
How are infant formula prices set, and what are the

implications of this pricing structure for the distribution of

surplus across manufacturers, retailers, consumers, and

the government?

Figure 1: WIC Rebate System and Market Segmentation

Table1: Demand Estimates

Table2: The Rivers and Vuong (RV)Test Results

Figure 2: Sales Market Share Trends of Top Three Manufacturers in the U.S. from 2006 to 2020

Figure 3:Sales Market Share Trends of Top Three Manufacturers in Three States from 2006 to 2020

• The US infant formula market is
highly concentrated.

• These top three manufacturer
are also auction winners.

• In 2025, only Abbott and Mead
Johnson are awarded WIC
contracts.

• State-level data reveal sharp
asymmetries driven by WIC
auction outcomes.

• The auction winner dominates
market, capturing the majority of
sales.
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and preparing the results reported herein.Figure 4: Lerner Index Distributions of All Models

Model 1 (zero 
wholesale margin), 
where retailers set 
final prices and pay 
manufacturers a 
fixed fee (wholesale 
price = marginal 
cost), is the only one 
supported by our 
testing procedures.

Table3: Implications of Firm Conduct

Figure 6: Annual Changes in Average Prices (%) 
Going from M1 to M2 in CA

Figure 5: Annual Changes in Average Prices (%) 
Going from M1 to M2 in MA

Under the rebate program, when pricing authority 
shifts from retailers to manufacturers (i.e., going 
from m1 to m2):
• retail prices/government cost rise by 3.79% on 

average. 
• producer surplus increases by 2.17%.
• consumer surplus drops by 7.44%.
• WIC auction winners generally raise prices more 

substantially, while non-WIC firms may respond 
by lowering prices to remain competitive.

Note: The shaded vertical bars Figures 5 and 6 indicate the years during which a 
manufacturer held the WIC contract in a state. The orange region corresponds to the 
years when Mead Johnson was the sole WIC auction winner. The blue region marks 
when Abbott held the WIC contract. The green shaded region indicates years when 
Nestlé was the sole WIC winner. 
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