eference table concerning structure (retail prices, mark-ups and buying
prices),

second reference table concerning evolution (retail prices, mark-ups and buying
prices),

-~ third reference table concerning "power interplay" (85-94); shop efficiency (95-103)
and the loss leading policy (104-115).

- fourth reference table concerning excessive prices, breakdown of the final price and
national and local competition (116=140).

These tables summarize all questions from 14 to 140. It is useful to recall that
questions 1 to 13 concern the more general problem of the choice actually available
to the consumers,

2.3¢12. The problem of defining and calculating the retailers' buying prices - QQ. 65=94

The analysis of the relationship between selling (or retail) prices, mark-ups and buying
prices is,an essential step in the study of the power interplay between retailers and
producers « Even if, in the initial stage of the research, it may be very difficult to
answer most of the 140 questions, the target of the research as defined above has to

be kept in minds In this way, the 140 questions can be regarded as guidelines for a
multiple-stage long~term research project.

It might be helpful to formulate a number of additional remarks on the treatment of
buying prices.

The collection of buying prices is particularly fruitful for analysis of:
I) the comparative viewpoints of retailers and producers,
II) the mark-up policy of the major retailers.

As concerns the first point, it will be necessary to check the buying prices declared
by retailers with the manufacturers' prices. If these prices are divergent, an
appropriate survey will be needed in order to seek possible explanations:

a) manufacturers are not selling directly to major retailers but to commercial
distributors or wholesalers; in this case it is helpful to analyse the margins of

those traders;

b) buying prices declared by retailers are not exact or manufacturers' prices are not
exact, owing to errors or to other causes to be discovered;

c) retailers consider a peculiar definition of "buying price", which does not correspond
with the "manufacturers' price"<.

1« It is for this reason that it seems helpful:
~ to regroup all the questions concerning the retailers' buying price (QQ. 65~84)
with the closely comnected questions concerning the basic aspects and tendencies
of power interplay (QQ. 85-94),
- to examine these questions later at 2.7.: "Retail Buying Prices and Power Interplay".

2+ The effect of taxes on the relevant product will have to be considered.
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In principle, the "buying price" represents the cost of the good plus other costs for
delivery to the warehouse or to the retailer's shop (c.i.f.). It is therefore possible
that transportation and insgurance costs account for the difference between the
menufacturers' price (f.o.b.) and the retailers' net buying price. The way different
gorts of discounts and facilities granted to big retailers are registered and disclosed
by the retailers and by the manufacturers is a problem that will be considered later at

2.7 024. and 25.

2e3¢13¢ The "formal" and the "actiual" mark-up

The date of purchase of the goods may also be relevant in these times of inflation.
Knowledge of the buying price is vital if we are to check the size of retail mark-ups
declared by the retailers themselves, by comparing retail selling prices with their

actuwal buying prices.
The problem is very important:

~ Are all refailers considering the same conception of the mark-up, or is each using
a different definition?

- Is it possible to distinguish between a formal and an actual mark-up?

The simplest approach would be to take from the third table the buying price, to add the
mark—up from the second table and thence to obtain the selling price, which ought to be
the same as in the first table.

It is an essential task for each research institute to check, in this way, the consistency
of data linked by these three tables. But it is easy to forecast that the selling price
calculated from the second and third tables will rarely correspond to the price in the
first tables In this case, appropriate analyses will then have {o be undertaken in order
to provide explanations, such as:

a) the mark-up has been calculated on a buying price which is different from the
buying price currently applied at the time of the retail price survey;

b) the retail price has changed since the mark-up was calculated.
In these hypotheses it is easy to see that we have a formal mark-up (that is, a given

"q" applied to the buying price) and an actual mark-up (that is, the actual percentage
indicating the difference between the actual selling price and the actual buying price).

2¢3¢14+ Relationship between buying price, time in stock and "actual" mark—up

In practice the retailer will find it quite easy to know the formal mark-up, since he
himself fixes the percentage to be applied. But in inflationary times it may be
difficult to know the actual mark—up, since the prerequisite would be knowledge of the
actual date of purchase and of the actual buying prices for any item sold by the shop.
When a product is bought at several times at different prices, it is necessary to take
into account the time in stock in order to calculate an average buying price and an
average mark=upe.

The institutes must therefore take care to try to collect relatively comparable and
homogenous data as regards buying prices and mark-ups, outlining all existing discrepancies
and differences between the second and third tables on the one hand and the first table

on the other. It is also obvious that specific analysis of the time in stock, linked to
the problem of the "shop efficiency"y is justified by the objectives of the research
programme.
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2+4+ ANALYSIS OF "SHOP EFFICIENCY"

2¢4+1. Time in stock

At the bottom of each of the three tables just examined, there is one highly relevant
point:

- the stock turnover rate, or time in stock (Tj), which is outlined for each shop of
the sample.

It is noteworthy that this Tj (j indicating the code number of the shop) is only an
average calculated on different brands and sizes of the given product sold by the shop.
It is suggested that the stock turnover rate should be expressed by the number of days
during which the product is kept in the shop or in its warehouses, that is the number of
days between the delivery date from the supplier and the selling date to the final
consumer (for example, for canned vegetables — 140 days; for eggs — 8 days). For this
reason it is better to speak of time in stock., It is evident that, ceteris paribus,

the more efficient shops are those where the time in stock is shortest.

In this way it is possible to analyse the relationships between time in stock and:

-~ the wnit selling price;
~ the mark-up;

- the unit buying price.

2+4+.2+ The concept of shop efficiency

In this framework, it is possible to elaborate a general approach to shop efficiency
from two angles:

~ the benefit to the shop;

— the benefit to the consumer (social angle).
From the first angle:

-~ a shorter time in stock (Tj); and a

- lower buying price,

mean that the shop is more efficient than others with a longer time in stock and/or
a higher buying price.

From the second angle:
- a lower unit selling price; and a

- lower mark-up,

indicate that the benefit arising from the shop's efficiency is passed on to the consumer.
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24443+ The efficiency score and the ranking of the shops

It is possible to rank the shops by efficiency in order of scores.

To begin with, all shops will be ranked - each one having a given rank number - by
increasing order of the time in stock, unit selling price, mark-up, unit buying price.

The more efficient shop will therefore rank as number 1 on each of those parameters.

In the first table, the "best shop" will have a score equal to 2, that is: ranking 1
for the time in stock and ranking 1 for the unit selling price, that is the cheapest
price of all the shops in the sample. The least efficient shop might possibly have a
score equal to 60, that is: given a sample of 30 shops, it would rank 30th by time in
stock and 30th by unit selling price (it would therefore be the most expensive shop in
the sample.

In the second table, the score ranking will be founded on the time in stock and on the
size of the mark-up (the "best shop" being the one applying the lowest mark-up), while
in the third table, the score ranking will be founded on the time in stock, as usual,
and o? the unit buying price (the "best shop" being the one paying the lowest buying
price).

2+4+4. Aspects of shop efficiency - QQ. 95~100

Answers to the following questions might be helpful1=

XCV) Do the efficiency rankings of the three tables coincide, that is: the best
(95) (or the worst) shops are always the same in each of these tables?

XCVI) If it is possible, given the necessary data, to calculate an overall score -
(96) by adding the shops' rankings in the three tables — which would be the most (or
least) efficient shops, according to the definitions given above?

XCVII) Since all shops are ranked according to the number of brands and sizes available
(97) to the consumer (degree of brand monopolization) it is easy to see if the most
"product monopolistic" shops, at the left side of the table, are alsc the most
(or least) efficient shops in the sample.

XCVIIIg Does it happen that shops recording the lowest buying prices have {0 bear a
(98) longer time in stock since they usually buy more than they need in order to reap
substantial discounts?

XCIX) When comparing the second tables referring to different products, is there evidence
(99) of a relationship between the time in stock and the size of the mark-up? Does
this relationship exist in none, in some, in most or in all shops of the sample?
In one, in several or in all countries surveyed?

Cg Which are the countries (and/or regions) which have the most (or least)
efficient shops?

1« It will be observed that we have not yet examined QQ. 65-94 concerning jointly
the unit retail buying prices and power interplay, but given the strategic
importance and considerable complexity of both, it is helpful to postpone this
analysis until Section 2.7., after having cleared the ground by examining shop
efficiency (QQ. 95-103) and the loss leading policy (Section 2.6.; QQ. 104=115).
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2+4+5. The evolution of shop efficiency — QQ. 101-103

Under the evolutionary viewpoint it will be helpful to answer the following questions:

CIg As regards the evolution of "shops' averages" =~ time in stock as well as unit
(101) selling and buying prices — do they tend to increase, and if so to what extent
and in which countries (and/or regions) in particular?

CII) Which shops are tending to become "better" (that is, cutting their time in stock,
(102) mark-ups and possibly even the buying and selling prices) and which shops are on
a deteriorating trend?

CIII; Do the overall efficiency scores resulting from the three tables, and the three
(103) individual efficiency scores change considerably in time or not? Which shops are
the best (or worst) in the long run?
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2.5. THE EVOLUTION OF CONCRETE PRICE STRUCTURES FOR SELECTED PRODUCTS

2.5+1¢ References to the basic contents of the first, second and third tables

The first, second and third tables give a breakdown of the structure and its evolution,
by analysing each shop, product, brand and supplier (producer, manufacturer) in the
"restricted" sample.

It is helpful to recall the fundamental goals of the research programme:

To analyse both the structure and the evolution of:

- the power interplay between retailers and producers and their patterns of behaviour,

~ the working of competition in the distribution channels through which given products
and brands move from producer to final consumer,

- the effects of the competition mechanism on final retail prices and on the consumers'
freedom and behaviour.

2.5+2+ The analysis of concrete price structures as a top priority

The analysis of answers given, even to only some of the 140 questions, enables us to
draw meaningful conclusions. These questions concern more particularly the concrete
structure and evolution of the prices of selected products.

The analysis of the concrete siructure and evolution of prices is, in our view, a top
priority for any further analysis of relations between retailers and producers in
general terms.

It may be objected that this supposedly detailed analysis extends only to a very
restricted sample of selected products1 so that there can be no gquestion of drawing
general conclusions on the patterns of behaviour of retailers and producers.

However, it will be noted that the three "observation posts" -~ unit retail selling prices,

retail mark-ups, unit retail buying prices - play a threefold function:

a) first, they enable the reliability of data collected to be checked as to homogeneity
and consistency;

b) second, they provide an illustration of the working of competition between retailers;

c) third, they provide a means of measuring the evolution of the balance of power and
dominance as between retailers and producers.

Why and how? Let us see.

2.5+.3+ Rigorous definitions are a sine qua non of several comparisons

As regards (a), this statement seems to us to be self-evident, considering the need for a
comparative analysis of the behaviour of shops and retailers with different price policies

and structures and the highly specific situations of individual regions and countries.
great number of questions aim to check that data are c.assified according to comparable
definitions and approaches, and thus to avoid all ambiguity.

1. See 2.1.10.
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205.40 The THREE KEYS

As regards (b) and (c), we need three keys for analysing the answers to the various
questions, or at least to some of them:

- key one: +the analysis of evolution,

- key two: international (and if possible interregional) comparisons of this
evolution,

- key three: comparison between products.

The Summary Tables (the fourth, fifth and sixth) are a good example of the way in which
we may approach some general conclusions, having recourse to key one and to key two.
Later analysis will highlight the role of key three.

2¢5¢5. KEY ONE: The analysis of evolution — The summary concerning the retail
selling prices (fourth table)

The fourth table, concerning the unit selling price, will give several pointers to
the working of competition between retailers, by seitting out the answers to the basic

questions:

= 26: variation of degree of dispersion of unit selling prices,
- 27¢ change in the dearest or cheapest brand/size,

- 30: change in the dearest or cheapest shop.

When those answers show that:

- the degree of dispersion of prices remains high or increases in the time; and
- the dearest and cheapest brand/size changes continuously,

~ the dearest and cheapest shop changes continuously;

there is evidence of keen competition:

~ between brands/sizes

- between shops.

If moreover, it is found that:

- differences between maximum and minimum price increases are widening and even, on
the minimum side, there is a price decrease;

~ the names of shops with the highest or lowest increases in the prices are changing;

this corroborates the evidence in favour of effective competition.

We are assuming that:

- competition tends to develop dynamically, and is visible through the continuous
changing of relevant data and factorsi,

1. Seet R. LINDA, Concurrence oligopolistique et planification concurrentielle
internationale, in "Economie Appliquée", Archives de 1'ISEA, 1972, No. 2-3,

pages 340-341, 367-369.
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- differing prices or differing price increases are a sign of competition, albeit of a
probably "imperfect" form, but at least fairly workable, whereas uniform prices and
uniform increases tend to point to restrictions of competition. And on the whole we
prefe¥ imperfections of competition, since it still works, rather than restrictions
of it'.

Here it is worth emphasising the utility of the index of dispersion, which offers a
summary quantitative picture of the effects on prices jointly exerted by imperfections
and by restrictions of competition.

The index ER p_ (Relative Difference) expresses the percentage difference between the
highest unit price recorded in any shop (most expensive shop) and the lowest unit

price recorded elsewhere (cheapest shop)2. If €R p exceeds 40% it may be concluded

that the conditions of competition are very Y different for the two extreme

priced shops of the sample. But it is noteworthy that the existence of different
conditions of competition surrounding at least two shops in the sample - owing essentially
either to their location or specialization or both — constitutes per se a sign of
competition. This sign of competition will be even more meaningful and reliable if we
have a coefficient of variation ( Vu) exceeding 20%. Such a high coefficient of variation
will demonstrate and confirm that the difference in conditions of competition concern
not just two shops in the sample but the whole sample, since each shop has a different,
specific unit price of its own.

2+5.6. The number of brands and sizes as a sign of competition

Another relevant factor is the number of brands and sizes available in the shop
(question 13):

- with the highest selling price,

- with the lowest selling price.

If this number is increasing both in the most expensive shop and in the cheapest one and,
under the evolutionary viewpoint, even the names of those shops are changing from i to
t+1, t+2, t+3, we have a further sign of competition:

— between brands,

-~ between shops.

It seems reasonable therefore to argue that shops are widening the range of brands
available to consumers in order to become more attractive to them.

