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Abstract 

This paper examines the effect of the removal of a price cap on dairy products. Using a 

large sample of prices throughout Israel during the period 1999-2011, we find that 

during the three years following the removal, the prices of the uncapped products 

increased at double the rate of prices of products in the control group. We further use a 

model based on raw materials prices to show that following the removal, the price of 

the uncapped products rose by a rate of 4.6%-32.6% above the predicted price if the 

cap was not removed. The findings indicate that price cap regulation can be an effective 

method for regulating industries with significant market power. 

 

 

Acknowledgments 

I want to thank Saul Lach for his guidance and advice; Merav Yiftach from the price 

department of the Central Bureau of Statistics for help in obtaining and understanding 

the data; Avner Shlain, Daniel Roth, Barbara Ben-Ami and Todd Kaplan for their 

helpful comments. 

  



1 

 

1 Introduction 

In June 2011, the Israeli "cottage cheese protest" began. A Facebook group was 

launched, calling Israelis to boycott the cottage cheese produced by Tnuva (the biggest 

diary in Israel) because of its high price. The protest organizers claimed that since the 

removal of price cap regulation in 2006, the cottage cheese prices rose sharply, from 

cap price of 4.82 NIS to around 8 NIS. A few days later, the Facebook group already 

numbered more than 100,000 members leading to a sharp decrease in cottage cheese 

sales and prices (Crystal, 2011, Hendel, Lach & Spiegel, 2017). The "cottage protest" 

took an important role in igniting the subsequent "tent protest" against housing prices, 

bringing almost 500,000 protesters (about 6.5% of Israel's population) to the streets. 

At the time of price cap removal, the Ministry of Agriculture claimed that there 

was no fear of monopolistic price-setting, but following the protest, on September 2012, 

the state comptroller issued a report saying that the regulation removal "severely 

damaged the consumers' economic interests and their confidence regarding 

governmental decision making" (State Comptroller, Israel, 2012). A year later, in 

January 2014, two dairy products (whipped cream and soft white creamed cheese) were 

put back under price cap (Hayut and Weissman, 2013).   

Hendel, Lach & Spiegel (2017) show that the protest and the boycott it initiated 

significantly increased the own and cross elasticities of demand and significantly and 

long lastingly decreased the price of cottage cheese. Surprisingly, they find the price 

dropped even further than the level implied by the post-protest demand elasticities. The 

writers explain this by the firms' concern of another protest that could spill over to other 

products and/or lead to reimposing a price cap. As we will further show, this price 

decrease occurred after a few years of price rises that followed the cap removal. 

Therefore, the question we address in the following paper is – did the dairy products 
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prices uncompetitively rise due to the removal of the price cap rather than as the result 

of increasing costs?  

The Israeli dairy market was historically planned and regulated. Milk is produced 

by several hundred dairy farms throughout Israel; all of which receive the same 

regulated price for a liter of raw milk. The raw milk is sent to three large dairies and 

several small ones producing almost all the country's dairy consumption. The raw milk 

production is subject to entry regulation, but there is free entry at the dairy level. 

Alongside, dairy products carry high custom taxes to protect the local dairy producers. 

Most dairy products were under price cap regulation until the end of the 1990s. 

After the year 2000, only a small number of dairy products remained under a price cap. 

Most of these products were also deregulated during the years 2006-2009. The main 

argument supporting the deregulation was that there is enough competition in the 

product's production. For example, on August 2007, the ministry of agriculture 

announced the cap removal of four milk products following the price committee1 

recommendation: "after being convinced that the competitiveness level in these 

products production is high enough and there is no fear of monopolistic price setting" 

(Yurista, 2007). All the deregulation announcements were of a similar formulation. The 

process of these price cap regulation removals provides us with a series of events for 

studying the deregulation effect. The deregulated products were not randomly chosen 

as we would do in a controlled experiment, but still, it makes sense to assume that since 

they were chosen by the price committee for being competitive enough, then a random 

assignment would only amplify the results.  

We use monthly, store-level price data for seven products sold in several stores 

in Israel during 1999-2011. Using this data, we estimate the effect of price cap removal 

                                                 
1 A ministry of agriculture and ministry of finance joint committee. 
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on the products' prices. The identification strategy consists of three different techniques. 

First, comparing the "uncapped" group price behavior to itself. Since the products were 

deregulated at different dates, we can compare the deregulated products to the ones still 

under regulation. Second, comparing the price behavior of the "uncapped" group to that 

of a control group of products that were not "treated" (either remained capped or never 

capped).  The third approach uses an econometric model for controlling the effect of 

raw milk price, food industry monthly wage, and a store fixed effect on the prices of 

the products. After controlling these effects, the rest of the products' price change 

following the cap removal date is attributed to the removal act.   

The proper and continuous supply of the products before the cap removal allows 

us to conclude that their prices were above long-term marginal costs. Since the dairies 

have free entry and exit from production, and since throughout the whole period, only 

very rarely was there any shortage in the regulated products' supply, we can deduce that 

production was profitable and the price cap was above the long term production costs.2 

As we will show, the cap removal was followed by a significant price rise implying the 

use of market power by the producers to raise the prices above the competitive price. 

Combining the evidence, we can conclude that the regulation was efficient, according 

to Joskow and Rose's (1989) definition.3 

Our main empirical finding is that the prices of products that were uncapped 

during 2006-2007 rose by 18%-35% above their predicted price between the removal 

date and April 2011. We calculate the predicted price as if the cap remained valid using 

an econometric model to control for the change in raw milk price and wages in the food 

                                                 
2  A search through the media archives for the period 1999-2009 led to no evidence of a serious 

shortage. 

3 Joskow and Rose (1989) define efficient price regulation as one setting the price above the production 

costs and below the price set without the regulation. 
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industry. These findings stand in contrast to the control group prices that were not 

deregulated during that period.4 Most of the control group prices were not significantly 

different from the prediction of the econometric model. 

A plausible explanation for the price rise is that, despite the Ministry of 

Agriculture's proclamation, there is a low competitiveness level in some of the dairy 

industry's products. As Armstrong Cowan and Vickers (1994, p. 358) suggest, 

liberalization is far from being sufficient for achieving the benefits of competition. The 

low level of competition allows the few producers in the unregulated market to charge 

a high markup above the production costs. During the time of the regulation, this 

markup was restricted, but it was reached after the deregulation. For some of the 

products, like UHT milk, there remained a close substitute under regulation, thus 

restricting the price rise. 

It is important to note that these results are limited to the specific industry and 

time conditions. However, since industries with market power are a rising concern,5 the 

results might garner interest among Industrial Organization researchers and 

policymakers. Price cap regulation is a common regulation tool for the public utility 

industries (Cowan, 2002), but it is much less popular in the retail sector.6 Our research 

results suggest that in the case of retail products with market power in production, a 

price cap might be an effective regulatory tool. 

The results of this paper contribute to the deregulation literature as well as the 

market power literature. While most models of market power pricing predict price rise 

                                                 
4 Two of the products remained under cap and two were not regulated throughout the whole period. 

5 See for example De Loecker & Eeckhout (2017) 

6 This is true for researchers (Motta, 2004) as well as government officials (Trajtenberg committee 

report (2011 p. 166) and based on talks with officials in the Israeli pricing committee and Antitrust 

authority). 
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after price cap removal, only a few empirical works find evidence to a price rise in retail 

sectors. Furthermore, price cap is usually considered undesirable regulatory practice 

while in our case, it is shown to be efficient.  

