


ABSTRACT 

The competitive effects of resale price maintenance (RPM) are 
theoretically diverse. RPM can cause allocation distortions or 
promote productive efficiencies in the distribution process. 
Moreover, extant cross-sectional empirical evidence is incapable of 
distinguishing among the potentially disparate effects of RPM. This 
paper conducts hypothesis tests of the alternative theories of RPM. 
The empirical framework relates estimates of the effects of RPM for a 
cross-section of observations to necessary conditions of the 
alternative models. This analysis indicates that RPM is used both to 
foster cartels and promote efficiencies in the distribution process. 
This result is consistent with the growing body of case study analysis 
that suggests that RPM is used for a variety of reasons. This result 
also questions the current per se i l l e g a l status of RPM in the 
antitrust laws. Evidence is also provided concerning the strategic 
interaction between manufacturers and dealers in the distribution 
process and the use of financial data in analyzing propositions in 
industrial organization. 



I. INTRODUCTION 
Economic transactions are often more complicated than the 

simple price-mediated exchange of conventional markets. The 
distribution of branded products is exemplary. Contracts governing 
the distribution process frequently constrain the actions of upstream 
and downstream firms. Examples include restrictive sales terr i t o r i e s , 
exclusive dealing, requirement contracts, and tying arrangements. 
These and other methods of vertical control are persistent and 
increasingly frequent objects of analysis in the industrial 
organization literature (Warren-Boulton, 1978; Blair and Kaserman, 
1983; Hathewson and Winter, 1983 a,b, 1984; Bittlingmeyer, 1983; and 
Marvel and McCafferty, 1984). Indeed, the economic effects of these 
practices possess important implications for the conduct of antitrust 
policy and the development of the modern theory of the firm (Rubin, 
1977; and Marvel, 1982). 

One particular form of vertical control occurs when the 
upstream firm dictates pricing policies at subsequent stages of the 
distribution process. This method of vertical control i s referred to 
as resale price maintenance (RPM). Theoretically, RPM can promote 
allocative distortions in the distribution process by enhancing the 
discipline of an upstream or downstream cartel. RPM can also create 
productive efficiencies by mitigating the agency problems of 
disintegrated distribution. Assessing the actual effects of RPM i s , 
therefore, important both for the development of economic theory and 
the conduct of antitrust policy. Extant cross-sectional empirical 

evidence i s , however, incapable of distinguishing among the disparate 
theories of RPM. Additionally, detailed case studies indicate that 
RPM may possess different economic effects in alternative situations. 
Thus, "neither the economic theories nor the existing empirical 
evidence currently offer overwhelming support to any single view 
concerning RPM" (Overstreet, 1983, p. 1). It is unclear, though, 
whether this conclusion accurately reflects the diverse effects 
engendered by RPM or is simply a comment on the inadequacy of received 
empirical evidence. 

This paper conducts tests of the alternative theories of RPM. 
The framework for these tests consists of two stages. The practice of 
RPM violates antitrust law. The f i r s t stage of the empirical 
framework examines capital market responses to public and private 
antitrust enforcement efforts to gain estimates of the motivations and 
effects of RPM. The second stage of the empirical framework examines 
the relationship between these estimated effects and necessary 
conditions of the alternative models. This framework f a c i l i t a t e s 
unbiased tests capable of distinguishing among the alternative 
theories of RPM. In anticipation, the analysis provides positive 
support for each of the theories of RPM. Moreover, this analysis 
identifies a set of variables important for the determination of the 
economic effects of RPM in each case. These results possess 
implications for the economic theory of vertical control, the conduct 
of public policy towards RPM, the interaction between manufacturers 
and dealers in the distribution process, and the use of capital market 
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data and analyses for testing propositions in industrial organization. 
Section II of this paper presents the alternative theories of 

RPM and surveys existing empirical evidence. Section III develops the 
empirical framework used in this paper. Section IV conducts the 
empirical analysis developed in Section I I I . Section V contains a 
discussion of the empirical results contained in this paper. And 
f i n a l l y , Section VI is the conclusion. 

