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Abstract 
Can companies gain more profits by increasing their market power? Taking the listed 
companies in the liquor industry as an example, according to the theory of industrial 
organization, the revised Lerner index is selected to represent the market power, and 
the operating profit rate is selected to represent the profitability. There is a positive 
correlation between them, which provides a reference for companies to improve their 
profitability by increasing their market power. 
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1. Introduction 

In the fierce market competition, if an enterprise wants to be invincible, it must not only ensure 
the quality of the products or services it provides, but also have market power. From the 
perspective of the enterprise, having market power means that the enterprise has the 
monopoly power of the seller and has the ability to influence the market price in the process of 
selling products or services, that is, it has higher independent pricing power, which also means 
that the enterprise has the opportunity to obtain more more profits, but do you have to have 
higher profits with market power? This article takes the liquor industry as an example. After 
the development of the "golden decade", the production capacity of the liquor industry has 
expanded rapidly. By 2016, the output value reached a peak of 13.58 million kiloliters, 
exceeding the market demand, resulting in intensified competition in the industry, and the 
industry had to start reducing production capacity. , By 2020, the annual production capacity 
of liquor has been reduced to 7.41 million kiloliters. This means that for liquor companies, they 
can no longer be limited to traditional product competition. Companies need to increase 
product profits by increasing market power to meet their survival needs and profitability needs. 
As the liquor industry with low industry concentration, listed companies have obvious market 
power. Therefore, this paper selects listed liquor companies as the object to study the impact 
of market power on profitability. 

2. Relevant Theoretical Basis 

2.1. Market Power 
Generally speaking, market power mainly affects innovation revenue through factors such as 
product pricing, market share, and entry threats. With the continuous development of the 
theory of industrial organization, the connotation and measurement methods of market power 
have also been further expanded. Bain (1951) defined market power as the ratio of a firm's 
profit rate to the normal competitive profit in the course of its operation; Brandow (1969) 
proposed that market power is the ability of a firm to directly influence market factors such as 
prices and market competitors; Bresnahan (1988) thinks that market power refers to the ratio 
at which the price of a firm exceeds marginal cost in a non-perfectly competitive market; Paul 
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Twomey al thinks that market power is mainly reflected in the control power of the firm, that 
is, if the firm's market power is greater , the corresponding enterprises will have greater control. 
From the perspective of market competition, the market power of an enterprise is a 
comprehensive concept, which not only includes the market structure at the industry level and 
the influence of the industry competition environment, but also reflects the bargaining power 
generated by the concentration of buyers or sellers in the vertical transaction relationship. . In 
this paper, market power is defined as a kind of control ability of enterprises acting on the 
market with final profit as the goal and price or cost as the medium. Brandow divides 
companies into long-term market power and short-term market power according to the length 
of time they have had market power. Short-term means limited to 2-3 years, enterprises may 
have the ability to influence other enterprises, enterprises can increase product prices in a 
certain area in a short period of time, but with the expansion of other production capacity and 
the entry of potential entrants etc. will reduce a firm's market power; but when the firm is able 
to induce other firms to follow its price strategy, then the firm becomes the price leader and 
thus has long-term market power. 

2.2. The Relationship between Market Power and Profitability 
Bain (1956) believed that concentration and entry barriers, which are measures of market 
power, together improve the profitability of large firms, and firms with market power can 
achieve higher market performance; subsequently, Comanor and Wilson (1967), Collins and 
Preston (1969) and Shepherd (1974) analyzed the relationship between market power and 
profitability through research on small sample data, large sample data and firm-level data, 
respectively, and came to a conclusion similar to Bain. Clark (1986) examined the relationship 
between the valuation of the speculative elasticity parameter and the concentration of sellers, 
and showed that industry concentration, one of the important measures of market power, has 
a certain correlation with industry profitability; among domestic scholars, Yang Xiaoling ( 2005) 
research shows that the profitability of a firm depends on whether the firm has market power. 
Tian Kaixuan and Li Meijuan (2020) concluded that the overall market power of retail 
enterprises promotes the profitability of the industry through research and analysis of retailer 
data. 

