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The pricing problem of hypermarkets
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The aim of this paper is to examine the micro level effects of hypermarkets on social welfare. The question is that if hypermarkets maximize their profits how will their prices develop compared to smaller grocery stores. There are two main aspects in which the hypermarkets are different from smaller grocery stores: the distance from consumers and the variety of products. The paper uses three types of space product differentiation model that is extended with product variety parameter. The main findings of the paper are that first, relationship between prices and distance is positive, so the bigger the distance between consumers and stores the higher will be the store’s margin, and second, that the relationship between variety and prices are negative, so the wider the store’s variety the lower will be the store’s margin.