I I . AN OVERVIEW OF RESALE PRICE MAINTENANCE 
RPM is a persistent focus of analysis in the industrial 

organization literature. The theoretical and empirical effects of RPM 
are also frequently studied by a wide variety of private and 
governmental organizations. This section of the paper summarizes the 
theoretical and empirical literature on RPM. Theoretically, the 
motivations for and economic effects of RPM are diverse. Extant 
empirical evidence i s . unfortunately, of l i t t l e value i n assessing the 
potentially disparate effects of RPM. 

The Theoretical Effects of Resale Price Maintenance 
The theoretical debate over RPM i l l u s t r a t e s the tensions 

between the structuralist and transaction costs paradigms in 
industrial organization. Both paradigms offer explanations for the 
practice of RPM. Moreover, the welfare consequences of RPM diverge 
under the alternative models. RPM can diminish the allocative or 
enhance the productive efficiency of the distribution process. 

In the structuralist tradition, the attainment of productive 

and allocative efficiency depends c r i t i c a l l y on elements of market 
structure. 1 The number of buyers and sellers, product 
differentiation, barriers to entry, and other characteristics of 
market structure affect the performance of industries. The 
structure-conduct-performance paradigm remains an explanatory tool of 
many contemporary industrial organization economists. This paradigm 
provides two rationales for RPM. 

The structure of the downstream, distribution Industry bears 
on the f i r s t structuralist interpretation of RPM. In some cases, the 
distribution industry is characterized by a paucity of sellers or by 
retailers that are organized for licensing or promotional purposes. 
These circumstances can promote collusive behavior among dealers. 
These dealer cartels, l i k e a l l cartels, are subject to problems 
resulting from the divergence of individually rational and Joint 
maximizing strategies by i t s members. The dealer cartel hypothesis 
(Yamey, 1952; Bowman, 1952; and Gould and Preston, 1965) contends that 
(minimum) RPM i s Imposed on a manufacturer by a cartel of dealers to 
exploit market power at the distribution stage. RPM enhances 
collusive behavior by employing the manufacturer to police and enforce 
members of the dealers' cartel. 

Structural conditions of the upstream, manufacturing industry 
bear on the second structuralist interpretation of RPM. In some 
cases, the manufacturing industry is characterized by a concentrated 
group of sellers or barriers to entry. These circumstances can 
f a c i l i t a t e collusion among manufacturers. The success of the 
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manufacturers' cartel depends on the monitoring and enforcement 
practices of the cartel. The manufacturer cartel hypothesis (U.S. 
Congress, 1952; and Telser, 1960) argues that (minimum) RPM is a rule 
employed by the manufacturers' cartel to strengthen the discipline of 
i t s members. RPM enhances collusive behavior by eliminating 
incentives for dealers to increase purchases from price-cutting 
manufacturers and by increasing the observability of a manufacturer's 

2 
pricing policies. 

The welfare consequences of structuralist applications of RPM 
are straightforward. In both the dealer and manufacturer cartel 
cases, the f i n a l price of the product is higher and output lower than 
would prevail given competitive industry structures. Factor 
distortions can also occur if substitution opportunities exist between 
the manufacturing and distributing sector. A structuralist analysis 
implies that RPM can create allocative distortions in output and input 
markets. 

Exchange i n a decentralized economy i s i t s e l f costly. The 
costs of transacting can be large in situations where traders are 
asymmetrically informed. Transaction costs can also be high in the 
absence of well-specified property rights. In the transaction costs 
tradition, the existence of business organizations and practices 
reduce the costs of exchange.3 Complex institutional arrangements, 
such as conglomerate enterprise and vertical integration, are 
endogenous responses to costly transactions. The transaction costs 
paradigm is a useful tool for understanding the motivations and 
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effects of diverse commercial arrangements. This paradigm offers 
several rationales for RPM. 