Analysis of the evolution of retail prices by means of a set of fourth tables can also
offer pointers to the evolution of power relations between retailers and producers,
though these pointers may be felt to be somewhat ambiguous. The need for reference to
the fifth and sixth tables is evident. See our commentaries on the sixth table.

1. R. LINDA, Methodology, op. cit., 1976, point 65.

2. The formula is ERvpu = Maximum Price — Minimum Price

Minimum Price x 100

See: Commission of the European Communities, Sixth Report on Competition Policy,
Luxembourg, April 1977, points 312~315.
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2.5.7. Some gigns of restrictions of competition

Conversely, it is possible to.identify certain signs of resirictiion of compétition:

- It is always the same shop and the same brand which are the dearest or cheapest. This
means that there is some source of resistance to competition between brands (quality,
prestige, etc.) and between shops (location, specialization, etc.);

- The percentage price increases are uniform for all brands and for all shops. This
means that an agreement definitely exists between suppliers (producers, manufacturers)
and/or retailers;

= The number of brands and sizes available in each shop is continuously decreasing, each

shop tending to specialize in only one or iwo brands. If this sign is accompanied by
other negative signs, competition would seem to be sharply restricted.

2.5.8. The synthesis concerning the retail mark—ups (Fifth table)

While the fourth table represents but a first step in the analysis, and is easy enough
to fill up since it is sufficient to obtain information simply by visiting the shops of
the sample, the fifth table as a rule requires the direct cooperation of shops themselves

or of public authorities.

Let us recall the basic questions:

54: varilation of degree of dispersion of retail mark-ups,

55: change in the brand/size having the highest (or lowest) mark-up,
59: change in the shop applying the highest (or lowest) mark~upe

In principle, the degree of dispersion of mark-ups between different shops - at a given
moment - may be a sign of competition, since:

- each shop has a different cost structure, as a result of the scale of quantities
purchased, location, size, stock turnover rate (Tj);

- each shop has to encounter different kinds of competing shops, in relation to its
location, the available means of communication, etc.

Hence the application of a wniform mark-up by all shops in the sample is the sign of
collusive behaviour or of public measures to fix the maximum mark-up. But, the public
authorities generally fix a maximum mark-up to be observed by all shops only when
competition is not exerting sufficient pressure on retailers to cut their mark-ups.

2.5.9. Sharp decrease of the retail mark-ups as a sign of competition

Under the evolutionary viewpoint, it is possible to have the following hypotheses in the
process from time i to t+1, t+2, etc.:

Elgothesis Remark

Probable sign of competition

- The degree of dispersion of mark-up
among shops is increasing

The average mark-up is sharply Definite sign of keen competition:
decreasing, as are both the Three hypotheses: (a), (b), (c)
maximum and the minimum mark-up

The brand/size having the highest Sign of competition
(or the lowest) mark-up is changing i

Sign of competition

The shop having the highest (or
lowest mark-up is changing
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It is evident that a sharp decrease of the mark-up is a definite sign of competition.
But the question is: between whom?

In this respect it is possible to formulate three hypotheses:

a) existence of competiiive pressures from other shops;

b) increase in bargaining power of the retailers' suppliers (producers, manufacturers);
c) combination of factors (a) and (Db).

From this it follows that:

- we are confronted with real '"multiple competition”, many factors and facets being
strictly interdependent,

- we need to take into account separately the price structure and evolution of each
product, for each shop in the sample, in order to extract individual causes of a

complex of results.

This is a point that must be heavily emphasised. As we are to analyse "multiple
competition", it is not possible to consider cumulative relationships and cumulative
data, covering and concealing contradictory and amalgamated factors, tendencies and
effects.

To analyse phenomena linked to "multiple competition" we will have to keep in mind at
the same time:

-~ not only key one recording the sharp decrease in the evolution of mark-ups (or the
opposite hypothesis of a sharp increase), but also:
- key two: international comparisons, and

~ key three: comparisons between producis;

- not only the mark-up evolution, but also:
~ the evolution of unit retail prices, and

- the evolution of unit buying prices.

2+5+10. Sharp increase in retail mark-ups

Let us now consider the hypothesis of a sharp increase in the mark-up applied by one or
more shops in the sample, from time % to 1i+1, t+2, and so on, resulting from a chronological

set of fifth tables.

This sharp increase may concern:

a) the maximum mark-up
b) the minimum mark-up
¢) the average mark-up.

The fifth table enables us to focus further investigation on shops (and especially operator
groups) recording:

~ higher mark-ups at any given moment,

- higher increase in the mark-up during the period considered.
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2.5¢11. Structural viewpoint (at a given moment)

It seems prima facie that a high (or the highest) mark-up is a sign of market power, but
the questions are: On which side? And against whom?

— To the detriment of final consumers, since there is no effective competition from other
shops;

- To the detriment of suppliers, since the retailer — who has considerable negotiating
(or purchasing) power — can buy at a very low price without having to pass his saving
on the buying price on to the consumer.

These phenomena are closely linked, as we have seen in paragraph 9. But one must not
neglect the following hypothesis:

- a given retailer is obliged to apply a higher mark-up because his cost structure is
heavier than at other shops due to inefficiency (execessive personnel costs, excessive
time in stock);

- consequently, as the high mark-up is reflected on the retail selling price, the turnover
of the shop is reduced under the pressure of competition from other shops, resulting
in lower prices.

An appropriate detailed analysis seems therefore necessary concerning the shops (and
operator groups) recording the highest mark—up, and the chronological set of fifth tables
will in this case act as a warning light. See in particular Table XII (Q. 139, point
2¢9.114)0

2¢5.12+« Evolutionary viewpoint - Explanatory hypotheses about an increase in mark-ups

Mark-ups may also increase as a result of several tied, combined and even contradictory
factors:

I) inflationary tendencies (first and foremost);

IT) discontinuation of special offer and/or loss leader policies pursued in previous
periods; see section 2.6., "The negative mark-up: loss leading";

III) slacker competitive pressures from other shops, owing either to the elimination of
some shops (or operator groups) or to the adoption of a collusive (or non-agressive)
price policy followed by all shops in the region, no further commentary being
necessarys;

IV) increase of negotiating (or purchasing) power enjoyed by retailers vis-d-vis the
suppliers: see section 2.7.: "Retailers' buying prices and power interplay";

V) heavier cost structure at the shop (and/or of the operator group) owing to an
increase in personnel costs and/or overheads and so on, no further commentary being
necessary.

We must now draw attention in particular to point I: "Effects of sharp increases in
the retailers buying prices".

2+5+13. Purchases by big retailers as an inflationary factor

In an inflationary period, a sharp increase in the mark-up may be the result of a series
of facts, which can be illustrated as follows: A big retailer forecasts a probable sharp
increase in the (retailers' buying) price of a given product and therefore buys an
enormous quantity just before the price increase takes place.
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We must now look at what may happen:

a) It may be that the weight of this purchase anticipates and amplifies the impact of
the forecasted price increase of the product, this big purchase therefore playing an
inflationary role. And so, for example, the current retail buying price will rise by
20% instead of 10%.

b) The big retailer must afterwards choose between three price levels and hence three
price policies.

2¢5¢14+« First pattern of price policy

He fixes a relatively low retail selling price (for example: + 2%) in order to meet
competition from other shops and possibly increase his market share.

In this hypothesis we will have, as regards the above mentioned retailer:

- a relatively low "actual" mark-up;

-~ g shorter time in stock;

- a unit retail selling price increasing by less than the corresponding increase in the
buying price (paid by the other retailers after the forecasted increase has taken

place) and probably also lower than the increase in the selling price of other
competing shops.

2+5¢15¢ Second pattern of price policy

He fixes a retail selling price proportionate to the increase in the retail buying price

(in our example: 20%). He will do this if he does not want to provoke a price reaction

from other competing shops, because if he increases the retail selling price by less than
the increase in the buying price, competitors might align their prices, so that there

was no change in the retailers' market shares.

This price policy is based on the principle of "peaceful coexistence" ("guieta non movere" )
that represents the normal and most widespread pattern of behaviour in modern oligopolistic

structures.
In this hypothesis we will have, as regards the above mentioned retailer:

- a relatively important increase in the "actual" mark-up, since this retailer has
benefited from a lower buying price (his purchase taking place on a date just before
the forecasted increase in buying prices);

— a longer time in stock for the product concerned, since this retailer is not willing
to try to attack the market shares and positions of his competitors and so, having
bought an enormous quantity of the product, he has to stock the goods longer before
the whole quantity is sold. Moreover, even if all other things remain unchanged, a
price increase naturally entails an increase in the time in stock in proportion to the
demand elasticity of the product, since final consumers will tend to reduce their
consumption of products whose prices are going up.

2+5¢16. Third pattern of price policy

He raises his retail selling price by an increase (for example: 50%) far greater than
the increase in the retailers' buying price (in our example: 20%).
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He can do this if he is not hampered by the competitive pricing policies of other shops
(and operator groups), since:

~ either this big retailer dominates the market, (hypothesis: existence of dominance),

- or, even without the existence of this dominance, the relationship between different
retailers is so friendly and well cultivated that all of them will follow our given
retailer passively and promptly in making this very sharp increase in the retail selling
price (hypothesis: existence of price leadership).

In this hypothesis we will have, as regards the above mentioned retailer:

- a very sharp increase in the actual mark-up,

~ a probable sharp increage also in the time in stock, in proportion to the demand
elasticity of the product.

In the present hypothesis, we can conclude that the existence of collusive conduct in the
field of retail distribution renders competition virtually mon-existent.

Moreover, the benefit of the operation would be much greater for our retailer in the event
of relatively rigid or unelastic consumer demand (sugar, coffee, tea cocoa), since total
sales would not be affected by the retail price increase.

2¢5¢17+ The possible influence on inflation

In our analysis we refer to the actual markhup1, since that alone will enable us to
illustrate: T

= the actual behaviour of retailers, who have the power to make use of inflationary
tendencies in order to reap considerable profits,

- the impact of this retailers! pattern of behaviour on the propagation of the inflationary
process.

In this respect it seems evident:

a) that big retailers can play a decisive role in curbing (first pattern: point 2.5.14.)
or alternatively stimulating (third pattern: point 2.5.16.) the inflationary process;

b) that big retailers have the power to stimulate the inflationary process only where:
~ the market structure is very highly concentrated, with strong power of dominance;

- there is no real competition between these retailers;

1. The problem of the discrepancy between the "formal'" and the "actual" mark-up has already
been evoked in Section 2.3+t "The selective historical series", points 13 and 14.
Let us recall that in order to take into account the "formal" mark-up, it is

sufficient:
~ to consider the unit retail buying price, not at the moment of the purchase of the

product concerned, but at the moment of the survey,
— to compare it with the unit retail selling price at the same moment.

In contrast, to calculate the "actual" mark-up, it is necessary to take into account
the actual unit buying price, at the moment in which the purchase was made and then to
calculate the percentage mark-up resulting from the difference between the unit retail
selling price, at the moment of the survey, and the actual unit dbuying price.

This very essential point will be examined in more detail in section 2.7. "Retailers!
Buying Prices and Power Interplay".
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¢) that the public authorities must therefore keep a very close eye on the situation so
that retailers camnot use (and abuse) their dominance against the general interest.

In this respect, we must point out that the chronological set of fifth tables (Retail
mark~ups) highlights several important aspects of the above phenomena. And if we also
analyse the chronological set of sixth tables (Unit retail buying prices), it will be
possible to draw up decisive conclusions as regards the products and the retailers

surveyed.

2+5.18. KEY ONE and KEY TWO — Role played by fourth, fifth and sixth tables in the
development of the analysis

The fourth, fifth and sixth tables are designed to set out all fundamental data for
analysing phenomena described at points 2.5.10 to 17, provided that we have recourse to
the two keys:

— key one: +the analysis of evolution;
- key two: +the international comparison of this evolution.
With these tables we can:

I) ascertain the shops (and the operator groups) following a given patiern of behaviour,
owing especially to the distinction and contrasts between Maximum and Minimum:

- unit retail selling prices;
-~ retail mark-ups;
- unit retail buying prices;
II) detect the existence of excessively sharp increases in unit retail selling prices

and/or in mark-ups and/or in unit buying prices, by measuring their actual size
via comparisons between Maximum and Minimumj

III) compare the evolution in different countries (and/or regions), and more particularly
measure the differences in the increases — or decreases ~ in retail selling prices,

mark-ups and retail buying prices there;

IV) compare the levels and the variations of the time in stock in the different countries
(and regions), this being a meaningful indicator of shop efficiencye.

If the trend of the more important data (prices and mark-ups) diverges in the different
countries (and regions), this will help to establish and quantify the impact on final
prices, and more particularly on the inflationary process, exerted by the different
structures of trade and competition in these different countries (and regions).

It will also be possible to establish and quantifly the effects both of dominance and
of collusive practices relating to specific products in specific countries (and regions).

2+5¢1%. Crucial products -~ Establishment of additional monthly tables

The use made of key one and key two may be further refined if circumstances so require.

For example, if a given product is found to be subject to sharp and/or frequent variations -
possibly increases - in current international prices (such as coffee, cocoa) a further
development of the analysis, based on the above tables, will be necessary.

We have seen that all surveys and all tables are intended to be established every six
nonths; but this frequency is inadequate for the collection of meaningful data for analysis
of the working of market mechanisms for certain products. Therefore, if the research
institutes notice that there are or have just been important changes in the price structure
of a given product, they should forthwith:
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- identify between one and four of the most important retailers operating in the country
(or region) surveyed;

- establish additional fourth, fifth and sixth tables in a new, revised version not only
every six months but every two months or even every month.

2.5.20, Contents of the new revised version of the additional tables (fourth A, fifth 4,
sixth 4)

The new revised version of the additional tables (fourth A, fifth A, sixth 4) will be
established monthly -~ or every two months -~ for fthe one or two given products whose
price structures are undergoing important changes. They will indicate:

-~ in the place of the three columns: MAXIMUM MINTMUM AVERAGE

~ ohe or more columns, one for each retailer chosen for more thorough analysis as regards
the given product(ss; taking the example of distribution in the United Kingdom, we have:

FINE FARE
TESCO SATNSBURY ?gﬁ%ﬁfﬁgﬁg (Associated British

Food: ABF Group)

It will then be possible to monitor the behaviour of these retailers and the impact on
the structure of prices very closely.

