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The text today

* Briefly about merger control

— Conditions for blocking a merger

— Some examples

* Theory for the price effect of a merger
— Why market shares can be misleading
— The concept ‘closeness of competition’

* Example: COOP’s acquisition ot ICA

— Some facts about the case
— How to analyse closeness of competition
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Merger control in Norway

* It over a threshold level, must report M&A to
Ronkurransetilsynet (K'T)

— 1 MRD jointly and100 MNOK for the smallest in annual turnover
— But Konkurransetilsynet can also block a merger not reported
* Deadlines
— 70 working days to statement of objections (begrunnet varsel)
— Then 15 working days for the parties and R'T each before decision
— Appeal to the ministry (from 1.1.17: Independent appeal body))
* If not accepted, two possible outcomes
— Block the merger
— Accept it given remedies (structural vs behavioral remedies)
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Rather large # ot decisions

* More active enforcement of merger control in
Norway than in most other countries

— Decisions on almost 3 mergers annually 2004-15
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The most recent examples

* Three most recent bans:
— June 2014: Norsk Gjenvinning’s acquisiiton of Avtall Ser Bedrift
— March 2013: Retriever and Innholdsutvikling
— Jan 2013: Nor Tekstil and Sentralvaskeriene

* Five mergers accepted with remedies in 2015:
— September 2015: Aleris acquires Teres (private hospital)

* Accepted given sales of hospitals in Trondheim and Tromse

— August 2015: Orkla acquires Cederroth
* Accepted given sales of the brand Asan
— July 2015: St1 acquires Shell

* Accepted given that St1 sells all its petrol stations

— March 2015: COOP acquires ICA

* Accepted given sales of 93 ICA grocery stores
— February 2015: TeliaSonera acquiresTele2

* Accepted given that TeliaSonera, among others, signs a roaming agreement with ICE and
sells mobile network and Network Norway to ICE.
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The condition for an intervention

— . vl fore t1l eller forsterke en vesentlig
begrensning av konkurransen 1 strid med
lovens formal’

* Two conditions:
1. ‘en vesentlig begrensning av konkurransen’
2. 1 strid med lovens formal’

*  Condition 1 is (almost) identical to EU

*  Condition 2 special for Norway

— Norway a total welfare standard, while most
countries a consumer welfare standard

—  (Stortinget decided last week to shift to a consumer
welfare standard)
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The text today

* Theory for the price effect of a merger
— Why market shares can be misleading
— The concept ‘closeness of competition’
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Traditional vs new approach

e Common to define relevant market and use
market shares in the competitive asessment

— Market delineation not a goal, but a mean to
understand the toughness of competition

— # of firms and market shares can be a good
proxy for market power in some industries

e New method for markets with differentiated
products

— Market shares can over/underestimate market
power; how close rivals the merging parties are

— Closeness of competition the key 1ssue
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Ex.: Somertield case in England

* In 2005 Somertield acquired 115 Sateway

grocery stores from Morrison

* Local competition, so they analysed the etfect
of each acquired store

* Stage I of the analysis (OFT):

— 23 ot the acquired stores problematic

— Passed on the case to Competition Commission (CC)

* Stage II of the analysis (CC):

— Further inquires of 56 stores, and asked Somertield
to sell out14 stores
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Stagel: Trad. analysis

* Applied isochrone analysis to delineate the
market

— Draw a circle around a store, and the size of the
circle determined by driving time

— Counted the # of rivals after the merger

— It three or less rivals after the merger, the merger
was problematic

e Different rules for difterent stores

— One-stop shopping 10/15 min travel time city/rural
— Smaller stores 5/10 min travel time city/rural

* Found 1 one-stop shopping and 22 smaller
stores as problematic
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Stage 2: Close rivals?

* Isochrone analysis fail to take into account:

—  Geographic differentiation; 0-1 decision

— Product differentiation; difterent store types

e (CC used another TESCO
Evewy Witls halps .
method to
— To detect how close @ somerfield
. 1 h () o
rivals t ey are somerfield
—  Daiversion ratio crucial
Sainsbury's
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Closeness of competition and

price changes after merger

* Each firm price according to marginal cost

* Type of cost saving of 1mportance
— Savings 1n fixed costs not relevant
— Change 1n marg. cost relevant for price setting

* Farrell/Shapiro (2010): Upward Price
Pressure (UPP)

* Upward Price Pressure (UPP) after a
merger?

— Lower marginal cost; Downward price pressure

— Close rivals; Upward price pressure
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Upward Price Pressure (UPP)?

