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Background

When can mergers be harmful (higher prices, lower welfare)?

Many approaches to “first-look™ — often based on Bertrand
models e.g. UPP, GUPPI, CMCR for directions of price
changes

With some assumptions can convert to magnitude of price
Increases

Cournot markets probably less work:
Salant-Switzer-Reynolds merger paradox

Important Farrell-Shapiro work on Cournot mergers, but
little here on magnitude of price effects



This paper

Objective: to provide a prediction of the price effects (in
magnitudes) of a proposed merger in a Cournot market

Model:

« Cournot (quantity) competition
« Homogeneous products
« Constant marginal costs, vary across firms

« Merged firm has costs of larger merging partner adjusted for
efficiencies




Key Results (1)

Some wonderfully simple and clear results here — the key
expression [i.e. eq.(4)]:
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Two key Insights are immediate:

1. The share of the smaller merging firm matters (s,)but not
any other shares (i.e. not HHI) -- intuitive

2. The number of firms matters (n)

Note: setting this equal to zero allow us to solve for critical
efficiency p*.



Other Results

1.  With multi-market competition -- critical efficiency will
be higher when HHI is lower

2. While most parts of (4) will be observable, we will not
know the post-merger elasticity (¢*) — provide bounds

3. Can assess potential effects of entry by treating it as a
negative merger.



Other comments

 Market definition: still need it

 Constant MC assumption — alternatives?

» Are these mergers profitable?




