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Market Power Factors Analysis of Vegetable Supply Chain Actors: A Case Study in Tehran

Extended Abstract
Introduction

Market power and the role of actors in the
supply chain of agricultural products has
been an important policy issue for policy
makers and market analysts, and today the
balance of power among the players in the
chain has become a major concern in
agricultural policy formulation. Because this
factor influences the supply chain's price
and performance (efficiency and equity) at
different stages, prosperity occurs at every
stage of the food supply chain when "weak
factors" such as small farmers and
consumers negotiate with "strong factors"”
in the concentrated sectors (wholesale and
retail). The analysis of market power is
particularly important in terms of equity in
agricultural pricing policies. That is, if the
policy maker wants to apply rules (e.g.
pricing) to the upstream or downstream
chains, he must be aware of whether the
market has a competitive structure or there
is some degree of market concentration. If
there is evidence of market concentration,
which focus is more on which market chain.
That is, which chain of the chain dominates
the entire supply chain. Market power
refers to the ability to raise prices above the
final cost by a firm or group of firms. Market
power determines the amount of mark-up
at each level of the market, and its results
show a measure of the elasticity of market
demand at that level. The reaction of market
power to price changes makes it clear what
the reaction of mark-ups at each level of the
market is to the downstream and upstream
circles after price changes. In other words,
after the price increase in one of the chains,
in what direction and to what extent will
the other chains reacts. Analyzing the
market power of supply chain actors is
important  because dispersal and
asymmetric price distribution can disrupt
the product supply chain from producer to
end consumer. Vegetable consumption is
one of the components of household food
security that plays an important role in diet
variability and prevention of chronic
diseases. Despite the significant position of
this product group in the Iranian household
food basket, Iran is one of the countries
whose consumption per capita is less than

the recommended amount of international
organizations such as the Food and
Agriculture Organization (FAO) and the
World Health Organization (WHO).
Therefore, considering the market structure
of this group of agricultural products and
understanding the behavior of supply chain
actors can provide a clear and complete
picture for analysts, planners and policy
makers to articulate the appropriate policy-
making implications for the production
process. This may lead to increase the
consumption of this group of products with
emphasis on maintaining the well-being of
weak and vulnerable chains (producers and
consumers).

Materials and Methods

There are various ways to measure
market power that can be described as
relative size of price surplus and market
concentration as the two most commonly
used methods. In addition to the two
mentioned methods, there is another
method of measuring market power based
on model estimation. In this study, Lerner
index is used to measure market power as a
measure of relative measure of surplus
(mark-up) which indicates percentage of
price surplus relative to final cost. By
applying this index to the three-level
structure of the vegetable market, three
Lerner measures (two measures for mid-
market levels and one for the whole market
chain) can be calculated. The value of this
index is always between zero and one, with
zero indicating the absence of market
power and one indicating the extent to
which the whole price is determined by
market power and zero percent by the final
cost. Therefore, higher value of this index
indicates higher market power. When
players in the market chain change their
prices, markup will be affected at each
market level. By means of a regression
equation for each market level (wholesaler,
retailer and whole market chain), the
market power at that level of the market as
a dependent variable and the price growth
at other market levels as explanatory
variables in Are intended. In order to
achieve the above stated research
objectives, the data of selected vegetable
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crops in Tehran during the period 2012-
2017 were analyzed weekly.

Discussion of Results

The results of the vegetable market
power calculations show that the average
wholesale and retail market power of the
studied vegetable basket in Tehran is about
0.35 and 0.40, respectively. In other words,
gross profit as a percentage of total sales
(mark-up) is about 35%, part of which is
marketing expenses and the other part is
gross profit or profits. Comparison of the
market power of the wholesale chain (from
field to central market) of each product with
its corresponding quantities in the retail
chain (from central to retail) shows that for
tomato and cucumber products, the market
has a major market power. Sales are more
at retailers. While, for potato, onion and
vegetable products the power at retail is
higher than wholesale. According to the
results, the correlation coefficient between
wholesale and retail market power for all
products was negative, indicating that there
is competitive behavior between the
wholesale and retailers in sharing market
power, which is less competitive than
potato products. The results of the
estimation of market power response
function (mark-up) indicate that the time
trend variable for potato and tomato
products had no significant effect at any
market level. In other words, the market
power at all three levels of wholesale, retail
and whole supply chain did not increase or
decrease significantly during the period
2012-2017. While time trends have
increased the market power of cucumber
and vegetable crops at both the wholesale
and whole levels of the marketing chain.

Conclusions

Given the importance of determining the
market power of supply chain actors for
appropriate policy making, the present
study evaluated the market power of
vegetable supply chain in Tehran during the
period 2011-2011. The findings of the study
include three general implications for policy
choices: (1) the market structure of
vegetable products is different from one
another and the supply chain actors'
reaction to the price changes created in

each loop is not the same. (2) The market
structure  of the products under
consideration indicates that there is a
greater focus on the wholesale level of the
products, and therefore the role of the
wholesale market power in the distribution
chain of perishable products such as
vegetables is more than that of retailers. (3)
For all products, the correlation coefficient
between wholesale and retail market power
has been negatively correlated, indicating
that there is competitive behavior between
them in sharing market power and there is
no sign of collusion between them.
Accordingly, it is suggested that the
differences in the market structure and the
role of each of the players in the chain and
their response to changes in each product
be taken into account and that the same
policies be avoided as far as possible,
because these policies may not be a good
way to market all products. Experience has
shown that choosing the same policies has
led to modifications in one market segment
and diversion in another. It is also
suggested that, given the wholesalers'
market power in the distribution chain of
perishable products, this chain of the chain
will be more focused on policy making and
strategic planning.
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1- Bottlenck shape of market structure
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