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U.S. District Court Draws Rule of Reason Around 
Relationships with Retailers Who Compete with 
Their Own Store Brands  
BY MICHAEL P.A. COHEN AND KRISTEN WARDEN 

Agreements between suppliers and retailers are 
typically viewed under a rule of reason applicable 
now to virtually all “vertical” relationships in a 
supply chain. Many retailers, however, also 
market their own store brands which compete 
with branded products they purchase from their 
suppliers. Where the retail buyer is also a 
competitor, agreements can raise questions of 
per se illegality under antitrust laws. The line is 
not always clear and the risk in the ambiguity 
can be loaded. 

In Bedi v. Hewlett-Packard Company and Staples 
Inc. (“Bedi”), No. 07-12318-RWZ (D. Mass. 
November 17, 2008), the United States District 
Court for the District of Massachusetts just 
unpacked some of that risk in a decision 
continuing the U.S. federal judiciary’s pragmatic, 
economics-based walk through the antitrust 
landscape, consistent with the tone set by the 
U.S. Supreme Court’s 2007 term, refusing to 
view modern market arrangements through rigid 
lenses crafted from historical eras where supply 
chains were formalistic and less fluid. 

In Bedi, Staples agreed with HP to stop selling 
compatible Staples brand ink cartridges and 
exclusively promote HP. This supplier-retailer 
agreement was known as the Strategic 
Enterprise Alliance Agreement (the “SEA”). 
Under the SEA, HP gave Staples a guaranteed 

source of product supply as well as priority 
status of product orders. In return, Staples 
promoted sales of HP products and received 
allowances for increasing sales of HP products. 
As part of the strategic alliance, Staples gave up 
its competing, lower-priced store brand. 

The relationship pinned the federal court with 
the question whether the SEA was an exclusive 
dealing arrangement between a supplier and 
retailer, evaluated under a rule of reason, or 
whether the arrangement was an agreement 
among competitors not to compete, a per se 
violation of the U.S. antitrust laws. Rule of 
reason wins. 

California resident and owner of an HP inkjet 
printer –Ranjit Bedi –filed a lawsuit against HP 
and Staples in the U.S. District Court for the 
District of Massachusetts. The complaint alleged 
that HP paid Staples more than $100 million to 
stop selling lower-priced printer cartridges for HP 
printers. Bedi claimed the agreement was a per 
se violation of the Sherman Act because it 
“eliminated interbrand competition between 
Staples and HP.” Staples and HP moved to 
dismiss.  

The district court addressed Bedi’s argument 
that the SEA was a horizontal agreement 
between direct competitors, holding the bright-

November 2008 



 

  2 

line per se standard was inappropriate in 
context. Notably, the court held that only 
agreements which have a “predictable and 
pernicious anticompetitive effect and limited 
potential for procompetive benefit” are deemed 
to be per se unlawful under the Sherman Act. 
The court concluded that the agreement between 
HP and Staples fell within a category of 
restraints “where the economic impact of [these] 
practices is not immediately obvious,” despite 
the arguable horizontal restraint in question.  

The court left Bedi with a chance to replead, and 
the decision may be appealed. But it warrants 

watching and support. The ruling is an insightful 
district court decision that attempts to take 
seriously the direction the U.S. Supreme Court 
set with its 2007 term, practically applying the 
intent of the antitrust laws to modern, fluid 
market relationships. The case could help erase 
some of the archaic risk remnant from historical 
market structures, allowing suppliers more 
flexibility to enter procompetitive arrangements 
in a modern era where retailers have their own 
store brands. 
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