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Abstract

This paper distills and organizes facts about cartels from about 20
European Commission decisions over 2000-2004. It describes the prop-
erties of a collusive outcome in terms of the setting of price and a
market allocation, monitoring of agreements with respect to price but
more importantly sales, punishment methods for enforcing an agree-
ment and also the use of buy-backs to compensate cartel members,
methods for responding to external disruptions from non-cartel sup-
pliers and handling over-zealous sales representatives, and operational
procedures in terms of the frequency of meetings and the cartel’s orga-
nizational structure.
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1

Introduction

A recent paper reviewed various approaches to detecting collusion using
patterns in firm behavior (Harrington) 2006)). The efficacy of looking
for patterns in prices and quantities relies on knowing what to look for.
What does cartel behavior look like? How is it distinguishable from
competitive behavior? Towards better addressing those questions, this
paper delves deeper into cartels and explores how they operate. How
a collusive outcome — in terms of price and an allocation of market
supply — is determined. How a collusive outcome is monitored and
enforced. How often a cartel meets and how a cartel’s organizational
structure is designed. The hope is that such an exercise will produce a
better understanding of how cartels operate and generate a richer set
of collusive markers based on market data.

This paper does not engage in an empirical analysis as it is normally
conceived. Rather, the approach is to glean what one can from about 20
cartels for which there is detailed information['] Though we will not be
able to draw any definitive (that is, statistically significant) conclusions
and indeed any claims are necessarily speculative, this is partially offset

L1t is more in the style of the classic studies by |Stocking and Watkins| (1946}, [1948) and
Hay and Kelly| (1974).
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by being able to offer finer details about cartels which will suggest a
richer set of collusive markersﬂ It needs to be emphasized that the
case studies are largely confined to providing information during the
episode of collusion. Thus, claims about how cartel behavior differs
from competitive behavior will either rely on using general knowledge of
competitive behavior (rather than knowledge about how this particular
industry behaves when firms are not colluding) or reported information
about how the colluding firms sought to change their practices.

In addition to making progress on identifying collusive markers, this
analysis may also have implications for future directions in the theory of
cartels. By identifying empirical regularities and institutional features
of hard-core cartels, this information can be used to guide theoretical
modelling. The next big step in the theory of collusion is apt to be the
construction of models of hard-core cartels that take account of the
manner in which firms coordinate and communicate and the realities
of dealing with firm asymmetries. As firms run the risk of incurring
penalties by engaging in explicit collusion, a simple revealed preference
argument tells us that the outcomes under explicit collusion must be
different from those under tacit collusion. What is needed are models
that are designed for hard-core cartels and this requires using the rich
institutional detail that case studies offer [l

The primary source material for this study are European Commis-
sion decisions over 200072004E| These cases comprise cartel activity
going back to the 1970s though largely cover activity in the 1980s and
90s. While the Antitrust Division of the U.S. Department of Justice reg-
ularly issues Press Releases, these are typical one or two pages in length
which provide minimal details as to how cartels actually function. In
contrast, the European Commission decisions can range from 30 to over
200 pages and provide vast information on the manner in which firms

2By a collusive marker I mean some property of firm behavior which is much more consistent
with collusion than with competition.

3One might argue that explicit collusion may only entail meeting once to coordinate on
behavioral rules that are identical to what would have emerged under tacit collusion. To
the contrary, hard-core cartels meet frequently and regularly. Firms are then continually
running the risk of discovery and presumably they do so because these meetings generate
more profitable outcomes than tacit collusion.

4 One decision, seamless steel tubes, is actually from December 1999.
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colluded. My collection of cases were drawn from two online sources:
Official Journal of the Furopean Unionﬂ and “Cases” at DG Com-
petition of the European C’ommissionﬁ These cases encompass about
2/3rds of the relevant cases during that time period and represent, to
the best of my knowledge, an unbiased samplem

There have been several recent studies that perform a similar exer-
cise to that conducted in this paper. Connor (2001)) offers a highly
detailed description and analysis of cartel behavior, though his focus
is restricted to the citric acid, lysine, and vitamins cartels. |[Levenstein
and Suslow| (2001}, 2004) provide case studies of bromine, citric acid,
graphite electrodes, seamless steel tubes, and vitamins but their anal-
ysis is more structural — characterizing industry conditions — with less
coverage of cartel operations. Using a large set of European Commis-
sion and U. S. Department of Justice decisions on price-fixing, |Grout
and Sonderegger| (2005)) provide a comprehensive examination of car-
tels. Related work is by [Symeonedis| (2003), who focuses on cartels in
the United Kingdom, and Levenstein and Suslow| (2006). The analy-
ses of those papers focus on identifying industry traits that result in
cartel formation, while my emphasis is on describing cartel behavior.
From the perspective of screening for cartels, those studies are useful
for implementing a structural screening approach — identifying those
industries for which a cartel is likely to emerge — while the current
study is designed to support a behavioral screening approach — identi-
fying patterns in market data consistent with a cartel operating.

Section [2 reviews the agreements made regarding price and the allo-
cation of the market. Procedures for sustaining that agreement are dis-
cussed in Section [3]and this includes monitoring, punishments, and the
handling of external disruptions. Section [] focuses on the frequency of
meetings and the organizational structure of the cartel, while Section
offers a few brief concluding remarks. Appendix A provides, by way
of background, a brief description of each of the industries — product

5 <http://europa.eu.int /eur-lex/lex/JOIndex.do>

6 <http://europa.eu.int/comm/competition/antitrust/cases>

7For an excellent background on cartel policy in the European Union, see Harding and
Julian| (2003]).
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description, geographic markets, companies, and cartel duration — and
Appendix B lists the primary sources used in the study.

Warning: It is important to note two possible sources of bias to
the case material. First, I am drawing cartels from the population of
discovered and successfully prosecuted cartels. There is no reason to
believe that this is an unbiased sample of the population of cartels
which is the actual population of interest. It is possible that discovered
cartels are the less effective ones and that is why they were discovered.
Furthermore, there is the decision of the antitrust authority (which in
my case is largely though not exclusively the European Commission)
to prosecute a case. Similarly, there may be a bias to pursue “easy”
cases or cases brought forward under the leniency program or cases
pursued in other geographic jurisdictions. What biases to our analysis
are introduced by this selection process is unclear but, once again, there
is concern that the sample of cartels may not be representative. That
our knowledge of cartels of recent vintage is largely limited to those that
have been discovered is an intrinsic challenge we face when studying
cartels. Second, the primary source of the material comes from one
side of the case — the prosecutorial side in the form of the European
Commission. There may be a different story to tell if the defendants’
perspective was also part of the material. That the leniency program
was used in many of these cases suggests that at least some of the
information was provided by the cartel members themselves. With these
caveats in place, let us move forward.
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