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The takeover was prohibited by the Danish Competition Authority (DCA)  in 

June 2008.

The decision had been prepared over several months. 

In the initial phase, the DCA followed an argumentation related to spatial 

competition 

In in the final document, the main argumentation by the DCA was related to 

creation of tacit collusion among sellers after a takeover, other arguments were 

downplayed.

We concentrate here on the tacit collusion argumentation.



Theoretical background:

The contemporary theory of tacit collusion is based on the notion of a 

repeated game.

The fundamental result here is the so-called Folk theorem:

In repeated conflicts there are equilibria which sustain outcomes

that are better to the parties than the equilibria of one-shot games

Friedman (1971),  Rubinstein (1979), Green and Porter (1984), Abreu, Pearce 

and Stachetti (1990), Fudenberg, Levine and Maskin (1994) e.a.

The mechanism by which equilibrium is sustained typically exploits 

that players react on deviation from the mutually accepted behavior 

and punish the deviating player. 



However, such a behavior presupposes that players can observe the 

state of the game. 

When such observation is incomplete, we are in the realm of anti-

Folk theorems. 

Here is a brief selection of the contributions to the literature, giving 

condition under which collusion is unsustainable (only one-shot game 

can be equilibria in the repeated game).

Kaneko (1982): If no single player can influence the information 

available to all.

Masso and Rosenthal (1989): Generalization to more general 

situations



Matsushima (1991): Independence of irrelevant information (that doesn’t 

change beliefs on others’ behavior)

Sekiguchi (2001): Even if there is incomplete public information, anti-folk

theorem holds for finitely repeated games

Compte (2002): Players relying on private information will wait long

before deciding on punishment.

Carmona (2006): Complexity issues: Rules to be followed in the tacit

collusion should be the simplest possible

Maenner (2008): Players follow simple inference rules, and the rules 

for the collusion should be simple as well.

Summing up:When there is no public information about the state of the game

(= history of actions of the participants), then the Folk theorem breaks down, in

many cases to the extent that there is no difference between equilibria in the

one-shot game and the repeated game.



Translated to Industrial Organization:

For tacit collusion to work, it must be possible to detect if a participant is

deviating from the norms. This is the case when there are only a few 

commodities in the market, or where the commodities are closely 

interrelated.

If firms observe only own demand, and prices are subject to many individual 

changes, then collusion is very hard to sustain (observed already by Stigler, 

1964), since it is difficult to infer the actions of the others from what is 

observed.

To this complication on the information side comes complexity in the

enforcement: When and how should retaliation take place if someone 

defects (or if it is inferred from incomplete information that a defection may

have happened)?



Back to the LM + AOJ case:

Market I

32,000 items on sale, purchased from more than 800 firms

Market shares: largest seller has about 40%, AOJ around 25% and LM around 

5%

Market II

36,000 items on sale at everyday level, purchased from about 3,500 firms

Market shares: largest seller has about 50%, AOJ about 4% and LM around 

35%



Characteristic features of both markets:

• very large number of products, none of them representative or focal.

• list proces exist but are rarely used, costumers expect and get individual

agreements with rebates in the range 20 - 80%.

• in each of the markets, there is a large seller having up to 50% of the 

market, and either LM or AOJ takes the second place, with little

change resulting from a merger.

• small market participants coexist with the larger.

• sale takes place at local outlets but internet based sale is increasingly

important.

• costumers are typically small professionals.



Can tacit collusion exist under these conditions?

No reliable public information for the participants: Prices for costumers

are not individual, cannot be monitored systematically by the others 

except at excessive cost.

The rules of a possible tacit collusion will be prohibitively complicated since

they must specify retaliation in the form of price cuts to sufficiently many

costumers on sufficiently many items to hurt a deviating participant.

An indication of how this could happen would be a major contribution

to the theoretical literature.



If tacit collusion could occur after a merger, why not before?

• In both markets, there are two large actors and many small. Any argument

for tacit collusion after a merger of LM and AOJ would apply equally to

the present market situation.

• In one market, there is already a shareholder interest connecting AOJ with

another seller, having a larger market share than LM (this relationship 

was proposed to be discontinued after the LM+AOJ merger).

• Supposing that there is tacit collusion among the large sellers, the 

articificially high prices would lead to changes in market shares of the 

smaller actors. However, market shares of big as well as small sellers have been

rather stable.

• It might then be the case that all firms participate in tacit collusion.

This is however highly improbable, since usually 4-5 participants are

assumed to be the maximal possible size.

Thus, the tacit collusion hypothesis runs into difficulties when applied to

status quo.



Applying Occam’s Razor: There is a simpler explanation

• If the tacit collusion hypothesis is discarded, why would LM want to buy 

AOJ?

• Larger purchases induce cost savings (mentioned by several market partici-

pants)

• Average cost therefore lowest with the largest actor in the market. Cost 

savings therefore may enhance competition

• These gains are less spectacular than possible gains from tacit collusion. 

This explains why LM did not appeal the decision.

If the simple explanation is chosen rather than the sophisticated one, 

the outcome of the case is the surprising one that DCA has taken

action to reduce rather than to enhance competition.
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