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The merger case 

• Disagreement between the parties and the NCA about what 
was the appropriate counterfactual 

• The NCA:  
– Merger between Tele2 and ICE 

– Buy access from Telenor  

– May therefore use historical costs as basis for the PP test 

• The Parties:  
– Tele2 as MVNO 

– Tele2 had already signed a contract to buy access from TSN, which 
would have to be used as a basis for the PP test 

 

 



NCA’s analysis and results 

• Tele2 would merge with ICE 

• We would then have 3 MNOs, much like the situation before 
Tele2 lost the frequency auction 

• Would buy access for the remaining 25% from Telenor for a 
relatively low (marginal) cost 

• A PP test based on historical costs (Telenor) indicates 10-20% 
price increase for both TSN and Tele2 after the merger 



The parties’ analysis and results 

• Absent the merger Tele2 would continue as an MVNO and buy 
access as stipulated by the contract signed with TSN 

• Alternatively, they would merge with ICE and still buy access 
from TSN under terms similar to the new contract 

• In either scenario a merger with TSN would lead to 
– lower marginal costs for Tele2, as they would no longer be required to 

buy access from TSN 

– a loss of roaming income for TSN, so would not increase their prices by 
as much 

• When taking this into account in the PP analysis they get a 
negative PP for Tele2 and a positive but smaller PP for TSN 
compared to what the NCA found 



The main question 

• The main question seems to be whether the pre-merger 
contract between Tele2 and TSN was “credible” or not 

 

• Is it not reasonable to think that Tele2 would buy access 
where the marginal cost of access is lowest? 
– YES? 

If Telenor and TSN use linear contracts, then Tele2 would go where the 
marginal access price is lowest, and we could expect that the access 
prices would end up at a “competitive” level 

– NO? 
What if access contracts are not linear? E.g., two-part? 
Competition between Telenor and TSN would then be over the access 
price for infra-marginal units, not over the marginal access price  



Tele2 buys access from TSN 

TSN mobile 
network, mc = c 

TSN Tele2 

T(q) = wq+f 

• TSN’s profit:  (𝑝𝑇𝑆𝑁 −𝑐)𝐷𝑇𝑆𝑁 +(𝑤 − 𝑐)𝐷𝑇2 + 𝑓 
 

• Tele2’s profit:  (𝑝𝑇2−𝑤)𝐷𝑇2 − 𝑓 

Competition in the downstream market 



Tele2 buys access from TSN 

• Profit maximization implies that Tele2 would set a price above the 
marginal access price, 𝑝𝑇2

∗ 𝑤 > 𝑤 
 

• TSN could hypothetically set a price 𝑤𝑀 that would induce  
𝑝𝑇2
∗ 𝑤𝑀 = "𝑝𝑀", the “monopoly price” 

 
• however TSN would then itself set a price below 𝑝𝑀 

 
(𝑝𝑇𝑆𝑁−𝑐)𝐷𝑇𝑆𝑁 + (𝑤𝑀 − 𝑐)𝐷𝑇2 − 𝑓 

 
(would not act as a monopolist because 𝑤𝑀 < 𝑝𝑀) 
 

• Could set 𝑤 > 𝑤𝑀 to induce  𝑝𝑇𝑆𝑁 = 𝑝𝑀, but then Tele2’s price 
would end up above 𝑝𝑀 



• There is a trade-off for TSN/Tele2 

• They could set the access price “low” to induce the monopoly 
price for Tele2, or they could set the access price “high” to 
induce the monopoly price from TSN 

• They optimally agree on an access price somewhere in-
between (a 2nd best solution) 



An example with linear demand 

Tele2 buys access from TSN (100%) 



post merger price pM 

+5% 

-10% 

100% 

Diversion ratio 

pT2 pre merger 

pTSN pre merger 



Tele2 buys access from TSN 

• This contract would be “credible”  because TSN could adjust the 
fixed fee f to keep Tele2 from buying access from Telenor 
 

• If the contract did not include fixed compensation or discounts, then 
it would not be credible that Tele2 would continue to buy access 
from TSN for a high price 

 
• However, if Tele2 would buy access from Telenor instead, they 

would still have to pay for access 
 

• However, NCA did not do a PP test of Telenor 
• Lost roaming income for Telenor post merger would make 

Telenor more aggressive in its pricing 
• Would the merger cause a lower price for Telenor? 



25% vs 100% 

• What is the impact on the final prices when roaming 25% vs 
when being a pure MVNO?  Small difference? 

• Depends on how difficult it is to operate without the final 25% 

 

• The first 75% and the last 25% are complementary goods 

• Tele2 does not discriminate between the customers 
depending on which part of the network they are using 

• This suggests that a high access price would have significant 
impact on final prices either way 



• Not obvious why one alternative is more attractive than the other 
for Tele2 

• Given that they had lost the frequency auction,  

– continue as an MVNO roaming on Telenor or TSN 

– merged with ICE 

• A merger between Tele2 and ICE would likely lead to tough 
competition  

– TSN and Telenor would be willing to pay Tele2 to prevent this 

• Without Tele2’s mobile network, ICE would have to invest in its own 

– ICE would be willing to pay to avoid that 

 

 

 



• Will be interesting to see whether ICE continues to invest in their 
mobile network to increase coverage 

• They are not subsidized by asymmetric termination, like Tele2 was  

• If they continue to build their infrastructure, we will soon have 3 
mobile networks with nation wide coverage  

• Competition will likely be tough and margins low 

• Still large investments needed for ICE to get complete coverage, 
not clear that the investment is profitable without the subsidies? 


