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I. Introduction 

Bundled discounts - discounts or rebates offered to 
customers who purchase multiple products from a 
firm - are ubiquitous in our economy and can benefit 
consumers through lower prices.1 However, 
bundled discounts also have the potential to harm 
competition by excluding competitors or potential 
competitors in cases in which the firm offering the 
bundled discount has monopoly power in the sale 
of at least one of the products in the bundle. 

Because the competitive effects of bundled 
discounts are ambiguous, various tools and 
economic tests have been proposed to 
quantitatively assess the competitive impact of a 
bundled discount.   In 2007, the Antitrust 
Modernization Commission published 
recommendations for antitrust enforcement and 
recommended the use of the discount attribution 
test as part of a three-part test to assess the 
competitive effects of bundled discounts.2 The test 
was subsequently used in Cascade Health 
Solutions v. PeaceHealth in 2008.3 

The discount attribution test attributes the total 
discount on the bundle to the “competitive” product 
(or products) and then assesses whether a firm that 
is at least as efficient at producing the competitive 
product as the firm offering the discount would be 
able to profitably match the discount. One benefit of 
the discount attribution test is that it does not protect 
less efficient competitors at the expense of 
procompetitive conduct; another is that it does not 
require obtaining data on competitors’ costs. 
                                                 
1 Such discounts may also be referred to as loyalty discounts or 
multiproduct discounts. Examples include restaurants offering 
combination prix fixe meals of several courses that are cheaper 
than ordering each course a la carte, and cities offering tourists 
multi-day passes that allow them to visit multiple tourist 
attractions for a lower price than purchasing tickets to each 
attraction individually. 

However, the outcome of the test depends critically 
on how it is applied. In this article, we provide an 
overview of the economics of the discount 
attribution test and discuss the challenges 
associated with implementing it in practice. 

II. The Effects of Bundled Discounts on 
Consumer Welfare 

As noted above, the impact of bundled discounts on 
consumer welfare is ambiguous. Bundled discounts 
benefit customers who purchase the bundle by 
lowering the price they would have paid for the set 
of products in the bundle if bought separately; 
however, bundled discounts may harm consumers 
through the exclusion of equally or more efficient 
producers of the non-exclusive products in the 
bundle. 

To illustrate, suppose that a firm, Consolidated 
Cold, sells a line of health and wellness products, 
including cold medicine and nasal spray. Its over-
the-counter cold medicine, Cold Away, is the first to 
cure the common cold in only 3 days and is the only 
product of its kind on its relevant market.  
Consolidated Cold prices Cold Away at $10 and 
gives customers who purchase Cold Away a $3 off 
coupon for its nasal spray. Consolidated Cold 
incurs an average variable cost of $5 per unit of 
Cold Away. 

Another firm, Just Noses, sells nasal spray that is 
identical to the spray sold by Consolidated Cold. 
Both Consolidated Cold and Just Noses sell nasal 

2 The other parts of the three-part test proposed by the AMC 
include determining whether the defendant is likely to recoup 
any short-term losses and evaluating whether the bundled 
discount or rebate program has had or is likely to have an 
adverse effect on competition. Antitrust Modernization 
Commission, Report and Recommendations 99 (2007). 
3 515 F.3d 883, 899 (9th Cir. 2008). 
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spray for $5 a bottle and incur an average variable 
cost of $2.50.  

Consumers who want to purchase Cold Away and 
nasal spray have an economic incentive to 
purchase both products from Consolidated Cold 
because they pay $12 for the bundle versus $15 to 
purchase both products a la carte. In order for Just 
Noses to sell nasal spray to these customers, it 
would have to discount its product by at least $3, 
which is not a viable option because Just Noses 
incurs an average variable cost of $2.50 (and earns 
a gross margin of $2.50) per bottle of nasal spray. 
However, Consolidated Cold can profitably offer 
such a discount because it earns monopoly profits 
on Cold Away; Consolidated Cold still earns a profit 
of $4.50 on sales of the bundle, even with the $3 
discount. 

As such, by offering the $3 discount, Consolidated 
Cold is able to foreclose Just Noses, an equally 
efficient producer of nasal spray, from competing 
for customers who purchase both Cold Away and 
nasal spray.  Put another way, the $3 bundled 
discount allows Consolidated Cold to use its 
monopoly power in selling Cold Away to gain a 
competitive advantage in the market for nasal 
spray. 

