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Abstract

The food system is most often viewed as an example of an industry that closely reflects a structure that is consistent with perfect competition.   While the perishability of food led to processing to preserve it value and expand the geographic scope of food markets, the supply is ultimately limited.  For many products, while processing may extent physical product life, emergence of close substitutes means the product remains economically perishable.  This paper considers the problem of pricing perishable, highly differentiated products and takes on wine as an example.  The paper begins with consideration of the salient features of wine, proceeds to build a model of optimal pricing of a spectrum of differentiated labels offered by a producer and considers that competing labels can be expected to react.  The model is extended to consider a three layer supply chain with optimal pricing by distributors and retailers.  Two entry scenarios considered are free and restricted entry.  Free entry implies close substitutes enter in response to positive profit margins.  However, when entry is restricted, margins may be maintained that allow for noncompetitive pricing.  The implications of perishability in this context are considered for pricing and margins.
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