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7.1 Introduction



Merger/Acquisition: Previously independent firms unite/become one.

Crucial element the change in the “control” of a firm.

Ø Merger:  A and B agree to combine to form C.

Ø Acquisition:  A buys B and combines B into A.

In competition policy (and IO in most of the cases), the term “merger” is used for 
convenience to refer to both mergers & acquisitions.
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Three different types of mergers:

1. Horizontal Mergers
Between firms that compete with each other in the market, i.e., firms that produce 
substitute products and sell them in the same geographic market.

e.g., Peugeot & Citroen, Kraft & Heinz, British Airways & Iberia

2. Vertical Mergers
Between firms operating at different stages of the same vertical production chain. 
There is (potentially) a seller-buyer relationship between them.

e.g., eBay & PayPal, Netflix and Original Content Studios, IKEA & Forestry Operations 

3. Conglomerate Mergers
Between companies whose products are completely unrelated (independent) or 
complementary from the perspective of their buyers.

e.g. Essilor/Luxottica, Booking/eTraveli, Google/Fitbit
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Horizontal Mergers: Theories of Harm & Defenses
“A theory of harm (ToH) is a hypothesis about how the process of rivalry 
could be harmed as a result of a merger.” (CMA, 2021)

§ There are three main theories of harm for Horizontal Mergers:
Unilateral effects: Internalization of competitive externalities post merger 
leads to higher market power.

Coordinated effects: The merger may facilitate of collusion.  

     Innovation ToH: The merger may reduce firms investment in innovation.  

§ There is one main defense in favor or Horizontal Mergers:
Efficiency gains: They may arise from merger-induced synergies in 
procurement, production or distribution, economies of scale.
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7.2 Economics of Horizontal Mergers



Status Quo (Before the Horizontal Merger): 

Horizontal Merger: 
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Status Quo (Before the Horizontal Merger): 

Horizontal Merger: 
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Merger to Monopoly 
• Model Assumptions: 

o n = 2 firms (i =1, 2, …., n)
o Homogeneous products with the following market demand function:

P(q) = a – q
where total quantity q = q1 + q2

o Cost function of firm i:  Ci(qi) = cqi with a >c  →  symmetric MC: c

o Dynamic game:
Stage 1: Each firm decides whether or not it will merge with the other.

Stage 2: 
No merger: Firms choose simultaneously and separately their quantities.

Merger: The firm that results from the merger (monopolist) chooses its 
quantity.

o No efficiency gains (i.e., no changes in the cost of firms post-merger).
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Merger to Monopoly 
• Model Solution – Equilibrium:

Solution by Backward Induction:

o Stage 2
There are two subgames. We find the Nash equilibrium in each of them.

(i) No Merger: Cournot oligopoly
Each firm i, with i, j = 1, 2 and i ≠ j, solves the following:

FOC:
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7.2 Economics of Horizontal Mergers

Maxqi  π i = P(qi,qj)qi −C(qi) = (a− qi − qj)qi − cqi

dπ i
dqi

= a− 2qi − qj − c = 0



Merger to Monopoly 
• Model Solution – Equilibrium (cont.):

In Nash equilibrium each firm “plays” its Best-response: 

                                                                &

Solving the system of the BRs, we find: 

→ 

                                →                                  
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7.2 Economics of Horizontal Mergers

q1(q2) = a− c − q2
2

q2(q1) = a− c − q1
2

Note: XΣ is notation for No 
Merger while Σ is for 
Merger



Merger to Monopoly 
• Model Solution – Equilibrium (cont.):

(ii) Merger: Monopoly

We know (see section 2) that the equilibrium outcomes are: 

o Stage 1
If they merge: 

If they do not merge: 

                                
Comparing:                                  
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7.2 Economics of Horizontal Mergers

Firms have incentive 
to merge.



Merger to Monopoly 
• Model Solution – Equilibrium (cont.):

Merger Implications:
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7.2 Economics of Horizontal Mergers

Unilateral effect

𝜋!"# = 𝜋$ > 𝜋!%# + 𝜋"%#

The horizontal merger which creates a monopoly in the market 
benefits the firms, harms consumer surplus and total welfare. 