It is obvious that the additional tables — established every one or two months - will
omit all non-essential or non~consistent data (for example: the indexes of dispersion:

€R and V .
apu au )

2¢5¢21+ The speed at which retail prices react to changes in producers' prices

We must again stress the fundamental purpose of the new revised versions of the additional
tables, fourth A, fifth A and most especially sixth A. If the latter is established
monthly it will highlight more particularly the speed at which specific retail prices =
in the different countries, regions and shops surveyed =~ react to the changes in the
producers! prices. Knowledge of this speed of reaction is of basic importance for
competition policy.

Let us take itwo examples:

a) If the producers! price of coffee (or seed oils, or margarine) increases on
1 December 1976 by 20%:
— on which date will this increase occur in the different countries regions and
shops surveyed?

~ by how much (5%, 10%, 20%, 50%, 100%) will the different shops in the sample actually
increase the retail price of the different makes and types of coffee?

b) If the producers' price of coffee (and/or seed o0ils, or margarine) decreases on
1 July 1977 by 10%:
—~ on which date will this decrease occur in the different countries, regions and
shops surveyed?
= by how much will the different shops reduce the retail price of the different makes
and types of coffee?

- are there countries, regions and shops where there is no reduction at all in the
retail price? Why and how?

The value of establishing the sixth A table monthly is self-evident.
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2.6+, NECATIVE IMARK-UP: "LO3S LEADING"

2.641¢ Negative mark-ups - QQ. 104 and 105

The fifth table will reveal the existence of any loss leaders, that is items sold at

a retail price below the buying price. The warning signal is given by a negative mark-up.
A warning signal concerning the loss leading policy may result from several tables of the
first stage research (Chapter One) under the column Pricing, where one can distinguish
whether we have:

- a special offer, that is a temporary reduced price offered to consumers for
advertising purposes;

- standard pricing;
— an undefined pricing pattern.

Obviously not all special offers constitute loss leading; on the contrary, it may be that
some products are always offered below their unit buying price, without there being a
special offer.

The following hypotheses and questions must be answered1:

CIV) At a given moment:

4

{104) - only one or a few shops select a given product as a loss leader. In this case
the minimum mark—up will be negativej

- several (or all) shops select the same product as a loss leader. In this case,
not only the minimum mark-up, but also the average and maximum mark-ups will be
negative or close to zero.

, CV) The evolution of mark-ups from time t to t+1, t+2, and so on shows:
.105) - the product is no longer used as a loss leader;
- it is always the same shops that select the given product as a loss leader;

- the product is selected as a loss leader first by one shop and then by another.

2.642. Identification of retailers — Purposes of the loss leading policy — QQ. 106 and 107

If, in the analysis of evolution, one product seems to be preferred by one or more shops
as a loss leader, it is essential to develop further investigation in order to ascertain:

CVI) Which retailers more fregquently have recourse to this practice.

(106)

CVII) For what reasons do they do so: to eliminate one specific competitor (a small
(107) business or a big one) or simply to promote the expansion of the shop and increase
turnover.

In the hypothesis of predatory pricing further analysis and action might be helpful since
a negative mark-up — for the purpose of eliminating competitors — is a sign of degeneration
of competitive behaviour, which is not socially beneficial.

1. It will be observed that we have not yet examined QQ. 6594 concerning jointly the unit
retail buying prices and power interplay, but given the sirategic importance and
considerable complexity of both, it is helpful to postpone this analysis until Section
2.7+, after having cleared the ground by examining shop efficiency (QQ. 95-103) and
the loss leading policy (Section 2.6.; QQ. 104-115).
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20603.

Set of effects linked to the loss leading practice — 2Q. 108-111

Four points in particular must also be outlined as concerns the loss leading practice.

CVIII;
(108

CIX)
(109)

cX)
(110)

CXI)
(111)

2-6.4-

Is it always the same brand belonging to the same manufacturer which is selected
as a loss leader, or does it change from one moment to another?

What are the after—effects of loss leading for the retailers, as concerns more

particularly:

- a decrease in time in stock (Tj) for the brand and shop involved in the loss
leading;

—~ an increase in time in stock (Tj) for brands and shops not having recourse to
this practice.

What are the after-effects of loss leading for the manufacturer, as concerns mare
particularly an anomalous increase or decrease in retail buying prices:

— for brands used as loss leaders;

-~ for other brands.

What are the after—effects of loss leading for the final consumer, as concerns more
particularly an anomalous increase or decrease in unit retail selling prices, that
is does an anomalous increase or decrease in unit selling prices concern shops and
brands having previously indulged in loss leading or other shops and brands?

Own _label products and imported goods - GQ. 112 and 113

Two particular questions must also be outlined:

CXII)
(112)

CXIII)
(113)

2-605'

Is loss leading practised more particularly with own label products (O.L.) or with
manufacturers' branded products? Is this tendency confirmed by surveys carried out
over a relatively long period?

Is loss leading practised more particularly with imported goods or with home-produced
goods? Is this tendency confirmed by surveys carried out over a relatively long
period?

KEY TWO: International comparisons — QQ. 114 and 115

The analysis of loss leading has to be taken a stage further by means of international
comparisons (key two).

CXIV)
(114)

CXV)
(115)

In general, are the same products and brands selected as loss leaders in different
countries? Are the effects for retailers, manufacturers and final consumers
(questions 109, 110, 111, 112, 113) broadly the same in different countries and
regions?

Do the manufacturers all take the same attitude to loss leading? Hostility or
cooperation with retailers practising it? Is there any change in their attitude?
Does it vary according to the product, retailer and country (or region)?

246460 Analysis of the pricing policy of a selected retailer (shop "A" as regards a

given product

The problem of the possible discrepancy between the "formal" and the "actual" mark-up was
considered in connection with the evolution of concrete price structures for chosen
productse.
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(41

EXAMPLE OF TABLE FOR ANALYSING THE PRICING POLICY OF A GIVEN RETAILER FOR A GIVEN PRODUCT

TIME IN STOCK

BUYING PRICES SELLING PRICES (2ays)
| puechase | uine | or | selling |Saizewrice] e | Avemage of | for etyen
quotation for shop "AM price survey price shop A"
1/ 9/1976 1/ 9/1976 100 15/ 9/1916 110 120 + 20% 30 180
1/10/1976 - 100 15/10/1976 150 120 + 20% 30 180
1/11/1976 - 120 15/11/1976 160 120 + 20% 30 180
1/12/1976 - 140 15/12/1916 200 120 + 20% 30 180
1/ /1911 - 150 15/ 1/1977 250 120 + 20% 30 180
1/ 2/1911 - 160 15/ 2/1917 300 130 + 30% 30 180
1/ 3/1917 1/ 3/1917 200 15/ 3/1971 300 150 - 25% 30 60
1/ 4/1911 ~ 220 15/ 4/1971 300 150 - 25% 30 60
1/ 5/1911 1/ 5/1977 240 15/ 5/1977 300 216 - 10% 30 60
1/ 6/1911 - 200 15/ 6/1911 300 216 - 10% 30 60
1/ /1971 - 180 15/ 1/1971 280 216 - 10% 30 60




In our inflationary times, the concept of loss leaders might be extended and revised. Let
us suppose the following hypothesis: compare the current average of the buying and selling
prices of all shops in the sample with the individual selling price of one given shop "A",
at different moments. ’

It will be possible to isolate and analyse the pricing policy of shop "A" and possibly
to identify a particular type of loss leading policye.

2.6.7« Positive mark-up and loss leading in inflationary times

The example in the table shows all the difficulties of the analysis. The example is
meaningful in itself. Shop "A" (operator group) bought (on 1 September 1976) a very
large quantity of one given product (corresponding more or less 1o increased retail

sales over a six month period) and so he does not care at all about the very sharp
increases in current prices, but he tries to operate a predatory policy directed against
rival shopse In this way, even if the mark-up is positive in December 1976 and January
1977 (+ 20%) as well as in February 1977 (+ 30%) this product is in fact being used as a
loss leader, since shop "A" sells it at a price very much lower than not only the current
retail selling price, but also the current retail buying price.

This pricing policy might be considered to be somewhat similar to the first pattern of

icing policy, considered in section 2.5., point 14, ("The evolution of concrete price
structures for selected products"), if one important difference did not have to be
underlined. In the present case, we have undoubtedly a very extreme pattern of behaviour,
the selling price of the shop "A" being well below the current retail buying prices (even
if the selling price is higher than the "actual" buying price), the loss leading policy
night be a weapon used to eliminate competitors.

Therefore, even a positive mark-up may conceal, in inflationary times, a highly agressive
loss leading policy.

2.6.8. Extension of the analysis of the individual retailer's pricing policies

It would be helpful to establish the above table not only for the products and for the
shops or retailers (operator groups) operating loss leading policies but also for other
products and shops, in order to ascertain, for each relevant product and shop, the actual
evolution of each big "retailer's" ind’vidual behaviour and policy in the competitive
framework surrounding hime. But, in order to do so, many theoretical and practical problems
have to be solved. In section 2.7., we will analyse more thoroughly the problem of the
actual buying price, in order to higlight the actual working of market and competition
mechanisms between retailers (buyers) and producers or manufacturers (suppliers).

2.6.9. Special offer

One aspect of the retailer's attempts to promote sales by underpricing some products is
the Special Offer.

In principle special offers are available for a certain length of time only (two or three
weeks) and sometimes the unit selling prices of the items chosen may be below the unit

buying price.

But even when the mark-up is positive, the special offer constitutes an anomalous reduction
in gross income from the product, the counterpart being found in an increase in gross
income from other products sold by the shop. Therefore it is helpful, in analysing the
evolution of mark-ups relative to a given product, to outline the basic features of the
special offer policies followed by one or more retailers.

The raw material for doing this is to be found in the different tables planned in the first
stage of the research (Chapter One).
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2.7+ RETAIL BUYING PRICES AND POWER INTERFLAY

2.7.1. Summary of retail buying prices (Sixth Table)

The sixth table {retail buying prices) deserves particular attention since it summarizes
all the essential data so far assembled.

An analysis of the evolution of retail buying prices taken as far as possible, constitutes
an essential element for assessing the power interplay between retailers and producers

(or manufacturers). Accordingly, it will be necessary to examine the sixth table in
connection with the third table, the latter showing the breakdown of retail buying prices
by shops and brands and sizes, in order to illustrate all signs and indices as to the
rules that govern competition between retailers and producers.

2+7+2. The degree of dispersion of retail buying prices - Q. 65

Before examining the sixth and third tables together, it is fruitful to glance at the
first two of the three reference tables {one concerning structure, the other concerning
evolution) summarizing, in a comparative way, the contents of the questions relating to
each of the three "observation posts':

~ unit retail selling prices,

- retail mark-ups,

- unit retail buying prices.

Answers will be given to the following questions:

LXV) What is the degree of dispersion of the retail buying price between the different
(65) brands and sizes - including own label products = for the same product?

We have two possible extreme hypotheses: a) The degree of dispersion is very high;
b) The degree of dispersion is very low.

Moreover, it must be ensured that prices are comparable, being those either of the
integrated trade or of independent retailers. Some analysis of terms of delivery may

be necessary.

2+.7+3. Hypothesis a): The degree of dispersion is very high

Hypothesis a): The power interplay between retailers and producers does not work as
between two closely united armies struggling vigorously against each other. On the
contrary, each army is divided within by competitive behaviour and tendencies since there

are:

- on the one side, several retailers competing against each other to buy at the lowest
price, ’

- on the other side, several producers (or manufacturers) also competing against each
other to sell to the competing retailers at the highest price.

The effect of this situation is that since each retailer (or buyer) is surrounded by
specific conditions of competition -~ owing, above all, to his size and the total quantity
he is able to purchase — each will also be able to negotiate a different buying price.
Hence the degree of dispersion will be very high, since:

— the retailer with the greatest bargaining power will get the lowest buying price,

~ the retailer with the weakest bargaining power will have to bear the highest buying price.
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Such a situation of keen competition on both sides of the market will be expressed
quantitatively:

-~ by a relative difference (ER P ) of more than 10%,
a‘u
- by a coefficient of variation (avu) of more than 5%.

If these indices become too high, the relative difference exceeding 20% or 30% and
coefficient of variation exceeding 10% or 15—20%, it might be argued that:

~ the conditions of competition are too unequal, seriously hindering both retailers (those
having the weakest bargaining power) and manufacturers (tlose being obliged to supply
some retailers at too low a price);

- this inequality in the conditions of competition might ultimately result in the
elimination of some competitors (both retailers and manufacturers), thus provoking
a sharp increase in the degree of concentration, in both retail distribution and
manufacturing;

- such a sharp increase in the degree of concentration might seriously hinder competition
(and market) mechanisms;

- therefore, excessive competition might in itself result in a very dangerous process of
monopolization;

- this monopolization process atiributes too much power to retailers, allowing them to
speculate on purchases and to abuse their power in the retail trade.

However, before proceeding with the analyses described above, it is helpful to ascertain
to what extent the "quality" of the different brands of the same product is homogenous and
comparable.

In some very special cases, the high degree of dispersion of buying prices may reflect
no more than an important difference in the quality of the brands considered’'.

2,74+ Hypothesis b): The degree of dispersion is very low

Hypothesis b): TIf the degree of dispersion of buying prices is relatively low, three
explanations are possible. There exists:

(1) a high degree of market transparency and strong competition;
(2) collusive agreements, or at least concerted practices;
(3) concealed discounts and special buying termse

As regards point (1), no comment is necessary since this is the situation of perfect
competition with which all readers will be familiar.

As regards point (2), it may occur that:

- either retailers have entered into collusive agreements in order to obtain lower prices
to the detriment of suppliers (manufacturers or producers);

~ or suppliers (manufacturers or producers) have entered into collusive agreements in
order to obtain higher prices to the detriment of buyers (or retailers);

- or both hypotheses are confirmed, the structure being, in this case, close to the
"bilateral monopoly" model.

1. International price discrimination by a manufacturer against retailers in different
countries might be a case for action under the EEC Treaty rules on competition.
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As regards point (3), it is evident that it will not be possible to ascertain the actual
buying price achieved by some big retailers, who are known to enjoy considerable bargaining
power. It is beyond doubt therefore that they could benefit from special buying terms.
This point will be examined later on in this section (points 24-25).

