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Introduction

@ Merger review is increasingly conducted in environments undergoing rapid
change

» Technological innovations (e.g., adoption of Al) = industry-wide reductions in
marginal costs or increases in product quality

> Preference shocks or demand-side policy interventions (e.g., EV subsidies) =
shifts in market demand

> International trade disruptions (e.g., tariffs) = industry-wide cost increases
@ Some of these future changes may be deterministic / anticipated

o Others may be genuinely uncertain (e.g., geopolitical events)
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@ Merger review is increasingly conducted in environments undergoing rapid
change

» Technological innovations (e.g., adoption of Al) = industry-wide reductions in
marginal costs or increases in product quality

> Preference shocks or demand-side policy interventions (e.g., EV subsidies) =
shifts in market demand

> International trade disruptions (e.g., tariffs) = industry-wide cost increases

@ Some of these future changes may be deterministic / anticipated
o Others may be genuinely uncertain (e.g., geopolitical events)

@ How should anticipated or uncertain future market conditions affect the
antitrust authority's approval decision today?
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Introduction

@ 2023 U.S. Merger Guidelines instruct agencies to consider anticipated market
developments including technological change

@ 2026 EU draft merger guidelines: EC may take into account future market
evolutions (e.g., entry, exit, technological change, regulatory shifts) that “can
be predicted with a sufficient degree of certainty based on available evidence"
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@ 2023 U.S. Merger Guidelines instruct agencies to consider anticipated market
developments including technological change

@ 2026 EU draft merger guidelines: EC may take into account future market
evolutions (e.g., entry, exit, technological change, regulatory shifts) that “can
be predicted with a sufficient degree of certainty based on available evidence”

@ Outstanding issues:

» Existing tools / structural presumptions are largely calibrated to present
conditions

» Guidelines provide limited guidance on how anticipated or uncertain
industry-wide changes in market conditions should quantitatively affect the
merger approval standard itself

> Guidelines are silent on which decision-theoretic framework should be used to
deal with risk and uncertainty

Nocke, Peitz & Schutz (Mannheim) Merger Control in a Changing World CRESSE '26 3/11



Introduction

@ 2023 U.S. Merger Guidelines instruct agencies to consider anticipated market
developments including technological change

@ 2026 EU draft merger guidelines: EC may take into account future market
evolutions (e.g., entry, exit, technological change, regulatory shifts) that “can
be predicted with a sufficient degree of certainty based on available evidence”

@ Outstanding issues:

» Existing tools / structural presumptions are largely calibrated to present
conditions

» Guidelines provide limited guidance on how anticipated or uncertain
industry-wide changes in market conditions should quantitatively affect the
merger approval standard itself

> Guidelines are silent on which decision-theoretic framework should be used to
deal with risk and uncertainty

@ How should anticipated or uncertain changes in the competitive environment
affect merger control?

Nocke, Peitz & Schutz (Mannheim) Merger Control in a Changing World CRESSE '26 3/11



Introduction

@ We study these issues in a series of oligopoly models featuring arbitrary
firm/product heterogeneity:

» homogeneous-goods Cournot competition (today)
* today: focus on (empirically relevant) case where curvature o < 1

» multiproduct-firm competition with CES/MNL demand

Nocke, Peitz & Schutz (Mannheim) Merger Control in a Changing World CRESSE '26 4/11



Introduction

@ We study these issues in a series of oligopoly models featuring arbitrary
firm/product heterogeneity:

» homogeneous-goods Cournot competition (today)
* today: focus on (empirically relevant) case where curvature o < 1

» multiproduct-firm competition with CES/MNL demand

@ We consider industry-wide shocks to marginal costs (or equivalently to
demand/product quality)

@ These shocks may be additive or multiplicative:
() = c§ +(A—1) (additive shock)
IRPYY (multiplicative shock)

where ¢} is firm f's baseline marginal cost, and c()) its marginal cost after
shock A

@ The shift is adverse if A\ > 1 and favorable if A < 1
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Introduction

@ In the first part of the paper, we study the effects of (adverse and favorable)
anticipated industry-wide cost or demand shifts on

» market concentration
» optimal merger control
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Introduction

@ In the first part of the paper, we study the effects of (adverse and favorable)
anticipated industry-wide cost or demand shifts on

» market concentration
» optimal merger control

@ In the second part, we ask how optimal merger control should be adjusted
when future costs or demand is genuinely uncertain

@ We consider two alternative objective functions:
> risk-averse maxmin approach (focus on worst possible outcome)
> expected consumer surplus maximization
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Industry-Wide Shocks and Industry Concentration

@ How do industry-wide cost shocks affect industry concentration?
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Industry-Wide Shocks and Industry Concentration
@ How do industry-wide cost shocks affect industry concentration?