Merger Not to Monopoly 
• Model Assumptions: 

o n > 2 firms (i =1, 2, …., n)
o Homogeneous products with the following market demand function:

P(q) = a – q
where total quantity q = q1 + q2 … + q2 

o Cost function of firm i:  Ci(qi) = cqi with a >c  →  symmetric MC: c

o Dynamic game:
Stage 1: Firms 1 & 2 decide whether or not they will merge with each other.

Stage 2: 
No merger: Firms choose simultaneously and separately their quantities.

Merger: The firm that results from the merger and each of the no merged 
firms choose simultaneously and separately their quantities.

o No efficiency gains
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Merger Not to Monopoly 
• Model Solution – Equilibrium:

o  Stage 2 
(i) No Merger: Cournot with n firms
Each firm i, with i, j = 1, 2, 3, …, n and i ≠ j, solves the following:

where

FOC:

                           
→ 

Since firms are symmetric, we know that in the Nash equilibrium, their 
quantities will be equal:

Maxqi
 π i = (a− qi −Q-i)qi − cqi

Q-i ≡ qj
j≠i
∑

dπ i
dqi

= a− 2qi −Q-i − c = 0

Best-response function

q1 = q2 = qi = ... = qn

qi(Q-i) = a− c −Q-i
2
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Merger Not to Monopoly 
• Model Solution – Equilibrium (cont.):

Solving the system of the BRs:

 

® 	 𝑃!"= #$%&
%$'

	 & 𝜋(!"= (#*&)!

(%$')!

Note: When n increases, the price, the quantity and the profit of each firm 
decreases.

7.2 Economics of Horizontal Mergers

qi(Q-i) = a− c −Q-i
2

→ qi = a− c − (n−1)qi
2

→ 2qi+ (n−1)qi = a− c

® 𝑞(!" =
#*&
%$'
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Merger Not to Monopoly 
• Model Solution – Equilibrium:

(ii) Merger: Cournot with n -1 firms

Solving in a similar way as before, we find:

𝑞("=
#*&
%

 ®  𝑃" = #$(%*')&
%

	 & 𝜋("= (#*&)!

%!

o Stage 1 
If they merge: 

𝜋'," = (#*&)!

%!
If they do not merge:

2𝜋&%# = 2 (()*)!

(,-!)!

Comparing:                             𝜋!"# < 2𝜋&%#

Note: Although the merger leads to increase in price.

7.2 Economics of Horizontal Mergers

Firms do not have merger incentives.

“Merger Paradox”
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Merger Not to Monopoly 
• Explanation for the “Merger Paradox”:

Quantity Competition (“strategic substitutes”): A decrease in the quantity of 
one firm is combined with an increase in the quantity of its competitors.

When two firms merge, they reduce their total quantity (𝑞"#$ < 𝑞"%$+ 𝑞#%$) as 
they now operate as one firm.

→ 
The optimal response of their competitors (“outsiders”) is to increase their 
own quantity ( 𝑞&$, 𝑞'$ , … )	 − “Business stealing effect”.

→ 
The merger leads to an increase in price but not a sufficient increase due to 
the behaviour of competitors.

The competitors of the merging firm (“outsiders”) - and not the merging 
firms benefit from the merger.

7.2 Economics of Horizontal Mergers



Model of Salant, Switzer & Reynolds (1983) 
• Model Assumptions: 

The same assumptions as in the previous model with one main difference:

Assumption that k from the n > 2 firms, with k > 2 decide if they will merge 
between them. 

• Model Solutions - Equilibrium: 
o Stage 2 
(i) No Merger: Cournot with n firms
Same solution as before: 

𝑞&%# =
𝑎 − 𝑐
𝑛 + 1

                                     𝑃!" = #$%&
%$'

	 &	 𝜋(!"=
(#*&)!

(%$')!
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Model of Salant, Switzer & Reynolds (1983) 
• Model Solutions – Equilibrium (cont.): 

(ii) Merger: Cournot with n – k +1 firms
The solution now is: 

𝑞(" =
#*&

%* -$,
	 &	 𝜋("=

(#*&)!