2.7+¢5+ The degree of dispersion and the working of competition

The prima facie conclusion is that:

- when the degree of dispersion is low, we have ambiguous and contradictory signms,
indicating both monopolistic (or collusive) and competitive behaviour;

- when the degree of dispersion is high, we have a positive sigh of the existence of
competition.

Even in the latter hypothesis, we must search for other signs and indices in order to
highlight the power interplay between retailers and producers, because:

— if competition is really keen and the conditions of competition (surrounding the
different operators) are very unequal,

-~ it is evident that some retailers (those having the greater bargaining power) can
benefit from this inequality whilst others suffer badly.

It follows that retail selling prices will ultimately be set in one of the two following
ways, there being no apparent alternative:

~ either the retailers who buy at the lowest prices will follow a policy of peaceful
coexistence in relation to selling prices, thus reaping much more substantial profits
than other, less favoured retailers;

~ or they will seek to eliminate their competitors by passing on to the retail selling
price the saving on the buying price.

In the latter hypothesis the degree of dispersion of mark~ups would be very similar to the
degree of dispersion of unit buying prices, since each retailer will tend:

- 10 apply the same mark-up;

- to charge therefore a different unit selling price, depending on the unit buying price.

2+7+6+ Relationship between retail selling price and buying price

If we place our analysis in the logical framework of classical "perfect competition" the
conclusion is inevitably pessimistic, since any substantial savine on the unit buying
price — for a given retailer — will be of no benefit to the consumer.

Why is this so?

Because, either this saving (on the buying price) constitutes extra profit for the given
big retailer or it constitutes a weapon by means of which he can eliminate his competitors,
monopolize the market and hence abuse the monopolistic power thus given to him at the
expense of the consumers. The explanation is plain and clear: the classical conception
of "perfect competition" is based on the principle the . it is not possible to have an
equilibrium situation with several different prices for the same product; according }{o the
classical theory, we can have only one price (equilibrium price) in any given market'.

1. See: R. LINDA, Concurrence oligopolistique et planification concurrentielle
internationale, in "Economie Appliquée", Libraire Droz, Geneve, 1972, mn. 2-3,
pages 327=~328, 334-342; and MEthodology esee, Ops cit., point 65.
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But the classical theory is erroneous and not borne out by reality. The price surveys

carried out in the different member countries of the Community have demonstrated that,

in the same town or region, it is possible to observe several different retail selling

prices for an identical product or item, and the degree of dispersion of retail selling
prices is in fact indeed very high.

This point is of wvital importance.

2¢7+Ts The bases of "wultiple competition" and the existence of multiple equilibrium
prices

If we accept the erroneous principle (inherited from the classical theory) that there
can be only one equilibrium price in any one market, we will reach an important conclusion

for economic policy:

-~ since any difference in the unit buying price camnot ultimately benefit the final
consumer,

~ that public authorities must fix this single equilibrium price at the lowest possible
level in order to benefit the consumer and to curb inflation.

But the principle of a classical perfect economy is erroneous as we have seen, since it
is possible to observe several very different retail selling prices for the same product
at the same moment in the same market. Therefore:

- it is neither possible nor fruitful to fix a» single official price (to be charged by
all shops) because:

- this single price will correspond either to the highest price (most expensive shop) or
to the lowest price (cheapest shop) or to the middle of the range;

- consequently, either the single, official price will provide a rent (or extra profit)
for the more efficient shops, this exira profit being both socially undesirable and
inflationary, or this single, official price will drive the "marginal™ shops (ie. the
least efficient) off the market.

On the contrary, we must realize that the real-life situation is based on the phenomenon
of multiple competition, which implies the existence of a situation of equilibrium, even if:

- unit retail selling prices differ from one shop to another, even in the same town or
region;

- the mark-ups applied by different retailers are also different;
-~ unit retail buying prices also differ.

The state of egquilibrium is a result, therefore, of dynamic {orces working from a
combination of different, divergent and opposing data and situations surrounding firms, this
inequality (or diversitys being the catalyst to the competition process. The crucial
problem is not eliminating this inequality (or diversity), because this would simply mean
eliminating competition as well, but rather of finding out the ceiling of inequality (or

of diversity), above which the competition mechanism would be hindered by the emergence

of dominance.

In a sense, our analyses aim to determine and to describe the "living space" between the
ceiling and the floor of inequality (or diversity), within which competition can develop
its endogenous process.
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2.7+8. Pricing of own label items — The problem of the guality of the products — Q. 66

Further questions must be put as regards own labels and imported producis.
LXVI) Cenerally speaking, how do the prices at which retailers buy own label products
(66) compare with the prices of manufacturers' branded products:
a) are they cheaper?
b) are they more expensive?
c) are they sometimes cheaper and sometimes more expensive?
Does the difference in price correspond to a real difference in quality?
The answers to this question may give some indication of the actual market power of the

retailers, if they are compared with answers given to questions 15, concerning the unit
retail selling prices, and 40, concerning retail mark-ups.

Thus we can distinguish four (or even six) hypotheses:

RETAIL SELLING PRICE BUYING PRICE MARK-UD
+ - +
Own - + -
label _ - +
products =
+ + +

Before examining the above hypotheses, it is essential to analyse the real gquality of the
items considered, in order to see if the own label products are:

(a) of better quality;
(b) of poorer quality;
(¢) of the same quality.

For instance, the quality of block chocolate may vary considerably according to the
percentage content of cocoa butter, sugar, etc.

This point is also very meaningful for our analysis of the behaviour of retailers as
regards own label products. Are they sold either on the basis solely of "price
competition", these products being therefore either of poorer quality or of much the same
quality (as the branded products), or on the basis of a "non-price competition" pattern,
the retailer's policy aiming to create a particular quality image for his own labels.

In this case it will be necessary to analyse also the retailers' advertising policy as
regards their own labels.

2.7+.9. Different hypotheses concerning the pricing of own label items.

The first hypothesis indicates that a certain degree of market power is enjoyed by the
retailers, since they pay less for the own label products (than for the manufacturers'
branded products), while they are able to sell them at a higher price.

The second hypothesis opens up two opposite and indeed contradictory explanations:
— either the retailer is launching an advertising campaign in order to replace the

manufacturers' branded products by his own label products and, if this campaign is
successful, we have a sign of the retailer's strong bargaining power;
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- or the retailer cannot obtain from the manufacturers the quantities of manufacturers!
branded products which he needs and so he is obliged to use other, more expensive sources
of supply; in this case, we conclude that the retailer is negotiating with the
manufacturers from a position of weakness.

Which of these two explanations occurs in the specific case?

The third hypothesis deserves particular attention since - especially in the case of a

high mark—up for own label products -~ it indicates the existence of considerable bargaining
power in the hands of the retailers vis—a-vis the manufacturers who actually make the
retailers' own label products. These manufacturers are hardly competing with manufacturers!
branded products, and the retailer takes the opportunity to reduce the proportion of
manufacturers' branded products sold by him.

The fourth hypothesis calls for no particular comment.

All the above hypotheses must be checked against the answers given to other related
questions:

-~ What is the share of own labels? (Q. T7);
- Are the more popular sizes gold as own label items? (Q. 8);
- Is there a tendency towards an increase in the share of own label items in the

sample of shops? {Q. 12).

2.7+10. Comparison of retzil buying prices as between imported goods and home-produced
goods — Q. 67

Similar methods of analysis will be used for the answer to question:

LXVII) Generally speaking, how do the prices paid by retailers for imported products
(67) compare with those for home-~produced goods;

a) are they cheaper?
b) are they more expensive?

c) are they sometimes cheaper and sometimes more expensive?

Does the difference in the buying price correspond to a real difference in quality?

2¢7+1% Identification of retailers with the strongest (or the weakest) bargaining power —
QQe 6C and 69 and 72 and 73

Further questions to be examined are:

LXVIII) Which shop in the sample pays the highest (or lowest) unit buying price? For
(68) which brand and size? Do these prices refer to own label products and/or to
imported products?

LXIX) Referring to the minimum unit buying price that one shop is paying (whatever may
(69) be the brand and/or size), which is the shop that is obliged to bear the highest
unit buying price?

The answer to question 68 will identify both the retailers with the weakest (or strongest)
negotiating power and the manufacturers or producers with the strongest (or weakest)
negotiating power.

The answer to question 69 will confirm the identity of the retailer with the weakest
bargaining powers.
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All this information is of basic utility in a long—-term analysis, as we shall see later.
But the answers to questions 68 and 69 must be linked up to the answers to questions:

LXXII) What is the degree of dispersion of buying prices between different shops for
(72) identical items?

LXXIII) Which shop pays the highest (or lowest) buying prices for identical items?
(73)

Hence, if it is assumed that:

- the degree of dispersion is very high as regards both the buying price (product unit
price) under question 65 and the buying price (identical item) under question 72;
and that

- it is always the same shop (or retailer) that pays the highest (or the lowest) buying
price as regards questions 68 and 69 as well as question T3,

it is possible to ascertain the identity of the retailers that actually have the strongest
and weakest bargaining power resgpectively.

2.7+12. Large scale purchases and choice for consumers =~ Q. 70

Answers to questions 70 and 71 may help to reveal the retailers' purchasing policy.

1XX) Is the shop paying the highest {or lowest) unit buying price the one where the
(70) choice of brands and sizes is widest (or narrowest)? Or is there no significant
relationship between the number of brands and sizes and the level of buying prices?

The answer to this question will indicate the extent to which some retailers prefer to buy
very considerable quantities of only one brand of a given product, in,order to get
substantial discounts (in return for exclusivity and/or for quantity) . The generalization
of this policy results in a shop offering only one brand for each existing product, no
choice therefore being available to the consumer.

Is this a sign that strong bvargaining power is enjoyed by the retailer? Or is it, on
the contrary, a sign of weak bargaining power?

In this respect, it will be necessary:

- to compare the evolution of sales, mark-ups and gross income of retailers working under
the single brand policy;

- to ascertain whether there is a free decision by the retailer to base his policy upon
only one brand or whether, on the contrary, there are important producers or manufacturers
who simply refuse to supply him;

- to ascertain whether this policy, based on one single brand, is the effect of inter—
locking shareholdings or directorates between the retailer in question and the producer
or manufacturer from whom alone he buyse.

247913+ Several brands made by the same manufacturer — Q. 71

It is of the greatest interest to know the pricing policy of a given manufacturer in
relation to different products manufactured by his firm but presented under different
brand names. We will therefore put the following question:

1. The analysis of time in stock as set out in Section 2.4. (Analysis of shop efficiency)
provides the means of describing and explaining the various features of the major
retailers! policies.
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LXXI) When shops in the sample sell one product made by the same manufacturer but under
(71) different trade marks -~ including own labels ~ which brand, and in which shop, costs
more (or less) and why?

Previous analysis will highlight whether the difference in trade mark and price correspond
t0 a difference in quality.

Purther analysis will establish:

- whether the difference in brand name and price conceals a difference in negotiating
power enjoyed by different retailers buying the different brands from the same producer

or manufacturer;

- whether the brands having the highest buying price are artificially pushed up by
intensive advertising campaigns by the producers (or manufacturers) and/or by the
retailers concerned;

- whether the brands having the highest buying price have a proportionate highest selling
price to final consumers and, on the contrary, whether the brands having the lowest
buying price are used for the purpose of special offer campaigns by retailers, with or
without the consent of the producers (or manufacturers).

24714+ KEY THREE: The comparisons between products in relation to international
comparisons - Q. 74

The following set of questions implies, among other things, the use of key three already
proposed at point 2.5.4. {comparisons between products):

LXXIV) Which are the brands and the actual producers or manufacturers for which we
(74) observe the highest degree of dispersion of buying prices:
(a) between the shops constituting the local sample surveyed?
(v) between the different countries or regions surveyed?
(c) which countries (or regions) record the highest (or lowest) buying prices
for the same identical items (ie. same lrand, size and manufacturer)?

In our belief, the answers given to the set of questions at 74, connected with the
answers given to the set of questions at 48 (retail mark-ups), will enable us to outline
the real substance of negotiating power on both sides of the market: the supply side
(producers or manufacturers) and the demand side (retailers).

Above all, it will be possible to ascertain the brands and producers for which the
phenomenon of power interplay appears to be the most marked and especially the most
variegated, owing to the high degree of dispersion of buying prices.

Furthermore, through the international comparisons, it will be possible to ascertain:

- in which countries (or regions) the negotiating power balances out in favour either
of producers or manufacturers (higher buying prices) or of retailers (lower buying
prices, possibly but not necessarily accompanied by higher retail mark-ups);

- in which countries (or regions) and to what extent the lower buying prices are passed
on to the final consumers in the form of a lower retail selling price.

In this respect it will be necessary to compare:

- all the answers - referring to a given product or brand — to the set of questions at 23
(retail price) with the answers given to the sets of questions at 48 (mark-ups) and 74
{buying prices);

- all those answers with the answers to questions 65, 66, 67, 68 and 69 to see if the
strongest (or the weakest) bargaining power enjoyed by individual retailers always concerns
the same brand and size (an identical iter) or sometimes one brand and one product and
other limes other brands and other products.
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2.7+15. The summarizing role of the Sixth Table: "arrival" and "departure"

Analysis of the evolution of buying prices and of all the questions connected wit it
enables us:

~ to use together the three keys defined at Section 2.5. (key one: the analysis of
evolution; key two: the international -~ and the inter-regional — comparison of this
evolution; key three: the comparison between products);

- to approach the core of the power interplay between retailers and producers.

But it is obvious that if we are to make progress in the evolutionary or dynamic approach,
we are faced with the problem that the data to be taken into account will expand in
volume with the number of surveys to be compared and analysed. Hence the further
development of our analysis requires the advance summary of the main results if we are

to have a really intelligible and meaningful picture.

This can be done by means of the sixth table, which plays a dual summarizing role
(rarrival" and "departure"), as do the fourth and fifth tables, that is:

(a) the "arrival" role, made possible by its concise structure, is based on three
"warning lights":

=~ the maximum;
= the minimum;
~ the average.

The table summarizes salient features described analytically (by shops and brands/sizes)
in the first three tables and obtained from data such as: unit buying prices, retail
mark-ups, unit retail prices, shops, actual producers and time in stock;

(v) the "departure" role, introducing new data for further comparative analysis.

As concerns the latter role, it is noteworthy that the sixih table gives essential
additional information (left out of the first to third tables because of lack of space)
such as:

- date of purchase;

- unit producer or manufacturer price;

- trend of indexes of buying prices, producer prices and retail prices.

