Study Question 1 for Third Exam.

Addyston Pipe was the first price fixing case under Section 1 of the Sherman Act.  The case involved the six manufacturers of cast iron pipe located in the Southeast part of the U.S.  The cast iron pipe was mainly purchased by municipalities for use in water supply and sewage disposal.  The conspiracy was a formal agreement.  When a contract would come up for bid, the six would meet and conduct their own auction.  Each would enter a sealed bid price that represented the lowest price at which they would be willing to supply the pipe.  The “winner” was the firm with the lowest price.  The conspirators would then raise all their bids by an agreed percentage amount with the lowest bid designed to be just below estimated cost plus transportation of out of the area manufacturers.  The winning bidder would keep the difference between their conspiracy auction price and the next highest price.  The difference between the submitted bid and that next highest price would go into a pool and it would be periodically shared among all the bidders.

a.  Why would the conspirators use the “conspiracy auction?”

When the conspirators were caught, they defended themselves by claiming that this was a good conspiracy.  They cited three sorts of evidence in support.  1.  All buyers of cast iron pipe testified that they paid fair prices.  2.  Prior to the conspiracy, the industry was subject to boom and bust cycles in which the municipalities could not properly budget for their pipe cost.  The conspiracy stabilized the prices.  3.  Prior to the conspiracy, there were problems with “fly-by-night” manufacturers that made inferior pipe, causing leaks and substantial repair expenses to the municipalities.  The conspirators policed this problem (not letting in entrants through extra-legal means.)

b.  Evaluate each of these defenses.  For 2 and 3, can you offer a theory that would explain the claimed phenomena (booms and busts and quality problems)?  

