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Minimum Price Standard and Minimum Quality Standard under Duopoly
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ABSTRACT

In this paper, I examine how the minimum price regulation affects social welfare, consumer surplus,

or profit in comparison with minimum quality standards (MQS) on an industry in which firms face

quality—dependent fixed costs and compete in price. I show that while minimum quality standard

intensify the price competition, imposing the minimum price regulation restrains the price

competition, as a result both consumer surplus and social surplus are lower, and aggregate profit is

higher under the minimum price regulation. Furthermore, I find that however the minimum price is set

on, there always exist minimum quality standards which can make social welfare higher than the

minimum price regulation.
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