The rest of the paper is organized as follows: Section 2 surveys some of the 

relevant literature in the field and its prediction on the cap removal impact. Section 3 

presents the price data and some preliminary descriptive statistics. Section 4 presents a 

comparison between the uncapped group and the control group. Section 5 describes a 

simple econometric model whose results are presented and discussed in section 6. 

Conclusions close the paper. 

  

2 The Impact of Cap removal on Prices 

The predicted effect of price capping and price cap removal can vary greatly depending 

on the model used for prediction. To choose the proper theoretical model, we need to 

investigate the characteristics of the Israeli dairy industry. 

The dairy production chain is composed of many regulated raw milk producers 

supplying the raw milk to three large dairies and several small ones, later marketing 

their products through a large number of retailers to the consumer. This structure directs 

us towards both oligopolistic theory and search theory.  

As surveyed by Shapiro (1989), the static equilibrium in an oligopolistic industry 

can be the Bertrand or Cournot equilibrium. The specific Cournot equilibrium 

characteristics depend on the number, size, and other properties of the producing firms. 

Widening the perspective to repeated games, adds many possible equilibrium prices, 

including those many times as high as the monopoly price. Shapiro claims that the 

Cournot equilibriums are closer to the empirical results. Indeed, many of the empirical 
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studies surveyed by Bresnahan (1989) point out that industries with market power use 

it to set a higher than competitive price.  

Hence, from the oligopolistic perspective, if the government sets a maximum 

price (cap) lower than the "imperfect market price" and equal or higher than the 

production costs, we expect (1.) No shortage in the supply of the products. (2.) 

Removing the cap will result in price rise to the "imperfect market price". As shown by 

some papers, this is not always the case. Several papers on deregulation (price and entry 

deregulation) showed that cap removal could also lead to a decline in prices (Rose, 

1985, Bailey, Graham & Kaplan, 1985, Knittel & Stango, 2003, Sen, Clemente & 

Jonker, 2011, Genakos, Koutroumpis, & Pagliero 2018). 

The search equilibrium framework offers an interestingly different perspective. 

These models assume many firms with the same production costs and obtain a price 

disperse equilibrium. Some papers suggest that removing the price cap could result in 

a price decline (Fershtman and Fishman, 1994, Armstrong, Vickers and Zhou, 2009).  

While the oligopoly models are adequate for the dairies structure, the retail 

market, with many retailers and a price dispersion (Lach, 2002) may be described better 

by search equilibrium models. 

The ambivalence of the predictions offered to us by the theory suggests a further 

look at the data for a better understanding of the price cap removal impact on prices. 

3 Description of the Data 

To measure the impact of price cap removal on dairy product prices, we obtained price 

data on the dairy products that were uncapped during 2006-2009. Of the ten uncapped 

products, we chose seven for the analysis – 5% Cottage cheese, "Dani" and "Milky" 
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puddings, "Gush Halav" and "Gilboa" hard cheeses, UHT milk, and 38% Cream.7 The 

data set consists of price quotations obtained from retail stores by the Central Bureau 

of Statistics (CBS). Once a month, the CBS samples prices on a variety of goods from 

a sample of stores and uses them to compute the monthly consumer price index. 

The data received from the CBS contained price quotations from January 1999 to 

December 2011.8 We present the whole period in the graphs throughout the paper but 

to avoid the consequences of the "Cottage Cheese Protest" on some of the prices of the 

products we econometrically estimated only the period of January 1999 to April 2011.9 

This period is assumed enough to see the long-run price behavior before the cap 

removal and 2-5 years of price behavior after the cap removal. A relatively long period 

after the cap removal is important because, as we will show, the prices did not react 

immediately and sharply to the cap removal but moderately and over time. 

The data received from the CBS was divided into product's files. Each product 

file has a store and city identifier, a nominal price quotation observed during the month, 

information on the manufacturer, brand, size, weight, fat, and other relevant attributes 

of the product. Thus, a “single” product file includes data on different varieties of the 

product in terms of the product’s attributes (manufacturer, brand, weight, packaging, 

etc.). For simplicity, we chose a specific brand produced by a single firm. The products 

attributes were used to ensure that the prices refer to the same product across stores as 

far as the product's physical properties.  

                                                 
7 Cottage 5% and cottage 9% were both uncapped but their prices behave practically the same way so 

only 5% was analyzed. The two other products – unsliced "Tal Ha'emek" fat cheese and fresh cream, 

did not have enough data to analyze.  

8 1999 is the earliest date for which data can be accessed in the CBS computers. 

9 Many of the big food producers in Israel performed unusual price cuts due to this protest that 

confound the effect of the price cap removal. 
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Since Tnuva is the largest dairy in Israel, holding about 70% of the market share, 

most of the specific products chosen for the work were of its production. "Milky" and 

"Dani" are an exception, produced by Strauss dairy and leading their category. 10  

As a control group we used four products that were not "treated" during the 

period. Two of them are still under cap today – sour cream and milk in a plastic bag. 

The other two were uncapped during the 90's - chocolate milk in a bag and "Bulgarit" 

- a kind of feta cheese. The last two were chosen because they are similar in production 

costs to some of the seven products but are not substitutes to any of them, so we expect 

the cap removal to have no cross effect on their prices. 

The sample structure varies over the years, new stores are added, and others are 

removed. When a product is not available at the time of the CBS surveyor visit, it is 

assigned a missing value or replaced by a substitutable product - one time, or 

permanently. Since we chose only a specific brand, size, and firm, we excluded the 

substitutable products from the analysis. 

Table 1 presents the products names, producers, number of stores quoted, number 

of quotations, date of cap removal, average price, average standard deviation and price 

rate of change a year before and after the removal. A total of 21,926 monthly price 

quotations were obtained for the "uncapped" group and 14,642 for the control group. 

The Gilboa and Bulgarit products have a relatively small number of price quotations. 

The conclusions regarding these products should, therefore, be taken with some 

caution. 

The data regarding the cap removal date is obtained from the different 

announcements by the Ministry of Agriculture. One product was uncapped in July 

2006, four on August 2007, one on May 2008 and one on June 2009. Naturally, the 

                                                 
10 For further details, see the appendix. 
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control group has no removal date. For part of the analysis, we placebo-treated it as if 

it was uncapped in August 2007, as most of the uncapped group. 

Before the cap removal, the lowest priced product is Strauss' "Dani" (1.65, the 

prices are all nominal and in NIS11), and the highest is "Bulgarit" cheese for the control 

group (15.83) and "Gush Halav" cheese (10.33) for the "uncapped" group. The prices' 

standard deviation ranged from 0.06 to 0.82. The prices indicate that 95% of the stores' 

prices are distant 6%-12% of the average price. (Dani (20%) and Chocolate milk bag 

(27%) are exceptions. 

The price rate of change in the year before the cap removal ranges between -

1.6%-2.4%. Chocolate milk (6.6%) is an exception from the control group, and UHT 

milk (10.5%) is an exception from the "uncapped" group.12 

Explanatory variables: 

Raw milk price, as set by the Ministry of Agriculture and the food industry average 

monthly wage, as published by the CBS will be used in the econometric model as 

explanatory variables for the prices of the products. Further below will be shown that 

the two variables capture a big part of the variance in prices. 

The raw milk price is usually set by the ministry of agriculture every quarter 

according to the milk costs of production in the previous quarter (Cattle food prices, 

wage level, and several other factors). 