3. Calculation and Analysis of Market Power and Profitability 

3.1. Indicator Selection 
Throughout the domestic and foreign literature on market power, academia has conducted 
extensive and in-depth research on how to measure market power. The Lerner index is the 
most commonly used measure of market power. It can be used to estimate each company, and 
it can represent the difference between the company's product revenue and input costs, and 
can be used to illustrate the size of the company's market power. The Lerner index describes 
the extent to which a firm can set its price above marginal cost, and its value ranges from [0, 1]. 
The biggest flaw of the Lerner index is that in reality, companies do not calculate marginal costs, 
and the unavailability of data makes it difficult to directly use the Lerner index to effectively 
measure market power. Therefore, considering the availability of actual data, this paper refers 
to the practice of many scholars and uses gross profit margin to measure, that is (main revenue 
- main cost)/main revenue, which solves the difficulty of obtaining marginal cost data. At the 
same time, for the convenience of comparison, this paper refers to the practice of Zhou Xiafei 
and Zhou Qianglong (2014), and uses the Lerner index value of a single listed company to 
subtract the sales-weighted Lerner index average value of listed companies in the industry to 
obtain the final measure of the listed company. Market Power Indicators for: 
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𝑀𝑃 = 𝐿𝐼 − 𝑊𝐿𝐼  

 
Among them, MPi represents the market power of a particular company in a certain year, LIi 
represents the Lerner index value of the company calculated by gross profit margin, and Wi 
represents the percentage of the company's sales to the total sales of all sample companies in 
that year. 
Taking into account the actual operating conditions of the enterprise, this paper chooses the 
operating profit rate (operating profit/sales revenue) as a measure of profitability. The 
operating profit rate is one of the main indicators to reflect the operating conditions and 
profitability of an enterprise. 