(%$')!

o Stage 1 
If they merge: 

	 𝜋&#= (()*)!

(,-!)!
If they do not merge: 

	 𝑘𝜋&%#= k (()*)
!

(,-!)!

Comparing:
𝜋&# = (()*)!

(,-!)!
> 𝑘𝜋&%#= k (()*)

!

(,-!)!

Merger if and only if:  
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7.2 Economics of Horizontal Mergers

“Rule of 80%”



Model of Salant, Switzer & Reynolds (1983) 

Profitability depends on 2 opposite forces: 

- By internalizing previous rivalry, the merged entity reduces its quantity and 
thereby increases its profit.

-  But, outside firms react by increasing their quantity, which reduces the profitability 
of the merger.

For the 1st effect to dominate, the number of “outside” firms must be small enough.
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7.2 Economics of Horizontal Mergers

Mergers between multiple firms are only profitable for Cournot 
competition if a highly concentrated market results. 



Model with Bertrand Competition with n > 2 firms & 
Homogeneous Products

Due to the “Bertrand Paradox”, the equilibrium price = marginal cost in both 
subgames (No Merger & Merger).

→ Firms’ profits will be zero in both subgames.
→ Firms will be indifferent to whether they merge or not.

Model with Bertrand Competition with n > 2 firms & 
Horizontally Differentiated Products

Firms, even when k =2, will have merger incentives (no “Merger Paradox”).

Why? Price increase by merged firm is matched by price increase of competitors 
(”outsiders”) – strategic complements Reaction of outsiders reinforces initial price 
increase that results from merger.

→ Merger of any size is beneficial for merging firms.
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7.2 Economics of Horizontal Mergers



Other Model Variations

- Cournot with horizontally differentiated products

- Cournot with firms that have asymmetric costs

- Bertrand with firms that have asymmetric costs

- ….
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Merger with Efficiency Gains
• If merger confers an advantage to merged entity with respect to the 

outside firms:
Merged firm does not ¯ its production so much.

 ® Outside firms do not ­ their production so much. 

More mergers should become profitable in the presence of efficiency gains.

• There are different types of efficiency gains: 
- Economies of scale
- Synergies

       
     (Next we focus on synergies)

C. Milliou - AUEB 32

7.2 Economics of Horizontal Mergers



Merger with Efficiency Gains (Synergies)
• Model Assumptions: 

o n > 2 firms (i =1, 2, …., n)
o Homogeneous products with the following market demand function:

P(q) = a – q
where total quantity q = q1 + q2 … + q2 

o Cost function of firm i:  Ci(qi) = cqi with a >c  →  symmetric MC: c

o Dynamic game:
Stage 1: Firms 1 & 2 decide whether or not they will merge with each other.
If they merge, the MC of the merged firm becomes c – x, with 0 < x ≤ c

Stage 2: 
No merger: Firms choose simultaneously and separately their quantities.

Merger: The firm that results from the merger and each of the no merged 
firms choose simultaneously and separately their quantities.
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Merger with Efficiency Gains (Synergies)
• Model Solution – Equilibrium:

o  Stage 2 
(i) No Merger: Cournot with n firms

 ® 𝑞(!" =
#*&
%$'

 ® 𝑃!"= #$%&
%$'

	 & 𝜋(!"= (#*&)!

(%$')!

(ii) Merger: Cournot with n -1 asymmetric firms

𝑞'," = #*&$ %*.$' /
%*.$,

 & 𝑞0"=
#*&*/
%*.$,

7.2 Economics of Horizontal Mergers

Mergers between Cournot competitors that do not result in a 
highly concentrated market are profitable only if they entail 
sufficiently large synergies.
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7.3 Mergers & Competition Policy



Treatment of Mergers by the European Union (EU)
Which mergers are examined by the European Commission (EC)?
If the annual turnover of the combined firms exceeds specified thresholds in 
terms of global and European sales, the proposed merger must be notified to 
the EC. Below these thresholds, the national competition authorities may 
review the merger. 

These rules apply to all mergers no matter where in the world the merging 
companies have their headquarters or production facilities. 

The EC may also examine mergers which are referred to it from the national 
competition authorities of the EU member-states. 