Figure 3 presents the raw milk set price and the average monthly wage in the food 

industry. Focusing on the year of 2007, we can see that the raw milk price rose 

significantly. This rise will play an important role in the following discussions. The 

                                                 
11  One NIS equaled 0.28 USD in January 2011. 

12 The year before the UHT milk cap removal was the year of 2007 that will be further discussed in the 

following sections. 
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main reason for the raw milk price rise was a world rise in staple food prices such as 

corn and wheat, which are a big part of the cows' diet. 

We assume both variables are exogenous. Raw milk prices are determined by the 

government according to production costs. Wage is determined across all of the Israeli 

food industry or even the whole Israeli economy, so it is also fair to assume exogeneity. 

4 Preliminary Descriptive Data  

Figure 1 displays the seven products monthly average price. In all the products 

on the figure, the average price follows the price cap very closely. Many times, some 

of the stores are not obeying the cap, selling above the cap price. Sometimes, even the 

average price goes a little above the cap. All the products present a significant price rise 

following the cap removal, and generally, the price trend is rather flat before the cap 

removal whereas after the removal it shows a constant rise (until June 2011, the cottage 

protest). 

A price rise after the cap removal is strong evidence but still insufficient to claim 

causality. The ideal experiment would be to compare the prices before the cap removal 

with the prices after the cap removal, holding all relevant factors equal. Relevant factors 

that could change throughout the period are production factors prices, technology, 

products characteristics, demand, competitive environment, management policy, and 

other unknown factors. As shown in Figure 3, the raw milk price and food industry 

average wage indeed change during the studied period. 

To control for the different factors and identify the effect of cap price removal, 

we use a few methods. First, since not all the products were uncapped at the same time, 

they are used as a basic control group for most of the above factors in the appropriate 

periods. Second, we add a separate control group. The group contains four products, 

two of them remained under cap regulation to this day, and two were not under 
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regulation at the relevant period. Assuming the control group products are subject to 

the same relevant factors, the difference between the "uncapped" products price change 

and the control group's price change can be referred to the impact of the cap removal. 

The third method will be an econometric model that will account for the price change 

of the major production factors – labor and raw milk.  The model which will be 

presented in the next section, allows us to predict what the price would have been had 

the cap not been removed. 

Table 2 and Figures 1 and 2 allow us to compare the price behavior of the different 

products. The average quarterly price change of the uncapped products three years 

before the cap removal was 0.4% while after the cap removal, the average price rise 

was 2.1%. An exception is the UHT milk, which will be discussed later. For 

comparison, we looked at the average quarterly price change of the control group. Three 

years before August 2007, the average quarterly price rise of the control group is 0.6%. 

Three years after August 2007, it is 1%. Also a rise, but more moderate. 

The first product that was uncapped during our analysis period is the Cottage 

cheese, that was uncapped in the third quarter of 2006. In the following three quarters,13 

the price rose by approximately 4%. The other product's prices in both groups 

("uncapped" and the control) changed by (-0.3%)-1%.  On the third quarter of 2007, 

four products were uncapped – Gush Halav, Gilboa, Milky, and Dani. In the following 

three quarters its price rose by 14.5%-19.7%. The Cream and UHT milk prices that 

remained under cap rose by only 7%-8.6%,14 and the control group's prices rose at that 

period by 4.5%-14.3%. The main reason for the price rise of all the products is the raw 

                                                 
13 We use three quarters because in the fourth quarter, four more products were uncapped and then are 

harder to compare. 

14 UHT milk was uncapped at the end of May 2008, so it was uncapped for a month of this period, but 

is still considered regulated for our comparison. 
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milk price rise during the second part of 2007, as shown in Figure 3. UHT milk was 

uncapped in the second quarter of 2008. Three quarters after the cap removal, its price 

rose by 3.5%. The price of Cream changed by -1% during this period, and the control 

group prices changed by 0.5%-4%.15 Cream was the last product to be uncapped in the 

second quarter of 2009 and is an exception to the other products price behavior. Three 

quarters after the cap removal, its price rose by 0.2% while the control group prices 

changed by (-0.2%)-4.3%.16 

Therefore, we have shown that most of the products' prices rose after the cap 

removal more than the reference products' prices in its group and the control group. In 

the following sections, we will try to quantify the price rise above the regulated price 

using an econometric model. 

5 Empirical Framework 

The econometric model aims at estimating the difference in price behavior before and 

after price cap regulation removal. For the period before the cap removal, we assume 

that the price cap is set as a percentage markup above the costs as calculated by the 

regulator.17 As we have shown in the preliminary descriptive data, the consumer prices 

are very close to the price cap. 

Assuming the following marginal cost function and designating R as a markup 

above the product's production cost we have  

𝑃 = 𝑅 ×𝑀𝐶 = 𝑅 ×𝑊𝛽1𝑃𝑚
𝛽2 (1) 

                                                 
15 Three of the control group products changed by 0.5%-1.2%. The Chocolate milk price rose by 4.3%. 

16 Again, three of the control group products changed by (-0.2%)-0.3%. The Chocolate milk was an 

exception.  

17 Based on talks and E-mails with the price control departments in the Ministry of Agriculture and the 

Ministry of Industry, Trade and Labor. 
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where P is the product price set by the regulator, W is the monthly wage in the food 

industry, and  Pm is the price of a liter of raw milk as set by the government.18  

Using a natural log on both sides will allow us to estimate the equation using 

linear regression. We assume a constant markup before the cap removal.19 Therefore, 

to account for the effect of the cap removal, we will use quarter dummies for every 

quarter starting from the removal date.  

The resulting empirical model is: 

𝑙𝑜𝑔𝑝𝑖𝑡 = 𝛼 + 𝛾𝑖 + 𝛿𝑡 + 𝛽1𝑙𝑜𝑔𝑤𝑡 + 𝛽2𝑙𝑜𝑔𝑃𝑚𝑡 + 휀𝑖𝑡 (2) 

where 𝑝𝑖𝑡 is the price of a product (Milky, Cottage, etc.) in store i on month t, 𝛼 is the 

product constant effect, 𝛾𝑖 is the fixed effect for the store i, 𝛿𝑡 are quarterly dummies 

(differs for each quarter after the cap removal) and 휀𝑖𝑡 is the error term for store i on 

month t.20 The equation is estimated separately for each product. 

Equation (2) is taken to the data to estimate 𝛿𝑡, the quarterly dummy variables 

coefficient. It represents the effect of the cap removal for each quarter, holding constant 

the production factors price effects and the fixed effects. 

6 Empirical Results 

The use of the model presented in the previous section allows us to "predict" what the 

prices might have been had they not been cap removed. As we will show in the 

following section, while the price of a 250 grams cottage container in April 2011 was 

on average 6.94 NIS, its predicted price had the cap remained operating was 5.37 NIS, 

a 29% difference. A Milky container during the same month was sold for 3.10 NIS 

                                                 
18  While linear cost function is more intuitive, we found that this function captures the data closer. The 

results are robust to a change in the cost function.  

19 This assumption will be removed in the robustness tests. 

20 i = 1…N, t = 1999:1…2011:4. (N – number of stores quoted for the product) 
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while under the cap its price was supposed to be 2.19 NIS, a 41% difference.21 As we 

will show, the model is well justified both by its ability to predict all the products prices 

before the cap removal and by its ability to continue and predict the control groups' 

prices after June 2007. 

