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Marginal price/CCF for Irvine Water 

District



Two-part tariffs

 Special type of nonlinear pricing consisting of

 Fixed upfront fee

 Per-unit price

 Examples include

 Admission fee + per-ride fee

 Golf membership + per-use fee

 Monthly internet/phone fee + per GB fee



Motivation for Two-part tariff 

(remember this?)
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profits lost to buyers who 
are willing to pay more
(i.e., consumer surplus)

profits lost with consumers
who don’t buy even though 
there are gains from trade

(i.e., deadweight loss)

Simple pricing leaves money on the table!

profit



Two-part tariff:

 In order to maximize total surplus, want to set p = MC

 This maximizes total surplus, but surplus is all consumer 

surplus.

 Idea: charge a fixed fee to extract CS.

 Set Fee = CS
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Other Pricing Schemes

 Coupons

• Idea: buyers with low valuations (e.g., the unemployed) may 

also value their time less, and will put more effort in clipping 

coupons

• Outcome: rich and busy people pay more than poor people

• Similar idea applies to some sales



Other Pricing Schemes …

 Intertemporal price discrimination

• Price declines over time (e.g., movies and books)

• Idea: high valuation users are often less patient

• Outcome: less patient (or high-valuation) consumers pay more

 Complementary product pricing

• Idea: reducing one product’s price increases the demand for 

both products (e.g., razor blades and razors; printers and inks)

• Outcome: lower prices than when each product is sold by 

separate monopolies



Summary

 When firms have market power, price discrimination is an 

important way to increase revenue

 Key issues for price discrimination:

• Identifying market segments

• Avoiding “arbitrage”

 If direct market segmentation is feasible, apply elasticity rule 

to each segment separately

 Otherwise, you may want/need to provide self-selection 

schemes (i.e., a menu of price-quantity/quality 

combinations) to induce consumers to distinguish themselves



MARKET POWER AND POLICY



Introduction

 Types of Anti-trust/competition policy

 Cartels and collusive behavior (e.g., price fixing)

 Monopolization or exclusionary practices (e.g., exclusive 

contracts, predatory pricing)

 Acquisition and mergers

 Policy institutions:

• Department of Justice (DoJ), Federal Trade Commission (FTC), 

and sectoral regulators (e.g., FCC)



Anti-Trust/Competition Policy

 When and how should the government intervene?

 Main anti-trust laws in the US: the Sherman Act (1890) and 

the Clayton Act (1914), Hart-Scott-Rodino Act (1976, 2000)

 Section 1 of the Sherman Act deals with conspiracy to 

restrain trade (i.e., price fixing, bid rigging, market division 

etc.)

 Section 2 of the Sherman Act deals with monopolization 

(more on this)

 Clayton Act deals with Mergers, HSR deals with merger 

notification



Clayton Act (1914)
 Clayton Act: Section 7

No person engaged in commerce or in any activity affecting commerce 
shall acquire, directly or indirectly, the whole or any part of the stock or 
other share capital and no person subject to the jurisdiction of the Federal 
Trade Commission shall acquire the whole or any part of the assets of 
another person engaged also in commerce or in any activity affecting 
commerce, where in any line of commerce or in any activity affecting 
commerce in any section of the country, the effect of such acquisition may 
be substantially to lessen competition, or to tend to create a monopoly….

 Paraphrase: No person shall acquire stock, capital, or assets 
of another that lessen competition or tend to create a 
monopoly

https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=15-USC-991716523-852328090&term_occur=22&term_src=title:15:chapter:1:section:18
https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=15-USC-991716523-852328090&term_occur=23&term_src=title:15:chapter:1:section:18
https://www.law.cornell.edu/definitions/uscode.php?width=840&height=800&iframe=true&def_id=15-USC-1283237621-644972373&term_occur=54&term_src=title:15:chapter:1:section:18


DOJ and FTC’s interpretation of the 

Clayton Act

From the DOJ and FTC’s Merger Guidelines



Hart-Scott-Rodino Antitrust Act 



Hart-Scott-Rodino Antitrust Act 
 Requires merging parties or acquirer to notify the antitrust 

agency before consummation

 To give agencies time to review for potential harm to 
competition.

 Exempt for mergers worth less than $10 million initially, then 
less than $50 million between 2000-2016. In 2017, it was 
changed to $80.8 million , then $84.4 million.

 HSR reflect the difficulty of  “unscrambling the scrambled 
egg”

 Before HSR, there were many “midnight mergers”

 Almost no challenges to consummated mergers.



Horizontal Merger

U.S. V. AT&T. INC. T-MOBILE USA, INC. AND DEUTSCHE TELEKOM AG (2011)



Horizontal Merger

U.S. V. AT&T. INC. T-MOBILE USA, INC. AND DEUTSCHE TELEKOM AG (2011)



Measuring Market Concentration

 The C4 concentration index: the sum of the market 

shares of the largest 4 firms

• E.g., if s1=30%, s2=25%, s3=15% and s4=10%, then C4=80

 The Hirschman-Herfindahl concentration index 

(HHI): the sum of the squared market shares of all firms in 

the industry

• E.g., if s1=40%, s2=35%, and s3=25%, then 

HHI=402+352+252=3450

 Higher C4 or HHI implies greater market concentration
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Concentration in Some US Industries

(SIC: Standard Industrial Classification )



Acquisitions and Mergers

 If there are economies of scale, then merger leads to lower 

costs. Various synergies may create additional value.

