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AG Barr / Britvic plc 
• Interesting case to read, but … 

 
• … sometimes slightly boring to read because of numerous sentences 

like: 
– “However, we have found that in general [].” 
– “A 1% price increase of IRN-BRU leads to a significant sales increase of Pepsi of [] and an 

implied diversion ratio of [].” 
 

 The parties had a lot of confidence in the econometrics to request so 
much confidentiality? 

or: 
 The competition authorities were not sufficiently confident to show 

all their results? 
 

In future cases, it would be nice to show more details on the empirical 
results. 



Outline of comments 

• General comment on the Decision 
• Market definition 
• Parties’ criticisms regarding the econometrics 
• Econometric analysis of demand 

– Use of price index 
– Use of economic constraints 

• Other 
– IPP methodology 
– Coordinated effects approach 



General comment on the decision 

• Market shares of the merging partners (%) 
 
 
 
 
 

• Does this deserve such a detailed investigation? 

Britvic Barr CCE 

Off-trade CSD 14 5 50 

Off-trade still 9 0 7 

On-trade CSD 37 2 44 

On-trade still 47 2 22 



Market definition 
• Soft drinks include: 

– Carbonated soft drinks (CSDs): colas, fruit flavored carbonates, … 
– Still drinks: fruit juice, water, squashes, sport drinks 

 
• “Supply of CSDs in appropriate relevant market within which 

to assess the competitive effects of the merger” 
– Why? “Both parties produce CSDs and still drinks, but the overlap 

is minimal” (para 4.4) 
 

• This does not seem good motivation for market definition. 
– May have unjustified impact on decisions in future cases. 
– Could e.g. have used index of still drinks as control variable in 

demand analysis. 



Parties’ criticisms about the econometrics 

Many comments are about the model, without clear direction of bias: 
 
• Price index and aggregation over SKUs: 

 
– Given aggregation, CC followed right approach by using fixed basket! 
– Substitution bias from using fixed basked is a second-order effect and usually small 
– CC should not have used time-varying expenditures weights as robustness test 

 
– If anything, discussion should be on whether aggregation over SKUs is justified. 
– Could have used disaggregate model with extra structure on parameters 

 
• Stock-piling after promotion 
• Omission of temperature 
• “Pooled model” 

 
Should develop more “discipline” when criticising an empirical model: 
much greater weight to criticisms with a clear direction of bias 
 
• Endogeneity of price (underestimation of price elasticities) and budget 



Demand model 
• Almost Ideal Demand System for brand i, 

retailer f, at time t 

     ∆𝑤𝑖𝑖𝑖 = 𝛼𝑖 + ∑ 𝛾𝑖𝑖𝑖 ln(𝑝𝑖𝑖𝑖) + 𝛽𝑖∆ln
𝑌𝑓𝑓
𝑃𝑓𝑓

+ ⋯  

 
   where the Stone index is 
 
  𝑃𝑖𝑖 = ∑ 𝑤𝑖𝑖𝑖ln(𝑝𝑖𝑖𝑖)𝑖  
 



Use of the price index 
• The Stone index is approximation of exact translog price index to 

have linear model for estimation 
 

• However, this index violates Diewert’s “commensurability” property  
    (=invariance to changes in units of price measurement) 

 
• In its own empirical application, Stone used a cost-of-living index 

with fixed basket of weights 𝑤𝑖𝑖0  
  𝑃𝑖𝑖 = ∑ 𝑤𝑖𝑖0 ln(𝑝𝑖𝑖𝑖)𝑖   

 
• There are also other solutions, e.g. normalizing prices. 

 
• For more background and evidence on the biases, see: 

– Moschini (1995), American Journal of Agricultural Economics 
 
 



Using economic constraints 
• A main benefit of demand systems from economics is the possibility 

to impose economic restrictions 
• Almost Ideal Demand System: 

– may impose Slutsky symmetry 
– may impose further restrictions, e.g. following Pinkse and Slade’s 

distance metric approach 
• Imposing some restrictions is a common approach in academic 

work. There seems to be an unjustified aversion to this in 
competition policy work. 

• Example: 
– Demand analysis omits Fanta and Sprite, because prices are highly 

correlated with dr. Pepper 
– May instead impose structure on the parameters like symmetry 

• Other models which impose stronger restrictions may also be 
useful: discrete choice models such as logit, RC logit and nested 
logit. 



Other comments 
• Indicative price rise methodology 

– A lot of emphasis and discussion on the estimation of the price 
elasticities and diversion ratio’ s 

– Only brief discussion on the measurement of variable profit margins, 
although this is equally important. 
 

• Coordinated effects approach 
– Does merger make coordination more likely if there was none pre-

merger? 
– Does merger make coordination more stable if there was pre-merger 

coordination? 
 

Framed in this way, this rules out possibility that: 
– merger makes coordination less stable 
– merger has smaller effect because of some stable coordination before 

the merger 
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