Table 4 presents the estimates of the parameters in equation (2) from January 

1999 to April 2011. We treat the four control products as if uncapped in August 2007 

for a similar reference.22 All the raw milk coefficients (𝛽2) are positive in a 1% 

confidence level. These coefficients indicate that a 1% rise in the raw milk price is 

correlated with a 0.12%-0.76% rise in the product's price. Only part of the wage 

coefficients (𝛽1) are significant at a 1% confidence level, but none is significantly 

negative, and all the significant coefficients are between 0 and 1. 

Figure 4 presents the products' monthly average price (blue, continuous) and the 

predicted average price (red, dashed). The predicted price is calculated using the 

production factors prices and Table 4's coefficients holding the quarterly dummy 

variables equal to zero.  

The model's ability to predict the price, had the cap not been removed, is 

supported by two separate methods. First, the model provides a good price prediction 

of all the products prices before the cap removal. Table 4 presents the R squares, and 

Figure 4 presents the resemblance between the predicted price line and the actual price 

line. The second method is the model's ability to continue and predict the control 

groups' prices after August 2007, as shown in Table 4 and Figure 4. The small and 

sometimes insignificant coefficients of the control products quarterly dummies in Table 

4 indicate the small distance between the predicted and the actual price after August 

                                                 
21 As shown in Table 5. 

22  This means that the quarterly dummies 𝛿𝑡 are added to the estimation starting August 2007.   
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2007. Figure 4 indicates the small distance between the red predicted and blue actual 

lines of the control products prices after August 2007. This evidence strengthens the 

assumption the after taking the two production factors prices into consideration, the rest 

of the differences between the predicted and the actual prices can be referred to the 

impact of the cap removal. 

In Section 4, we showed that both the uncapped products and the control group's 

prices rose significantly during the year 2007. Using the prediction data we can now 

see that while it predicts the control group's prices closely after June 2007, there is a 

major difference between the actual prices of the seven uncapped products and the 

predicted prices "had the cap not been removed". That is, according to the model, most 

of the price rise in the period after the cap removal is referred to this action and not to 

the rise in production factors prices.  

Table 4 and Figures 5-6, further quantify the difference between the prediction 

and the actual price. Because of the log-linear structure of the dummy variables, the 

coefficient value represents the percent of which the actual price is above the predicted 

price. In Figure 6, again, we simulated a placebo cap removal. We estimated equation 

(2) as if the four control products were uncapped in August 2007. 

The two figures present the price rise in the uncapped products and the relative 

stability of the control group's prices relative to the prediction. From the time of the 

removal to April 2011, the prices of the five products that were uncapped during 2006-

2007 rose 18%-35% above the price predicted had the cap not been removed. The prices 

of three of the control group's products stayed within a small range from the predicted 

price throughout the whole period. Four years after the placebo removal, the price 

difference is not statistically different from zero. The Bulgarit price is higher than the 

predicted price but much less than the above five products. 
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 Cream was uncapped only in 2009, so it has a smaller period after the removal. 

The data presented shows only a minor rise. Looking at the period after April 2011, we 

can see a sharp rise in the price of cream that was not taken to the estimation. The rise 

is partly attributed to changes in the packaging, so the cap removal effect is hard to 

identify.23 

UHT milk and Gilboa cheese show an interesting difference. As Table 4 and 

Figure 5 presents, UHT milk rose above the predicted price by a smaller percentage 

than the rest of the products in the uncapped group: 3.4% versus 17.7%-32.6% in the 

other products after three years without the cap. A possible explanation is that UHT 

milk has a very close substitute in the form of fresh milk in a box that remained under 

cap regulation. A close substitute can create high elasticity of demand that prevents 

oligopolistic producers from raising the prices. While this is a possible explanation, the 

Gilboa cheese presents an opposite challenge. Its price rose by 24.8% above the 

predicted price three years after the cap removal, even though it has a very close 

substitute subject to price cap – a Gilboa unsliced cheese (usually sliced for free in the 

store's deli). A possible explanation could be that buying the unsliced cheese requires 

standing in line at the deli. A different explanation can be that the consumers are 

unaware of the differences in price (Peleg-Mizrahi, 2008). The difference between UHT 

milk and Gilboa cheese behavior might be explained by the difference in the consuming 

population. Gilboa cheese is mainly bought by households while UHT milk, by 

businesses. If the businesses are more price sensitive (maybe they search more for the 

                                                 
23 At that period, a plastic easy closure was added to the package, so it may be taken as a reason. The 

same supplement for the fresh milk boxes in 1997 showed a similar price rise (Dovrat, 1997). This rise 

took place while the product was subject to price regulation.  
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lower price or alternatives like the fresh milk), then we can expect a smaller markup by 

the producers. 

Milky is also interesting to note. Figure 5 indicates that its price rose higher above 

the predicted price relative to the other products in its group. Its price rose by more than 

35% above the predicted price while the other products prices hardly even reached 30%. 

The difference in price rise might be explained by the lack of substitutes for the product. 

Strauss dairy produces almost all milk puddings with whipped cream. Milky brand 

controls 97% of this specific and very popular market. 

 

Robustness test 

In the empirical framework section, we assumed that the producers' markup above the 

marginal costs is constant during the period before the cap removal. Table 6 and Figure 

7 present the results of estimating equation (2) adding quarterly dummy variables for 

three years before the cap removal. This supplement allows the markup to change 

during the period. As presented in Table 6, almost all of the dummy variables 

coefficients before the cap removal are insignificantly different from zero, even at a 

10% confidence level. Some of the coefficients are significantly different from zero but 

still are rather small. Figure 7 presents the strong contrast in the coefficients value 

behavior before and after the cap removal.  

The control group products show more sensitivity to the above change. While not 

high, most of the fresh milk and bag of chocolate milk coefficients are significantly 

positive. All the Bulgarit cheese estimated coefficients change, adding the 12 dummy 

variables before the cap removal. A possible explanation is that the Bulgarit data is only 

available since July 2001, and even then, there is a relatively small number of price 

quotations. 
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7 Conclusion 

In this paper, we examined the impact of price cap removal on the prices of seven 

dairy products in Israel. We used monthly CBS price quotations recorded during the 

period 1999-2011. The price cap was removed in several different dates during the 

period allowing for a series of natural experiments testing for the impact. We base the 

impact's identification on three methods; comparing the uncapped products price 

behavior to products that were uncapped later, comparing the uncapped products price 

behavior to that of a control group's products and comparing the actual prices to prices 

predicted by an econometric model "had the cap not been removed". 

Our main finding is that the uncapped products' prices rose significantly more 

than the prices of the products in the control group and in comparison to the prices 

predicted by the econometric model. The five products that were uncapped during the 

years 2006-2007 rose by 17.7%-32.6% above the predicted price during the three years 

after the cap removal. The prices of the two products that were uncapped during 2008-

2009 rose in a significant but much smaller rate of 4.6%-8.7% above the predicted price 

during the seven quarters after the removal.  These findings are consistent with some 

parts of the oligopolistic theory as surveyed by Shapiro (1989) indicating a market 

power for firms in a concentrated market. These findings are inconsistent with the part 

of the search models predicting a price decline after a cap removal (Fershtman and 

Fishman, 1994; Armstrong et al., 2009). 

