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Summary

Setup

Bertrand competition with homogeneous goods and symmetric costs

Investors own financial stakes of firms, potentially different degrees of control

Profit internalisation through common ownership
→ Firms maximise weighted average of investors’ portfolio profits

Main result

Provided the weight on a firm’s own profits equals the average weight on its
competitors’ profits, any price between marginal cost and monopoly price can be
sustained

Firms can sustain the monopoly price even in perfectly competitive markets
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Literature + Contribution

Common ownership & competition: Ambiguous predictions. Still no regulation.

1980s: Reynolds and Snapp, Bresnahan and Salop;
2000: Salop and O’Brien and subsequent literature
→ perception that common ownership has anticompetitive effects and raises prices

2016*: López and Vives, innovation as strategic variable (also Bayona and López, 2018)

→ common ownership can have pro-competitive effects

2018*: Azar and Vives, general equilibrium model
→ inter-industry common ownership can have pro-competitive effects

2021: Bayona, López and Manganelli, any price level can be sustained with
common ownership

→ Competitive effects of common ownership remain empirical question!

*dates refer to first working paper version
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Comments

Great & highly debated topic.
Still very little understanding of the competitive effects of common ownership.

This paper:

looks at pairwise common ownership links and not a single market parameter

takes into account asymmetric shareholdings
→ results hold for both symmetric and asymmetric common ownership structures
(common price equilibria with positive profits)

takes into account different control settings

regards strategic incentives of investors for forming ownership structures in
network formation and bargaining games
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Comments

High relevance for academic research but also competition authorities, practitioners.

Assessing common ownership in markets:

Lower number of firms, lower incentives to deviate in price competition stage,
lower stakes a firm’s investors must own of competitors (internalising less of their
profits) = less common ownership needed to sustain common price

Higher proportions of non-controlling minority shareholdings facilitate monopoly
outcome (own profits weigh less and firms need to internalise lower proportion of
other firms to keep common price)
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Thank you!
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