
 
 

INDUSTRIAL ECONOMICS 
 

PRACTICE PROBLEM SET V: HORIZONTAL MERGERS 
 

1.  Bertrand with Horizontally Differentiated Products 

 
 

 
 
 

2.  Cournot with Horizontally Differentiated Products 
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3.  Bertrand with Efficiency Gains 
Consider a market with demand Q(p) = a - p, where 3 identical firms compete in prices. Each 
firm’s total cost function is given by TCi(qi) = cqi. Suppose two of the firms merge and that the 
total cost function of the firm that results from the merger is TCm(qm)=cmqm, with c>(a+cm)/2. 
 

(a) What is the market share of each firm before and after the merger? 
(b) What is the H-index before and after the merger? 
 
4. Cournot with and without Efficiency Gains 
In an oligopolistic market, there are initially 4 firms, firm 1, firm 2, firm 3, and firm 4. The 
total cost of production of each firm i, with i=1,2,3,4 is equal to C(qi) = 3qi, where qi is the 
quantity of firm i. The firms choose their quantities simultaneously and independently. The 
total market demand for their product is p(Q) = 18 – Q, where Q is the total quantity of the 
product. 
 

(a) Find the quantity and profits of each firm in equilibrium. 
(b) Suppose now that firms 1, 2, and 3 are considering merging with each other. The total cost 

of production of the merged firm will be C(q123) = 3q123, where q123 is the quantity of output 
of the merged firm. Do the three firms have an incentive to merge or not? 

(c) Suppose now that if firms 1, 2, and 3 merge,  the total cost of production of the merged 
firm is C(q123) = 2q123, where q123 is the quantity of output of the merged firm. Do the three 
firms have an incentive to merge or not? 

 
 

 


