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Research EfiTHf5T

The Research Grants Council visits Shue Yan University

A=) SR L A

The Research Grants Council (RGC) visited Hong Kong
Shue Yan University (HKSYU) on April 25, 2018, to
familiarize themselves with the research activities
and research strategies of HKSYU and to monitor the
implementation of the on-going research projects
funded by the RGC.

The Competitive Research Funding Schemes for the Local
Self-financing Degree Sector, run by RGC, was launched
in 2013. In the past four rounds of applications, HKSYU
had been successful in obtaining funding for 29 research
projects, including two Inter-Institutional Development
Scheme (lIDS), two Institutional Development Scheme
(IDS) and 25 Faculty Development Scheme (FDS) projects.
The total research funding awarded to HKSYU adds up
to HK$ 28,250,720. (see table below)

HKSYU projects funded by RGC from 2014/15 to 2017/18
B AER 2014/15 - 2017/18 FEEEBIMARIER

Year 11DS 1IDS FDS Total
FE BRGHESE RORESE HEnEste A%

2014/15 - 1 9 10
2015/16 - - 5 5
2016/17 1 1 3 5
2017/18 1 - 8 9
Total

e 2 2 25 29

The RGC visiting team comprised 10 members and two
secretariat staff of RGC.

Poster presentations and PowerPoint presentation were
given to the visiting team by research projects’ principal
investigators. Projects’ investigators and their research
assistants also participated.

Senior management and selected department heads
of HKSYU attending the meeting with the visiting team
included Dr. HU Fai Chung, Deputy President, Professor
Catherine SUN, Academic Vice President, Professor
Selina CHAN, Director of University Research, Professor
David W. K. YEUNG, Head of Department of Business
Administration, Professor LEUNG Tin Wai, Head of
Department of Journalism and Communication, and
Professor CHEUNG Yuet-wah, Head of Department of
Sociology.
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A Poster presentation

EETEENEEER- A Demonstration of laboratory

equipment made by an IDS
member.
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Nonlinear Cointegration and Relevant Market Definition: A Study of

Grocery Markets

(Coinvestigated by Dr. LEE Shu Kam, Dr. WOO Kai Yin and Dr. SHUM, Paul Kwok-ching)

This research project is supported under the Faculty Development Scheme of the Research Grants
Council. Dr. LEE Shu Kam, Associate Professor, Department of Economics and Finance, is the Principal

Investigator of the project.

The grocery industry in Hong Kong has increased
its concentration over the last three decades. High
concentration may give rise to market power, which
in turn causes anti-competitive behaviours and high
grocery prices. But based on the theory of contestable
markets, high concentration may not necessarily result
in excessive market power. In his study, Dr. LEE and his
research team finds the existence of price co-movement
in Hong Kong grocery market is unlikely due to collusion
but market competition, and the benefit of one-stop
grocery shopping in supermarket chains can lower
transaction costs (including the costs of time spent,
search and transportation) and out-weight the higher

prices.

Competition authorities
in foreign countries have
recognised the usefulness of
econometric cointegration tests
in defining the relevant market

In an interview with Shue Yan Newsletter, Dr. LEE said
that the main objective of his study is to determine
whether competition in the Hong Kong grocery industry
is fit and proper by proposing a set of nonlinear price-
based cointegration tests that take transaction costsinto
account to increase the precision of anti-competition
decision making.

To assess the degree of competition in the grocery
industry, the common approach in the competition
policy literature is to first define the relevant market,
which identifies all substitutes that are competing in the
market. Fewer substitutes reflect a lack of competition
where sub-optimal productive and allocative efficiency
would likely occur as a result. Competition authorities
in foreign countries have recognised the usefulness of
econometric cointegration tests in defining the relevant
market and have used the test results to support policy
and court decisions.

However, accordingto Dr. LEE, the standard cointegration
tests previously adopted by the anti-competition
research studies do not consider transaction costs.

The existence of these transaction costs are however
important because if the potential gain from price
differentials of similar products does not outweigh the
transaction costs, the arbitrage process to equalize
the two product prices will not take place. Hence,
when the effects of transaction costs are ignored in
the standard cointegration tests, though these two
similar products are competing fiercely in a fit and
proper competitive market and their prices synchronize
closely, the testing results may still mistakenly
conclude that these two products are not competitive
substitutes. Their study overcomes this weakness of
the previous studies by embedding the transaction
costs into nonlinear price-based cointegration tests.
Most importantly, the standard cointegration tests
cannot distinguish whether the price co-movement is
attributable to market competition or collusion. They
argue that price co-movements may not necessarily
imply price competition but may be due to price
collusion. Compared with market competition, prices
under collusion would exhibit downward price rigidity
but quicker upward price adjustment.

| am happy that we have
developed a set of nonlinear
price-based cointegration
tests that take transaction
costs into account

After analyzing data on the price indices of supermarket
chains and non-supermarkets from January 1999
to December 2014, Dr. LEE and his team found the
empirical evidence of mutual competition to cut prices,
rather than collusion to raise prices in the Hong Kong
grocery industry. It indicates that despite the large
market concentration of the supermarket sectors, the
grocery industry as a whole is competitive.

“I am happy that we have developed a set of nonlinear
price-based cointegration tests that take transaction
costs into account and can be used to increase the
precision of anti-competition decisions.” Dr. LEE said.
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