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may be implemented by raising asymmetrically the price at which inputs are sold
to competitors, or reducing asymmetrically the quality of inputs sold to compet-
itors, for example.2 In an attempt to limit or preclude sabotage, regulators have
imposed parity requirements on VIPs. In essence, parity requirements compel the
VIP to provide the same services on the same terms and conditions to its retail
affiliate and to competitors.3

The question addressed in this research is whether parity requirements are suffi-
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purchase decisions after observing the prices set by alln + 1 competitors. Each firm
satisfies the entire demand for its product at the prevailing equilibrium prices.

3. Main Findings

Our primary concern is with the conditions under which the VIP will engage in
self-sabotage. Self-sabotage occurs in the present setting when the VIP intention-
ally allows its upstream marginal cost (c u ) to rise above its minimum feasible level.
When w = c u , an increase inc u results in a symmetric increase inw , and in this8527 584.275 Tm
[(w)] TJ
ET
BT
/F1 1 Tf
9.9694 792.19488 Tm
[(snise)-90.4(doces)-90.4(nots)-90.4(viol(a)29(se)-90.4(ae)-90.4((parity())-90.4(cr)13(equcr)13(msent)-90.4(th(a)29(t)-90.4(inputes)-90.4(bse)-90.4(soldt)-90.4(to))-90.4(cr)13(t(aie)-90.4(afa)29fili(a)29(ss-)] TJ
ET
BT
9.9626 0 0 9.9626 117.70694 360364976 Tm
[(and)3319.3(competitors)3319.3(a)29(t)-319.3(the)-319.3samhe)-319.3(price)57(.)-3197(Ppr)34(posditioe)-319.31e)-319.3ir)13(e)14(v)14(alrs)3319.3hlot the VI’rsequilibrium

prfint (



SELF-SABOTAGE161

proportional to

c ′(w)nbd v − c v ′(c u )
[
b v [2b − (n − 1)d ] − nd v d̃

]
. (5)

Proposition 2 provides the following conclusions about the determinants of self-
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of the VIP’s rivals more than it increases the VIP’s own marginal cost.15 This con-
clusion may not be surprising, as it indicates that the VIP will only raise its own
costs intentionally if doing so serves to increase more than proportionately the
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quality of the two downstream products symmetrically and, for simplicity, linearly,
so qr = qv = zq , where z > 0 is a constant. After the VIP sets the input quality,
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avoidable upstream costs. In practice, this distinction can sometimes be difficult to
draw.

Third, the more differentiated are the retail products of the rival and the VIP,
the less likely is the VIP to find cost-increasing self-sabotage profitable,ceteris
paribus. Consequently, competition policies that foster product innovation rather
than product imitation may be less likely to encourage certain types of anticom-
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Equations (A2.2) and (A2.3) together imply

pj = 1
2MS

[
[2b v S − nd v d̃ ]a + [d̃S ]
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Sinceb
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The VIP’s profit when it undertakes no self-sabotage in this setting is

�vo= − [β + (
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From equation (3), the profit-maximizing price for the VIP’s downstream affili-
ate under Bertrand competition is characterized by

Q v
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