The price rise is not homogenous. The prices of products that were uncapped 

during 2006-2007 rose far more than those of the products that were uncapped during 

2008-2009. This difference can be the result of a difference in the elasticity of demand 

for the products or other unobserved product or market characteristics. Additional 

research is required to verify the reasons for the difference. 
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Of course, the results are limited to the specific products in the dairy industry at 

a specific time. However, they strengthen the possible effectivity of price cap regulation 

in commodities produced by industries that are not competitive enough due to various 

reasons. Additional research over other industries that were uncapped during the past 

few years may shed more light on the field. 
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Table 1 - The products 

 

 

Table 2 - Average price change per quarter 

 
 

Product Producer Stores Obs Cap Removal date Year before Year after Year before Year after Year before Year after

Cottage Tnuva 56 3035 30/07/2006 4.83 5.01 0.20 0.29 -0.9% 5.3%

Gush Halav Tnuva 73 5232 08/08/2007 10.33 11.59 0.31 0.54 1.2% 18.6%

Gilboa Tnuva 13 765 08/08/2007 9.66 10.71 0.59 0.35 2.4% 17.2%

Dani Strauss 39 1885 08/08/2007 1.65 1.85 0.17 0.16 1.1% 19.4%

Milky Strauss 38 2207 08/08/2007 2.06 2.41 0.06 0.11 2.0% 22.7%

UHT Milk Tnuva 75 4815 27/05/2008 6.00 6.47 0.29 0.31 10.5% 3.4%

Cream Tnuva 68 3987 14/06/2009 6.75 6.72 0.32 0.41 -1.6% 2.5%

Average 0.28 0.31 2.1% 12.7%

Fresh Milk Tnuva 79 5315 still under cap 4.26 4.71 0.13 0.20 0.5% 17.7%

Sour Cream Tnuva 79 5337 still under cap 1.95 2.10 0.06 0.07 0.2% 10.8%

Choco Bag 3 Dairies* 38 2804 not under cap 2.00 2.03 0.27 0.10 6.6% 2.5%

Bulgarit Tnuva 44 1186 not under cap 15.83 18.05 0.82 0.62 0.6% 17.9%

Average 0.32 0.25 2.0% 12.2%

* - Tnuva, Tara, Yotvata

Avg Price Avg Std Price rate of change
N
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Cottage Gush Halav Gilboa Milky Dani UHT Milk Cream* Average Fresh Milk Bulgarit Sour Cream Choco bag Average

AVG 3 Years before 

cap removal 0.3% 0.2% 0.2% 0.2% 0.4% 0.8% 0.4% 0.4% 0.6% 0.6% 0.1% 1.3% 0.6%

AVG 3 Years after 

cap removal 2.1% 2.4% 2.5% 2.9% 2.5% 0.6% 2.0% 2.1% 1.0% 1.3% 0.6% 1.3% 1.0%

2003Q1 -1.6% 0.0% -0.3% -2.2% 0.3% 0.0% 0.2% 0.2% 0.5% 0.7% -0.1%

2003Q2 1.4% 0.0% -0.4% -0.1% 0.2% 0.2% 0.0% 0.3% 0.1% -0.3% 0.0%

2003Q3 0.6% 0.2% 1.0% -0.6% 0.5% 0.1% -0.1% -0.2% 0.4% 0.4% 0.8%

2003Q4 -0.3% 0.0% 0.0% -0.8% -0.2% 0.3% 0.1% 0.1% -0.2% -0.1% -0.5%

2004Q1 -0.2% -0.4% 1.1% 0.0% -0.5% 0.7% -0.1% 0.0% 3.3% 0.0% -0.2%

2004Q2 1.7% 0.9% 1.4% 0.6% 1.6% 1.5% -0.4% 1.5% 1.9% 0.7% 1.6%

2004Q3 -0.3% 0.3% -0.7% 0.3% 0.7% 0.4% -0.1% 0.5% 0.6% 0.9% 0.5%

2004Q4 0.4% 0.2% 0.2% 0.1% -0.2% 1.0% 0.5% 0.1% 0.7% 0.0% 0.4%

2005Q1 0.6% 0.4% 3.1% 0.2% 2.0% 0.5% 0.1% 2.4% 2.1% 0.1% 2.2%

2005Q2 0.8% 0.7% -0.5% 0.6% 2.1% 1.1% -0.2% 2.0% 2.8% 0.3% 1.5%

2005Q3 0.0% 0.4% -1.5% 0.9% 1.3% 0.2% -0.4% 0.8% 0.7% 0.4% 1.4%

2005Q4 0.5% -0.4% -0.2% -0.7% 1.0% 0.7% -0.5% 0.0% 1.9% -0.2% 1.5%

2006Q1 -1.4% 0.4% 0.7% -0.4% -1.5% -0.3% 0.6% 0.2% 2.3% 0.1% 1.3%

2006Q2 1.6% -0.1% -0.8% 0.6% -0.9% 0.1% 0.0% -0.1% -5.2% 0.1% -0.1%

2006Q3 0.4% 0.5% 0.9% 0.0% 0.6% -0.1% -0.7% 0.4% 4.6% -0.3% 0.0%

2006Q4 1.9% 0.5% 0.8% 0.9% 0.8% 0.0% -0.2% 0.7% -1.4% -0.1% 0.2%

2007Q1 0.9% 0.1% -0.3% 0.5% -1.5% 0.1% -0.2% 0.0% 0.2% 0.2% 4.1%

2007Q2 1.1% -0.1% 0.5% -0.2% 0.0% 0.6% 0.1% 0.1% -1.8% -0.3% 2.0%

2007Q3 2.6% 1.5% 1.5% 3.4% 2.9% 1.6% -0.1% 1.2% 5.7% 1.8% -2.5%

2007Q4 8.0% 7.8% 5.2% 11.6% 6.5% 3.4% 2.1% 6.1% 7.3% 4.1% 0.0%

2008Q1 3.3% 3.3% 5.1% 2.0% 2.7% 2.4% 2.9% 3.8% 3.5% 2.7% 0.1%

2008Q2 4.1% 4.9% 3.8% 5.3% 6.4% 2.6% 1.9% 3.8% 3.0% 1.7% 4.5%

2008Q3 0.9% 3.2% 3.1% 0.6% -0.1% 2.1% -0.5% 1.0% 1.2% 0.2% 2.3%

2008Q4 -0.6% 1.7% 1.6% 3.1% 3.2% 1.1% -0.6% 0.0% 0.2% 0.1% 0.7%

2009Q1 0.2% 0.2% 0.0% 2.7% 1.1% 0.2% -0.1% -0.5% -0.2% 0.5% 1.4%

2009Q2 0.3% 0.0% 0.0% 1.5% 1.7% -0.2% 0.0% -0.5% -1.8% -0.3% 1.7%

2009Q3 2.9% 2.6% 4.6% -0.1% 0.1% 1.0% -1.1% -1.1% 2.8% -1.4% 4.2%

2009Q4 1.4% 1.7% 0.5% 2.9% 1.7% 0.4% 0.4% -0.5% -0.3% 0.0% -0.5%

2010Q1 1.3% 0.5% 0.9% 2.5% 1.4% -0.1% 1.0% -0.5% -2.1% -0.3% 0.7%

2010Q2 -0.3% 1.8% 2.7% 1.7% 3.2% 0.6% 0.1% 0.0% -6.5% 0.0% 1.6%

2010Q3 3.4% 1.0% 2.4% 0.7% 1.4% -0.6% 1.8% -0.1% 7.9% 0.0% -0.7%

2010Q4 3.5% 2.4% 0.8% 0.9% 2.1% 0.5% 1.1% -0.7% 2.0% 0.0% 1.8%

2011Q1 2.3% 2.1% -1.5% 3.0% 3.7% -0.4% 0.5% -0.3% -0.7% 0.0% 2.1%

2011Q2 -1.8% 1.7% 1.8% 2.8% 2.7% 4.7% 2.7% 1.9% 3.7% 0.0%

2011Q3** -18.9% 2.6% 0.7% 4.7% 4.2% 10.3% 0.8% 2.1% 5.6% 3.2%

2011Q4** 2.0% -5.0% -14.7% 0.0% -0.9% 1.6% -0.2% 1.6% 0.1% -0.3%

* The Cream average price after the cap removal includes only 10 quarters.

