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Main results of the paper

Very nice model of vertical merger based on the model of multiproduct
retail competition by Rhodes & Watanabe (2021)

If a product does not generate a strong attraction effect to the store
(low v) but generates a high profit (high π), i.e is a must-have, the
pre and post merger tariff are the same.

If a product generates a low profit for the store (low π) but a high
attraction effect to the store (high v), i.e. is a must-have, the
post-merger tariff is likely to increase.

Absent efficiency gains to the merger, there are no risk of foreclosure.
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Price Competition

In your model, there is no price competition. Retail competition is only
ruled by the number of products offered and an exogenous parameter γ.

Price competition may push the retailer to adopt strategies that
directly affect π and v .

Loss leading or promotions may decrease π and increase v .
In your model only the demand curve of A (scale and curvature)
determines π and v .
With price competition it would be the demand curve of A relative to
that of B.

Price competition may also change the vertical merger analysis

With price competition, there are more incentives to foreclose the
rival: additional anti competitive concerns.
An integrated firm can sell below cost whereas a rival cannot in
presence of resale below cost laws....
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Information structure

In your model consumers are uninformed about prices. This
simplifying assumption enables you to present many interesting
insights.

Information about "How much traffic one product generates to a
store?"

In your model with one stop shoppers, independent products, no
price competition, the manufacturer knows π and v generated by its
product A.

Substitutions / complementarities between products A and B, price
competition, consumers heterogenous shopping cost might make it
difficult for a manufacturer to know the attraction power of its
product for the retailer.

→ This might be private information of the retailer.
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Mergers efficiencies

In the model the merger efficiency materializes as a cost reduction
ce

A < cA for the vertically integrated subsidiary.

This would be consistent with double-margin elimination, or because
the input becomes more specifically designed for the subsidiary,
saving intermediation costs...

But the efficiency gain could also be transferred to the downstream
independent customer?...In that case, no foreclosure concern.

Thank you!
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