The existence of imperfect information in product markets can 
motivate a transaction costs application of RPM. It is often costly 
for consumers to assess ex ante the quality of products. Dealers can 
provide information about a product in several ways. Dealers can 
perform demonstrations or instructional services concerning the 
usefulness of a product. Dealers may also generate signals about the 
quality of a product. Both of these a c t i v i t i e s can be important 
sources of interbrand competition in an industry. It is d i f f i c u l t , 
however, to sustain equilibria involving dealer services or signaling. 
In a simple price-mediated wholesale market, equilibria characterized 
by a level of dealer services or signals consistent with the 
maximization of a l l of the dealers' profits are unattainable. Each 
dealer has an incentive to free-ride on services provided by other 
dealers. Additional restrictions are required to gain efficient 
equilibria. RPM i s one such restriction. RPM (minimum) shifts 
intrabrand competition among dealers away from price and towards the 
provision of dealer services or signaling. The resulting equilibria 
can maximize the Joint profits of the dealers. 4 RPM can mitigate 
horizontal externalities among dealers (Telser, 1960; Mathewson and 
Winter. 1983a; Marvel and McCafferty, 1984). 

Dealers can also f a c i l i t a t e the distribution of a product by 
their locational decisions. A spatial distribution of dealer 
locations that resembles the distribution of potential consumers 
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minimizes aggregate transportation costs. This pattern of dealer 
locations, however, generates a spatial monopoly for each dealer. RPM 
(maximum) can be used by a manufacturer to achieve an efficient 
spatial distribution of dealers while maintaining a r e t a i l margin 
consistent with competition at the distribution stage. RPM can avoid 
the vertical externality of successive monopoly (Warren-Boulton, 1977; 
Bittlingmayer, 1983). 

The absence of well-specified property rights between the 
manufacturer and a dealer can also motivate a transaction costs 
application of RPM. The success of the product at r e t a i l in many 
cases depends on acti v i t i e s undertaken by both the manufacturer and 
i t s dealers. In these situations it is impossible to impute either 
the dealer's or manufacturer's inputs by observing r e t a i l price alone. 
The costliness of monitoring inputs creates a problem of moral hazard 
between the manufacturer and each dealer. A simple price-mediated 
wholesale market results in the manufacturer and dealers supplying 
inputs at levels inconsistent with the maximization of their Joint 
profits. Additional restrictions are required to attain equilibria 
that maximize the Joint profits of the manufacturer and i t s dealers. 
RPM i s such a r e s t r i c t i o n . 5 RPM (minimum) i s a sharing mechanism that 
provides incentives for both the manufacturer and any one dealer to 
supply inputs yielding efficient equilibria (Klein and Murphy. 1983). 

The welfare consequences of transaction costs applications of 
RPM are straightforward. RPM promotes productive efficiencies in the 
distribution process when there are horizontal externalities among 

dealers or vertical externalities between dealers and the 
manufacturer. RPM is a contractual form that mitigates or eliminates 
the agency problems of disintegrated distribution when simple price-
mediated exchange in the wholesale market results in outcomes 
inconsistent with the maximization of the joint profits of the 
manufacturer and the dealers.6 

Empirical Studies of Resale Price Maintenance 
The industrial organization literature is replete with 

empirical studies of RPM. Cross-sectional studies of RPM typically 
employ one of two methodologies. F i r s t , the relationship between the 
use of RPM and the r e t a i l price of the product i s examined 
(Overstreet, 1983, p. 106-117). The motivation for conducting such 
studies is straightforward given a structuralist perspective. A 
reduction in the variation of prices to consumers is indicative of 
lessened competition and a high degree of price discipline among 
members of a cartel. Similarly, " ( i ] f , as has been suggested, resale 
price maintenance can be expected to make for less rather than more 
competition, i t i s reasonable to expect that i t s use would make for 
higher consumer prices" (Bowman, 19SS, p. 850). In general, the 
variance of r e t a i l prices i s smaller and the level higher when 
distribution occurs in a RPM regime. 

