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Message of the paper

• Central question: What should be a correct 
benchmark to use in excessive price cases?

• Method: link excessive prices to excessive profit

• Correct accounting should be at both levels
– Cost: cost of capital employed (WACC)

– Price: return on capital employed  (ROCE)

– Ex ante risks should be taken into account

• Warning: "traditional" benchmarking tools can be 
inappropriate, even misleading
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Two types of excessive price cases

Too high price ab ovo

•Not so many cases 

(at least in Hungary)

•Investment defence 

is more often valid

•Benchmarking hard, 

no good candidate

•Multiproduct logic 

(price discrimination)

Too big price increase

•Quite a few cases 

(liberalised industries)

•Investment defence may 

not be valid any more

•Self-benchmarking easier 

and can be more reliable

•Closer to incremental logic 

in exclusionary cases
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Some "higher price" cases / defenses

1. New product (eg. cable TV - Casema, partly LSE)

2. New cost calculation (eg. electricity maintenance)

3. Need to maintain strong financial position (eg. 

partly LSE, banks raising loan termination fees)

4. "Unforeseen change in circumstances"

• In all cases high switching costs were present

• Rip-off pricing or "normal" price evolution?
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A possible test for "higher prices"

1. Look at p1 in first period
• Check dominance (ability of having high price)

• Suppose p1 is justified, take cost structure

2. Look for Δp in second period
• Check changes in costs / capital structure 

related to the change (eg. improvements)

• Ex ante risk is discounted

• Separate competitive / exploitative prices

• Incremental logic (like leveraging in tying)
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Why to care about?

1. Lot of times exclusionary motive is present too 

(NAPP), but later effect might be hard to prove

• GVH example: bank raises switching costs - clear 

capturing effect, but small base for foreclosure

2. Deterrence effects on price increases –CP 

might set an explicit / implicit price cap

• Risk of running into regulation

• Might be tricked by clever cost allocation


