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Press Release 

 

NEW PHOENIX CENTER STUDY FINDS THE LEADING THEORETICAL JUSTIFICATION 
FOR ROBINSON-PATMAN ACT ENFORCEMENT FAILS ON ITS OWN TERMS 

Analysis shows that the “waterbed effect”—the economic theory relied upon by both FTC 
Chairman Ferguson and Commissioner Meador to justify renewed RPA enforcement—never 

produces consumer harm at any equilibrium of the model on which they rely 

WASHINGTON, D.C. — The Robinson-Patman Act (“RPA”) prohibits price discrimination by 
upstream suppliers among competing downstream buyers.  After four decades of dormancy—and 
a 2007 Antitrust Modernization Commission recommendation for its repeal—the RPA was revived 
by former Federal Trade Commission Chair Lina Khan, who filed complaints against Southern 
Glazer’s Wine and Spirits and PepsiCo in the final weeks of the Biden Administration.  The Trump-
era FTC dismissed the PepsiCo complaint, but the Southern Glazer’s case continues.  Both FTC 
Chairman Andrew Ferguson and Commissioner Mark Meador have argued that RPA enforcement 
is warranted when price discrimination harms consumers—and both point to the “waterbed effect” 
as the mechanism by which that harm occurs.   

In a new analysis released today entitled Buyer Size, the “Waterbed Effect,” and the Economics of 
Secondary-Line Price Discrimination, Phoenix Center Chief Economist Dr. George S. Ford and Phoenix 
Center Senior Fellow Professor Michael Stern examine whether that theoretical foundation can bear 
the weight placed upon it.  They demonstrate that it cannot. 

The “waterbed effect” works like this: a large retailer—say, a major grocery chain—uses its size 
to negotiate lower prices from a supplier.  The supplier, to make up the difference, raises prices to 
the chain’s smaller competitors.  Those smaller retailers pay more for the same goods, charge their 
customers higher prices, and lose business to the chain.  The theory holds that consumers, on 
balance, end up worse off.  The leading academic model of this mechanism—by economists Inderst 
and Valletti (2011)—is the primary citation offered by both Chairman Ferguson and Commissioner 
Meador to support the claim that RPA enforcement protects consumers. The Phoenix Center’s 
analysis shows this reliance is misplaced. 

The problem is that the Inderst and Valletti model contains a built-in limit on how much the 
supplier can squeeze smaller buyers.  Small buyers always have the option to walk away and find 
another supplier—and the supplier knows it.  That threat puts a ceiling on how high the supplier 
can push the small buyer’s costs.  As the Phoenix Center’s analysis shows, that ceiling is always too 
low for the consumer-harm condition in the model to be satisfied.  In other words, the waterbed tips, 
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but not enough to spill.  The model proves that consumer harm would occur if small buyers’ costs 
rose far enough—but it turns out they can never rise that far within the model’s own logic.  The 
“waterbed effect,” as a basis for RPA enforcement, is therefore an empty threat. 

The analysis also identifies a more fundamental problem: the Inderst and Valletti model simply 
assumes, without explanation, that one buyer is large.  But buyers typically become large because 
they are more efficient than their competitors—lower costs, better logistics, higher volume.  When 
that is the case, research by Beard, Blair, Kaserman, and Stern (2008, 2009) shows that price discounts 
to large buyers are actually good for consumers: they help efficient retailers grow, drive down retail 
prices, and improve overall welfare.  Inderst and Valletti’s own model reaches the same conclusion 
in a result they largely bury. RPA enforcement, by prohibiting these discounts, protects high-cost, 
less efficient distributors—at the direct expense of consumers.  

“Chairman Ferguson and Commissioner Meador have staked their case for RPA enforcement on 
consumer harm from the ‘waterbed effect,’ but the model they rely upon never produces consumer 
harm at any equilibrium,” says study author Phoenix Center Chief Economist Dr. George S. Ford. 
“The theoretical foundation for enforcement collapses under scrutiny—not from outside criticism, 
but from the model’s own mathematics.” 

“When buyer size reflects efficiency, price discrimination in favor of large buyers is welfare-
improving—a result confirmed both by Beard et al. and by Inderst and Valletti,” adds Dr. Ford.  “The 
Antitrust Modernization Commission recommended repeal of the Robinson-Patman Act nearly 
twenty years ago.  The economic logic for that recommendation is now clearer than ever.” 

A full copy of PHOENIX CENTER POLICY BULLETIN NO. 85, Buyer Size, the “Waterbed Effect,” and the 
Economics of Secondary-Line Price Discrimination, may be downloaded free from the Phoenix Center’s 
web page at:   https://www.phoenix-center.org/PolicyBulletin/PCPB85Final.pdf.    

The Phoenix Center is a non-profit 501(c)(3) organization that studies broad public-policy issues related 
to governance, social and economic conditions, with a particular emphasis on the law and economics of the 
digital age.  


