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General comments

The paper establishes two important results:

1. DM can occur due to asymmetric information and asymmetric bargaining power.

* The downstream monopolist does not know the suppliers’ marginal costs, and each supplier has

less bargaining power than the downstream monopolist (¢ < 1).

2. When there is a selection stage and a production stage, VI can be anticompetitive.

» Thatis true when suppliers have less bargaining power at the selection stage than they have at the

production stage (4 < w).
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General comments (cont.)

What about the “opposite” case with an input monopolist and several downstream

firms selling homogeneous products and competing a la Bertrand?

1. Does DM occur if the input monopolist does not know the downstream marginal costs,

and each downstream firm has less bargaining power than the input monopolist?

2. If downstream firms have less bargaining power at the selection stage than at the

production stage, can VI be anticompetitive?

In short, the model is about EDM and customer foreclosure, but I think the results also apply

to input foreclosure.
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Specific comments

* The optimal mechanism always allocates production to a single supplier and, at the

selection stage, always selects a single supplier.
* The paper discusses two extensions where multi sourcing could emerge.

= Another possible extension would be to keep single sourcing but select two or more suppliers.
= The U.S. DoD often uses a procurement process like that.
= In the model, the only reason to have two stages is because bargaining power is different pre-selection.

= Perhaps, another reason is that suppliers also can reduce their marginal costs by investing.

= Without private information, there is no EDM and no incentive to merge.
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Specific comments (cont.)

* The authors mention that they follow the approach of Loertscher-Marx (2021).
* They do not solve an extensive-form multilateral bargaining game with asymmetric information.

» [nstead, they assume that the “bargaining solution” coincides with the optimal mechanism that a
principal would design if it were to maximize the expected weighted welfare of the agents, where

the weights reflect each agent’s bargaining power.

= Similarly, the Nash Bargaining Solution (NBS) with complete information maximizes a

weighted logarithmic welfare function.
= However, the NBS was later validated by solving extensive-form bargaining games.

= So, future research should undertake a similar “program”. C Charles.Rivcr
Associates