The methodologies and conclusions of empirical price studies 
are c r i t i c i z e d on many grounds (Frankel, 1955; and McLaughlin, 1979). 
For the current purpose it is sufficient to note that the implications 
of the structuralist and transaction costs theories with respect to 
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price variation and level are indistinguishable. If uniform r e t a i l 
pricing is a necessary condition for the efficiency of disintegrated 
distribution, a reduction in the variation of r e t a i l prices results. 
Moreover, if RPM is employed to induce distributors to provide 
services or quality inputs or signal product quality, a positive 
correlation between the use of RPM and product price is expected. The 
introduction of RPM creates a change in the composition of the product 
that increases i t s value to the consumer (Bork, 1978, p. 296). Thus, 
price studies cannot be relied upon to differentiate among the 
disparate hypotheses of RPM. 

A second type of empirical study analyzes the effect of RPM on 
the average size of r e t a i l outlets (Weiss, 1967). Cartels with free 
entry result in excess capacity. A structuralist perspective argues 
that RPM reduces the average size of r e t a i l outlets s t i l l further 
since the maintained r e t a i l price is higher than would otherwise 
prevail. There i s some evidence that the use of RPM i s inversely 
related to the size of r e t a i l outlets. 

The structuralist and transaction costs theories have 
identical implications for the relationship between RPM and the 
average size of r e t a i l outlets (Marvel and McCafferty, 1984). Mass 
distributors compete primarily on price and depend upon high volume to 
exploit economies associated with inventory and warehousing. These 
dealers are placed at a competitive disadvantage upon the inception of 
RPM. Mass distributors must mimic the techniques of dealers who 
provide services or signals to consumers or exit the market in the 

distribution of goods that are price maintained. Either of these 
adjustments results in a reduction in the average size of dealer 
outlets. If RPM is employed to mitigate the agency problems of 
disintegrated distribution, equilibria in the structure of the 
distribution industry are characterized by smaller r e t a i l outlets. 
Thus, studies that examine the relationship between RPM and the 
average size of dealer outlets are incapable of discriminating among 
the theories of RPM.7 

Case study analyses are important sources of information about 
RPM. The motivations and effects of RPM are examined across a wide 
group of products and industries (Overstreet, 1983, p. 119-125). 
These studies suggest that RPM is used both to promote cartel 
s t a b i l i t y and address agency problems in the distribution of branded 
products. The possibility that RPM may deter efficiency i n some cases 
while promoting it in others further limits the usefulness of extant 
cross-sectional studies. The highly aggregated level of analysis in 
these studies does not permit the alternative theories of RPM to hold 
simultaneously. An implicit assumption of such studies is that RPM is 
used either to foster cartels or promote distributional efficiencies. 
These empirical designs bias at least one of the alternative 
hypotheses towards the null hypothesis. Thus, inferences derived from 
existing cross-sectional empirical work are not only incapable of 
distinguishing among competing hypotheses, but they are biased as 
well. 
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I I I . AN OVERVIEW OF THE EMPIRICAL FRAMEWORK 
The history of public policy towards RPM is quite r i c h . This 

policy clearly plays a role in a firm's decision to employ RPM. The 
ambivalence and vicissitudes of this policy caused many firms to adopt 
RPM distribution practices that were subsequently subjected to 
antitrust challenge. For example, from the beginning of 1960 through 
the end of 1981, the Federal Trade Commission (FTC) and the Antitrust 
Division of the Justice Department (JD) f i l e d more than 110 complaints 
in efforts to enjoin firms from employing RPM. The vast majority of 
these complaints resulted in the adoption of alternative cartel 
management or distribution techniques. This section of the paper 
identifies the expected effects of these complaints on the profits of 
relevant firms conditioned on the alternative theories of RPM. It 
also indentifies some necessary conditions of these theories and their 
relationship to the profit effects of the antitrust complaints. 