* Assume Bertrand w/dift. products

* One product each for firm 1 og 2, and joint profits
after the merger is (assuming only change 1n c,):

=P —cl' Jo, + (P —c b,

* How large reduciton in ¢, for P, not to

change?

g, +(P,—cM )%—F(P —C )ZCIIDZ =0
1

* Can applX the tirst order condition for
product 1 Defore the merger:

\
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UPP forts.
* The price of product 1 will not change 1if:

8(V

_ _(p _ ) ¥ = Fraction of those
©2 oq, leaving 1 that divert

Cost P / 102

reduciton

* D,,= (Negative of ) Diversion from
product 1 to product 2

aq, 1 op,

D =—
¥ oq,/op,
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UPP cont..

* Rearranging: / oversion
c,—¢c' =(P,—¢c;)D, @

Cost
reduction Price-cost margin on

product 2

— E, = reduction in marginal cost for product 1

Condition for UPP on product 1:

D, > E1°|:%:|Euppl (2)
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How to find (2)

e Define as follows:
— E = reduction in mc: ¢ -¢! =¢{E

* We can rearrange (1):

c? p—p+c?
0 N _
D=E°-=EP P _gl-L
p—cC p—cC p—cC L
Y P

* Then we have shown how we go
from (1) to (2)
C Y e
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UPP cont.

* But the expression will underestimate
UPP

— Higher product 2 price makes 1t profitable to
increase price on product 1, and vice versa

— Lower mc for product 2 makes it profitable to
increase producct 1 price, and vice versa

* Taking this into account, 1t 1s found that
UPP on both products it:

D gt
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UPP cont.

* How large UPP (for a given change in marginal
cost) determined by two factors:

1. How large diversion to the other merging parties’
product?

2. How large price-cost margin on the sale that 1s
recaptured?
* Other concepts that are analogous to UPP:
— GUPPI (Gross Upward Pricing Pressure Index)
— IPR (Illustrative Price Rise)

But for all of them, 1 and 2 above 1s valid

— Must consider 1) diversion ratios and 2) margins
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UPP for product 1 after merger

e Optimal Driceex ante * Incentive to set higher price on
P P product 1 ex post merger

— Loss = Gain fOT product — Will now recapture some of the
1, and sets price P, sales lost from product 1

1 Pris : :
e Value of diversion to

Pl product 2, when P, inct

) S /

Grensekostnad ¢

N

>

| I Kvantum Kvantum
. Productl\ )/P@Yuct 2
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[t firm A acquires tirm C

— — — — — — —
’—- “
—

T " — —
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* Crucial how large fraction of A's customers
that has C as their second choice

— We do not have to find the market shares!
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The approach — 1n practice

* Applies a condition similar to one of those we
have shown

— Can assume that the price on both products will
Increase

— Quite common to consider UPP, given no change in
marginal cost (then applying GUPPI)

* Then checking other aspects not captured by
this approach
— Low barriers to entry?
— How will rivals’ respond?
— Buyer power (partly captured by margin?)
— Repositioning of products ex post merger?

KONKURRANSE-
TILSYNET
The Competition Authority

17.03.2016 Sergard Merger Control University of Oslo



How to detect diversion ratios?

* Econometric study (revealed preferences)
— Demand estimation 1s challenging
— Deadlines in merger cases
Shock analysis
— Effect of, say, sales campaigns
* Surveys among customers (stated preferences)
— Used a lot in England, and Norway
* Internal documents
— US: Counting how often rivals are mentioned
* Churn data

— Can see from data where consumers divert

— Used in mobile phone merger in EU/Norway
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Ex.: Diversion ratios vs market shares
in mobile phone market in Norway

* Market shares bad proxy

0 b
Telenor 207 for small players’ role?
TSN 23 % ,
E— — New, small players pick up
0 .
——— 5% rather large fraction of
(o}

switchers

Diversion ratios from churr data:

TSN 34 % 56 % 10 %
Tele2 30 % 60 % 10 %
Telenor 35% 44 % 21 %

Others 21 % 25% 54 %
- e22022016



The text today

* Example: COOP’s acquisition of ICA

— Some facts about the case
— How to analyse closeness of competition
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The transaction

* Coop acquired all the shares in Ica Norge
— 03.10.2014: Agreement
— 05.11.2014: Reported to Konkurransetilsynet
— 04.03.2015: Deadline for 70 days SO
— 12.05.2015: Deadline for final decision

* Konkurransetilsynet accepted it with remedies
— 11.02.2015: Coop oftered remedies
— 03.03.2015: A revised offer
— 04.038.2015: Accepted with remedies

e Had to sell out 93 stores

* Not allowed to complete the deal before this was done
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The parties

COOQP:  [CA:

* 22,9 % national * 10,4 % national market
market share in 2013 share in 2013

* Integrated procure- * Integrated procure-
ment and distribution ment and distribution

* Nation wide (agreement with NG, but

. not implemented)
* Lowprice, super-

market, local stores * Nation wide

and hypermarket » Lowprice, super-
market and local
stores
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The grocery market - Norway

* 5 chains with one or more type of stores each
* 4 Integrated chains (wholesale and retail)

* Product market: Groceries sold through
grocery stores, Including all types ot stores

e Both a national and a local dimension

* They compete along several dimensions
— Price
* Max prices are (mainly) set at the national level
* Prices varies between local areas
* Possible to change prices quickly in local markets
— Other dimensions

* Service, product range and quality
* These can be changed in each local store
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REMA 1000

Lavpris  [REMA 1000
60 %

Supermarked
25 %

Naerbutikker
10%

Hypermarkeder
5%
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I.ocal markets w/national firms

50 % market share nationally 50 % market share nationally
100 % market share locally 50 % market share locally

w\i‘ﬁ”
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The counterfactual

* Must show a causality from the acqusition
to the dampening of competition

* What 1s the most likely market structure 1t
no acquisition?

* In most cases: Status quo
— Market condition at the time of the merger

* Case-by-case evaluation

* Konkurransetilsynet in this case:
— Ica stays in the market, but will scale down

— Ica buyer agreement with Coop or Rema 1000
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myndighetene ser pd konkurran-
selovgivningen, pdpeker Hagen.

Ut motHagen

Bunnpriseier og styreleder
Christian Lykke har liten tro pi
ny lovgivning. Han ber heller de
starste matvareleverandorene g
i seg selv for 4 sikre konkur-
ransen i dagligvaremarkedet.

- Det er Orkla som gir best
betingelser til dem som Kjoper
mest varer, si det er bare for
Stein Erik Hagen & slutte med
det. De minste fir darigere
vilkiir, og det er blant andre
Orkla, Tine, Ringnes og Coca-
Cola som sitter med nokkelen
her. Disse leverandorene har si
mange merkevarerat alle daglig-
varekjedene mA handle med
dem, sier Lykke.

Lykkes Bunnpris-kjede hadde
ved inngangen av Aret en
markedsandel p& 3,6 prosent av
det norske dagligvaremarkedet.

Skulle Coop A klarsignal fra
Konkurransetilsynet om 4 kjope
Ica, vil det norske dagligvare-
markedet reduseres fra fire tl
tre akterer: Coop, Rema 1000 og
Norgesgruppen (med sine Kjeder
Meny, Spar, Kiwi, Joker og
Centra med flere).

- Jeg er ikke s& veldig glad i
reguleringer, men for & sikre
mangfold og konkurranse tror
jeg det ma til. Norge ber se til
andre land hvordan en regulerer
dette markedet, sier Hagen.

Naringsminister Monica
M=land (H) ensker ikke i
kommentere utspillet, og viser
til at Konkurmnsetilsynet ni
behandler Coops oppkjep av Ica.

- Konkurransetilsynet har en
uavhengig stilling i slike saker.
Naringsdepartementet kan bli
klageinstans for et eventuelt
vedtak. Det er derfor ikke
naturlig at vi kommenterer
denne saken n&, skriver kommau-
nikasjonssjef Trond Viken i
Narings- og fiskerideparte-
mentet i en epost.

mads kvernen kiep pe @dn_no
askild langoed @dn no

B RYDDEGUTT. Thorbjern
Theieble ansat somsjef for
IcaNorgeford ryddeoppog
14 «butikerw til & gimed
over skudd igjen. Den jobben
bleforstor.

Fota:Thomas T.Kieven

Plan B: Bare Rimi skulle besta

Ica hadde bestemt seg for
asatsebarepaRimii
Norge om sel skapet méatte
drive videre alene.Bade
Ica Supermarked og
Matkroken skulle
forsvinne.

STIG TORELAUGEN
TRONDHEIM

Ica Norge-sief Thorbjorn Thele
ble 12012 hentet inn for & f&
skikk pd leca-skuten. Det klare
han aldri. Theie mener selv han
skulle ha kiart & i til }onnsom
drift igjen alt neste &r.

For & fa til det bekrefter Theie
at Iea hadde bestemt seg for 4
legge ned bide Ica Supermarked
og Matkroken, og kun satse pd
én Kjede i Norge: Rimi.

- Mitt oppdrag var ikke &

rigge selskapet for salg, men
igjen £ sorte tall i regnskapet.
Planen for hvordan vi skulle
klare det alt 1 2015 var klar. Det
méne dramatiske kutt til, og
ville gjort at Ica igjen ble en
liten akier med rundt syv
prosent markedsandel Planen
ble satt p& vent i pivente aven
endelig avklaring, sier Thede.

