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The following questions are addressed: 

i. Can a vertically integrated monopolist’s (VIM) downstream pricing cause the 
exit of equally efficient rivals from the downstream market even if: 

- the monopolist pricing strategy does not sacrifice short term profits or 
even increases short term profits (ie, it is difficult to construe the VIM’s 
pricing as ‘predatory’); and 

- the quality of access is identical as between itself and rivals? 

ii. Does potential leverage of market power provide a reason for regulators to get 
their ‘hands dirty’ with setting access price structures as well as levels?  In other 
words, is setting a maximum average price for external access to the bottleneck 
enough to prevent extraction of monopoly rents by the VIM? 

iii. Can protecting rivals by applying a price floor to the VIM’s downstream pricing, 
based on a standard imputation test, result in the protection of rivals at the 
expense of customers?   

iv. If so, are there feasible alternatives that both protect rivals and customers?   

 

The answers provided to all these questions are “yes”, maintaining the above 
numbering: 

i. Asymmetric price discrimination of the bottleneck can cause the exit of efficient 
rivals without the sacrifice of any short-term VIM profits.   

- Price discrimination of the bottleneck is defined as selling the bottleneck 
at varying prices/price structures subject to conditions ‘i’ being met by 
the downstream firm.  For example, condition ‘i’ may be that an up-front 
monthly payment per final customer served be paid in exchange for a 
lower usage charge.   

- Asymmetric price discrimination is defined as not allowing some 
downstream firms to purchase the bottleneck at those prices – even if 
they are willing to meet the associated conditions ‘i’.   



ii. It follows from the answer to question i) that a regulator may well be concerned 
to ensure that asymmetric price discrimination does not occur. 

iii. However, preventing asymmetric price discrimination by imposing a price floor 
on the VIM’s downstream prices may result in a loss of consumer welfare.  This 
is because the ideal is not to prevent price discrimination (which is likely to be 
efficient if practiced under the constraint of regulated maximum prices) but to 
ensure that price discrimination of the bottleneck is available to all downstream 
firms – not just the VIM’s downstream arm. 

iv. There are two clear options for the regulator to do this: 

- The first best solution (at least as far as preventing the leverage of market 
power) is to ensure external access seekers face the same marginal cost as 
the VIM for using the bottleneck.  This means that marginal access prices 
must be set close to marginal bottleneck production costs.  In regulating 
energy and telecommunications networks this can be achieved without 
sacrificing cost recovery constraints by the introduction fixed charges per 
customer served by the access seeker; or 

- If marginal access prices cannot be set equal to marginal production cost, 
then a second best solution is to superimpose the efficient component 
pricing rule (ECPR) over existing regulated maximum access prices.  That 
is, allow access seekers to choose between the regulated maximum access 
price and any discounted implicit access price(s) the VIM is charging 
itself (as identified by the application of ECPR) - provided that access 
seekers meet the same conditions ‘i’ as the VIM places on itself.  