III.  Application of the Discount Attribution Test 

As noted above, the use of the discount attribution 
test to assess the consumer welfare impact of a 
bundled discount has precedent in the courts.4 
However, the welfare implications of a bundled 
discount are determined by the competitive 
dynamics in the market, the structure of the 
discount, and the relative efficiency of firms selling 
the competitive product, and implementing the 
discount attribution test is not always 
straightforward in practice. This poses problems for 
firms facing litigation as well as firms that may wish 
to offer bundled discounts but do not want to attract 
antitrust scrutiny.  The following examples illustrate 
                                                 
4 The Ninth Circuit adopted a discount attribution test in 
Cascade Health Solutions v. PeaceHealth. Specifically, the 
court noted: “To prove that a bundled discount was 
exclusionary or predatory for the purposes of a monopolization 
or attempted monopolization claim under §2 of the Sherman 
Act, the plaintiff must establish that, after allocating the 

the complexity of, and potential pitfalls associated 
with, implementing the discount attribution test in 
practice.  

Example 1: Bundle of Two Products Sold in 
Fixed Ratios 

We revisit the example in which Consolidated Cold 
sells two products, Cold Away and nasal spray, and 
Just Noses sells only nasal spray. Purchased 
separately, the price of Cold Away is $10 and the 
price of nasal spray is $5. Consolidated Cold sells 
a bundle that includes one unit of Cold Away and 
one unit of nasal spray at a 20 percent discount for 
a price of $12. Using the discount attribution test, 
we apply the $3 in savings to nasal spray. The test 
implies that Just Noses would have to sell nasal 
spray for $2 or less in order to successfully compete 
with Consolidated Cold for customers who 
purchase both Cold Away and nasal spray.  

The discount attribution test asks whether a firm as 
efficient as Consolidated Cold (i.e., with the same 
average variable cost of producing nasal spray) 
would be able to profitably match Consolidated 
Cold’s discount. Therefore, the relevant 
comparison is to Consolidated Cold’s average 
variable cost (which is assumed in this example to 
be the same as Just Noses’ average variable cost 
of producing nasal spray). The effective discounted 
“price” of $2 is less than Consolidated Cold’s 
average variable cost of $2.50 to produce nasal 
spray. Therefore, consistent with the methodology 
discussed above, the discount attribution test would 
flag the bundled discount offered by Consolidated 
Cold as potentially welfare-reducing, since a firm as 
efficient as Consolidated Cold could not profitably 
sell only nasal spray.  

Example 2: Bundle Includes Two Products Sold 
in Varying Ratio 

Suppose that Consolidated Cold offers customers 
who purchase both Cold Away and nasal spray a 

discount given by the defendant on the entire bundle of 
products to the competitive product or products, the defendant 
sold the competitive product or products below its average 
variable cost of producing them.” Cascade Health Solutions v. 
PeaceHealth, 515 F.3d 973 (9th Cir. 2008). 
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discount of 20 percent on their entire purchase, 
regardless of how many units they purchase. If a 
customer purchases one unit of each, she saves $3 
(20%*($10 + $5)) on the bundle, as in Example 1, 
and the discount attribution test would flag the 
discount as exclusionary. However, suppose 
instead that a given customer purchases two units 
of nasal spray and one unit of Cold Away. If 
purchased separately, the three products would 
cost a total of $20 ($10 + 2*$5).  With the 20 percent 
discount, the customer pays $16, saving $4. 
Applying the discount attribution test, that $4 
savings would be applied to the consumer 
expenditure on nasal sprays, which is 2*$5 = $10. 
Attributing the $4 discount would yield an 
expenditure on nasal spray of $6 ($3 per unit). The 
discount attribution test would then compare this 
effective discounted “price” of $3 to Consolidated 
Cold’s average variable cost of producing nasal 
spray to determine whether Just Noses, an equally 
efficient competitor, could successfully compete 
with Consolidated Cold for customers who buy one 
unit of Cold Away and two units of nasal spray. 
Assuming as above that Consolidated Cold’s 
average variable cost for nasal spray is $2.50, an 
application of the discount attribution test would not 
flag this discount as potentially anticompetitive if 
customers typically purchase one unit of Cold Away 
and two units of nasal spray.  