Proposition

An adverse industry-wide shock induces a sum-preserving spread of market shares,

thereby increasing industry concentration, no matter whether shocks are additive
or multiplicative
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Industry-Wide Shocks and Industry Concentration
@ How do industry-wide cost shocks affect industry concentration?

Proposition

An adverse industry-wide shock induces a sum-preserving spread of market shares,
thereby increasing industry concentration, no matter whether shocks are additive
or multiplicative

@ Intuition:
» The ratio of market share between any two firms is equal to the ratio of their
markups
> An (additive or multiplicative) increase in marginal costs magnifies markup
differences if and only if cost pass-through is incomplete
» When curvature o < 1, cost pass-through is indeed incomplete
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Industry-Wide Shocks and Industry Concentration
@ How do industry-wide cost shocks affect industry concentration?

Proposition

An adverse industry-wide shock induces a sum-preserving spread of market shares,
thereby increasing industry concentration, no matter whether shocks are additive
or multiplicative

@ Intuition:
» The ratio of market share between any two firms is equal to the ratio of their
markups
> An (additive or multiplicative) increase in marginal costs magnifies markup
differences if and only if cost pass-through is incomplete
» When curvature o < 1, cost pass-through is indeed incomplete

@ Firm entry and exit reinforce this result

» When pass-through is incomplete, an adverse shock can induce exit (but not
entry)
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Industry-Wide Shocks and Optimal Merger Control

@ We now turn to the effects on optimal merger control
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Industry-Wide Shocks and Optimal Merger Control
@ We now turn to the effects on optimal merger control

@ Consider a merger M between firms f and g
@ There may be merger-induced efficiencies; if so, ¢} < min (cf, c§)

@ These synergies are assumed to be orthogonal to any industry-wide cost
shock, so that the shock is applied to ¢}
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Industry-Wide Shocks and Optimal Merger Control

@ We now turn to the effects on optimal merger control

@ Consider a merger M between firms f and g

@ There may be merger-induced efficiencies; if so, CéV’ < min (cof, cg)
@ These synergies are assumed to be orthogonal to any industry-wide cost
shock, so that the shock is applied to ¢}

@ Again, the cost pass-through is key

Proposition

Following an adverse shock, fewer merger-induced synergies are required for a
merger not to harm consumers, no matter whether shocks are additive or
multiplicative

@ Hence, an adverse industry-wide shock raises industry concentration ...

@ ... but calls for softer merger control
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Industry-Wide Shocks and Optimal Merger Control

@ We now turn to the effects on optimal merger control

@ Consider a merger M between firms f and g
@ There may be merger-induced efficiencies; if so, Céw < min (cof, cg)
@ These synergies are assumed to be orthogonal to any industry-wide cost
shock, so that the shock is applied to ¢}
@ Again, the cost pass-through is key
Proposition

Following an adverse shock, fewer merger-induced synergies are required for a
merger not to harm consumers, no matter whether shocks are additive or
multiplicative

@ Hence, an adverse industry-wide shock raises industry concentration ...
@ ... but calls for softer merger control

@ Intuition: adverse cost shock compresses margins

> reallocates output towards larger, more productive firms
> reduces market power effect of any merger
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Industry-Wide Shocks and Optimal Merger Control

@ An adverse cost or demand shock increases industry concentration but makes
optimal merger control softer!
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Industry-Wide Shocks and Optimal Merger Control

@ An adverse cost or demand shock increases industry concentration but makes
optimal merger control softer!

o Guideline 7 in 2023 U.S. Merger Guidelines calls for a stronger presumption
of harm when industry undergoes a consolidation trend

» Our results suggest this is misguided, if the increase in concentration is driven
by adverse cost or demand shifts
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Industry-Wide Shocks and Optimal Merger Control

@ An adverse cost or demand shock increases industry concentration but makes
optimal merger control softer!

o Guideline 7 in 2023 U.S. Merger Guidelines calls for a stronger presumption
of harm when industry undergoes a consolidation trend
» Our results suggest this is misguided, if the increase in concentration is driven
by adverse cost or demand shifts

@ Growing debate on resilience in merger control

» Recent policy discussions (including current EU draft merger guidelines):
mergers may enhance the resilience of firms, supply chains, or industries in the
face of future disruptions

» Trade-off between competition concerns and resilience?

