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On the Optimal Cartel Fines: Stability vs. Competitiveness of Collusive Behavior

CHENG Long', CHEN Yi-hao®’, YE Guang-liang’
(1. School of Economics, Shandong University, Jinan 250100, China;
2. Hanging Advanced Institute of Economics and Finance, Renmin University of China, Beijing 100872, China;
3. Hainan University, Haikou 570228, China)

Abstract: Cartel fines are important means to regulate collusion between firms. Fines not only directly reduce
the expected profit of collusion, but also reduce the stability of collusion and indirectly affect the degree of
endogenous collusion. This article establishes a theoretical model for dynamic collusion. It compares the impact of
different fine models—including the base and duration of fines—on the stability and degree of collusion and then
proposes the optimal fine model. The article finds that fines can usually reduce the stability of collusion and, thus,
deter it, but they may induce an increase in the degree of endogenous collusion, which is not conducive to
suppressing the degree of collusion. Throughout different fine models, when the fines are the same, the collusion
deterrence of fixed fines is always stronger than that of proportional fines based on profits and sales. Although
proportional fines based on profits have a weaker deterrent effect than fixed fines, they can ease the degree of
endogenous collusion. In addition to inducing cartels to further reduce collusion in order to avoid fines, proportional
fines based on sales may even stabilize collusion. Regarding the duration for determining the base of the fine, the
longer duration, the stronger the deterrent effect of the fine. The results indicate that, to deter collusion, the anti-
monopoly authority could design a model with a combination of fixed fines and proportional fines based on profits.
Meanwhile, according to the actual duration of collusion, other actions including extending the duration for
determining the base of fine appropriately, increasing the fines for long —lasting and repeated collusion, and
constructing a long—term cartel fine deterring mechanism, should be taken into consideration.

Key Words: antitrust; cartel fines; stability of collusion; collusion deterrence
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