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Introduction Results

Tobacco Market Structure
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Introduction Results

Background

Chinese tabacco industry ownership consolidation (State Tobacco Monopoly

Administration, STMA, 2002)

small cigarette manufacturers (Q < 100000 cases) were forced to exit the

market.

median ones (Q < 300000 cases) were encouraged to merge with others.

The number of cigarette manufacturers decreased from 340 in 1999 to 167

in 2006.
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Research Question

Does the regulation result in oligopsony power of cigarette manufacturers?

Does the oligopsony power explain the Urban-rural income gap between

tobacco farmers and industry workers in China?
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Data

ASIF production and cost data on cigarette manufacrurers, 1999-2006

2000 country-level demographic information from 2000 census of population.

brand-level cigarette characteristics (robustness check)

agricultural price data from the food and agriculture organization.

aggregate trade flows from the UN comtrade database.

country-level weather data from the Chinese Meteorological Agency.
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Factor share change
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Reduced form DID

yft = θ0+θ11{t ≥ 2002}+θ2Zf 1{t ≥ 2002}+θ3t+θf + εft (1)

where

Zf = 1{Ni ,2001 > 0}

y ∈
{
log(

LeafCost

Cigarette
), log(

LaborCost

Cigarette
), log(

Revenue

Cigarette
)

}
firm: f, market: i, year: t
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Result
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Structure Model

Tobacco farmers are price-takers, the manufacturers’ profit maximization problem

is:

max
Mft

{PftQft −WM
ft Mft −W L

ftLft} (2)

where Qft = Q(Mft ,Lft ,Kft ;β
M ,β ) FOC:

∂ (PftQft)/∂Mft −∂ (WM
ft )/∂MftMft −WM

ft −∂ (W L
ftLft)/∂Mft = 0 (3)

Hence, oligopsony power is measured by:

∂ (PftQft)/∂Mft −∂ (W L
ftLft)/∂Mft

WM
ft

= 1+ψ
M
ft = 1+∂ (WM

ft )/∂Mft/(W
M
ft /Mft)

(4)
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Markdown parameter
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Markdown and allocation efficiency
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Redistribution Effect
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Conclusion

Consolidation in Chinese tabocco industry causes markdown increase by

37%.

explain 56% of urban-rural income gap.
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