** The last quarters of 2011 include the cottage protest effects.

The grey backgroung marks the cap removal quarter.

The control products' "3 year average before and after" is calculated as if it was cap removed on August 2007.
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Table 3 - Average standard deviation per quarter 

 
 

Table 4 – Cap removal quarterly effects as estimated by equation (2) 

 

 

Cottage Gush Halav Gilboa Milky Dani UHT Milk Cream* Average Fresh Milk Bulgarit Sour Cream Choco bag Average

AVG 3 Years before 

cap removal 0.17 0.14 0.51 0.24 0.05 0.29 0.31 0.25 0.67 0.12 0.11 0.04 0.24

AVG 3 Years after 

cap removal 0.31 0.17 0.37 0.60 0.17 0.32 0.47 0.35 1.02 0.16 0.19 0.11 0.37

2003Q1 0.17 0.03 0.10 0.09 0.06 0.16 0.15 0.23 0.06 0.05 0.07

2003Q2 0.15 0.03 0.00 0.08 0.07 0.16 0.17 0.20 0.09 0.06 0.04

2003Q3 0.11 0.04 0.21 0.12 0.06 0.15 0.19 0.19 0.08 0.09 0.04

2003Q4 0.14 0.04 0.21 0.10 0.03 0.16 0.15 0.27 0.07 0.08 0.03

2004Q1 0.16 0.03 0.37 0.18 0.03 0.18 0.13 0.27 0.06 0.06 0.04

2004Q2 0.14 0.05 0.47 0.14 0.03 0.20 0.17 0.51 0.05 0.06 0.04

2004Q3 0.24 0.05 0.37 0.09 0.04 0.20 0.17 0.66 0.05 0.07 0.03

2004Q4 0.16 0.05 0.46 0.12 0.04 0.26 0.14 0.58 0.06 0.07 0.04

2005Q1 0.16 0.11 0.62 0.22 0.04 0.27 0.11 0.39 0.07 0.11 0.03

2005Q2 0.14 0.15 0.53 0.25 0.03 0.29 0.23 0.37 0.06 0.10 0.03

2005Q3 0.21 0.16 0.43 0.24 0.11 0.25 0.19 0.40 0.07 0.12 0.03

2005Q4 0.17 0.18 0.44 0.20 0.05 0.30 0.26 0.96 0.07 0.12 0.03

2006Q1 0.25 0.18 0.48 0.27 0.07 0.32 0.20 0.42 0.08 0.12 0.03

2006Q2 0.17 0.16 0.44 0.26 0.02 0.33 0.20 0.98 0.08 0.12 0.03

2006Q3 0.19 0.15 0.50 0.32 0.05 0.31 0.27 0.43 0.08 0.13 0.04

2006Q4 0.31 0.15 0.61 0.32 0.08 0.28 0.29 0.80 0.11 0.12 0.06

2007Q1 0.38 0.18 0.63 0.32 0.04 0.28 0.34 0.78 0.28 0.13 0.05

2007Q2 0.24 0.18 0.60 0.30 0.06 0.29 0.34 1.27 0.46 0.12 0.08

2007Q3 0.26 0.15 0.54 0.38 0.08 0.27 0.33 0.49 0.22 0.16 0.06

2007Q4 0.27 0.15 0.29 0.53 0.16 0.31 0.40 0.60 0.06 0.19 0.05

2008Q1 0.37 0.14 0.29 0.61 0.10 0.30 0.26 0.48 0.13 0.25 0.08

2008Q2 0.25 0.16 0.37 0.53 0.09 0.27 0.35 0.88 0.12 0.23 0.09

2008Q3 0.24 0.26 0.40 0.58 0.11 0.28 0.38 0.47 0.11 0.14 0.10

2008Q4 0.26 0.17 0.46 0.62 0.12 0.33 0.30 0.51 0.14 0.16 0.10

2009Q1 0.36 0.16 0.49 0.55 0.14 0.32 0.30 0.72 0.17 0.18 0.11

2009Q2 0.35 0.12 0.52 0.54 0.17 0.31 0.32 1.02 0.18 0.16 0.11

2009Q3 0.43 0.16 0.50 0.72 0.15 0.32 0.36 1.15 0.18 0.23 0.12

2009Q4 0.37 0.16 0.35 0.64 0.29 0.31 0.37 0.94 0.17 0.22 0.12

2010Q1 0.15 0.20 0.18 0.61 0.24 0.30 0.39 1.71 0.20 0.23 0.12

2010Q2 0.44 0.16 0.33 0.60 0.19 0.35 0.53 2.65 0.24 0.16 0.12

2010Q3 0.25 0.22 0.32 0.65 0.26 0.30 0.42 1.15 0.18 0.16 0.12

2010Q4 0.26 0.24 0.33 0.80 0.24 0.33 0.44 0.96 0.16 0.20 0.12

2011Q1 0.19 0.23 0.40 0.80 0.25 0.34 0.46 1.88 0.14 0.24 0.13

2011Q2 0.56 0.23 0.00 0.97 0.25 0.38 0.60 1.73 0.19 0.26 0.11

2011Q3 0.48 0.34 0.00 1.09 0.33 0.33 0.58 1.68 0.16 0.32 0.17

2011Q4 0.36 0.31 0.00 1.02 0.35 0.40 0.53 1.76 0.15 0.17 0.11

* The Cream average STD after the cap removal includes only 10 quarters.

** The last quarters of 2011 include the cottage protest effects.

The grey backgroung marks the cap removal quarter.

The control products' "3 year average before and after" is calculated as if it was cap removed on August 2007.

Cottage Gush Halav Gilboa Milky Dani UHT Milk Cream Fresh Milk Sour Cream Choco Bag Bulgarit

Log(Raw milk price) 0.342*** 0.293*** 0.493*** 0.178*** 0.354*** 0.468*** 0.119*** 0.528*** 0.358*** 0.762*** 0.64***

Log(wage) 0.074*** 0.072*** 0.035 0.038 0.102 0.178*** -0.018 0.18*** 0.132*** 0.891*** -0.011