The. Implications of Antitrust Enforcement 
Alternative mechanisms exist to sustain a dealers' or 

manufacturers' cartel or mitigate the agency problems of disintegrated 
distribution. These alternatives are, however, less effective or more 
costly. A manufacturers' or dealers' cartel or a manufacturer by 
i t s e l f would not rationally choose RPM i f a less costly cartel 
management or distribution mechanism exists. Consequently, antitrust 
complaints alter the subsequent revenues or increase the costs of 
firms affected by RPM. The qualitative effect of the antitrust 
challenge on the future profits of the manufacturing firm named i n the 

complaint and i t s competitors yields an estimate of the economic 
motivations for RPM. The comparative statics effects of an antitrust 
challenge on these firm's profits conditioned on the alternative 
theories of RPM are developed below. 

Assume that the purpose of RPM i s to foster a dealers' cartel. 
Then RPM has a non-positive effect on the manufacturer's profits. If 
the manufacturer possesses monopoly power or employs Ricardian 
factors, rent shifting to the distribution level occurs. The cartel 
obtains the monopoly profits from output restriction and the rents 
that would normally accrue to the manufacturer given a competitive 
distribution industry. If the manufacturer is in a competitive 
industry characterized by homogeneous technology and access to 
productive inputs, the effects of the cartel are null. The 
manufacturer must earn at least a competitive rate of return in 
equilibrium. RPM has an indeterminate effect on the manufacturer's 
r i v a l s ' profits. If the manufacturer's competitors are subject to the 
dealers' cartel, i t s effect on their profits is also non-positive for 
the same reasons outlined above. However, the manufacturer's ri v a l s 
can conceivably benefit from interbrand shifting if they are 
unencumbered by the dealers' cartel (Posner, 1976, p. 148). Thus, if 
RPM is f a c i l i t a t i n g a dealers' cartel, the qualitative effect of an 
antitrust challenge on the future profits of the manufacturing firm 

in the complaint is non-negative. The effect of the complaint 
on the manufacturer's r i v a l s ' future profits is indeterminate. 

Assume, instead, that the purpose of RPM is to foster a 
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manufacturers' cartel. Then RPM has a positive effect on the profits 
of the manufacturer. RPM also has a positive effect on the profits of 
the manufacturer's competitors. If the cartel contains a l l of the 
firms in the manufacturing Industry, successful collusion results in 
output restriction strategies that increase the profits to members of 
the cartel. If RPM f a c i l i t a t e s a manufacturers' cartel containing 
only dominant firms, the dominant firm group benefits while fringe 
firms can free-ride on the subsequent price discipline. Even the 
marginal firm in the industry benefits from the cartel. Thus, if RPM 
is f a c i l i t a t i n g a manufacturers' cartel, the qualitative effect of an 
antitrust challenge on the future profits of the manufacturer named i n 
the complaint is negative. The effect of the complaint on the 
manufacturer's competitors' future profits is also negative. 

Assume, now, that RPM is employed to mitigate or eliminate the 
agency problems of disintegrated distribution. RPM has a positive 
effect on the profits of the manufacturer. RPM reduces the 
manufacturer's distribution costs. RPM has a non-positive effect on 
the profits of the manufacturer's competitors. It cannot benefit the 
manufacturer's competitors for the manufacturer to employ a least cost 
method of product distribution. This holds regardless of the 
distribution regimes employed by the manufacturer's competitors. 
Thus, if RPM reduces the agency costs of disintegrated distribution. 
the effect of an antitrust challenge on the future profits of the 
manufacturer named in the complaint i s negative. The effect of the 
challenge on the manufacturer's competitors future profits is non-

negative. 
Table 1 depicts the qualitative reactions of the manufacturing 

firm's and i t s competitors' future profits to an antitrust complaint 
resulting in the discontinuation of RPM given the alternative 
theories. The economic effects of RPM in a particular case are 
uniquely determined by the configuration of these reactions. 

Necessary Conditions of the Alternative Hypotheses 
Whether RPM i s used to foster a cartel or promote efficient 

product distribution depends on certain structural characteristics of 
the firm and industry. Some of these characteristics are identified 
below. Examining the relationships between these characteristics and 
the estimated effects of RPM for a cross-section of observations 
provides tests of the alternative theories. 

