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Explorations for Mechanism and Regulation of RPM by Upstream Firm
Regarding Retail Service——An Analysis for the Puzzle Why Imported
Automobile Sells by High Price in China
LI Shi-jie'?, CAI Zu-guo'

(1. School of Economics and Management of Hainan University, Haikou 570228, China;

2. Institute of Industrial Economics CASS, Beijing 100836, China)

Abstract: It is widely considered that the high retail price of imported automobile comes from the vertical
price agreement that the multinational carmakers imposes into the downstream firms in China. However, the
multinational carmakers announces that the high retail price is the normal response for supply—demand law and the
vertical price agreement is imposed to incentive the downsitream retailers to offer better service to the consumers.
This paper investigates multinational carmakers’ implementation of RPM strategy and other regulation problems by
combing the basic theory model in Puppe and Rosenkranz’s paper with retailer service. These research findings
are, under RPM pricing mechanism, the increasing extent of actual retail price by retailer service depends on
retailer service efficiency and manufacturer’s expected industrial chain profit pursuing is consistent with consumer
welfare maximizing pursuing; no matter two—part tariff or RPM pricing, the manufacturers will restraint the sum
and growth speed for franchise fee. Based On these results, this study tries to provide a forming mechanism for
high price of imported automobile in China: the multinational automobile manufacturers issue high suggested retail
price for their products for pursuing expected industrial chain profit and then impose RPM agreement into the
downstream so that higher actual retail price is formed in automobile retailing transaction; At the same time,
because of the local monopoly status, the retailers choose negative servicing manner and decreasing franchise fee to
increase their total profit. Therefore, multinational automobile manufacturers have to set price floor that based on
suggested retail price. Moreover, this study gives relevant suggestions for regulation.

Key Words: retail service; resale price maintenance; imported automobile; regulated policy
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