3.2. Calculation and Analysis 
This paper takes the listed liquor enterprises in my country as the research scope. At present, 
there are 19 listed companies in the liquor industry. According to the availability of data, this 
paper selects the data of 18 listed companies (Shunxin Agriculture has not published the data 
related to the liquor business, and the data is difficult to obtain) as the research sample. The 
influence of market power of listed liquor companies on profitability is studied and analyzed. 
In order to facilitate the analysis of the impact of market power on profitability, this article 
divides 18 listed liquor companies into two levels according to their operating income in 2020. 
The first level is Kweichow Moutai, Wuliangye, Yanghe Co., Ltd., Luzhou Laojiao, Shanxi Fenjiu 
and Gujinggongjiu are 6 companies; the second tier is another 12 companies with a revenue of 
less than 10 billion yuan. The indicators include the operating cost, operating income, operating 
profit, etc. of each enterprise, and the data comes from the annual financial report of the 
enterprise. 
(1) Market power analysis of listed liquor companies 
From 2011 to 2020, the MP value of 18 listed companies in my country's liquor industry was 
between 0.14 and 0.89, and the overall value was mainly between 0.5 and 0.7, accounting for 
78% of the total. As can be seen from Figure 3-1, the average MP value of 18 listed companies 
has steadily increased from 0.70 in 2011 to 0.81 in 2020. It can be seen that not only the market 
power level of listed liquor companies is high, but also the ability to influence market prices is 
very strong. The industry has a high monopoly power of sellers, and the market power of these 
listed companies is still increasing. This is mainly because the production of liquor has high 
requirements on raw materials and technologies, and it is difficult for ordinary enterprises to 
reach the production level of listed companies. At the same time, the advantages of listed 
companies in terms of large-scale production and brand effect have widened the gap. 
Among them, the MP values of the 6 first-tier companies from 2011 to 2020 are mainly between 
0.6 and 0.9, indicating that these 6 companies have high market power and a certain degree of 
monopoly in the industry; from the perspective of time, 6 The average MP value of each 
company is rising slowly, the overall increase is flat, and the fluctuation is small. As the leading 
brand enterprises in the liquor industry, such enterprises have significant advantages in 
important aspects such as key raw materials, technology, scale, talents, and government 
support. At the same time, they also have a brand awareness far exceeding that of other 
enterprises, prompting such enterprises to control product prices. From the perspective of 
industry operation, the product price changes of such enterprises often become the indicator 
of industry product price adjustment, become the de facto market price leader, and promote 
long-term market power. From the perspective of a single enterprise, the MP value of Kweichow 
Moutai is significantly higher than other enterprises, above 0.85, and it has remained in a very 
stable state for ten years, with high market power and very small changes. This is mainly 
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because Kweichow Moutai, as a sauce wine brand, has advantages in production raw materials, 
brewing technology and blending process, which not only makes it a significant gap with other 
sauce wine production enterprises, but also its product uniqueness makes it clearly different 
from other major sauce wine manufacturers. A listed company producing Luzhou-flavor liquor. 
The MP values of Wuliangye, Yanghe Co., Ltd., Shanxi Fenjiu and Gujing Gongjiu are 
concentrated in the range of 0.54-0.73, and the overall is in a fluctuating and slowly rising trend, 
with high market power and small changes; the MP value of Luzhou Laojiao is between 0.43-
0.79 During the period, the overall volatility was relatively large, but it was in a volatile upward 
state, with high market power and large changes. This change is mainly due to the fact that 
Luzhou Laojiao adopted a marketing strategy of lowering prices in order to pass the industry 
adjustment period, which led to the reduction of the company's market power. Later, with the 
change of corporate strategy, the product market power began to rebound. 
In addition, for the other 12 companies with operating income of less than 10 billion yuan in 
2020, the MP value from 2011 to 2020 was between 0.1 and 0.8. The overall fluctuation range 
was large, and the level of market power was unstable. The fluctuation range of Jinshiyuan, 
Qingqing Barley Wine, Jinhui Wine and Yilite is small. The MP values are mainly between 0.4 
and 0.6, and the fluctuation range is lower than 0.1. The market power is relatively high and the 
change is small. The MP values of Kouzijiao, Shuijingfang, Yingjia Gongjiu and Laobaigan are 
mainly in the range of 0.4-0.8, with a large fluctuation range, but the overall increase is 
fluctuating. The MP values of Shede Wine, Golden Seed and Huangtai Wine are between 0.14-
0.72, with a large fluctuation range and unstable market power. This is mainly due to: 1) Shede 
Wine Industry has vigorously promoted marketing reforms in recent years, promoting the sales 
of mid-to-high-end products, and the market power of products has increased significantly; 2) 
Gold Seed has been affected by industry adjustments in recent years, and the company's main 
products Unable to meet the needs of consumption upgrade in the liquor industry, it gradually 
deviates from the mainstream price of the market, and its market power has dropped 
significantly; 3) Huangtai Liquor Industry’s product sales were hindered due to unmarketable 
products. The MP value plummeted to 0.14 in 2016, and the market power Dropped 
significantly. These companies have certain market power and market competitiveness, and 
have relatively stable customer markets in the regional market, especially in the local market, 
but it is difficult to cause other companies to follow in the price change because they have short-
term market power. 
(2) Profitability analysis of listed liquor companies 
The operating profit rate of the 18 listed liquor companies in my country is between -2.96 and 
0.71, and most of them are between 0.1 and 0.5. It can be seen from Figure 3-1 that the average 
operating profit rate of the 18 listed companies is between 0.42 and 0.52. It can be seen that the 
overall operating profit margin of listed liquor companies is high and the profitability is strong, 
but the profitability of some companies is unstable, fluctuates greatly, and even suffers losses, 
and there is a large gap in profitability between companies. From the perspective of time, the 
listed companies are in a state of fluctuation and rising as a whole from 2011 to 2020. Among 
them, the operating profit margin is in a state of decline from 2013 to 2016. This is mainly 
because the "golden decade" of the liquor industry ended in 2012, and the industry entered a 
period of adjustment. , the overall profitability level has weakened. 
Among them, the average operating profit margin of the six companies in the first tier from 
2011 to 2020 remained at around 0.5, with a high level of profitability and rising volatility. 
However, from the data of a single enterprise, the operating profit rate is mainly between 0.2-
0.7, and the gap between enterprises is large. The operating profit margin of Kweichow Moutai 
has been stable at around 0.7 for a long time, with a high level of profitability and small 
fluctuations. This is mainly due to the high price, high profit and high sales volume of Kweichow 
Moutai's core product Feitian Moutai, which has brought high profits to the company, thus to 
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have strong profitability. The operating profit margins of Wuliangye and Yanghe are mainly 
concentrated in the range of 0.4-0.5, with small fluctuations, high profitability and small 
changes. The operating profits of Shanxi Fenjiu and Gujinggongjiu are mainly concentrated 
between 0.2 and 0.3, with small fluctuations, low profitability and small changes. The operating 
profit margin of Luzhou Laojiao is between 0.22-0.53, which fluctuates greatly, showing a trend 
of first falling and then rising, mainly due to the fact that Luzhou Laojiao adopted a marketing 
strategy of controlling price and ensuring volume during the industry adjustment period, which 
led to the profit of the company. At one time, the decline was relatively large, and the profit level 
rebounded after adjusting the marketing strategy in the later period. 
In addition, the average operating profit of the 12 companies in the second tier from 2011 to 
2020 was between 0.15 and 0.3. The profit level was relatively low, but the overall trend was 
fluctuating upward. From the data of a single company, the operating profit margins of 
Kouzizijiao, Jinshiyuan, Yingjia Gongjiu, Laobaigan, Jinhuijiu and Yilite all showed a slow and 
volatile rise from 2011 to 2020, and the fluctuation range of each company was small, and the 
profit margins were relatively small. level is relatively stable. The operating profit margins of 
Shuijingfang, Jiuguijiu, Shede Liquor, Qingqing Barley Liquor, Golden Seed and Huangtai Liquor 
all fluctuated greatly. This is mainly due to the fact that the company chose the wrong business 
strategy during the industry adjustment period, the change of corporate equity, and the excess 
of plasticizers hindered the normal production and operation activities of the company, 
resulting in lower profits and lower profitability. 
(3) The impact of market power on profitability 
Before analyzing the impact of corporate market power on profitability, this paper analyzes the 
relevant indicators MP and operating profit rate of 6 companies in the first tier, 12 companies 
in the second tier, and 18 listed companies after removing abnormal data. Pearson correlation 
analysis, test results (detailed results omitted) all show that there is a significant correlation 
between MP and operating profit margin, which indicates that it is feasible to use market power 
to explain changes in profitability. Combined with the previous analysis, it can be seen that 
when the MP value of the enterprise is large, the operating profit rate is relatively high. From 
the perspective of the overall level of listed liquor companies, the operating profit rate increases 
with the increase of MP value, which indicates that the profitability of listed liquor companies 
increases with the increase of market power. It can be seen that the market power of listed 
liquor companies increases and the level of corporate profitability increases. It will also 
increase to a large extent. 
From the perspective of the length of market power, when an enterprise has long-term market 
power, the company has a greater chance of obtaining additional income, which will affect the 
profitability of the enterprise and enhance the profitability of the enterprise; at the same time, 
due to the long-term market power The impact time is long, so its profit level can be maintained 
in a relatively stable state for a long time, and the profit level fluctuation range is small. When 
an enterprise has short-term market power, the short-term market power does not directly 
affect its price strategy, but indirectly affects the price of its own products by affecting the 
production of other enterprises and the entry of potential entrants, thereby affecting the 
profitability of the enterprise ability. Since short-term market power is usually maintained 
between 2-3 years, its impact on the profitability level is relatively short, which leads to 
relatively large fluctuations in the profitability of the company when the company has short-
term market power. 