All these data are selecled according to the above breakdown according to the three
"warning lights" (maximum, minimum and average).

Lastly, we must emphasize that, as regards both the summary roles (of the sixth table) and
the data set out in the first to sixth tables, these tables always indicate whether a given
datum refers:

- to an own label product (designated by "0.L."), manufacturers' branded products
therefore being determined by exclusion;

~ to an imported product, which is indicated by an asterisk, home-produced goods therefors
being determined by exclusion.

It is clear then, that the sixth table enables essential conclusive data to be extracted
from an enormous bulk of atoms of information.
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2.7+16. The evolutionary viewpoint: various aspects — QQ. 75~78

To the question "How are we to analyse the sixth table?" the answer ist "by using
the three keys already proposed.”

As regards the evolutionary viewpoint (key one), we will have to answer the following
questions, by comparing two or more sixth tables (extracted from the first, second and
third tables), relative to different moments of the reference period (i, i+1, t+2, etc.):

LXXV) Does the degree of dispersion of unit buying prices among the different brands
(75) end sizes — including own label products — increase or decrease from i to i+1,
t+2, etc.? —_—

LXXVI; Is it always the same brand/size that has the highest or lowest unit buying
(76) price?

LXXVII) Does the (average) wnit buying price increase more for own label items or for
(77) manufacturers' branded products? Or is no clear trend apparent?

LXXVIII) Does the (average) unit buying price increase more for imported products or for
(78) home-produced goods?

2¢T¢17« Interpretation of an increase in the degree of dispersion of the unit buying
price

As a rule, an increase in the degree of dispersion of the unit buying price as between
retailers in the sample will mean that:

~ terms of supply are becoming more unequal among the retailers purchasing the product;

- therefore, some retailers are probably acquiring stronger bargaining power at the expense:

a) apparently, of the producers (or manufacturers) or dealers selling the product,

b) possibly of the other retailers who have to face a sharp increase in their unit
prices as manufacturers {or producers) pass on to them the loss they themselves
have suffered as a result of better terms granted to the stronger retailers,

¢) consequently, of the final conswners, if the average retail selling price increases
very considerably as a result of the increase in the unit buying price suffered by
the other relailers.

It is necessary to check what may be a very important economic conclusion, namely that
an increase in the degree of dispersion of the retail buying price mey be a contributory
factor in the inflationary process.

Comparison of the evolution of mark-ups between the retailers receiving much better terus
of supply and those who suffer in consequence show:

~ that the increase in negotiating power is a real phenomenon for some retailers;

— whether this increase in the negotiating power will benefit or damage the final
consuners

These conclusions will be confirmed and possibly enlarged by the answer given to
question 46.

On the other hand, a decrease in the degree of dispersion of unit buying price means that
terns of supply are bhecoming more equal among the retailers, but this conclusion opens the
way to contradictory explanations aboul the evolution of the retailers' bargaining power,
depending on the answers to other connccted questions in our systeu.

finswers to questionz 77 and 73 may be helpful, but they also have to be interpreted in
the general framework of our system of questions.
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2.7.18. The set of questions concerning the retail buying price (QQ. 79-84) and
power interplay

The set of connected answers to the four questions considered above therefore brings out
only some aspects of the basic trend of the negotiating power as between retailers and
producers or manufacturers.

The set of answers have therefore to be linked to other, more detailed questions, in
order to establish the exact identity of given retailers in terms of stronger (or weaker)
bargaining power vis-d~vis producers or manufacturers.

More particularly, further analysis will take into account the answers to all the
questions below:

I) Questions about the evolution of the buying price — QQ. 75-84.
II) Questions about the evolution of the retail mark—ups - QR. 54~62.

III) Questions — Q. 85 ~ about the comparative evolution of
- unit buying prices
- unit producers prices
- unit retail selling prices.

IV) Questions about the intermational (or inter-regionsl) comparative evolution of the
data at IIT, using key two — QQ. 86-88.

V) Questions about the product-to~product comparative evolution of the data at III,
using key three - Q2. 89-91.

VI) Questions about the determinatiion of zetlual buying prices, discounts and rebates -
QQe 92-94.
As regards the wording of the questions concerning the evolution of the unit buying price

(QQ. 79-84), it will e very similar to those concerning the evolution of retail selling
prices: see Section 2.3.: "The selective hislorical series®, point 4, (23. 30-32).

2.7419. An approach to the power interplay = Q. 85

It is now possible to refine the analysis of power interplay by focusing on the structure
and evolution of retail buying prices in comparison with other prices and data available.

As we have already underlined, the three keys constitute a fundamenial tool for attaining
our research purposes.

Ls concerns especially poini ITI (key one: analysis of evolution) we will put the
following question:

LXXXV) Vhal is the comparative evolution of unit retail buying prices, unit producers
(85) prices =and unit retail selling prices? TIs it possible to work oul price indexecs
(sec bottom of sixth table) taking into account separately the average increases
and the maximum and minimum increases? What explanations can he given as to the
cause of a divergent evolution? Increase in transport costs, in taxes, and so on?
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2.7420s International comparisons concerning the evolution of retail buying prices and
other prices — 0Q. 80~88

As concerns morc pardiculurly point IV (key two), we will put the Tollowing set of
questions:

LXXXVI) How are the differeni countries {or regions) ranked according to the following
(86) criterias

(a) increase in the unit buying prices (maximum, minimum and average prices
indicated in the sixth lable)?

(b) as (a), referring to the unit producers prices if it is not the same as
unit retail buying price?

(¢) as (a), referring to the retail selling price?

Two further questions will have to be discussed:
LXXXVII) How are the different countries (or regions) ranked according to the following
(87) criteria:

(a) average increzsc {or decrease) in the difference between the unit retail
selling price and the unit retail buying price?

(b) average increase (or decresse) in the difference between the unit retail
buying price and the producers (or manufaciurers) price?!

(e) (a) (e) (£): as (a) and (b), but referring to the maximum and minimum
increases in price differences, specifying the names of the relevant
retailers in each country?

{g) evolution of the rates of taxes affecting the various stages of distribution?

LXXXVIII) In which countries (or regions) do we Tind the retailers, producers {or
(88) manufacturers) or traders:

(a) who benefit from the evolution in question 877
(v) who suffer from it?
See also questions 118 and 121 (Section 2.8.).

2.T7+¢21+ Ranking of products according to different criteria — The regional differences
and the role of traders (importers, exporters) — QR. 89-91

As regards the fifth and last point (key three: comparisons between products), we shall
put three basic questions:
IXXXIX) How are the different products ranked according to each of the following criteria:

(89) (a) increase in unit retail buying prices, indicating separately the average,
maximum and minimum prices (as in the sixth table)?

(b) as (a), referring to unit producers prices?
(c¢) as (a), referring to unit retail selling prices?

What is the treakdown of the shares accounted for by transport and insurance costs
and taxes in:

~ unit retail buying prices (average, maximur, minimum)
- unit producers prices (average, maximum, minimum)

- unit retail selling prices (average, maximum, minimum).
See also questions 119 et seq.

——————

1, See also 2.5.21. = The speed at which retail prices react to changes in producers'

prices.
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XC) How are the different products ranked according to each of the different criteria
(90) indicated in question 57?

XCI) How are the differeni products ranked by country in decreasing order for each of
(91) the following data, as obtained from the most recent survey:

(a) absolute size of average retzil mark-up, that is: the difference bLetween the
retail selling price and the unit retail buying price, specifying the amount
accounted for by taxes;

(b) absolute size of the maximum retail mark-up, specifying the name of the
relevant retailer for each country, and also the amount accounted for by taxes;

(¢) absolute size of the minimum retail mark-up, specifying the name of the relevant
retailer for each country, and also the amount accounted for by taxes;

(d) absolute size of the average wholesale {or import/export) mark-up, that is:
the difference between the unit retail buying price and the unit producers (or
manufacturers) price, before deduction of any transport and insurance costs borne
by the trader (amount to be specified);

(e) absolute size of the maximum wholesale (or trade) mark-up, before deduction of
any transport and insurance costs borne by the trader (amount to be specified).
The name of the relevant wholesaler {or trader) for each couniry will also be
indicated;

(£) absolute size of the minimum wholesale {or trade) mark-up, before deduction of
any transport and insurance costs borne by the trader (amount to be specified).
The name of the relevant wholesaler (or trader) for each country will also be
indicated.

See also question 123.
Here it is worth remembering that the sixth table illustrates the differences:

~ between the retail buying price and the actual producers' (or manufacturers!') price,
as regards both structure and evolution in the different countries;

~ between the retail selling price and the actual producers' (or manuf?cturers') rice,
as regards both structure and evolution, in the different countries.

From the answers to questions 87~91 we can discover:

~ whether there is discrimination in producers' (or manufacturers!') prices according to the
country (and/or region) where a given product is bought;

- in which countries (and/or regions) the distributive system is most and least 1
expensive to the final consumer, assuming a uniform producers! (or manufacturers') price.

What we now need is a quantitative breakdown of all these factors, that is:.

- an attempt at estimated figures for each cost and/or profit element (transport and
insurance costs, storage costs, various forms of taxes, exceptional profits and so on);

~ identification of the producers, traders or retailers concerned (whether they are
benefiting or being damaged), special attention being also paid to the differences in
taxation depending on product and country.

1. See also 2.5.21. — The speed at which retail prices react to changes in producers

prices
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27422+ The problem of calculating the zctual retail buying price

It is apparent from the above questions that there is & need for a very thorough analysis
of:

I) the distributive system, in relation to the production {and/or nanufucturing) systen,
considered in terus of:
- international trade;
— each selected product submitted to the very thorough analysis;

II) the concept (definition and measure) of:
- the unit retail buying price; and
- the unit producers price; or

- the unit manufacturers price.

The crucial problem, as we have seen, is calculating the actual retail ngigggprice1of 2,
given item, this calculation presupposing knowledge of the actual date of purchase.

On this basis it will be possible to calculate:

- the actual mark-up.

How are we to determine the actual date of purchase, in order to know the actual retail
buying price?

And then: how are we to determine the different forms and sizes of discounts, rebates
and so on?

2.T+23+ Practical ways and means of determining actual retail buying prices

Briefly speaking, we can indicate four suitable ways:

¢) direct questions to all suppliers concerned (producers and/or traders); (d) estimations

éa) direct questions to retailers; (b) indirect or mediate questions to retailers;
based on analysis of chronological and international sets of tables and data.

(a) The retailer has to be asked, on the occasion of each six-monthly survey, about:

- the date of purchase and the retail buying price -~ at the actual date of purchase -
of a given item (product), which exists in the shop at the time of the survey;

-~ the retail buying price for the corresponding item (product), currently payable
at the time of the survey.

The first point is necessary for calculation of the actual mark-up, to be recorded in the
present survey, while the second point will be utilised for analysing and determining
actual retail buying prices and mark-ups in future surveys (see letter (d)).

(b) Another question to be put to the retailer on the occasion of each survey concerns the
average time in stock, which will enable the research institute:
- to ascertain the actual date of purchase of the items (products) concerned;

~ to check these calculations (and estimations) with other information directly
supplied by the retailers concerned, as regards the actual date of purchase,
retail buying price and retail mark-up (see letter (a@)).

1. This knowledge is essential for calculating more particularly the speed at which the
retail selling price reacts to changes in the retail buying price. See also 2.5.21.
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{¢) By contacting the retailers' main suppliers, such as producers, manufacturers,
wholesalers, importers and/or exporters, it will be possible to double-check the
infornation given by the retcilers as regards actuzl dates of purchase and actual
retail buying prices (resulting from letters (@) and (b)).

(&) It is possible to estimate and to double-check the actual dates of purchase and the
actual buying prices by analysing data collected in previous surveys (see the second
question in letter (a), as well as questions (b) and (c)). As concerns more
particularly the actual buying prices, where they are fixed internationally, it is
possible also to derive useful information from surveys carried out in other countries.

The conclusion is obvious:

- determining and estimating the actual dates (or times) of the purchase, the actual
retail buying prices and the actual mark-up is a very difficult task, but not an
impossible one. And in any case importance of such knowledge justifies all the efforts
made in fulfilling the task;

- key one (+the analysis of evolution) requiring systematic and continuous development of
the research over time - in a long-term context and programme - as well as key two (the
international comparison) regquiring international cooperation between the European
Commission and the nationzl research institutes, both play a decisive role in high-
lighting the pattern of behaviour of the major retailers as well as the working of
market and price siructures.

2¢7e24. Discount and rebate scheme — QQ. 92-94

There exist different forms of discount and rebate schemes. The research institutes will
answer the following questions:

XCII) In the determination of the unit buying price, has it been possible to find out
(92) whether some retailers (specifying their names receive the following rebates or
discounts, and if so what is the probable percentage of purchases affected:

(a) a rebate linked to the aggregate quantity bought by the retailers at a given
time or in a given period. How is this period determined and how does the
rebate scheme operate?

(b) a rebate linked to the rate of increase of quantities purchased by the
retailers in relation to a previous year (or other fixed period)?

XCIII) As 92, as regards rebate linked to exclusivity (in respect of purchases or of
(93) sales or of both).

XCIV) Are some retailers benefiting from special terms that it is difficult to express
(94) as sums of money because they concern:

(a) the terms and conditions of transport, delivery and storage of the goods
purchased (eg. for supplementary services demanded by buyers);

(v) other special terms agreed between the retailer (buyer) and the seller
(producer, manufacturer or wholesaler)?

2.T+25. Standard contracts between suppliers and buyers

We must emphasise that it is the actual buying price, ie. the full price minus all discounts
and rebates allowed to the retailer, that must be taken into account. The calculation and
estimation of those discounts -~ granted under different forms and in different ways ~
constitutes a very delicate operation. In this respect, it may be helpful to consider the
standard contracts that some big retailers (buyers) and manufacturers or wholesalers
(suppliers) currently apply in their business relationship. It is noteworthy however that
exceptions are often allowed from the standard contracts and terms in dealings with very
big retailers (buyers). The report of the research institute will specify in detail how
the different forms of discount have been worked out, calculated and/or estimated, so as to
give a very precise view of the reliability of the buying price taken into account, and to
what extent it is really the actual buying price.
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The actual buying prices have to be compared, both from the evolutionary and the
international viewpoints, and for this reason they must be defined very strictly.