Member-states, through their national competition authorities and national law, 
control mergers without EU dimension that affect their national markets.

7.3 Mergers & Competition Policy 



Treatment of Mergers by the European Union (EU)
The original merger control regulation was Council Regulation 4064/89 of 1989.

Currently in force: Council Regulation (EC) No 139/2004 of 2004 on the control 
of concentrations between undertakings (hereafter the EU Merger Regulation).

According to the EU Merger Regulation:

“A concentration which would significantly impede effective competition (SIEC), 
in the common market or in a substantial part of it, in particular as a result of 
the creation or strengthening of a dominant position, shall be declared 
incompatible with the common market."

7.3 Mergers & Competition Policy 



Treatment of Mergers by the European Union (EU)
According to the EU Horizontal Merger Guidelines:

- Post-merger market shares of 20% or less are presumed to be compatible 
with the common market.

- The EC is unlikely to challenge a merger with a post-merger market 
concentration H-index below 0,1. It is also unlikely to challenge a merger 
with a post-merger H-index between 0,1 and 0,2 and an addition to the H-
index of less than 0,025 points.

- “Efficiencies brought about by a merger counteract the effects on competition 
and in particular the potential harm to consumers that it might otherwise 
have.”

7.3 Mergers & Competition Policy 



Treatment of Mergers by the European Union (EU)
Procedure: 
The EC must be notified of any merger with an EU dimension prior to its 
implementation. 

There are two main examination phases in the merger analysis: 

1st phase: Duration 25 days
More than 90% of all cases are resolved in Phase I. 

It involves requests for information from the merging firms or third parties &  
questionnaires to competitors or customers seeking their views aimed at clarifying the 
conditions for competition in a given market or the role of the merged firms in that market.

There are two possible conclusions of the 1st phase:

- The merger is cleared, either unconditionally or subject to accepted remedies; 
- The merger still raises competition concerns and the EC opens a 2nd phase 

investigation.
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Treatment of Mergers by the European Union (EU)
2nd phase: Duration 90 days
It typically involves more extensive information gathering, including firms' internal 
documents, extensive economic data, more detailed questionnaires to market 
participants, and/or site visits.

In phase II the EC also analyses claimed efficiency gains which the firms could achieve 
when merged together. If the positive effects of such efficiencies for consumers would 
outweigh the mergers' negative effects, the merger can be cleared. 

In order to be taken into account, efficiencies must fulfill strict conditions and it is for the 
merging firms to prove that they are met:

1. The claimed efficiencies must be verifiable (such as that the EC can be reasonably 
certain that they will materialize and be substantial enough). 

2. The efficiencies must be merger specific (i.e. they cannot be achieved by other means 
than by a merger). 

3. The efficiencies must be likely passed-on to consumers, and not only recapped by the 
merging companies alone. 
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Treatment of Mergers by the European Union (EU)
Following the 2nd phase investigation, the EC may either:
- Unconditionally clear the merger; or
- Approve the merger subject to remedies; or
- Prohibit the merger if no adequate remedies to the competition concerns have been 

proposed by the merging parties. 

Judicial review
All decisions and procedural conduct of the EC are subject to review by the 
General Court and ultimately by the EU Court of Justice. 
The firms or other parties demonstrating an interest can appeal within 2 months 
of the decision.
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Treatment of Mergers by the European Union (EU)
7.3 Mergers & Competition Policy 

Treatment of Mergers by the European Union (EU)
Remedies
If the EC has concerns that the merger may significantly affect competition, the 
merging firms may offer remedies ("commitments"), i.e. propose certain 
modifications to the project that would guarantee continued competition on the 
market. 
Firms may offer remedies in 1st phase  or 2nd phase.

The EC analyses whether the proposed remedies are viable, and sufficient to 
eliminate competition concerns. 

If remedies are accepted, they become binding upon the firms. An independent 
trustee is then appointed to oversee compliance with these commitments.
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Treatment of Mergers by the European Union (EU)
. 

European Commission Decisions 2013 -2022



Αποφάσεις της ΕΕ

Χ. Μήλλιου - ΟΠΑ