 But: greater concentration leads to greater market power

 Merger policy is an attempt at measuring the pros and cons 

of each merger

• Benefits and costs for firms

• Benefits and costs for consumers



DOJ/FTC Merger Guidelines

Among many factors, look at post-merger HHI:

 Mergers involving an increase in HHI of  less than 100 points not likely a 

concern

 Unconcentrated markets: HHI < 1500

• Mergers leading to unconcentrated markets not likely a concern

 Moderately concentrated markets: HHI b/w 1500 and 2500

• Mergers resulting in moderately concentrated markets that involve an increase 

in HHI of  more than 100 points raise significant competitive concern and 

often warrant scrutiny

 Highly concentrated markets: HHI above 2500

• Mergers resulting in highly concentrated markets that involve an increase in HHI of  

between 100 and 200 points raise significant competitive concern and often warrant 

scrutiny

• Mergers resulting in highly concentrated markets that involve an increase in HHI of  

more than 200 presumed to enhance market power (subject to mitigating factors)

Source: http://www.justice.gov/atr/public/guidelines/hmg-2010.html#5c



Study of Miller-Coors Merger of 2008 

Miller and Weinberg (2017)



Study of Miller-Coors Merger of 2008









Study on Change in HSR and the Rise 

of Concentration

 HSR notifications 

overtime



HSR Notifications by Firm Size

 HSR notifications for 

>50 million

 HSR notifications 
between 10 million 50 
million



Investigations by Firm Size

 Investigations for >50 

million mergers

 Investigations for 
mergers between 10 
and 50 million mergers



Horizontal and Vertical Mergers by Firm 

Size

 One panel is never-exempt and the other is newly exempt. Which 

panel is which? One line corresponds to horizontal mergers and 

the other corresponds to vertical mergers. Which is which?

 What conclusions can we draw from this study?



Why do we have mergers/acquisitions?

 In ATT-T-mobile merger case, merging parties claimed that 

the proposed transaction “provides by far the surest, fastest, 

and most efficient solution” to the spectrum and capacity 

“challenges” it faced

 In particular, (1) the merger would permit it to relieve alleged 

capacity constraints on its GSM and UMTS networks. 

 (2) the merger would permit it to deploy the next generation 

4G LTE service to 97 percent of the U.S. population by some 

unspecified date, as compared to only 80 percent in 2013 absent 

the merger.

 Why do firms want to do M&A?



Killer Acquisitions?

 A study that looks at acquisitions in pharmaceuticals.

 Studies 35,000+ drug projects from 6700 companies.

 Data on development milestones of each drug project

 Mergers and acquisitions

 What happens to drug projects of acquired firms

 Depending on whether or not the acquirer has an “overlapping 

drug”

 Overlapping drug defined as same therapeutic market (antihypertensives)

 And same mechanism of action (calcium channel antagonists)

 If a drug is developed less when acquirer has an “overlapping 

drug”, it would be consistent with “killer acquisition”



Killer Acquisitions?



Killer Acquisitions?
 Distribution of 

Acquisition size 
near HSR 
Threshold.

 One 
corresponds to 
acquisitions with 
overlap, another 
corresponds to 
acquisitions with 
no overlap.

 Which one is 
which?



Common Ownership and Antitrust 

Concerns



Common Ownership and Antitrust 

Concerns



Azer, Schmalz, Tecu (2017)

 Common Ownership Patterns







Empirical Design

BGI

ETFs

Barclays

Airlines

BlackRo
ck

ETFsMutu
al 

Fund
s

A B C D E
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Airlines A, D, E
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Route 3: Served by 
Airlines C, D, E

2009 
Q3



Histogram of Change in Measures of 

Common Ownership (“deltaMHII”)



 Main Specification




	スライド 1
	スライド 2: Marginal price/CCF for Irvine Water District
	スライド 3: Two-part tariffs
	スライド 4: Motivation for Two-part tariff (remember this?)
	スライド 5: Two-part tariff:
	スライド 6: Other Pricing Schemes
	スライド 7: Other Pricing Schemes …
	スライド 8: Summary
	スライド 9
	スライド 10: Introduction
	スライド 11: Anti-Trust/Competition Policy
	スライド 12: Clayton Act (1914)
	スライド 13: DOJ and FTC’s interpretation of the Clayton Act
	スライド 14: Hart-Scott-Rodino Antitrust Act 
	スライド 15: Hart-Scott-Rodino Antitrust Act 
	スライド 16: Horizontal Merger
	スライド 17: Horizontal Merger
	スライド 18: Measuring Market Concentration
	スライド 19: Concentration in Some US Industries
	スライド 20: Acquisitions and Mergers
	スライド 21: DOJ/FTC Merger Guidelines
	スライド 22: Study of Miller-Coors Merger of 2008 Miller and Weinberg (2017)
	スライド 23: Study of Miller-Coors Merger of 2008
	スライド 24
	スライド 25
	スライド 26
	スライド 27: Study on Change in HSR and the Rise of Concentration
	スライド 28: HSR Notifications by Firm Size
	スライド 29: Investigations by Firm Size
	スライド 30: Horizontal and Vertical Mergers by Firm Size
	スライド 31: Why do we have mergers/acquisitions?
	スライド 32: Killer Acquisitions?
	スライド 33: Killer Acquisitions?
	スライド 34: Killer Acquisitions?
	スライド 35: Common Ownership and Antitrust Concerns
	スライド 36: Common Ownership and Antitrust Concerns
	スライド 37: Azer, Schmalz, Tecu (2017)
	スライド 38
	スライド 39
	スライド 40: Empirical Design
	スライド 41: Histogram of Change in Measures of Common Ownership (“deltaMHII”)
	スライド 42
	スライド 43

