
The welfare effects of category captaincy
(Allain & Christin 2021)

Enrique Ide

IESE Business School

CRESSE Conference, 2021

1 / 1



Motivation

Category Captaincy (CC): when a retailer invites a supplier to
organize the sale of an entire category of related products (including
competing products).

Recent Development in Supply Chain Management: it emerged
during the 1990s.

Efficiency Rationales:
Optimize sales.
Share information about market trends and consumer behavior.

Antitrust Concerns: “(CC) set off every antitrust alarm” (Leary,
2004)

Collusion
Foreclosure
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Motivation

Current Antitrust View:
Advice on the sale of the captain’s own products: not
problematic.
Advice on the sale of competing products: problematic.

This paper: CC can have efficiency consequences even if the captain
only affects the sale of its own products.

Why? An alternative title: “A Rent-Shifting Model of Category
Captaincy”

Aghion & Bolton (1987), Marx & Shaffer (1999, 2003, 2007).
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The Model

Two Competing Products A and B.
Asymmetry: demand for A is greater than demand for B.

Players: two upstream suppliers UA, UB , and a single monopoly
retailer R.

Timing:
R chooses the category captain. The CC can exert effort to
increase its own product’s demand.
Suppliers offer 2PT contracts:

The CC offers (w , F , e) (so effort is contractible).
The rival only (w , F ).

R decides which contracts to accept. Effort is exerted (if the
CC’s offer is accepted).
R sells to final consumers.
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Main Result

Because of 2PT, the CC uses the fixed fee to extract all the benefits
of the effort it exerts.

Hence, R does not reap any benefits from the increased demand.

However, R might still select a CC because it allows it to extract
better terms of the rival supplier.

Intuition?
The CC effort increases the demand for the CC’s product.
This increases R’s reservation payoff in the negotiation with the
rival (“If I don’t carry you, I’ll seize the increased demand on
the CC’s product”).

Hence the CC’s effort is used to “shift rents” from the rival supplier
to R (similar to breaching clauses in exclusive dealing arrangements).
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Main Result

Category Captaincy can be inefficient (from an industry
perspective):

Optimal: choose UA to be the CC (effort is more valuable in
the more popular product).
Equilibrium: R will sometimes choose UB as CC to weaken UA’s
bargaining position.

Various Extensions
Timing of effort: things are worse when effort chosen after (not
during) the contract offer stage.
Horizontal Spillovers.
Etc.
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Comments

Very nice paper.
Very interesting mechanism (didn’t cross my mind initially).

Regarding the baseline model:
Two assumptions: R first selects the CC + only the CC can
exert effort.
Individually, neither assumption seems far-fetched.
Jointly, however, they feel odd.

Suggestion: allow UA and UB to compete for being the CC.
Ideally: allow menus of 2PT

(w c , F c , ec) and (wnc , F nc , enc = 0)
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Comments

Regarding the Extensions: Language

You compare two timings:
Effort selected jointly with the offers (baseline model)
Effort selected after the offers are made (extension)

And show that the inefficiencies are worse in the extension case.

The two different timings, however, seem equivalent as assuming
that effort is contractible (baseline) versus non-contractible
(extension).
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Comments

In practice,
Huge uncertainty about the timing (we never observe it).
But we have a better grasp about which things are contractible
versus which are not.

Hence, instead of casting the extension as a different “timings,” I’d
cast it as “whether effort is contractible or not.”

Nice comparative static that is more likely to be useful in practice:
“The effects of CC in our model depend on the contractability
of effort.”
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Thank you

Thank you very much
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