2.7+26. The circle is complete — Reference to the analyses of shop efficiency (QR. 94=103)
and loss leading (Q3. 104-119)

The research on price structures now reaches the final stage, as though the circle were
completed, since it is now possible to integrate:

- the results of analysis of retail buying prices and power interplay (QQ. 65-93)

- with furither and deeper analysis:
— of shop efficiency (QQ. 95~103);
- of loss leading (QQ. 104~115).
Indeed it is now possible to give the names of retailers in each of the different

countrics and regions who are buying the selected products from producers and/or
manufacturers and/or iraders,

- at the lowest price, those retailers therefore having the greatest bargaining power,
- at the highest price, those retailers therefore having the weakest bargaining power.
If those retailers' names are broadly the same for all products, we must now see what

kind of relationship exists between strength of retailer bargaining power (against the
suppliers) and:

(a) shop efficiency (Section 2.4.);

(b) loss leading (Section 2.6.);

(c) the level and the trend of concentration in actual regional (or local) retail
distribution and in national retail distribution in each given country in general.

2727+ Shop efficiency at the final stege of analysis — Reference to QQ. 95-103

The next stuge in the anelysis will stow how far the strongest retailers (in terms of
bargaining pouer) muke use of their power:

I) either:
= by reducing their retail selling prices and mark-ups, therefore benefiting the
final consumer;

~ by reducing the time in stock of the differeni products, owing to an increase in
their sales helped by lower prices;

1I) or:
- by doing co in some of lheir shops operated but not in others.

In the latter case an atterpt will be made to ascertain the actuwal long-term goals of the

policy pursued by the retail operator group:

- is it trying to concentrate the benefits acquired by virtue of this stronger bargaining
power and to practice predatory retail pricing in order to drive certain troublesome
competitors off one (or more) regional (or local) markets?

On the other hand, further analysis — using ceriain easential data already seen (as regards
rclail selling prices, mark-ups and time in stock) = will show the depree of probability of
the weakest retailers {in terms of bargaining pouer) being driven off the market sooner or
lstere.

International comperisons of the evolution (key three) will help to forecast the expected
trends in each country and/or region znalysed.
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2.7+28. Loss leading at the final stage of analysis — Reference to QQ. 104-115

The research institutes, after estimating the actual date of purchase and the actual retail
buying price, will be able to move on to a detailed analysis of the loss leading policy.

It is in almost all respects a highly ambiguous "two soule" policy (Zwei Seelen wohnen ach!
in meiner Drust - Goethe), since it is difficult to define and anyway it may reflect:

I) either the existence of strength and efficiency,
II) or the existence of weakness and inefficiency.

I) In the first case loss leading may be an active - even aggressive - policy of a

strong retailer for curbing his competitors and even eliminating them. His considerable

bargaining power (vis—-3-vis the suppliers) enables him to follow a very effective and
dangerous policy without enduring substantial losses (points 2.6.6. to 8.). And so,
without bearing either risks or losses, this retailer can eliminate competitors in
sone regions or towns and thus restrict the 'tompetitive arena".

But, on the other hand, does this policy benefit the final consumer by helping to
combat inflation? After all, this retailer, in our inflationary {imes, is in practice
working against those who speculate on anticipated price rises!

A loss leading policy, in other words, acts as a barrier to artificial price increases:

- both at the producers! level, as regards the trend of internationzl trade;

and at the regional (or local) level, as regards consumer prices.

A meaningful indication of whether the good or bad "soul" is animating the loss leading
policy will be whether the policy is fairly widespread among all the shops of the
retailer operator group or applied solely in seleclied shops in crucial regions or
towns (poin't 2.7 027 oII)o

II) In the second case, the loss leading policy expresses the existence of weakness and
of inefficiency because the weak retailer, who is obliged to buy at an excessively high
price from hig suppliers, is also obliged to sell some products below his buying price.

In this case, there are two possible explanations:

a) The "weak" retailer is weak because he is small.

Since he is small, he can buy only small quantities and thus has a weak bargaining
power (vis-3~vis suppliers).

Since he is small, he is also inefficient because he is not able to reap economies
of scale in distribution, his personnel is utilized below capacity, therefore his
selling prices are too high and he has zlso to endure a longer time in stock.

In this case, a loss leading policy is the last resort and the refailer may well
be hecading for bankruptcy.

b) The "weak" retailer is a big operator group.

Since he is too big, his management is not able to run the business efficiently or
else his management is simply of poor quality, so that there is no relationship
between corporate size and profitability. The real difficulty in analysing the
efficiency of a big group is shown by the fact that, since this group is operating
many undertakings in different lines of business and in different regions, it can
use profits that may arise from the abuse of dominance {or monopoly) power in some
markets to offset losses incurred in other markets.

In a big group also the quality of management nay be highly variable {ranging from
the excellent to the very poor manager) and the best managers may wish to preserve
the distinction between themselves and the "poorer" managers by keeping the latter
in jobs as long as the overall financial position of the conglomerate group is out
of the red.
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Anyway, the analysis of the "buying price" in this section should seek to establish
whether the big retailer is actually using his strong bargaining power to obtain
"the best terms from his suppliers, as is most probable.

In any case, the practice of loss leading has to be analysed very thoroughly in
order to ascertain whether:

- it aims to conceal the inefficiency of some shops and branches of the retailer
operator group, offset by excess profits in other shops or branches and/or for
other products; or

- it is possible because of large volume of overall sales in the shops practising it,
these shops being in a position to finance their own loss leading.

The comparison of time in stock in relation to different products and shops might
be helpful here.
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2.8. COMPLETION OF THE MONOGRAPHIC APFROACH BY PRODUCT: EXCESSIVE PRICES AND THEIR
CAUSES — AND PARTICULARLY THE BREAKDOWN OF PRICES

2.8.1. A monographic approach by product

The foregoing considerations have highlighted the complexity of the factors that determine
the final price, that is to say the series of final prices which the consumer may be
charged for the same product (and/or brand ) by different shops in diff'erent countries.

The above analyses have given practical form to the idea of a monographic approach to the
roduct, since, working from a large number of items of information iprices and mark-up35
relating to a large number of products, the ultimate aim should be to narrow our attention

down to a number of selected products, each studied separately by a kind of monograph and
subjected to the most detailed analysis possible with the information available.

The point now is to complete this monographic approach by product along two lines:

(a) detecting and analysing excessive prices1;

(v) analysing the causes of excessive prices, with particular reference to:
- the existence of a distribution circuit involving too many stages;
-~ the existence of excessive mark-ups;
— the existence of particularly heavy taxes.

But this analysis of the causes of excessive prices is bound to involve completion of
the monographic approach by firm if excessive prices are caused by:

-~ the existence of dominance, caused in its turn by:

- the existence of an excessive degree of concentration, nationelly or locally.

2.8.2. The chain of excessive prices

Section 2.7. highlighted certain phenomena of price formation, the snalysis being based
on the relations between firms and the two ends of the distribution chain:

-~ producers;
- retailers.

The study of excessive prices means that the analysis must be extended to:

-~ the other links in the distribulion chain between producer and retailerz;

- factors conditioning the producers prices.

1. The detection and analysis of excegsive prices are essential to the Commission's
activities in relation to Community competition pol.cy. The judgment given by the
Court of Justice on 14 February 1975 in Casc 27/76, Chiquita (United Brunds Company
v. Commission) confirms the need for systematic, detailed analysis of excessive

pricing.
2. As regards the retail trade, it will be remembered that a distinction is made between

integrated distribution - firms buying direct from the producers - and independent
distribution — buying through wholesalers.
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One might imagine the existence of a chain of excessive prices since these can be
charged:

- at the retzil level (final consumer price);
- at the producer levelj
- at any intervening level.

Any excessive price at any stage in the distribution chain obviously affects dowmstreanm
levels of distribution, the full cumulative effect being manifested, of course, at the
consumer stage. An example of the formation and development of prices is given in

Table VII.

2.84.3. The detection of excessive pfices

One practical consequence flows from the foregoing:

In the detection of excessive prices, the basic, primary point of observation is the
consumer price. The retail selling price is a transparent datum easily accessible to all.
This final price is the point of departure for any specific operational enquiry. We
therefore have every reason for regarding it as a kind of thermometer.

An excessive price can be detected in the following ways:

I) IN STATIC TERS, by studying the relevent structure at a given point in fime:

a) Comparison of retail selling prices:

- between different shops in the same region or town;
~ between different countries or regions.

b) Breakdown of the retail selling price into its various components.

IT) IN DYNAMIC TERMS, by studying the evolution of this structure with reference to the
two above aspects (comparison in prices and breakdown of the final price). The two
keys with which we are now familiar will be used:

~ key one: analysis of the evolution of the different prices (selling price, buying
price, producers' price) for the same sample of shops in the same country;

~ key two: analysis of the comparative international evolution, between shops in
different countriese.

But with particular reference to breakdown of the retail selling price (aspect (b)),

key three — comparison between products — may be of precious assistance.

In questions 85 to 911 we described the instruments that can be used to highlight the
countries, products and shops of which it can be said that prices are probably excessive.

Since an excessive priee is the most flagrant example of an anomaly of competition, the
point now is to seek out the cause of the excessive prices, and the result of our search

may be:

-~ proof that the prices are really excessive;
-~ description of the causes behind these excessive pricesj

-~ in certain cases, an operational conclusion as to means of attenuating or even
eliminating these excessive prices.

1« Points 27419« 10 24721,
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TABLE VII

FORMATION AND EVOLUTION OF FRICES FOR CERTAIN SELECTIED PRCDUCTS

PRODUCT: Nescafé Instant Coffee (10 bags: 18 grammes) ~ made by Nestlé (Switzerland)

PRICE (in national currency)

PRICE VARIATIONS (%) (*)

Number and WHOLESALE PRICE = ROTAIL

tate of PRODUCER'S PRICE (%**) BUYTNG FRICE (%*)

survey Maximum inimum Averagd Maximum Minimum Az:§2§e
Price | Name | Price | Name | Price | Price | Name | Price | Name Price
LR [ R R

I) January 77

IT) July 77

VARIATION AND
DIFFERENCE

\
\

o

TII) ase

VARTATION AND
DIFFERENCE

IV) eee

VARIATION AND
DIFFERENCE

V) eee

VARTATION AND
DIFFERENCE

N.B. The figures in this example relate to Italy and prices are in Lit.

* 4 distinction must be made between price variations (the percentage increase or
decrease over the original price) and differences in mark-ups {calculated between
the new rate of mark-up and the old rate of mark-up). This example seeks to
highlight the distinction between the two concepts.

**  lhere integrated trade is concerned, producers price = retail buying price.

**%*  The average price is always calculated from all available prices. It does not
therefore constitute the midway point between the maximum and the minimum,
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AT m
PORIAT

TCYW AND EVCLUTICN OF PRICES FOR CERTAIN

QT

TABLE VII

SELTCTEN FRODUCTS

PRODUCT:  Nesoafé Instont Coffce (10 bzgs: 18 grammes) — made by Nestlé (Switzerland)
PRICT {in national currency)
SRICT VARIATIONS (%) (*
Number PRICT VARIATIONS (%) (%)
and RETATI, FRICE
date
of Faxima Minimum v‘Lvera e
I II 111 Iv - (***?
survey
Price | Name| Frice | Name | Price | Name | Price | Wame | Price | Name | Price
ang or an$ or an or ang or ang or ani
%2 Fo | £ 2 No - No % = Yo 7 =z o 4z
I) Jan. 77| 700 490 572

II) Jul. 77| 850 540 635

VARTATION / // ZZ 7z /

o = 7 0%
AYD +2144% / / / / +1o.2,g/ +11,

DIFFERENCE 7= / z = | Z

III) ase

VAR. AND

DIFF.

Iv) LN

VAR. AND

DIFY.

V) vee

[VAR. AND

DIFF.

N.B. The figures in this example relate to Italy and prices are in Lit.

* A distinction must be made between price variations (the percentage increase or
decrease over the original price) and differences in mark-ups (calculated between
the new rate of mark-up and the old rate of mark-up). This example seeks to
highlight the distinction between the two concepts.

**  Where integrated trade is concerned, producers priee = retail buying price.

**¥% The average price is always calculated from all available prices. It does not

therefore constitute the midway point between the maximum and the minimum.
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TABLE VII

FORMATION AND EVOLUTION OF PRICES FOR CERTAIN SELECTED PRODUCTS

PRODUCT: Nescafé Instant Coffee (10 bags: 18 grammes) — made by Nestlé (Switzerland)
RETATL MARK-UPS AND DIFFERENCES (*) (%)
Number Maxima Minima verage
and
date I I1 III v Rate | Name | Rate
of
Rate | Name | Rate | Name | Rate | Neme | Rate | Name | 274 | or | amd
survey and or and | or and | or and | or | piff.] No | Difr.
Diffe | No | Diff.] No | Diff.] No | Diff.] No
I) Jane 77 | 449 3446 3044 24.2 1e4 18.4
II) Jule 77 | 53.4 3544 26.4 22,17 245 1447
VAR. AND _ y/ /// / %
DIFF. +805 //Z +0.8 % =4e0 Z =1¢5 / =3.9 // 37
III) aee
VAR. AND
DIFF.
IV) ooy
VAR. AND
DIFF.
V) eee
VAR. AND
DIFF.

No.B. The figures in this example relate to Italy and prices are in Lit.

* A distinction must be made between price variations (the percentage increase or

decrease over the original price) and differences in mark-ups (calculated between

the new rate of mark-up and the old rate of mark-up).
highlight the distinction between the two concepts.

¥

Where integrated trade is concerned, producers price =

The average price is always calculated from gll avallable prices.

It does not

This example sseks to

retail buying price.

therefore constitute the midway point hetween the maximum and the minimum.
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2+8¢4« The concept of the excessive price — Proposal for an operational definition —
QQs 116 and 117

The following working hypotheses are proposed:

(a) An excessive price eould be regarded as being the exact opposite of the price of a
logs leader, considered at section 2.6.;

(v) thus, just as reference could be made to the lowest prices and mark-ups brought out
by the fourth, fifth and sixth tables in order to establish'a guide list of producis
and shops that might be surveyed for the existence of loss-~leading, likewise reference
could be made to the highest figures in those tables 1o establish a guide list of
products and shops that it might be worth examining for excessive pricing;

(c) at a later stage in the survey, possibly taking account of the various. qualitative
factors, the two guide lists (loss leaders and excessive prices) could be restricted
to products and shops where the values of the degree of dispersion of prices and
mark-ups are highest (and particularly the co~efficients ERP and GAS).

