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Resale Price Maintenance and Wholesale Pricing

—A Spatial Price Discrimination Model

GUANGLIANG YE

(Hainan University ; Renmin University of China)

SHIQIANG WANG*
(Chinese Academy of Social Sciences)

Abstract We study the profit and welfare effect of RPM (resale price maitenance ) in
the model of spatial price discrimination. In our model, the upstream firm makes decisions of
optimal wholesale price and RPM simultaneously. jointly using them as vertical tools. The
results show that simultaneous adoption of the optimal wholesale price and RPM floor or ceil-

ing always improves the upstream profits of firms facing any level of competition in the down-
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stream market. Meanwhile, social welfare also increases. Both the RPM floor and ceiling
would even increase consumer surplus if the downstream market were less competitive. The
RPM floor can induce not only higher profits compared to the RPM ceiling, but also higher
consumer surplus and social welfare. We suggest that a rule of the reason approach should be
applied to both the RPM floor and ceiling.

Key Words RPM, wholesale price, spatial price discrimination
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