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Outline of the 8th Lecture
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fii#R ~Merger Paradox

ERE R1E TRV FELGREBHFWH A IBEE)ZT
HELTWEET D, COEXTIILEI., 0%
4 - - -, EXRIOHFHEFHEFTHLHH., Inbld
EHLAEWET S, £X1EEFR2AEHT H L

QD) EFE1EEE2Q0GFFEIIEBEZSGEE >N

(2) X EANBERSI M

T—T—L EHICKHDEEEDORELEILLLGTWNET

o HEHEFFELLNEDET S,

BEMEIEILERT H2H8EE1 EEX 2 Djoint profitlj:
LIZLIFIETT S~FA/NILDNBEKRDFZES

MHEIBER RHDRFF 6



Question ~ Merger Paradox
(Home Work)

Inverse demand function is given by P=A-Y. Firm i's
marginal cost c; (<A) Is positive and constant. ¢, = C
for all i. Firm i’'s payoff is its own profit (i=1,2,...,10).
Firms face Cournot competition.
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Question ~ Merger Paradox
(Home Work)

(1)Derive the symmetric Cournot equilibrium and profit
of each firm.

(2)Suppose that firms 1,2,....m (1< m =10) maximize
their joint profits and other firms maximize their own
profit (firm 1 and firm 2 merge). Derive the equilibrium
joint profits of firms 1,2,...,m.

(3)The merger increases joint profit of merged firms if
and only if m is x or strictly larger than x. Chooses
Integer x €{2,3,4,5,6,7,8,9,10}.
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Question ~ Merger Paradox

(1)Derive the symmetric Cournot equilibrium and profit
of each firm.

(2)Suppose that firms 1,2,....m (1< m =10) maximizes
their joint profits and other firms maximizes their own
profit (firms 1, 2,...,m merge). Derive the equilibrium
joint profits of firms 1,2,...,m.

(3)The merger increases joint profit of merged firms if
and only if m is x or strictly larger than x. Chooses
Integer x €{2,3,4,5,6,7,8,9,10}.
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Question ~ Merger Paradox

(1)Derive the symmetric Cournot equilibrium and profit
of each firm.

(2)Suppose that firms 1,2,....m (1 < m =10) maximizes
their joint profits and other firms maximizes their own
profit (firms 1, 2, ...,m merge). Derive the equilibrium
joint profits of the merged firms 1,2,...,m.

(3) The merger increases joint profit of merged firms if
and only if m is x or strictly larger than x. Chooses
Integer x €{2,3,4,5,6,7,8,9,10}.
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Question ~ Merger Paradox

(1)Derive the symmetric Cournot equilibrium and profit
of each firm.

(2) Suppose that firms 1,2,...,m (m =10) maximizes
their joint profits and other firms maximizes their own
profit (firm 1 and firm 2 merge). Derive the equilibrium
joint profits of firms 1,2,...,m.

(3) The merger increases joint profit of merged firms if
and only if m is x or strictly larger than x. Chooses
Integer x €{2,3,4,5,6,7,8,9,10}.
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Divisions

Firm 1 competes against Firm 2 in Cournot fashion.

=

Firm 1—Firm 1-1, Firm 1-2

-irm 1-1 maximizes its own profit PY ;- ¢, Y4

~irm 1-2 maximizes its own profit PY, - ¢,Y,

-irm 2 maximizes its own profit PY, - c,Y,

Y1 +Y,>Y, ~Division of the firm makes the firm
more aggressive — reduction of the rival's output —
Increase of its own profit.

We can easily guess this result from merger paradox'.
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Divisions
If a firm can be divided into n firms without division
costs and the firm can choose n, then each firm
chooses n as large as it can, resulting in a perfect
competition (Baye et al. (1996)).

~ Fourth foundation of perfect competition in this
lecture.
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Double Marginalization
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Double Marginalization
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Exclusive Territories
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Exclusive Territories
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B AR{iE R #H (Retail Price

Maintenance)
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ARl R & @ (essential facilities)
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Forward looking

vs Backward looking
Forward Looking:
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Question (Home Work)

Suppose that the inverse demand function is given by

P=A-Y. Suppose that firm 1’'s payoff is (P - c-r)Y,+
r(Y,+Y,)=(P-c)Y,+rY, and that firm 2's payoff is
(P-c-nY,

Suppose that 0 <r < (A-c)/2 and A > c.
(1) Derive the Cournot equilibrium.
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Question
Suppose that the inverse demand function is given by

P=A-Y. Suppose that firm 1's payoff is (P - c)Y,;+ rY,
and that firm 2's payoffis (P-c-r)Y,
Suppose that 0 <r < (A-c)/2and A>c.

(2) Firm 1’'s output is (larger than, smaller than, equal
to) firm 2’s output.
(3) Firm 2’s output is (increasing in, decreasing in,
iIndependent of ) r
(4) Firm 1’s profit is (increasing in, decreasing in,
iIndependent of ) r
(5) Firm 2’s profit is (increasing in, decreasing in,
iIndependent of ) r
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Answer

Suppose that the inverse demand function is given by

P=A-Y. Suppose that firm 1’s payoff is (P - ¢)Y,+ rY,
and that firm 2’s payoffis (P-c-r)Y,
Suppose that 0 <r < (A-c)/2and A>c.

(4) Firm 1's profit is increasing in r.

[1,=(A-c+r)?/9+r(A-c-2r)/3

o ,/or = 5(A-c-2r)/9>0

Note that if A-c-2r=0, Y,=0 and I,=(A-c)%/4 (Monopoly
profit)
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Answer
Suppose that the inverse demand function is given by

P=A-Y. Suppose that firm 1's payoff is (P - c)Y,+ rY,
and that firm 2's payoffis (P-c-r)Y,

Suppose that 0 <r < (A-c)/2 and A > c.

(5) Firm 2’s profit is decreasing in r.
[,=(A-c-2r)4/9

Cournotﬁﬂ A AliRET HE. ANEERITHAELER
FIZHELHL, > EERESLENLEEENARLCTEHE
*Hld‘oué
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Two-Stage Location then Price
Model
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Equilibrium Locations and Prices
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Duopoly Model,
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