This example illustrates that a firm is more likely to 
“pass” the discount attribution test as the ratio of 
contested products (in this example, nasal spray) to 
uncontested products (in this example, Cold Away) 
in the bundle increases. That is, the available 
monopoly margin from one unit of the uncontested 
product is spread over more and more units of the 
contested product, with less and less impact on the 
gross margin of those producing the contested 
product. In addition, it shows that heterogeneity 
among customers may affect whether a given 
bundled discount offering is shown to be 
anticompetitive under the discount attribution test; 
indeed, as illustrated above, the same firm, offering 
the same percentage discount, may be found to be 
engaging in anticompetitive bundling practices for 
some customers and not for others. Thus, the 
sensitivity of the test to customer purchasing 
patterns may make it difficult for firms to determine 

whether a discount they are considering offering to 
customers may be flagged as anticompetitive by the 
test. In practice, scanner data can be used to 
evaluate purchasing patterns and determine for 
which customers the rival cannot effectively 
compete. Whether the bundle is ultimately 
exclusionary depends on whether the loss of these 
customers is sufficient to cause the rival to leave the 
market. 

Example 3: Bundle Includes More Than Two 
Products 

So far, we have assumed that Consolidated Cold 
sells only Cold Away and nasal spray and that Just 
Noses sells only nasal spray. If we expand the 
example so that Consolidated Cold sells three 
products—Cold Away, nasal spray, and nasal 
decongestant—the application of the discount 
attribution test and its findings may change. For 
simplicity, let us assume that the individual price of 
nasal decongestant is also $5 and its average 
variable cost also $2.50. As before, Consolidated 
Cold offers a 20 percent discount to customers 
purchasing one of each product. In this case, when 
purchased individually, the products would cost a 
total of $20 ($10+$5+$5).  If the customer 
purchases all three from Consolidated Cold, she 
receives a 20 percent discount that reduces the 
total cost of the bundle to $16, a savings of $4. 

The implementation of the discount attribution test 
in this case depends on which products are deemed 
to be “competitive” and which rival alleges that it is 
excluded. The discount attribution test would be 
applied differently if the rival sells one of the 
products in the bundle versus if the rival sells two of 
the products in the bundle. The outcome of the 
discount attribution test depends critically on 
whether the discount is attributed to one or two 
contestable products.   

If Just Noses sells nasal spray and nasal 
decongestant, the discount attribution test yields 
the same results as Example 2, in which customers 
purchase one unit of Cold Away and two units of 
nasal spray: the total discount is $4 and the 
effective discounted “prices” of nasal spray and 
nasal decongestant are $3, above the firm’s 
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average variable cost, after attributing the total 
discount on the bundle to nasal decongestant and 
nasal spray. Thus, under the discount attribution 
test, the pricing would not be found to be 
exclusionary. However, if Just Noses sells only 
nasal spray, then the full amount of the discount, 
$4, would be attributed to nasal spray, and the 
effective discounted price—i.e., the price that an 
equally efficient firm would need to charge to 
compete with Consolidated Cold for patients 
purchasing all three products—is ($5-$4=$1), which 
is below Consolidated Cold’s average variable cost 
for producing nasal spray. Therefore, the discount 
attribution test would find this bundle to be 
exclusionary. In this example, based on the 
outcomes of the discount attribution test, an equally 
efficient competitor who sells both nasal spray and 
nasal decongestant would not be excluded, but an 
equally efficient competitor who sells only nasal 
spray would be. 

Thus, in a market with several firms selling a variety 
of combinations of products, a given bundled 
discount may exclude some competitors but not 
others. As a result, the same firm, offering the same 
percentage discount, may be found to be engaging 
in exclusionary conduct toward some rivals but not 
others. The sensitivity of the discount attribution test 
to the rival alleging harm may make it difficult for 
firms to prospectively determine—e.g., when 
attempting to structure discounts in a manner that 
does not draw antitrust scrutiny—whether a 
discount may be flagged as anticompetitive by the 
test. 

IV. Discussion and Conclusions 

The examples above illustrate the limitations of a 
cursory application of the discount attribution test. 
Care must be taken to appropriately account for the 
competitive dynamics in the market, including 
customers’ purchasing patterns and competitors’ 
offerings.  As illustrated above, the discount 
attribution test may yield different results for a given 
bundle and market depending on which customers 
and competitors are evaluated. A bundled discount 
may foreclose competition for some customers but 
not others, depending on the customers’ demands 
for the products in the bundle. Likewise, a bundled 

discount that would not exclude equally efficient 
rivals offering multiple products may exclude 
equally efficient rivals offering a narrower set of 
products. While the discount attribution test 
provides valuable insights, it alone may not be 
sufficient to determine the harm to competition, 
given the complexity of real-world cases.  
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