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3. Essay Question — Key Points

1. Merger is welfare-enhancing if quality is non-decreasing.
2. If firm wants to merge under policy, we can infer that PS > 0.
3. If quality is non-decreasing, CS > 0.

4. Policy requires some mechanism to adjust prices over time to account for inflation
and other input price variations. The firm may not be viable in the long-run
otherwise.

5. Policy requires DOJ to be in the enforcement business—something it is not
staffed to do.

6. Recall that Sherman Act precludes arrangements which tend to advance the cost
to the consumer.

7. What mergers would not take place? Mergers for which the primary motivation
was to eliminate a rival and leverage market power would not take place under
this policy.

8. There is a possibility of strategic behavior with this policy. If there is some
market power prior to the merger, firms could raise price in advance of the
merger.

9. What are implications for innovation? Limit price cap to existing products, but do
not cover new products.

10. When can price cap be relaxed? It can be relaxed when the market share of the
newly merged falls below “critical” levels or new substitutes appear on the market
that would serve to provide the requisite level of discipline.

11. Point deductions were made for incorrect economic analysis, incoherent and
sloppy writing.

12. Credit was given for use of examples, creativity and clear writing.