On this basis an attempt must then be made to answer the following questions:

cxvxg Referring to questions 85 to 88 (in section 247.19. and 2.7.20.), is it possible,
(116) in each country surveyed and in all the countries surveyed and compared, to

establish a guide list of suspect products and firms as regards the question of

excessive pricing? Do the suspect firms include sole distributors? It goes
without saying that initially it will be the quantitative criterion of maximum
prices, mark-ups and differences and increases in them that will be used for
establishing this list.

CXVII) Can the list of products and firms suspected of excessive pricing be broken into
© (117) three categories:

(a) certainty or great probability of excessive pricingj

(b) probability or reasonable presumption;
(¢) abstract possibility still to be checked and proved.

24845+ Excessive prices and the speed at which retail prices react to change in
producers! prices = Q. 1138

CXVIII) Can the suspect products and firms be ranked according to the following criteria:

(118)
(a) speed at which a downstream price (retail buying or selling price) reacts
to an increase in the producers priocej

(b) speed at which a downstream price reacts to a fall in the producers price?

What role is played by exclusive agreements? And by the type of trading?
Products and firms can then be ranked, by reference to two extreme cases:

- anticipation (highest speed): downstream prices rise or fall before the
producer's price rises or falls;

- Aimpermeability (zero): downstream prices do not change when producers?! prices
doe

It goes without saying that the speed at which final prices react to change in
producers' prices constitutes a significant pointer to the practical functioning
of competition « or alternately of restrictive practices.
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2.8.6. Selection and analysis of suspect products = Table VII

The search for the causes of excessive prices entails, among other things, analysis of
price formation and trends. This is the Tirst stoge of the operational phase of the
survey, aiming to analyse the real scope of competitive anomalies.

Here it will be worth establishing a comparative swmmary table by means of which the
formation and evolution of the prices of certain products ean be brought out (Table VII).

It should be noted that the table distinguishes between the wholesaler (or trade) price
and the producers® price, though these two prices will of course coincide where integrated
trade is involved. As regards the currency in which prices are expressed, this will be
the national currency of the country where the relevant products are retciled. Conversion
of producers! prices where products are imported will have to be tused on the nearest
exchange rate to that actuslly paid by the importer (dealer or major retailer).

The importance of Table VII lies in the fact that it combines a dymamic approach (or
the comparative statics approach) over what may turn out to be quite a long period with
a vertical section of price structure from production to the retail stage.

By stuiying this table we can immediately detect certain competitive anomalies.
Indication of the percentages to be added to the producer's price in order to obtain
the retail selling price and the wholesule price respectively enzbles comperisons to
be drawn between the various tendencies affecting "crucial" products.

In practical terms a distinction has to be made between:
- Jhe selection of products whose prices are 1o be broken down;

— the object of this breakdown.

On the first point, it is obvious that the operation is so complex and costly that very
strict limits have to be accepteds We shall confine ourselves to selecting two or three
products where the operation would at first sight seem to be realistic and fruitful.

The list of criteria to be applied in selecting products for analysis in itself highlights
the orientations and objectives of our research, as can be seen from the following:

(a) Size of the mark—up

The answers to question 91 will highlight those products for which excessive mark—ups
are observed at whatever level of distribution (wholesale or retail).

(b) Upward trend of mark-ups

This will be observed from the answers to question 87.

(c) Existence of dominant positions on national and/or local markets

This is a decisive point, for as a rule it is precisely the existence of dominance that
enables producers, retailers or other intermediaries to set excessive prices. The
criterion was already emphasized at point 2.2.3., and we shall return to it.

24847+ Analysis of the comparative evolution of various cost and price components — The
search for explanations = @Q. 119-121

The following points will have to be considered for suspect products:

CXIX% Referring to the answers to questions 85 to 87, is it possible to establish a table
(119) of comparative statics, highlighting the following factors:

-~ producers' prices in the main countries of origin, expressed in national currency
at the various times t, t+1, t+2, etc;
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~ series of variations in producers' prices (average, maximum and minimum) at any
given moment, expressed as percentages of the price at time t;

~ percentage of the producers'! price accounted for at a given time t+i (i=0, 1, 2, +.)
by transport, insurance and storage costs, distinguishing the average, maximum and
minimum, from each producer country to each town or region covered by the retail
selling price surveys;

- other specific cost components (taxes, duties, etc);

- the mark—-up taken by the wholesaler or importer, as a percentage of the producers!
price, and the evolution of the mgrk-up over the reference period, specifying the
proportion accounted for by taxes ';

~ buying price paid by each retailer at each time t, distinguishing the average,
maximum and minimum, the price being expressed in several different monetary units
(price in the producing country, price in the buyer's country, price in European
units of account);

- series of variations in buying prices (according to country of origin) for each
retailer at each time t+i, as a percentage of the price at time t;

~ retail mark-up as a percentage of:
(a) the producer's price; and
(b) the buying price,
:pecifying the average, maximum and minimum and the proportion accounted for by
axes;

~ retail selling price for each retailer, converted into the currency of the
producer's country and into the European unit of account;

~ series of variations in retail selling prices (according to country of origin) for
each retailer at each time t+i, as a percentage of the price at time i,

CXX% What conclusions can be drawn from the answers to question 119? Can a divergent
(120) evolution of the various prices, costs and cost components for certain products be
observed according to producing and/or buying country? What causes are suggested
for the divergent evolution?

oxXT) Is it possible io estimate the net gains (or losses) to certain retailers, producers

(1213 (or manufaoturers) or dealers as a result of changes in the above prices and costs?
Are the net gains, if any, linked to dominance or even monopoly, to restrictive
agreerents or to restrictive practices? Do exclusive agreements have the effect of
raising prices and nrark-ups?

2¢8.8. The breakdown of mark—ups = Q. 122

The ansvwers to the foregoing questions should make it possible to break down the various
variable cost components that constitute the mark-up. But the problem of fixed costs cannot
be overlooked.

CXXII) Can the mark-up for certain products or categories of products be broken down for
(122) certuin firms (answer to guustion 91), with & distinction being made, among other
things, between wages and salaries, interest on capital, rent, insurance and costs
affecting processing plant in general, storage and marketing? Can this be done
again for certszin retailers and for certwzin wholesalers and/or importers? The
proportion accounted for by taxes should be specified particularly.

1. It is obvious that where the integrated trade is involved = particularly where the
retailer imports direct - this item will not apply.
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The answer to question 122 raises highly complex problems. Very often estimates will
have to be made, taking account of the cost structure of the various types of firm
(retailers, dealers, importers). In some cases it will not be possible to break down
mark-ups for a given product but only for a category of products and possibly only for
the whole business of the relevant firm.

2¢8¢9. Breakdown of the producer's prioce — Q. 123

The analyses may reveal that the causes of the excessive price lie at the first link of
the chain, that is to say with the producer. In this case an attempt must be made to
answer the following question:

CXXIII; Can the producer's price be broken down for a given product or category of products

(123) whose producer's price at first sight seems excessive or has risen considerably
during the reference period? The point here is to take the producer's price for
each of the various firms studied and break it down into its components:

- taxes;

energy used in processing or manufacturing the products;

raw materials purchased (before processing);

wages and salaries;

- interests on capitalj;

rent and insurance;

- gtorage and transport.

The Institute will also estimate R & D expenditure, and especially expenditure on
advertising either for a specific product or for a group of products.

It is clear that serious problems will arise in such an operation as regards:
- high=-technology products requiring highly capital=intensive production plant;
- firms with a high degree of diversification or of vertical integration;

all these factors thus constitute a serious barrier to the breakdown of fixed costs,
though this would be the only way of highlighting the cost structure of a given period.
Even so it must be borne in mind:

I) costs could be broken down per group of related products;

II) the use of alternative bases for estimation might throw up certain conclusions as to
the comparative evolution of company and group structures over a given period;

ITI) the cost breakdown will have the greatest chance of success for fairly simple
products manufactured by single product firms.

In this connection, it is worth noting what the Court of Justice of the uropean Communities
said in its Chiguita judgment of 14 February 1978 in Case 27/76 (United Brands Company v
Commission), grounds of judgment 254 and 2553

"While appreciating the considerable and at times very great difficulties in working out
production costs which may sometimes include z discretionary apportionnent of indirect
costs and general expenditure and which may vary significantly according to the size of
the undertaking, its object, the complex nature of its set up, its territorial area of
operations, whether it manufactures one or several products, the number of its subsidiuries
and their relationship with euch other, the production costs of the banana do not seem to
present any insuperable problems,

In this case it emerges from a study by the United Fations Confersence on trade and
development of 10 February 1975 that the pattern of the production, packaging, transpor-
tation, marketing and distribution of bananas could have wade it possible to compute the
approximate production cost of this fruit and accordingly to calculate vhether its gclling
price to ripener/distributors 135 excessive."
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2.9. COMPLETION OF THE FIRM-BY-FIRM MONOGRAPHIC APPROACH: NATIONAL AND LOCAL CONCENTRATION

2.9+.1. Dominance as an explanation of excessive prices — Table VIII

Dominance may appear:

= on the producer's market;

- on the distributor's (or retailer's) market.

In the first case it is "product dominance" - that is to say dominance exerted by the

manufacturer of the product — that has repercussions on the purchasing retailer and,
as a consequence, on the final consumer.

In the second case it is dominance by the large retailer which has repercussions both
upstream on the producer and downstream on the consumer.

Studies by the Commission have already revealed the existence of a great many producer's
markets which exercise a considerable power of dominance in several EEC Member States.
Table VIII giv?s a series of examples of national markets of which the leading firm holds
more than 25%.  Most of the products to be covered by the detailed survey envisaged at
this stage of the investigation can be found in the list in Table VIII for at least one
Member State.

The following are the products involved:

- instant coffee and possibly coffee grounds or beans;

- sugar;

~ pure chocolate, in powder and solid form, and/or cocoa;

- margarine and/or other edible oils (groundnut oil, corn oil, etc.);

— tinned peas (natural);

~ tinned and packet soups (vegetable - minestrone, vermicelli ~ chicken, tomato, pea,
mushroom) ;

~ homogenized baby foods: (a) desserts (fruit), (b) mixed vegetables with meat, fish,
chicken; .

-~ beer (bottled and in cans);
- mineral water;

~ cola beverages.

1. This table is taken from the Seventh Annual Report on Competition Policy, point 287
(Table 12), published by the Commission in April 1978.
The definition of dominance used for the table is independent of the interpretation
of the Treaty rules on competition.
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LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM

HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET
(based on a limited sample of products and countries

covered by sectoral surveys)

TABLE VIII

?:Zk' (121%) Market Sector Ctiu;z- Year L::g}gf ?Ii‘igd
1 86 | Sugar ALI DK | 1975 | De danske sukker—
fabrikker
2 |>85 | Cola beverages ALT B 1976 | Coca Cola
2 >85 Spirits ALI DK 1976
2 85 | Beer ALI DK | 1975| United Breweries1
2 85 | Needlework threads TEX F 1973 | Dollfus Mieg
2 85 | Chewing gum ALI F 1972 | General Foods
1 84 | Electric coffee-makers ELE F 1975} Moulinex
8 82 | Unworked filter paper PAP B 1975| Intermills
9 |>80 | Refrigerators and freezers ELE F 1974 | Thomson - Brandt
9 80 | Dishwashers ELE P 1974| Thomson - Brandi
9 80 | Hairdryers ELE F 1975] Moulinex
9 80 | Sewing threads, haberdashery TEX F 1973| Dollfus Mieg
9 80 | Automobile ignition systems TRA D 1974| Bosch
9 80 | Floor detergent powders CHI I 1976| Spic=Span {Procter
& Gamble)
9 80 | White rum ALI GB | 1974| Bacardi - Bass
Charrington
16 75 ] Jute yarn and fabrics TEX F 1972| Agache-Willot
16 75 | Unsweetened condensed milk ALI F 1972 Gloria (Carna,tion)
16 75 | Baby foods ALT DX | 1975| Nestlé
16 75 | Sparking plugs (as originally fitted) TRA 1 | 1974| Marelli
20 T4 | Coffee grinders ELE 19751 Moulinex
21 | 73 | Frozen foods ALT | T | 1973| Sages®
22 72 | Ciné film (8, Super 8, etc.) CHI GB | 1973] Kodak
23 T1 Still films CHI GB | 1973} Kodak
24 |>70 | Non~barbiturate sedatives PHA GB | 1973] Roche
24 70 | Chocolate powder ALI F 1972} Poulain
24 70 | Cereals (flakes) ALT F 1972} Kellogg
24 70 | Milk powder ALI GB | 1973] Cadbury Schweppes
24 70 | Dog and cat food ALY F 1972| Mars (Unisabi)
24 T0 Instant coffee ALI F 1972 | Nestlé
24 | 70 |Sweetened condensed milk i1 | F | 1972| Lait Mont-Blancd
24 T0 | Tranquillizers PHA KL 1973
24 70 | Sulphite paper PAP B 1974] Denayer

162




LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM

HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET
(vased on a limited sample of products and countries

covered by sectoral surveys)

TABLE VIII

*i‘::k' (121%) Market Sector Ct‘f;" Year Lﬁ};‘f prand
33 69 | Detergent for dishwashers CHI I 1976 | Pinish (Soilax)4
34 67 | Margarine ALI GB | 1973 | Van derzBergh &
Jurgens