» Our paper: anticipated adverse changes in market conditions may justify a
more permissive merger policy—even under a conventional CS standard and
without attributing any independent value to resilience
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Uncertainty and Optimal Merger Control

@ So far, we have looked only at deterministic shocks

@ Our previous results extend qualitatively if A is a random variable but
uncertainty is “one-sided” in that realizations with either only A > 1 or only
A < 1 are in the support
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@ So far, we have looked only at deterministic shocks

@ Our previous results extend qualitatively if A is a random variable but
uncertainty is “one-sided” in that realizations with either only A > 1 or only
A < 1 are in the support

@ But what if both A < 1 and A > 1 may occur with positive probability?
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@ So far, we have looked only at deterministic shocks

@ Our previous results extend qualitatively if A is a random variable but
uncertainty is “one-sided” in that realizations with either only A > 1 or only
A < 1 are in the support

@ But what if both A < 1 and A > 1 may occur with positive probability?

@ Two natural benchmarks for the antitrust authority:

@ Adopting a cautious (“maxmin”) approach and caring only about maximizing
consumer surplus in the worst possible state
© Adopting a risk-neutral approach and maximizing expected consumer surplus
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Uncertainty and Optimal Merger Control

@ So far, we have looked only at deterministic shocks

@ Our previous results extend qualitatively if A is a random variable but
uncertainty is “one-sided” in that realizations with either only A > 1 or only
A < 1 are in the support

@ But what if both A < 1 and A > 1 may occur with positive probability?

@ Two natural benchmarks for the antitrust authority:
@ Adopting a cautious (“maxmin”) approach and caring only about maximizing
consumer surplus in the worst possible state
© Adopting a risk-neutral approach and maximizing expected consumer surplus
o Let A > 1 denote the largest possible realization of A
@ Under the maxmin-approach, what matters is only what happens when A = \

@ From our previous analysis, it follows that cost uncertainty demands softer
merger control
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Uncertainty and Optimal Merger Control

@ Suppose now that the goal is to maximize expected consumer surplus
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Uncertainty and Optimal Merger Control

@ Suppose now that the goal is to maximize expected consumer surplus
Proposition

Greater aggregate cost uncertainty (a mean-preserving spread of \) requires
tougher merger control for expected consumer surplus not to decrease.

@ Note the contrast to the result under a maxmin-approach
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Uncertainty and Optimal Merger Control

@ Suppose now that the goal is to maximize expected consumer surplus

Proposition

Greater aggregate cost uncertainty (a mean-preserving spread of \) requires
tougher merger control for expected consumer surplus not to decrease.

@ Note the contrast to the result under a maxmin-approach

Intuition:

@ Under log-concave demand, pass-through increases with the intensity of
competition

@ That is, pass-through is decreasing in the number of firms
= merger reduces pass-through

@ As uncertainty increases, the variance of equilibrium price increases more
without the merger than with the merger

@ As consumer surplus is convex in price, this makes the merger more likely to
harm consumers
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Uncertainty and Optimal Merger Control

@ Suppose now that the goal is to maximize expected consumer surplus

Proposition

Greater aggregate cost uncertainty (a mean-preserving spread of \) requires
tougher merger control for expected consumer surplus not to decrease.

@ Note the contrast to the result under a maxmin-approach

Intuition:

@ Under log-concave demand, pass-through increases with the intensity of
competition

@ That is, pass-through is decreasing in the number of firms
= merger reduces pass-through

@ As uncertainty increases, the variance of equilibrium price increases more
without the merger than with the merger

@ As consumer surplus is convex in price, this makes the merger more likely to
harm consumers

Policy implications:
@ Our analysis points to very different conclusions depending on what the
authority’s objective function is
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Conclusion

@ We have looked at the effects of industry-wide shocks and uncertainty on
industry concentration and optimal merger control

@ Today's focus on the homogenous-goods Cournot model (but much extends
to MPF price competition with CES/MNL demand)

@ Adverse shocks induce an increase in industry concentration but demand
softer merger control

> intuition is that margin compression magnifies market share differences and
reduces market power effect of any merger

@ Under cost or demand uncertainty, a cautious maxmin-approach calls for
softer merger control

@ By contrast, under a risk-neutral approach, cost or demand uncertainty
demands tougher merger control
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