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Introduction

® Policy perspective: vertical restraints
 Hot debates in practice and in the 10 literature

- Large divergence law/economics for price restrictions

® Research agenda: vertical /horizontal interaction
 Vertical coordination
' Rivalry between vertical structures

- Consumer goods: interlocking relationships



Resale Price Maintenance

® Various forms
Imposed price
Maximum price (price ceiling)
Minimum price (price floor)

Recommended, advertised prices

® Specific product markets
Drugs

Books, newspapers



Competition Law

® Price restrictions are fithi@' d o
e RPM (price floors) is illegal per se in the EU (out of a blacklist of two)
e Non-price restrictions are more tolerated (rule of reason)

® Caveats

e US policy over time
e 1911: price floors are per se illegal (Dr Miles)
e 1968 : price ceilings are per se illegal (Albrecht)
e 1997: rule of reason for price ceilings (State Oil)
e 2007: rule or reason for price floors as well (Leegin)

e France
e N L b & n:RBM mandatory for books and press
e LGal | &RRPM ae facto for supermarkets



Economics

® Academic literature: not so clear-cut

(OECD report on Franchising, EC Green paper, Rey-Vergé 2008)

Intrabrand coordination
Price and non-price restraints can have similar effects

Interbrand competition
Not necessarily favourable to non-price restrictions



Economics

® Intrabrand competition
e Free-riding on retall services (Telser JLE 1960),
guality certification (Marvel-McCafferty Rand 1984)

Y welfare effect
e ambiguous/positive (Comanor-Frech AER 1985, Caillaud-Rey 1987)
o similar for price and non-price restrictions

® Pr od u oppartansm (Hart-Tirole Brookings 1990)
e OO0 B r-Shaffar Rand 1992
o Rey-Verge Rand 2004

Y welfare effect
e negative
e similar for price and non-price restrictions



Economics

® Interbrand competition

e Competition-dampening: strategic delegation, not RPM
» Rey-Stiglitz EER 1988, Rand 1995 (Bonanno-Vickers JIE 1988)
» Gal-Or EER 1991
» Caillaud-Rey EER 1995

e Foreclosure: tying/exclusive dealing, not RPM
e Tacit Collusion (Jullien-Rey 2000)

® Here: interlocking relationships
(joint with Thibaud Verge)
e RPM eliminates both intrabrand and interbrand competition
e Territorial restrictions would not achieve the same outcome



Interlocking relationships

® Market structure
2 (differentiated) manufacturers A and B, constant marginal cost c
2 (differentiated) retailers 1 and 2, constant marginal cost (=0)

demand pattern for4 i p r o d (monbp®IY prices pM, profit V)

Manufacturer A Manufacturer B
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Interlocking relationships

® Competition game

e Upstream competition
o manufacturers offer two-part tariffs, with or w/o RPM
e retailers (observe all tariffs) and accept / reject

e Downstream competition: retailers set retail prices

Note: Dobson and Waterson (2007) on linear tariffs

® Retail market power

e No retail bottleneck
o Potential competition at each retail location: selection process (BW 1985)
o Bypass: manufacturers set-up own their own outlets or sell directly

e Retall bottlenecks: a single retailer at each retail location (confer rents)



No retail bottleneck (and no RPM)

® Interbrand competition, then intrabrand competition

Y retail prices are (somewhat) competitive (p¢ < p™)

® Intuition
» Manufacturers recover retail margins through fixed fees

» Internalize impact of (retail) prices on
the entire margin on sales of own brand
the retail margin on sales of rival brand

Y for A: MaxX Ej:112(ij - C)DAj(p) + (pBJ - WBJ)DBJ(p) [ FBJ



No retail bottleneck
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No retail bottleneck

® Intuition (ccromnt 0 d)

e Retall prices are driven by wholesale (marginal) prices

e Maintaining high retail prices requires high wholesale prices
 Positive upstream margins

 Free-ridingonrivalma n u f a c tpatreamrmargin



Resale Price Maintenance

® Retall prices are directly set by manufacturers

' Recover as before retail margins through franchise fees

( internalize as before the impact of (retail) prices on
the entire margin on sales of own brand
the retail margin on sales of rival brand

' No need anymore to use wholesale prices to maintain retail prices

sgueezing upstream margins yields monopoly outcome
w;=c f each manufacturer residual claimant on all margins
f set retail prices at the monopoly level (p = pM)



Resale Price Maintenance

® Continuum of equilibria

e For any given wholesale prices, there exists an equilibrium
e given p, A and 1 can share profits through either w,; or F,,
/A and 1 are thus indifferent about w,,
e but w,, affects A6 dealing with 2, and 16 dealing with B

e Eqg. wholesale and retall prices are negatively correlated
e free-riding on rivalGs upstream margin

e Only one equilibrium robust to (even small) retail effort
e retailers as residual claimant
e wholesale prices at cost, retail prices at monopoly level



Retall bottlenecks

® Retailers earn positive rents
(Pa1 - Wa)Dar T Fag + (_PBl - W,B1)DB;_ I Fgy (:)(p?l -Wg )Ny T Fgy
Y (Pa1-Wa)Dar T Fag O(Pgy T Wgy)[Ngy T Dgy] >0

Y max i1 2 (Pp; - C)Daj + (Pg;j - W) [Dg; T N gl

® Retailers indifferent wrt dealing with both or only one
Y manufacturers can easily deviate to exclusive dealing

® Questions
» is idouble ¢ 0 m m oagency still an equilibrium?
» best equilibrium? (industry profits/ma n u f a c prafits)e r s 0