A necessary condition for the use of RPM to promote a dealers' 
or manufacturers' cartel is some degree of intra-industry 
coordination. Dealers or producers at the distribution or 
manufacturing levels must cooperate to establish and enforce rules 
that r e s t r i c t output and generate monopoly rents. In the 
structuralist tradition, seller-concentration i s the most frequently 
used proxy of intra-industry cooperation (Scherer, 1980, p. 267-96). 
The probability of detecting firms that defect from the optimal cartel 
strategy i s inversely related to the number of cartel members (Bain, 
1951; and Stigler, 1964). Put simply, the costs of maintaining 
collusive agreements are lower the fewer the participants. If the 
structuralist theories of RPM are valid, measures of seller 
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TABLE 1 
EQUILIBRIUM RESPONSE TAXONOMY 

Qualitative change in future profits 
due to RPM antitrust complaint 

Manufacturer's 
Hypothesis Manufacturer Competitors 
Dealer Cartel (0) or (+) (-). (0) or (+) 
Manufacturer Cartel (0) or (-) (-) 
Transaction Costs (0) or (-) (0) or (+) 

concentration in the production and distribution industries should 
discriminate among the estimated effects. Moreover, higher levels of 
concentration in the manufacturing and distributing sectors should 
correlate directly with observations where RPM i s estimated to foster 
manufacturers' and dealers' cartels, respectively. 

A necessary condition for transaction costs applications of 
RPM is the existence of agency costs in the distribution process. 
Assume that such costs exist. In both the case of horizontal 
externalities among dealers and vertical externalities between a 

dealer and the manufacturer, these agency costs are an increasing 
function of the size of the manufacturing firm. 9 The relative costs 
of controlling a disintegrated distribution system are increasing in 
the size of the firm. A larger manufacturer must interact with more 
dealers for a given efficient scale at the distribution level. Given 
a cross-section of firms from different industries, the size of a firm 
relative to i t s competitors, the firm's market share, reflects the 
differential costs of disintegrated distribution in the presence of 
agency problems. If the transaction costs theory is valid, measures 
of the manufacturing firm's market share should discriminate among the 
estimated effects of RPM. Moreover, market share should correlate 
directly with observations where RPM i s estimated to mitigate agency 
problems in the distribution process. 

IV. AN EMPIRICAL ANALYSIS OF RESALE PRICE MAINTENANCE 
This section of the paper conducts the empirical analysis 

developed above. This analysis consists of two stages. The f i r s t 
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stage makes use of public and private antitrust enforcement efforts to 
gain estimates of the economic effects of RPM. The second stage 
examines the relationship between these estimated effects of RPM and 
necessary conditions of the alternative theories. Jointly, this 
procedure permits tests of the disparate theories of RPM. 

Measuring the Effects of Antitrust Enforcement 
In principle, changes in the recorded profits of a 

manufacturer and i t s competitors subsequent to an antitrust challenge 
can be used to assess the economic motivations of RPM. The problems 
of using accounting profits to measure economic profits are, however, 
legion (Lindenberg and Ross, 1981; Fisher and McGowen, 1983). 
Moreover, the dynamic relationship between the adoption of a new 
cartel management or distribution technique and registered profits 
cannot ex ante be known. An alternative method of measuring the 
change in economic profits subsequent to an antitrust challenge 
against RPM is warranted. 

The use of financial data to measure changes in the future 
profits of enterprises is a standard practice in the accounting and 
finance literatures (Fama, Fisher, Jensen and Roll, 1969). This 
methodology is increasingly prevalent in the empirical, industrial 
organization literature (Burns, 1977; Eckbo, 1983; and Chalk, 1984). 
If the abandonment of RPM in the distribution of products is largely 
unanticipated or the probability of its termination is altered by 
antitrust challenges, the "efficient markets, rational expectations" 
(Muth, 1961) hypothesis implies that contemporaneous changes in 

security prices represent unbiased estimates of the expected changes 
in the future profits of firms affected by RPM. That i s , "an 
efficient capital market sets the prices of assets equal to the 
present value of the expected future cash flows, thus reflecting the 
total impact of regulatory change on shareholder wealth" (Scbwert, 
1981, p. 123-24). 

