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Introduction

e Collaborative CSR touted — Kingston (2011), Scott (2016),
Henderson (2020).

e Joint elimination of low-end products — CECED (1999),
ACEA /truck manufacturers.

@ Intrabrand competition vs interbrand competition.

@ Price discrimination.
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CECED (1999)

“The level at which the minimum performance standard is set
provides a fair return within reasonable pay-back periods to a
typical consumer for higher initial purchase costs derived from the
more stringent standard in fact set out by CECED. Savings on
electricity bills allow recouping of increased costs of upgraded,
more expensive machines within nine to 40 months, depending
mainly on frequency of use and electricity prices.” (#52)
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more stringent standard in fact set out by CECED. Savings on
electricity bills allow recouping of increased costs of upgraded,
more expensive machines within nine to 40 months, depending
mainly on frequency of use and electricity prices.” (#52)

“[l]t is not possible to determine in advance its effect on the
average selling price of those models of washing machines which
are not directly affected. Indeed, the restriction in one
productdimension, energy consumption, may increase competition
on other product characteristics, including price. Therefore, while
the minimum price of washing machines is likely to increase, it
cannot be ruled out that products in categories A and B may
become available at a lower price.” (#53)
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The Model
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Two firms: A and B.

Each firm sells two products: high end H and low end L.
Marginal costs: for L: 0. For H: c.

Consumers differ in their willingness-to-pay for each product.
Valuation low-end product: Uy = v + uv;, v; ~ U[0,1].

1 reflects the extent of horizontal product differentiation.
Perloff-Salop.

v high enough such that the market is covered.

Valuation for the high-end product: Uy = v + v - uv;.

~ > 1 reflects the extent of vertical product differentiation.
So we combine horizontal and vertical product differentiation.

For now, normalize p = 1.
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In equilibrium, firms charge p; for L and pj, for H.
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Deriving the equilibrium

e Consider a defection pay > pj;. Determine the effect on
profits of firm A. Take the FOC, impose symmetry.
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Deriving the equilibrium (ctd.)

o Consider a defection pa; > p;. Determine the effect on
profits of firm A. Take the FOC, impose symmetry.
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@ Use the resulting two conditions to derive the equilibrium.
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The equilibrium

When both firms can offer two varieties, they will do so whenever
~v > ¢ + 1. Equilibrium prices are then given by

o, = =DO+2°-3c2-9)-@+JVR
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, _ 3(r=1D(r+2)—c(5-27)-3VR

= -1 -9

with

R=c?+2c(v-1)("*-2y—2) +2(y* +2) (v - 1)°.

When ~v < ¢ + 1, they will only offer the low quality product.
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What if firms agree to eliminate the low-end product?

@ Firms can no longer price discriminate. Bad news.

@ Competition is less fierce as consumers are more
heterogeneous. Good news.

Hence, a perfect cartel would never eliminate the low-end product.
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The net effect
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Consumer welfare
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Conclusion

Tractable model of inter- and intrabrand competition.
Elimination is jointly profitable for (v, ¢) high enough.
Conveniently getting rid of dying product lines ahead of time

Consumers are harmed — pay higher prices, eventually

Extension to less than full cover — welfare analysis
Demarcation of what is ‘low’-end is determined by the firms

Opportunity for full collusion takes away elimination incentives
— faking/retarding
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