
Discussion on Centralized or Decentralized Retail Pricing Strategy

Authors: Rémi Avignon and Claire Chambolle
Discussant: Rhys Williams

University of Cambridge

CRESSE Conference 2026, Kos

Rhys Williams (University of Cambridge) Centralized or Decentralized Retail Pricing Strategy 5 July 2026 1 / 7



Great Paper which Explains an Interesting Phenomenon

Models of profit-maximising (multi-product) monopolists tell us that the firm should
internalise cross-product elasticities.
Reality: we observe firms with decentralised structures, with pricing decisions made at the
product category.
Key question: why do we observe this? Are firms making mistakes by not centralising?
Existing literature rationalises this in the context of info frictions, incentive problems, or
coordination limits.
This paper shows that decentralisation can be an optimal strategy purely from strategic
interactions (a bargaining and commitment effect).
Very well written, with intuition clearly explained!
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Paper Summary
(1: Bargaining Effect) 2 Manufacturers, 1 Retailer: Decentralisation can improve retailer’s
upstream bargaining power by reducing each supplier’s marginal contribution to retailer’s
profit.
This will happen if the retailer has low bargaining power (regardless of product
substitutes/complements): destroy joint surplus in order to stop supplier capturing even
more of the retailer’s slice.
(2: Commitment Effect) 2 Retailers: (i) Decentralisation leads to pricing inefficiency but
(ii) can serve as a commitment device to higher prices to soften competition (depends on
product substitutes/complements).
Trade-off: (i) leads to centralisation strategy but if (ii) is large then decentralisation can
prevail.
With product substitutes (i) and (ii) point in same direction (therefore always centralise);
With product complements (ii) is opposite to (i) and therefore if cross-retailer
substitution is strong (ii)>(i) then decentralise.
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Paper Summary (cont.)

(3: Combined Effect) Decentralisation need not always reduce each supplier’s marginal
contribution. Intuition: the disagreement pay-off depends on C/D strategy (and this
hinges on the secret negotiation assumption). This means that the commitment effect
can still hold even if a bargain breaks down.
If products are substitutes, then the bargaining model result holds.
If products are complements, then the bargaining model results holds only if
cross-retailer substitution is weak.
Interesting tension in this model: under product complements the commitment effect
leads to the firm choosing an organisational structure that is not optimal in the
bargaining sense.
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Putting it Together

Model Substitutes Complements

1. Bargaining only decentralise if bargaining power weak

2. Competition only always centralise decentralise if retail competi-
tion strong

3. Combined decentralise if bargain-
ing power weak

decentralise if bargaining power
weak or retail competition
strong
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A Few Points to Consider

The interesting tension in the combined model holds only due to secret contracts with
passive beliefs. Do we expect this result to hold without this assumption?
Assuming two-part tariffs in vertical relationships, how would the results change if we
assumed linear pricing? Presumably organisational form could affect wholesale prices and
double marginalisation (rather than just the surplus).
How sensitive are the findings to the linear demand system?
Current extension looks at multiple products under monopoly retailer (finding that
bargaining channel scales with n). Would be interesting to see if this also holds for the
commitment channel (i.e. what is the effect of n with multiple retailers?).
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A Few More Points to Consider

Organisation structure is seen in this paper as a commitment decision. Some discussion
on whether in reality things are as stark as this would be nice.
Would be interesting to consider the role of asymmetries in parameters in more depth.
This seems currently under-explored.
Paper is framed as answering an important economic question (why do we observe
decentralisation). I think the authors could go further and make welfare and policy claims
- organisational structure can be used as a strategic tool, and this could be important in
antitrust cases.
A testable implications section would be useful to make the results more accessible for
policymakers and empirical researchers and could help guide the latter to test the
implications of the model (presumably beyond the scope of this paper).
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