The capital market effects of RPM antitrust challenges are 
examined below. 1 0 Several steps are required to conduct these 
analyses. F i r s t , the i n i t i a l sample i s drawn from antitrust 
complaints brought by the Federal Trade Commission (FTC), the 
Antitrust Division of the Justice Department (JD), and private 
individuals and corporations against firms employing RPM. The 
majority of these challenges are brought under Section I of the 
Sherman Antitrust Act or Section 5 of the Federal Trade Commission 
Act. A small number of suits are brought under the Robinson-Patman 
Act. A l l of these complaints challenge the practice of RPM. 

Second, information contained in the complaints themselves and 
firm-specific data gathered from alternate sources (Moody's Industrial 
Manual and Standard and Poor's Registry of Corporations) are used to 
assign a set of 4-digit SIC product codes to each case. If the 
product named i n a complaint corresponds with an existing 4-digit SIC, 
such as t i r e manufacturing (3011), a single code i s assigned. If no 
single 4-digit SIC sufficiently encompasses the products distributed 
under RPM and named i n the complaint, such as women's dresses, 
lingerie and sportswear (2335.2339,2341). or close substitutes are 
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Three variables are used to estimate differences in these 
posterior probabilities across observations in the sample. These 
variables are the four-firm measures of industrial concentration at 
the distribution and manufacturing stage and the market share of the 
upstream firm named i n the antitrust complaint. These data are 
obtained from a variety of sources. Concentration measures for the 

distribution industry (DC) are taken from the 1977 Census of 
Retailers. This i s the f i r s t year for which concentration measures i n 

14 
the retailing sector are reported. Concentration measures for the 
manufacturing industry (MC) are taken from the Census of Manufacturers 
for the publication year nearest the actual date of the antitrust 
complaint. The market share of the upstream firm (SH) is created by 
dividing the upstream firm's sales of price maintained products by the 
value of shipments in that industry. The firm's sales of price 
maintained products are estimated by using information in the 
antitrust complaint and firm-specific data contained i n Moody's 
Industrial Manual. The value of shipments is contained in the Survey 
of Manufacturers. Both the firm's sales and the value of shipments 
are from the year in which the antitrust complaint is actually 
init i a t e d . Table 4 presents some summary s t a t i s t i c s of the cross-
sectional distribution of these variables for the current sample. 

System (2) is estimated to assess the relationship between the 
Joint posterior probability structure obtained through the capital 
market analyses and DC. MC, and SH: 
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to manufacturer concentration. The former result is consistent with 
the hypothesis that the bargaining costs associated with any 
generalized Joint production problem are smaller the fewer the 
players. The later result is consistent with the view that it is 
sometimes in the interest of a monopolistic manufacturer to preserve 
differentially efficient dealers. The probability of observing RPM 
used to f a c i l i t a t e a dealers' cartel is inversely related to 
concentration at the manufacturing stage. This relationship is 
consistent with a bilateral theory of the relationship between 
manufacturers and dealers. Additional inferences about the use of RPM 
and the relationship between manufacturers and dealers can be gained 
by including pertinent variables in estimations of system (2). 

And f i n a l l y , capital market studies are frequently used to 
analyze the economic effects of regulation and propositions in 
industrial organization. By examining the effects of regulatory 
induced wealth transfers, tests of theories are made possible. This 
methodology has come under increasing scrutiny. Often, extraneous 
information may confound interpretations of the qualitative response 
of an asset to regulatory perturbations (Halpern, 1983). Assessing 
the average effect on asset prices may cloak much of the relevant 
information. The in a b i l i t y to identify precisely the moment new 
information is impounded in security prices may drastically reduce the 
power of the associated tests (Binder, 198S). The methodology 
employed in this paper estimates the distribution of regulatory (RPM 
antitrust complaints) induced wealth effects inferred from the capital 

market studies as a function of variables suggested by the disparate 
theories. A test of the Joint hypothesis that inferences drawn from 
the capital market studies are not valid and the alternative theories 
of RPM have l i t t l e predictive power i s thus conducted. The 
proposition that the capital market analyses are of l i t t l e value in 
analyzing the economic effects in question is refutable. Indeed, in 
the current analysis refutation is warranted. Inferences based on 
analyses of the estimated distribution of motivations and effects of 
RPM are valid. This approach has broader applications for the 
analysis of other forms of vertical control and, in general, 
propositions in industrial organization. 