1 ptanen, som internt gikk
under navnet « Foxtrot 2», 14 det
ogsd & sefge ut all lea-virksombhet
nord for Namsos i Nord-Tren-
delag, ik Dagens Naringsliv har
skrevet for. Ica Norge haridag 120
bumikker fra Namsos og nordover,
pluss distibusjonstager i Nanvik
Ica hadde i tllegg plantagt & legge
ned ytterligere rundt 130 butikker
iresten av Norge. Totalt skulle
antall butikker ned med 250.

- Det var planen, ja.
Matkroken-butikkene skulle

legzes helt ned, ikke konver-
teres. De var for smi og ulenn-
somme. Vi miue bli mer lett-
bente pd alle vis, og vi hadde
kommunisert disse planene
internt nd. Planen innebar at
mange flere butikker mitte lide
og mange flere ansatte hadde
mistet jobbene sine, enn det
som biir tilfellet nd nir Coop
Kjeper, sier Theie.

Konserntillitsvalgt i lca
Norge, og ansatterepresentant i
styret, Johnny Sletvokd sier flere
tusen ansatte ville blitt berort av
« Foxtrot 2s:

- Det ville blitt beintofi, og
betydd mange oppsigelser og
mange nedieggelser. Men hvis det
var det som skulle til for & berge
selskapet i Norge, s& var vi tillits-
valgte villige til det, sier Sketvold.

Siden 2008 har Ica Norge gin
med et samlet driftsresultat pd

n@&rmere fem milliarder svenske
kroner.

- Eierne valgte kuttplanen
opp mot salgsplanen, og det er
Klar at nir det kom et s& godt
bud som det gjorde fra Coop,
var nok valget for elerne enkelt
Det ville vert store kostnader
knyttet til alle omgjoringene
som métte til ogsd sier Theie

- Hva skal du selv gjore
fremover?

- Jeg skal drive lca videre som
jeg har gjort, 1 alle fall frem til
pésketider, vel nir Konkurranse-
tilsynet har sag sitt. S& fiir vi se
hva som skjer. For snille gutter
gir solen akin ned, sier han

Han fiir med seg etterlonn i et
halvt &r ndr han slutter, noe
som vil si mellom to og tre milli-
oner kroner.

stig.orelaugen @dn.no




Changes due to the acquisition

* Retail, nationally:
— # 3 acquires one of the two smallest
— A change from four to three chains
— Inceased symmetry (collusion?)

* Wholesale, nationally:
— No change; three integrated chains

* Locally:
— Appr. 550 Ica stores acquired by Coop
— Many local markets aftected
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Which local markets?

* Screening of markets

— Coop 800 stores, Ica 550 stores

— Identified unproblematic local markets
* The parties no overlap
* Parties small compared to other chains

 All other chains are 1n the area

* Left with166 Ica- and 178 COOP
stores 1n 125 geographic areas
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Which local markets cont.

* Used data from a map program
— Distance between parties’ stores
— Distance to the rivals’ stores
— Data on where cities and villages are

* Data from Coop on where their customers live
* Information about the stores:
— Size
— Type of store
* Internal documents
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GUPPI in remaining markets

« GUPPI = D12 . % kM, — Relativ

1

e GUPPI over 38 %: Problematic market
* No prediction of price increase

* GUPPI can lead to:
— Higher prices

margin

— Lower quality (opening hours and # of
people employed)

» DETY =0.08/(my * P, /P;)

e Must also consider other factors
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How to measure closeness of

competition?

* Asked shoppers, and from that estimated
diversion ratios:

* “Tenk deg at du for avreise t1l butikken visste

at [konkret navn pd butikken] var stengt,
hvor ville du da handlet?

— Survey outside 60 stores with 200
respondents for each store

— Simple OLS models applied to tind out what
will attect closeness ot competition in other
local markets
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DN 10.01.15: Study to detect
diversion ratios paid by COOP

18 | Nyheter

Letcag 10, e 20 | Dagens Naringsliv|

Coop betaler deler av regningen for
Konkurransetilsynets undersekelser
ilca-kjepet. - Kan vare i grunnleggende

strid med prinsipper om likhet for loven,

sier jusprofessor Erling Hjelmeng.

ar llifddti handlende 1
mundt 60 kea- eller Coop-buttkker.
Buttkkene var valgt ut fordt et
eventueit jatfl at Coop fir kjepe
Ica Norge kan endre buttkk- og
konkurransesttuasionen t cenrd
det.

