A.  For Everybody.  The Supreme Court considered the bounds of the per se price fixing rule in the State of Arizona versus Maricopa County Medical Society in the mid 1980s.  Unlike most price fixing by sellers, the physicians in the Phoenix area had agreed to set maximum prices to patients.  The physicians claimed that this controlled their overcharging that would occur in their market where many of their patients are insured and pay on out of pocket costs.  

   Why might physicians collectively benefit from an agreement limiting their prices.   Would the consumers benefit under your explanation?

B.  For those that did not do the Collusion Questions assignment.

In 1992, the State Attorney Generals of Arizona, California, Oregon and Washington settled a price fixing suit with the leading integrated marketers of gasoline for 180 million dollars.  The case arose because of a peculiar pricing phenomena that occurred from the late 1960s until the embargo of mid east crude oil in late 1972.

    The pricing at issue concerned retail and wholesale gasoline prices that were characterized by successive price decreases followed by price “restorations.”  From the "normal" restored price of 36 cents, the price would erode over a four to six week period to about 25 cents.  When the price reached that level, the companies would "restore" to normal within a day.    Typically there would be a mid week announcement by a major marketer (usually Standard Oil of California) that restoration would occur the following Monday.  Others sellers would then announce to the trade press their intentions.  No evidence of meetings or overt price fixing was found.

    The AGs argued that these price patterns were inconsistent with competition and were the result of collusion.  The oil companies responded that collusion implies stable prices while competition caused the price cycling.    

a.  How would you attempt to evaluate the contrary claims (do these facts suggest collusion or competition)?  

b.  What economic role is played by the preannouncement of a pending price increase under a competitive and a collusive scenario?