VI. CONCLUSION 
This paper conducts tests of the alternative theories of RPM. 

These tests are accomplished by relating estimates of the economic 
effects of RPM for a cross-section of observations to necessary 
conditions of the alternative theories. Estimates of the effects of 
RPM are gained by observing the impact of antitrust complaints on the 
capitalized profits of relevant firms. I t i s shown above that the 
results of this analysis possess important implications for the theory 
of vertical control, public policy towards RPM, the strategic 
relationship between manufacturers and dealers in the distribution 
process, and the use of financial data and methodologies in analyzing 
industrial organization propositions. 

Perhaps the single most important result contained i n this 
paper is that positive support is found for each of the theories of 
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APPENDIX 
Table A.l l i s t s the complaints used i n the current study. 

This table also l i s t s Information pertaining to the construction of 
the capital market analyses for these complaints. 

The significance and assessment of the estimation results of 
system (1) for one observation in the sample are presented to 
i l l u s t r a t e the implementation and usefulness of the empirical 
formulation developed above. The case chosen for this i l l u s t r a t i o n is 
the Federal Trade Commission v. Lenox. This case is chosen because it 
demonstrates many of the features of system (1). This case i s also 
discussed and analyzed in greater detail elsewhere (Goldberg, 1980; 
and Marvel and McCafferty. 1984). 

Table A.2 contains the information events used in the 
estimation of system (1) for FTC, v. Lenox. This table identifies the 
dates and type of information considered. Three of the events used in 
this case are deemed to increase the expected distribution costs or 
reduce the probability that RPM remains a marketing practice of Lenox. 
One event is classified as increasing the probability that RPM is 
continued. Table A.3 contains the names of firms whose securities are 
included i n the competitors portfolio. These are firms whose 
securities are l i s t e d on the CRSP tape for the five-year period 
surrounding the antitrust action and whose primary SIC i s the same as 
Lenox's. Finally, Table A.4 presents the SURM estimates of system (1) 
for FTC v. Lenox. The t - s t a t i s t i c s are reported below each parameter. 
Notice that since there are four information events, there are four 
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Dit. Recall that these dummy variables, which are equal to zero prior 
to the i t h information event and one thereafter, permit the intercept 
parameter (a) and the coefficient on the return to the market 
portfolio (6) to change with each information event. Notice also that 
since three of the information events reflect negatively and one 
positively on the continued legal v i a b i l i t y of RPM for Lenox, both 
NEGt. and POSt are included i n the estimation. 

How important was the practice of RPM to Lenox and i t s 
competitors? How valid are the assumptions employed in this empirical 
formulation for analyzing the effects of FTC v. Lenox? An analysis of 
the s t a t i s t i c a l significance of the abnormal return parameters of 
system ( 1 ) reflects Jointly on these questions. In the three weekly 
periods i n which news Impinging on the legal v i a b i l i t y of Lenox's 
marketing practice of RPM occurred, the return on i t s securities was 
4 . 5 7 percent lower than the average return over the 2 5 6 periods in the 
estimation interval in which no antitrust Information occurred. The 
return to Lenox's competitors over these event periods was . 9 6 percent 
lower than on average. Neither of these differences by themselves was 
s t a t i s t i c a l l y different from zero at the five percent level. In the 
one week period i n which news f a c i l i t a t i n g Lenox's RPM practice 
occurred, the return on i t s securities was . 7 1 percent lower while 
Lenox's competitors' returns were 7 . 0 percent lower. The decline in 
the competitor's returns was highly significant. A test of the null 
hypothesis that a l l of the abnormal return parameters of the system 
are equal to zero yields an F-statistic of 3 . 8 2 2 5 which i s significant 