Q_AFTER=1 0.026*** 0.029*** -0.01 0.088*** 0.044** 0.015*** 0.004 0.002 -0.005 -0.057*** 0.024**

Q_AFTER=2 0.024 0.058*** 0.004 0.116*** 0.049** 0.032*** 0.014* 0.005 0.001 -0.147*** 0.041

Q_AFTER=3 0.031*** 0.098*** 0.048 0.165*** 0.098*** 0.047*** 0.008 0.038*** 0.014** -0.125*** 0.063*

Q_AFTER=4 0.034*** 0.121*** 0.069* 0.176*** 0.092*** 0.062*** 0.038*** 0.046*** 0.012 -0.104*** 0.069*

Q_AFTER=5 0.067*** 0.154*** 0.088* 0.193*** 0.117*** 0.071*** 0.042*** 0.05*** 0.015* -0.083*** 0.074**

Q_AFTER=6 0.096*** 0.162*** 0.101** 0.234*** 0.15*** 0.082*** 0.047*** 0.058*** 0.026*** -0.047** 0.082**

Q_AFTER=7 0.126*** 0.177*** 0.116*** 0.254*** 0.181*** 0.087*** 0.046*** 0.082*** 0.039*** -0.025 0.097***

Q_AFTER=8 0.138*** 0.192*** 0.151*** 0.26*** 0.182*** 0.082*** 0.064*** 0.025*** 0.003 0.093***

Q_AFTER=9 0.139*** 0.22*** 0.177*** 0.278*** 0.203*** 0.092*** 0.066*** 0.029*** 0.045** 0.128***

Q_AFTER=10 0.14*** 0.232*** 0.188*** 0.296*** 0.219*** 0.088*** 0.069*** 0.031*** 0.047** 0.126***

Q_AFTER=11 0.157*** 0.239*** 0.211*** 0.32*** 0.244*** 0.057*** 0.064*** 0.026*** 0.037 0.072**

Q_AFTER=12 0.177*** 0.261*** 0.248*** 0.326*** 0.252*** 0.034*** 0.068*** 0.029*** 0.022 0.06**

Q_AFTER=13 0.206*** 0.274*** 0.258*** 0.326*** 0.282*** 0.067*** 0.033*** 0.05*** 0.145***

Q_AFTER=14 0.221*** 0.296*** 0.207*** 0.35*** 0.316*** 0.035*** 0.016* 0.033 0.133***

Q_AFTER=15 0.209*** 0.281*** 0.182*** 0.35*** 0.295*** 0.011 -0.004 -0.025 0.113***

Q_AFTER=16 0.25***

Q_AFTER=17 0.27***

Q_AFTER=18 0.294***

Q_AFTER=19 0.268***

C 0.732*** 1.524*** 1.687*** 0.283 -0.618 -0.121 1.968*** -0.463*** -0.704*** -7.662*** 2.478***

225 bag -0.069***

250 bag -0.066***

TARA 0.018***

YOTVATA -0.028

R2 0.94 0.96 0.94 0.95 0.85 0.93 0.5 0.94 0.87 0.88 0.71

obs 3035 5132 765 2207 1885 4815 3987 5312 5337 2804 1186

1. The standard errors are robust to serial correlation

2. ***, (**), (*), siginificantlly different from zero at 1%, (5%), (10%) confidence level.
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Table 5 - Actual and Predicted by the model prices for April 2011 

 
 

Table 6 - Estimation using quarter dummies before and after the removal 

  

product Actual price predicted price diff

Cottage 6.94 5.37 29%

Gush Halav 14.44 11.00 31%

Gilboa 13.14 11.10 18%

Dani 2.37 1.78 34%

Milky 3.10 2.19 41%

UHT Milk 6.62 6.39 4%

Cream 7.05 6.74 5%

Fresh Milk 4.85 4.82 1%

Sour Cream 2.13 2.15 -1%

Choco Bag 2.41 2.51 -4%

Bulgarit 19.46 17.74 10%

Cottage Gush Halav Gilboa Milky Dani UHT Milk Cream Fresh Milk Sour Cream Choco Bag Bulgarit

Log(Raw milk price) 0.362*** 0.287*** 0.457*** 0.18*** 0.226*** 0.488*** 0.012 0.359*** 0.377*** 0.574*** 0.268*

Log(wage) 0.064*** 0.064*** 0.024 0.033 0.058 0.145*** 0.015 0.163*** 0.134*** 0.88*** -0.174**

Q_Before=11 0.001 -0.002 0.001 -0.001 -0.006 0.016*** -0.015** 0.006** 0.005*** 0.019*** 0.038*

Q_Before=10 -0.003 -0.006* 0.015 -0.003 -0.001 0.021*** -0.013 0.011*** -0.002 0.013** 0.043*

Q_Before=9 -0.007 -0.002 0.024 -0.003 0.018 0.019*** -0.018* 0.033*** -0.006*** 0.013* 0.077***

Q_Before=8 -0.01 0.001 0.004 0.008 0.031 0.024*** -0.021** 0.043*** 0 0.029*** 0.101***

Q_Before=7 -0.005 -0.001 0 0.001 0.043* 0.014** -0.011 0.043*** 0 0.054*** 0.098***

Q_Before=6 -0.007 0.002 0.005 -0.01 0.032 0.025*** 0.018* 0.045*** 0.001 0.071*** 0.126***

Q_Before=5 -0.004 0.004 0.01 0.002 0.034 0.021*** 0.045*** 0.044*** 0.002 0.05*** 0.142***

Q_Before=4 -0.001 0.003 0.004 -0.001 0.026 0.006 0.046*** 0.041*** -0.003 0.039*** 0.088***

Q_Before=3 0.002 0.012*** 0.023 0.003 0.04* 0.004 0.033*** 0.052*** -0.003 0.044*** 0.142***

Q_Before=2 -0.006 0.01*** 0.012 0.005 0.032 -0.016 0.036*** 0.052*** 0 0.071*** 0.113***

Q_Before=1 0.007 0.004 0.006 -0.002 0.031 -0.019 0.037*** 0.045*** -0.013 0.076** 0.139***

Removal Quarter 0.005 0 0 0.003 0.033 0.004 0.026** 0.038*** -0.018** 0.05 0.097***

Q_AFTER=1 0.024*** 0.032*** 0.001 0.088*** 0.085*** 0.016 0.024** 0.055*** -0.011** 0.004 0.157***

Q_AFTER=2 0.022 0.062*** 0.018 0.116*** 0.101*** 0.033*** 0.032** 0.071*** -0.007 -0.071*** 0.213***

Q_AFTER=3 0.028*** 0.102*** 0.062*** 0.165*** 0.152*** 0.047*** 0.024 0.107*** 0.006 -0.046* 0.246***

Q_AFTER=4 0.031*** 0.124*** 0.084*** 0.176*** 0.148*** 0.064*** 0.05*** 0.118*** 0.004 -0.022 0.258***

Q_AFTER=5 0.062*** 0.157*** 0.103*** 0.193*** 0.172*** 0.073*** 0.056*** 0.122*** 0.007 0 0.265***

Q_AFTER=6 0.09*** 0.165*** 0.115*** 0.234*** 0.202*** 0.083*** 0.065*** 0.127*** 0.018** 0.032* 0.266***

Q_AFTER=7 0.119*** 0.18*** 0.129*** 0.254*** 0.229*** 0.089*** 0.069*** 0.143*** 0.032*** 0.047*** 0.269***

Q_AFTER=8 0.131*** 0.196*** 0.163*** 0.26*** 0.229*** 0.086*** 0.124*** 0.018** 0.072*** 0.261***

Q_AFTER=9 0.132*** 0.224*** 0.189*** 0.279*** 0.248*** 0.096*** 0.124*** 0.022** 0.113*** 0.291***

Q_AFTER=10 0.133*** 0.235*** 0.2*** 0.296*** 0.263*** 0.091*** 0.125*** 0.025*** 0.112*** 0.285***

Q_AFTER=11 0.152*** 0.243*** 0.224*** 0.32*** 0.29*** 0.061*** 0.12*** 0.02** 0.102*** 0.23***

Q_AFTER=12 0.172*** 0.265*** 0.26*** 0.326*** 0.296*** 0.036** 0.121*** 0.023*** 0.084*** 0.223***

Q_AFTER=13 0.2*** 0.277*** 0.269*** 0.326*** 0.325*** 0.12*** 0.027*** 0.112*** 0.3***

Q_AFTER=14 0.216*** 0.299*** 0.221*** 0.351*** 0.365*** 0.097*** 0.009 0.104*** 0.3***

Q_AFTER=15 0.204*** 0.285*** 0.198*** 0.35*** 0.351*** 0.081*** -0.012 0.056*** 0.304***

Q_AFTER=16 0.246***

Q_AFTER=17 0.266***

Q_AFTER=18 0.289***

Q_AFTER=19 0.262***

C 0.81*** 1.595*** 1.793*** 0.321 -0.181 0.163 1.725*** -0.258** -0.73*** -7.503*** 4.043***

_225ML -0.065***

_250ML -0.053***

TARA 0.024***

YOTVATA -0.029*

R2 0.95 0.96 0.94 0.95 0.86 0.94 0.55 0.95 0.87 0.89 0.73

obs 3035 5132 765 2207 1885 4815 3987 5312 5337 2804 1186

1. The standard errors are robust to serial correlation

2. ***, (**), (*), siginificantlly different from zero at 1%, (5%), (10%) confidence level.
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Figure 1 - Products average price over the years24 