34 67 | Detergent powders CHI GB ] 1975 { Unilever

36 66 | Tinned spaghetti, etc. ALI GB | 1973 | HeJ. Heinz

37 65 | Kraft paper or similar PAP I 1972 | Import

37 65 | Newsprint PAP 1975 | Import

37 65 | Vermouth ALT GB | 1974 | Martini

37 65 | Corrugated board PAP B 1974 | Import

37 65 | Sparking plugs (replacement market) TRA GB | 1975 | Champion

42 63 | Batteries (as originally fitted) TRA I 1972 | Marelli

43 61 | Frozen foods ALT GB | 1973 | Unilever

44 |>60 | Stationery PAP GB | 1972 | Dickinson Robinson
Group

44 |>60 | Other hypertensive drugs PHA GB | 1973 | MSD

44 60 { Bulbs and lamps for motor vehicles TRA D 1974 | Osram

44 60 | Margarines and edible oils and fats ALT D 1974 { Unilever

44 60 | Puffed cereals ALI F 1972 | Kellogg

44 60 | Whisky ALI GB | 1974 | Distillers

44 60 | Tinned soups ALI GB | 1973| HeJ. Heinz

44 60 | Dietetic products and baby foods ALI F 1972 F‘ali5

44 60 | Dehydrated potato powder ALI F 1972 | Nestlé

44 60 | Margarine ALI F 1972 | Astra~Calvé

44 60 | Tinned meat ALI I 1973 Simmenthal

44 60 | Sparking plugs TRA D 1974 | Bosch

44 60 | Malted beverages ALT F 1972 | Sopad = Nestlé

57 58 | Edible oils ALI F 1972 | Groupe Lesieur

57 58 { Processed cheese ALI P 1972} Bel

59 57 | Prepared potatoes ALT D 1974 | Pfanni-Werk

59 57 Car tyres TRA F 1975| Michelin

59 57 | Analgesics PHA DK | 1972 | The Danish
Pharmacies

59 57 Powered scythes MAC I 19741 BCS

63 56 | Board from recycled paper PAP B 1975} Import
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TABLE VIII

LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM

HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET

(based on a limited sample of products and countries
covered by sectoral surveys)

’;ﬁ:k‘ ( 131% ) Market Sector Cf::”y" Year L:;‘g}’;g prand
63 56 | General—purpose computers MAC I 1973 | IBM
65 | 55 | soups Atz | o | 1974 | Mages®
65 55 | Milk powder ALI r 1972 | France~Lait
65 55 | Instant chocolate drinks ALTI F 1972 | Nestl1é
65 55 | Tinned soups ALT F 1972 | Liebig
65 55 | Mustards and condiments ALY F 1972 | Générale Alimentaire
(Cavenham - GB)
65 55 | Mopeds and scooters 50 cc TRA I 1972 | Piaggio
65 55 | Tinned baked beans ALI GB | 1973 | Heinz
65 55 | Lining materials TEX F 1972 | Dollfus, Mieg & Cie
65 55 | Newsprint PAP F 1974 | Import
14 54 | Sugar ALY GB | 1973 | Tate & Lyle
15 53 | Tranquillizers PHA DM | 1972 | Dumex
76 |>52 | General-purpose computers MAC GB | 1973} Im
76 |>52 | General-purpose computers MAC D 1973 | IRM
76 52 | Batteries (as originally fitted) TRA GB | 1975 | Lucas
79 51 Electric cookers ELE DK | 1973 | Ernst Voss
80 |}>50 | Cola beverages ALI NL | 1974 | Coca Cola
80 |>50 | Slimming preparations PHA GB | 1973
80 |>50 | Refrigerators ELE I 1973 { Zanussi
80 |[>50 | Anti-angina drugs PHA GB | 1973 ] ICI
80 >50 | "Plain skin" hormones PHA GB { 1973} Glaxo
8 |>50 | Tranquillizers PHA GB | 1973 | Roche
80 | 50 | Timmed salmon ALt | 6B | 1973 | John west?
80 50 | Flax yarn TEX F | 1972 | Agache-Willot
80 50 | Dietetic preparations ALT I 1973 Plasmon6
80 50 | Precooked meals ALT 1972 | Buitoni—-Perugina
80 50 |} Chocolate biscuits ALI GB | 1973 ]| United Biscuits
80 50 | Crisps ALY F 1972 | Flodor
80 50 | Ice cream ALI D 1974 La:ngmas-.e—lglo2
80 50 | Printing paper and stationery PAP B 1975 § Import
80 50 | Electric wvacuum cleaners ELE F 1975 | Moulinex
80 50 | Rice ALI F 1972 | Cofariz
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TABLE VIII

LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM

HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET

(based on a limited sample of products and countries

covered by sectoral surveys)

ﬁ’;k' ( 121%) Market Sector ‘i‘;";’ Year L:zg}’gf prand
96 49 | Condensed and evaporated }nilks, ALI GB | 1973 | Carnation Foods
sterilized oreams

96 49 | Vacuum cleaners ELE GB | 1975 | Hoover

98 48 { General—-purpose computers MAC B 1973 | IBM

99 47 | Dry-cleaning machines ELE DX | 1973 | Fisker og Nielsen

99 47 Bisecuits ALT F 1972 | Aliment Essentiel

99 47 Synthetic detergents CHI GB | 1975 | Unilever

102 | 46 | Ice cream ALT | DK | 1975 | Frisko®

102 46 | Corned beef ALT GB | 1973 | Fray Bentos

102 46 | General~purpose computers MAC F 1973 | IR

105 45 | Dehydrated soups ALT F 1972 | Maggi (Nestlé)

105 45 | Mineral water ALI F 1972 | Groupe Perrier

105 45 | Special soups ALT GB | 1973 | Baxters

105 45 | Cocoa (butter and powder) ALI NL | 1973 | De Zaan (Grace Cy.)

105 45 | Motor vehicle lighting systems TRA D 1974 | Westfalische
Metallindustrie

105 45 | FProzen foods ALT F 1972 | Findus

105 45 | Beer ALI F 1972 | BSN

105 45 | Sedatives and hypnotics PHA NL | 1973 | Hof fmann-La Roche

113 44 | Colour television sets ELE I 1973 | Germany (FR)

113 44 | Cardio-vascular drugs fon reserpinic) PHA F 1972

113 44 | Tinned fish ALT GB | 1974 | Unilever

116 43 | Ice cream ALTI GB | 1973 ] J« Lyons & Co.

116 43 | Pasta ALI F 1972 Pa.nzani-Milliat4

116 43 | Mayonnaise ALI F 1972 | Mayolande

119 42 | Colour television sets ELE DK | 1973 | Philips Pope

119 42 | School and students! exercise books PAP B 1975 | Papeterie de Belgique

121 40 | Kraft paper for large-capacity sacks| PAP F 1975 | Import

121 40 | Washing machines ELE GB | 1975 | Hoover

121 40 | Condensed milk ALI GB | 1973 | Carnation Foods

121 | 40 | Tinned twna AT | 6B | 1973 | John West®

121 40 | Sauces ALI F 1972 | Générale Alimentaire
(Cavenbham - GB)

121 40 | Washing machines ELE 1973 | Zanussi

121 > 40 | Medium-sized and large EDP systems MAC 1974
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LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM
HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET

(based on a limited sample of products and countries

covered by sectoral surveys)

TABLE VIII

?;‘Ek— ( in1 %) Market Sector i‘;u;" Year L:Zg}zi }’:ﬁd

121 >40 | Vodka ALI GB |1974 |Grand Metropolitan
Ltd.

121 >40 | Electric cookers ELE I 1973 |Zanussi

121 >40 | Bottled beer ALI NL }1974 |Heineken

121 >40 | Computer terminals MAC I 1974 | IBM

121 >40 | Beer ALT NL | 1974 |Heineken

121 >40 | Other vitamins PHA GB | 1973 |Ciba

121 >40 | Professional calculating machines MAC I 1974

121 >40 | Scientific micro-calculators MAC I 1974

121 >40 | Ladies' stockings TEX GB ] 1974 | Courtaulds

121 > 40 | Cold-cure preparations PHA GB | 1973 | B. Wellcome

121 40 | General=purpose computers MAC NL 1973 | IRM

121 40 | Tomato ketchup ALY F 1972 | Générale Alimentaire
(Cavenham GB)

121 >40 | Bronchial dilators PHA GB | 1973

121 40 | Tufted carpet TEX F 1972 | Agache=Willot

121 40 | Industrial sewing threads TEX F 1973 | Dollfus Mieg & Cie

121 40 | Dehydrated and powdered soups ALI GB | 1973 | Unilever

121 >40 | Cough medicines PHA GB | 1973 | Parke Davis

121 40 | Cognac ALY GB | 1974 | Martell

121 40 | Psychotropics PHA NL | 1973 | Hof fmann-La Roche

121 |>40 | Baby foods (vegetables, meat, fruit)| ALI D 1975 | Hipp

121 =40 | Woven yarn TEX GB | 1968 | Carrington

121 40 | Car batteries TRA D 1974 | Bosch

150 39 | Cereals (flakes) ALI GB | 1973 | Kellogg

151 38 | Sewing thread TEX GB | 1972 | Coats—Paton

151 38 | Yoghurt ALI GB | 1973 | Express Diary Co.

151 38 | Knitting machines MAC I 1973 | Germany (FR)

151 38 | Television sets (all types) ELE F 1974

151 38 | Agricultural tractors MAC I 1974 | Fiat

156 37 | Anti=diabetic preparations PHA NL | 1973 | Hoechst

156 37 | Sound recording equipment ELE DK | 1973 | Philips

158 36 | Washing machines ELE F 1975

158 36 | Vitamins PHA DK | 1972 | The Danish
Pharmacies

166




TABLE VIII

LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM
HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET

(based on a limited sample of products and countries
covered by sectoral surveys)

f:gk- (ifz1% Market Sector Cf:ﬁ;’- Year L::ﬁ}zf giﬁ d

158 36 | Hyper—cholesterolaemic drugs PHA F 1972

158 36 | Fruit and vegetable condiments ALI F 1972 | Générale Alimentaire
(Cavenham - GB)

158 36 | Colour television sets ELE F 1974

163 35 Cardboard PAP I 1972 | Verona

163 35 | Batteries (replacement market) TRA GB | 1975] Chloride

163 35 | Crackers and sandwich biscuits ALT GB | 1973 | ABM (Ass. Biscuits
Man. Ltd.)

163 35 | Sparking plugs (replacement market) TRA I 1973 | Marelli

163 35 | Diuretic drugs PHA NL | 1973 ] Hoechst

163 35 | Cotton velvet TEX P 1972 | Agache=Willot

163 35 | Fishing nets TEX F 1972 | Agache-Willot

163 35 | Canadian tents TEX P 1972 | Agache-~Willot

163 35 | Bed linen TEX F 1973 Dollfus’Mieg & Cie

163 35 | Antibiotics PHA NL | 1973 | Beecham

163 35 | Envelopes PAP B 1975 | Enveleo (Intermills)

163 35 | Sanitary and household paper PAP F 1975 | Béghin=Say

175 34 | Tyres (as originally fitted) TRA I 1974 | Michelin

175 34 | Gynaecological drugs PHA NL | 1973 | Organon

175 34 | Baby foods ALI GB | 1973| HoJ. Heéinz

175 34 | Black and white television sets ELE GB | 1975 Thorn

179 33 | Electric cookers ELE GB | 1975 | Thorn

179 33 | Snack foods ALT F 1972 | Générale Alimentaire
(Cavenham —~ GB)

179 33 | Oral diabetic drugs PHA DK | 1972 | Hoechst

179 33 | Ice cream ALT F 1972 | Ortiz

179 33 | Psychotropic drugs PHA F 1972

179 33 Sugar ALI I 1973 | Eridania

179 33 | Spinning machines MAC I 1973 | Germany (FR)

179 33 | Mineral water ALI DK | 1976

179 33 | Pepper and spices ALI F 1972 | Générale Alimentaire
(Cavenham ~ GB)

188 32 | Tinned meat ALT DK | 1974 | Jaka

188 32 | Weaving machines MAC I 1973 | Suisse

188 32 | Newsprint PAP I | 1972 | Timavo/Arbatax

188 32 | Cardboard PAP F 1975 | Import
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LIST OF FRODUCT MARKETS IN WHICH THE LEADING FIRM
HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET

(based on & limited sample of products and countries

covered by sectoral surveys)

TABLE VIII

iRi:k" ( 121 %) Market Sector C::;’— Year L::g‘}ﬁf giﬁd
192 31 |} Refrigerators and freezers ELE GB | 1975 ] Thorn

192 31 | Liquid detergents CHI I 1976 | Sole Piatti

192 31 | Combine harvesters MAC I 1974 { Laverda

192 31 Knitting wool TEX 1974 | Laini®re de Roubaix
192 31 | Worsted goods TEX F 1974 | Peignage Amédée
192 31 | Sulfonamides PHA DK | 1972 | Hoffmann~La Roche
198 >30 | -Cardboard PAP GB | 1972 | Unilever

198 >30 | Anti=tuberculosis preparations PHA GB | 1973

198 | =>30 | Oral diabetic drugs PHA GB | 1973| Pfizer

198 >30 | Systemic antibiotics PHA GB | 1973

198 | >30 | Parkinson anticonvulsants PHA GB | 1973 Geigy

198 >30 | Systemic anti-inflammatory drugs PHA GB | 1973| MSD

198 |>30 | Dishwashers ELE D 1972 | Miele

198 >30 | Draught beer ALT NL | 1974 Heineken

198 30 | Cocoa powder ALT F 1972 | Nestlé

198 |>30 | Non-board packaging materials PAP GB | 1972 ] DRG

198 30 | Contraceptives PHA DK | 1972| Schering

198 |>30 | Broad-spectrum antibiotics PHA GB | 1973| Beecham

198 | >30 | Haematinic drugs PHA GB | 1973

198 >30 | Diuretic drugs PHA GB | 1973| Hoechst

198 =30 | Contraceptives PHA GB | 1973

198 | >30 | Anti-nauseants PHA GB | 1973

198 >30 | Record players ELE DK | 1973| Bang & Olufsen
198 30 | Lemonades ALT NL | 1974} Heineken

198 30 | Batteries (replacement market) TRA I 1972} FAR

198 |>30 | General analgesics PHA F 1972

198 | =30 | Non-narcotic analgesics PHA GB | 1973

198 30 | Laxatives PHA GB 1973

198 30 | Radios ELE DK | 1973]| Bang & Olufsen
198 30 | Peripheral vasodilators PHA F 1972

198 >30 Plain antacids PHA GB | 1973| Boehringer

198 >30 | Knitwear TEX GB | 1968]| Courtaulds

198 30 | Antibiotics (pencillin and PHA F 1972

derivatives)
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TABLE VIII

LIST OF PRODUCT MARKETS IN WHICH THE LEADING FIRM
HOLDS MORE THAN 25% OF THE TOTAL NATIONAL MARKET

(based on a limited sample of products an