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ASSESSING THE COMPETITIVE 
BENEFITS OF LOYALTY REBATES
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• Form-based prohibitions make sense only if they 
deter many more harmful practices than beneficial 
ones

• Economic theory rarely supports such rules 

• An effects-based framework for analysing alleged 
loyalty rebate abuses requires:
• sound economic principles
• a consistent framework for addressing 

foreclosure effects
• safe harbours that make economic sense

Overview
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Framework for Assessing Competitive Effects

Dominant 
Supplier

Final consumers

Rival supplier

‘Loyal’ buyers Other buyers?

1: dominance? 2: alternative 
routes to market 
to become a 
viable 
competitor?

Are ‘loyal’ buyers 
the gateway to the 
market?

Is self supply 
viable? (No entry 
barriers in 
downstream 
market)

Is direct supply 
viable?

3: how does discount 
scheme affect incentives of 
buyers?

What is the reward?

How easy to meet target?

•Natural growth?

•Greater promotional effort?
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Assessing the Competitive Effects of Loyalty Rebates
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wtp, cost List price £20.  Target 85%.  Discount 50%.

Rollback rebate: P > AAC overall but P < AAC in range open to 
competition.

Equally efficient rival could profitably compete only for 15 units.
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Conclusions

• Per se approach not justified

• Effects-based approach need not result in a 
“paralysis in competition law enforcement”

• Importance of judges going forward
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