4. Conclusion and Recommendations 

Through the analysis of the operating conditions and financial data of listed liquor companies 
in my country from 2011 to 2020, it is concluded that there is a positive correlation between 



Volume 3 Issue 2, 2022 

DOI: 10.6981/FEM.202202_3(2).0022 

184 

Frontiers in Economics and Management 

ISSN: 2692-7608 

market power and profitability among listed liquor companies, and the strength of market 
power affects the profitability of enterprises Ability, the stronger the market power, the higher 
the profitability of the enterprise, and vice versa. At the same time, the length of market power 
affects the stability of the company's profitability. Under long-term market power, the 
company's profit level is relatively more stable. Under short-term market power, the company's 
profit level fluctuates relatively more. 
Although listed liquor companies are in the forefront of the industry in terms of production and 
sales, the market competition they face is still very fierce, especially some listed companies that 
suffer losses. Therefore, in order to improve the profitability of enterprises, enterprises should 
try their best to increase market power, especially long-term market power. If the enterprise 
only has short-term market power, then with the improvement of the production capacity of 
other enterprises or the entry of potential entrants, the losses incurred by the enterprise will 
offset the benefits obtained in the early stage, and the losses may even exceed the previous 
benefits. And long-term market power will cause other companies to follow their price strategy, 
so it will not cause their own profits to decline due to changes in other companies, but will gain 
additional companies. At the same time, enterprises should reasonably judge the type of market 
power they have. If an enterprise does not properly classify market power and misjudges the 
long-term market power possessed by the enterprise as short-term market power, the 
enterprise itself will not be able to obtain additional benefits by using market power; otherwise, 
when the enterprise misjudges the short-term market power it possesses as When it is a long-
term market power, if a company raises prices, it is likely to cause exaggeration of other 
companies and a large number of potential entrants to enter the market, disrupt the market 
balance, and cause fluctuations in its own profits. 
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