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Benefits Come from Interbrand Competition

Suppliers will often want to structure their distribution
systems to permit them to compete more effectively with the
products of rival suppliers.

No manufacturer will ever wish unilaterally to keep its margins
high unless it sells more in consequence of those higher
margins.
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Price Caps

Remember that one of the arguments against RPM was that
it impaired “dealer freedom.”

Lots of agreements that cap pricing.
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The Most Successful Motor Vehicle Promotion Ever

Participating dealers agree to honor maximum price

Per se illegal?

Where’s the dealer freedom?
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So Why Minimum RPM?

1 Create property right for provision of tangible pre-sale services

2 Create rent stream that may be revoked for unsatisfactory
distributor performance

3 Provide competitive margin so distributors will stock and
recommend your products. (Intangible services)

4 Induce your dealers to target dealers of rival products, not
each other

5 Protect inventory holders against distribution melt-down so
they carry more inventory

6 Protect broad inventories.

1 and 3 are free-rider stories, the others are not.
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Price Effects of RPM

When RPM is deployed, prices may rise.

1 If RPM increases product promotion or quality, demand for
the product will shift out. Prices rise because consumers are
willing to pay more.

2 RPM that increases inventories under demand uncertainty will
increase prices in low demand states.

3 RPM to increase inventory breadth will increase prices to
customers whose tastes would have matched the but-for
inventories.

Conclusion: Price effects of RPM do not provide basis for
distinguishing between good (efficiency enhancing) and bad
(anticompetitive) uses of RPM.
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Output Effects: But-for World Difficult

Vertical integration is the principal alternative.

If retailer’s recommendation is essential, why not have the
retailer recommend its own brand?
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Neiman Marcus

Bert Tansky, Neiman Marcus CEO:

Mr. Tansky said that Neiman Marcus tried to do private
label products, but “our customers prefer branded
goods.” Still, he reiterated his intention–stated in the
company’s last conference call–that Neiman’s will likely
be dropping some vendors, and pressing surviving vendors
for “uniqueness” in the form of exclusive merchandise.
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Test for output effects

Basic test for efficiency v. monopoly
Did output go up or down? Problem with the test: may require an

autopsy.
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Why is this man
smiling?



The Demise of Salton

Salton did not invent the contact grill, but it promoted and
popularized its model as the George Foreman grill and
dominated the market.

New York led 48 States in suing Salton for RPM and
Exclusive Dealing.

Salton goes bust.

Coincidence?
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Applica

Here’s the owner of the George Foreman brand:

Notice anything?
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Role for FTC

No task for vertical restraints is more important than
empirical evaluation of their effects.

No one is better situated to evaluate past enforcement actions.

The plural of anecdote is data?
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