 
Soft white cheese 

 
Hard fat (28%) cheese 

 
Hard, semi-fat (22%) cheese 

 
Dairy pudding with whipped cream 

                                                 
24 The continuous blue line is the average price; the red dashed line marks the two 

standard deviation width, the green dashed line is the formal cap price, and a green 

vertical line marks the cap removal date.  
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Simple dairy pudding 

 
Ultra High-Temperature milk 

 
UHT 38% fat Cream 

 

 



28 

 

Figure 2  - Control products average price 

 

Bulgarit - a kind of feta cheese. 

Chocolate milk – 4.5% fat, sold in plastic bags. 

Fresh milk –3% fat, plastic bag. 

Sour Cream – 200 ml container, 15% fat. 

Figure 3 - Production factors prices 
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Figure 4 - Actual and predicted average product price 
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Figure 5 - Actual price above the predicted price, post cap removal 

 

 

Figure 6 - Actual price above the predicted price, post alleged cap removal 
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Figure 7 - quarter dummies before and after the removal 
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Appendix 

 
The products:  

Cottage – soft white cheese, very popular in Israel for daily consumption. We chose 

5% fat, 250-gram tube cottage, produced by Tnuva. It was uncapped in July 2006. 

Cottage is also produced by Strauss and Tara dairies, but as of 2011, Tnuva controlled 

about 70% of the market. 

Gush Halav – hard fat (28%) cheese, made by Tnuva, 200 grams, pre-sliced in a plastic 

package was the product under price cap. The cap was removed in August 2007. 

Gilboa – Hard, semi-fat (22%) cheese, made by Tnuva. Uncapped on August 2007 

from the 200 grams, pre-sliced in a plastic package. The unsliced (or sliced in the store) 

Gilboa is still subject to price cap regulation. The Gilboa results should be taken with 

some caution due to the small number of price quotations in some of the months. 

A similar version of Gush Halav and Gilboa cheese is also produced by Tara, but as of 

January 2012, about 95% percent of the hard cheese market is controlled by Tnuva.25 

Milky – a dairy pudding with whipped cream on top, produced by Strauss. Uncapped 

in August 2007. In the last decade, a couple of new Milky versions were launched, but 

the cap was held for the regular popular version - 170 ml. with no supplements. Strauss 

Milky controls 97% of the whipped cream dairy pudding and about 35% of the total 

dairy dessert market as of 2011.26  

Dani – a simple dairy pudding in vanilla or chocolate flavors, produced by Strauss. It 

was Uncapped in August 2007. Dani is one of the most popular puddings in the simple 

category but shares it with several competitors such as Tnuva's Carlo and Badi, and 

Tara's products (name changes over the years). 27 

UHT milk – Ultra High-Temperature milk is sold in boxes and lasts long periods 

without refrigeration. 3% fat, one litter, produced by Tnuva, was chosen. It was 

Uncapped in May 2008. Tnuva holds more than 80% of the UHT milk market with one 

                                                 
25 Dovrat-Meseritz, A. (2012, January 30), Tara's Hard cheese will try to bite Tnuva's market share. 

The Marker. Retrieved October 4, 2012, from  http://www.themarker.com/advertising/1.1629085. 

26 Hayut, I. (2011, January 24). 2010: Moo didn't hurt Milky; Shtuzim hurt Gamadim. Globes. 

Retrieved October 7, 2012, from    http://www.globes.co.il/news/article.aspx?did=1000713569 

27 ibid 

http://www.themarker.com/advertising/1.1629085
http://www.themarker.com/advertising/1.1629085
http://www.globes.co.il/news/article.aspx?did=1000713569
http://www.globes.co.il/news/article.aspx?did=1000713569
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litter and 500 ml boxes as of 2011. 28 Important to notice that while the UHT milk was 

uncapped in 2008, the fresh milk remained under the cap regulation, providing a close 

substitute to the product. 

UHT 38% fat Cream – 250 ml box, produced by Tnuva. Uncapped in June 2009. As 

of 2011, Tnuva controlled about 76% of the Cream market with several products.29 

Other producers are Yotvata (partly owned by Strauss) and  Tara Creams. 

 

Control Products: 

As mentioned earlier, alongside with the above products will be viewed and analyzed 

four products that were not uncapped during 1999-2011: 

Fresh milk –3% fat, plastic bag. The milk produced by Tnuva was chosen. As of 2011, 

Tnuva controlled 70% of the fresh milk market, with several different products in a 

plastic bag, box and plastic bottles, mainly 1% and 3% fat. The plastic bag and the box 

are subject to price cap regulation to this date. 

Sour Cream – 200 ml container, 15% fat, produced by Tnuva. As of 2011, Tnuva 

controlled 80% of the sour cream market with several products,30 usually differing by 

the fat percentage. Only the 15% fat product is subject to price cap regulation to this 

date.  

Bulgarit - a kind of feta cheese, originated from Bulgaria, Very popular in Israel. The 

5% and 24% fat, in a plastic container, produced by Tnuva was chosen. The 5% and 

24% fat products didn't show any difference in price or price dynamics, so they were 

united to create a bigger price DB. Price quotations for Bulgarit cheese are only 

available since 2001, and the results should be taken with some caution for the small 

number of price quotations in some of the months afterward too. During the whole 

period, it was not subject to price regulation. 

Chocolate milk – 4.5% fat, sold in plastic bags of 200, 225, 250 ml by Tnuva, Tara 

and Yotvata dairies. The three dairies hold almost all the product market share and the 

bags' prices didn't show any meaningful difference when separating by size or firm, so 

                                                 
28 The team for examining the competitiveness level and the prices in the consumption and food 

sectors. (2011. November 27), A progress report. Retrieved October 7, 2012, from      

http://www.moital.gov.il/NR/rdonlyres/F821C265-9A81-438C-9363-

A9F24F4DA4C4/0/nispachbdochhitkadmut2711.pdf   

29 Ibid. 

30 ibid 

http://www.moital.gov.il/NR/rdonlyres/F821C265-9A81-438C-9363-A9F24F4DA4C4/0/nispachbdochhitkadmut2711.pdf
http://www.moital.gov.il/NR/rdonlyres/F821C265-9A81-438C-9363-A9F24F4DA4C4/0/nispachbdochhitkadmut2711.pdf
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they were all used in the estimations.31 The chocolate milk was uncapped at the end of 

the 90's so for the relevant time of the cap removal (2006-2009), it is considered 

unregulated. 

                                                 
31 We used dummy variables for the producer and bag size. 


