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Introduction

focus on three features of this case:

1. Evolving industries: involves industry that are evolving,
going through technological changes, introduction of new
products

2. Upstream vertically-integrated firms only : if vertical
merger went through, intermediate product produced only by
vertically integrated firms

3. Vertically integrated multiroduct firms: vertical integration
involving multiproduct firms in which some products are
vertically integrated but not all
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1 - Evolving industries

▶ appropriate to think of theories of harm based on dynamic
models

▶ in static settings, hard that vertical integration results on
forecosure – typically need frictions that limit the rent
extraction in downstream market, e.g., commitment problem
(Hart and Tirole, 1990)

▶ foreclosure easier in dynamic contexts, where it can lead to
profit loss today but increase future profits by blocking future
entry of rivals. For example, Fumegalli & Motta (2020)
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Fumegalli & Motta (2020)
“Dynamic Foreclosure”

Journal of Law and Economics

▶ paper identifies a dynamic rationale for anticompetitive
vertical foreclosure

▶ considers a vertically integrated incumbent that faces the
threat of entry in the downstream market in the current
period and in the upstream market in the following period

▶ in this setting, paper shows that upstream monopolist may
have an incentive to foreclose a more efficient downstream
rival even though it sacrifices current profits.
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2 - Upstream vertically integrated firms only

▶ if vertical merger ARM+Nvidia, then market structure in
which intermediate input is produced by vertically integrated
firms only

▶ even in static model without commitment problems and
competition in the upstream market, there exist equilibria
involving partial foreclosure, for example, Bourreau, Hombert,
Pouyet, and Schutz (2011)
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Bourreau, Hombert, Pouyet, Schutz (2011)
“Upstream competition between vertically integrated firms”

Journal of Industrial Economics
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Determinants of the intensity of the softening effect:

▶ degree of differentiation downstream

▶ efficiency of the unintegrated downstream firm

In this case: level of differentiation in downstream market?
efficiency of downstream competitor?
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3 - Vertical merger involving multiproduct firms

Luco & Marshall (2020)
“The Competitive Impact of

Vertical Integration by Multiproduct Firms”
American Economic Review

▶ when the vertical merger involves a multiproduct firm,
elimination of double marginalization introduces
anticompetitive pricing incentives:
▶ products with eliminated double margins become more

profitable −→ incentives to divert demand toward these
products through price increase of products not vertically
integrated

▶ empirical evidence and quantification of effects using data on
carbonated-beverage industry in the US
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▶ bottlers purchase concentrate from one or more upstream
firms. For example, Coca-Cola’s main bottler bottles
Coca-Cola brands and Dr Pepper brands

▶ vertical transactions in 2009 and 2010 led to partial
elimination of double marginalization: yes for the brands
Coca-Cola and PepsiCo brands, but not Dr Pepper
(independent)

▶ empirical results show magnitude of the anticompetitive effect
> efficiency effects −→ double marginalization not necessarily
procompetitive when vertical integration by multiproduct firms
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Conclusion

▶ many channels of anticompetitive effect of the proposed
vertical merger

▶ How could firms try to build a convincing argument that
vertical merger is pro competitive?

▶ not enough to show efficiencies (see Luco & Marhsall)

▶ high degree of differentiation in downstream market would
soften anticompetitive effective concerns (Bourreau et al, Luco
& Marhsall)

▶ threat of entry in upstream market? (Fumegalli & Motta)
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