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Collusion in the Chain of Production

Vd ™ Ve ™ Ve ~
b1 ] v ) Lo ) layer 1
. . ,/ g \
/ AN / N/ N
Ve ~N N ™~ e N ™~
{1 | {2 Foooo b ome—1 Jl me ) layerk

\\ \\R \\
/ N e N > N
ool |- tJ I kg layer K
\ y
/ ‘-.\“
ﬁ‘ Consumers | P(Q)

Figure 1: A vertical chain of production.

Source: Han, Schinkel and Tuinstra (2010)
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Damages percolate through the Chain of Production

e I layers of production, with n;, firms in layer k& producing a homogeneous quantity

for firms in layer £ + 1 (one-to-one fixed-proportions production technology)..
e Final consumer demand for layer K is P ((Q)).
e Cost function for firm j in layer k given as pir—1q;1 + ¢ji (g;i) (with pg = 0).

e Firms are price-takers on their input markets.
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Equilibrium under competition and collusion (in layer g) characterised by

()" = ‘competitive’ equilibrium quantity,

p, = ‘competitive’ equilibrium price of layer £,

)¢ = equilibrium quantity, when firms in layer g are colluding,

p;. = equilibrium price of layer &, when firms in layer g are colluding,

where

Q" > Q°
e <pp Yk
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Decomposition of Harm, 1/2
Downstream Effects

For every layer k& we can decompose the harm of the cartel in three distinct effects:

nj ng
ATy = Zdr*k — Z#g = & —wp + oy,
A gk k ?

Jj=1 J=1

1. Overcharge effect. the amount by which firms in layer & are overcharged:

§p = Q° (pi—l - pi_l) :

2. Pass—on effect: the amount firms in layer k pass on to the next layer of firms:

wy = (pi —PZ)'

3. Output effect: lost profits from decrease in sales volume:

g
ok =(Q" = Q%) (P —Picy) + ) (Cjk- (G’fk) — i (quk)) -
j—1
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Decomposition of Harm, 2/2
Final Consumer Effects

The loss in consumer surplus of the final consumers is given by

ANCS =CS"—CSY =€, + o,
0"
with £, = Q7 (P9 — P”) the overcharge effect, and 0. = f P (Q) — P*ld(Q the output

Qg
effect.
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Price

Py ! :
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Source: Guidance paper Quantifying Harm (2013)
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Source: Bos accounts (1996)
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Price
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Concluding Remarks

oLots of exciting development in assessment of damages — Practical Guide leaves room
*\What standards of proof will emerge? — quality of data and analysis (CV iso CS)

A full model of the chain would be preferable

*In practice, it’s about the plaintiff’s pass-through

eUnderstanding the cartel mechanism is key

Potential conflict with leniency and settlements — draft directive
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