Det er Konkurransetflsynet
som st bak undersakelsen og
hget spersmilene, men det er
skke det scm betaler. Regningen
L milliones kroner gir tlakts
Ten som easker 3 kjape Ica Norge:
Coop Norge.

«Bor tenke grundig gjennoms

Denne typen sperreunder
sakelser e Ikke uvanitg, men det
leter 4 vaxre en del av
Konkurransetilsynets
sbsutredninger. Det kan fremstd

FINANS __ Detteersaken
StigTore Laugen | v oktobor blo
Trondheim dat idart at Coop Norga har
kjoot Ica Norges 553 busikiear
jenk degat dufor  for 2,5 milliardor krones.
avretse tl battk et Rama shal ha
ken visste at  bodtrundt halvparten.
(( denne buttkken @ Dorsom Konkerr:
permanent var  godijenner Coops ko av I
stergt -tnoeville  Norge, vé den mye daglgware-
du da handlet?s aktaran bli Norges nest stersto
Stk lyder ett av 17 sporsmd]  etter Norgesgnuppen.
z:—nmLmoc n:nkr'Pm; @ Konkurransetisynet har
Ica-kunder ble stilt for jul. Ku varslot at de il ha =n avgje-
dene relsa kar innen 15 mal.

som om Coop her betaler seg litt
ut av keen. En sitk praksts kan
et grunnleggende strid med
prinstpper om [ihe for loven o

poelt er det all grunn 113 retse
sporsmal ved en praksis der deler
av et forvaltningsorgans saks
behandling er avhenglg av

og amalyserer svarene. Det er en

peak: r for oss 2t vil blt mes

brukt fremover, ster Meyer.
Seive utsparmingen er det kon

fremgangsmiten er noe man bm
tenke g fmdgfmnm En shk
praksts kan ogsd pdvirke hvordan
fremtydige parter forholder seg il
xonkumw; ymet, ster

private parter, sier
|usprofessor Jan Fridthiof Bemt
ved Universttetet 1 Bergen.
Forste
I(n‘—v direkter Christine Meyert

Untversctet! Oslo, som harledet
Duglgrrclovizvalget.

Her beveger Ronkurranse
llls\'m‘lsrglrm en gedsone. Reait
paridisk md ot stk arrangement
aksepteres < lenge Konkurrarse
o o g, stir Tk
petnst

+ har man

aldﬂ farbedt enav partene betale

for tilsynets egne undersakelser.
Det er vanlig at partene logger

pet See¥ou som har
gennomfart.

~Hvorfor |ar dars Coop batala for
Koekrstteymats wnderso-

Coop har glentatte g;n,gc'
spart om hva dé kan gleve i
bidra te] en mer effektty =au»
bandling. Vi har svart 2t det +
vaere nyttig for css om

frem egn grappor
ter som de bar Bt laget, men det
erste gang en pant finansterer
dersokelser der Konkurranse
téisynet har utformet spersmilene

denne  typen
undersekelser, og at det lan g
stkrere koaklusioner og en mes
effekttv prosess. Mendetteer

noe vi har pilagt Coop, og vi

17.03.2016
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8 990ppsikts-
vekkggde

ol enveldigstorp

at Coop betaler

Han stifler spersmil ved

Evordan utvalget av kunder har

foregitt ut uttkkene.
Selve spersimlenc som ex

tilsymet vil vusdere denne sken
neytralt, o5 pd vaslig mate, men

Trondhelm: Varchandelickspert | stilt evdet tkke s3 myed utsette det er rrrvrr sentrale
Qsdusbohv:dp mener i, menjeg. kostnaden for er stiller
selv skulle pa1,3millso "r‘J’mlcggrnJcspcr’mj] ved
kostet egne undersakelser, og hay, ster Konkumansetflsynets saks
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How to find margins

* Which cost will vary with a small
change 1n quantity sold?

* Input price

* Other costs (labour, distribution
etc)

* Information from the parties used
to estimate margin in each store

KONKURRANSE-
TILSYNET
The Competition Authority
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Other aspects

Likely, efficient and timely entry
— Generally high barriers to entry for new

players

— If other chains had entry plans, that taken into
account

* Rivals’ response to a price increase

— An argument for further price increase in
Bertrand market with difterentiated products

* Savings on marginal costs
— The parties the burden of proot

* (buyer power)
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Coop/ICA: How it ended

* The parties had 1350 stores

* 125 areas 1dentified after first
screening as problematic

* After a closer analysis, 90 areas
remained as problematic

— The method we have shown (UPP)
crucial for the choice of local markets

* The parties had to sell out 93 stores
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Thank you!
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