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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 of ICA

– Some facts about the case

– How to analyse closeness of competition
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Merger control in Norway

• If  over a threshold level, must report M&A to 

Konkurransetilsynet (KT)

– 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 KT 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 # of 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 Avfall Sør 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 Tromsø

– 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

– ‘.. vil føre til eller forsterke en vesentlig
begrensning av konkurransen i strid med 
lovens formål’

• Two conditions:
1. ‘en vesentlig begrensning av konkurransen’
2. ‘i strid med lovens formål’

• 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

• 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 of ICA

– Some facts about the case

– How to analyse closeness of competition
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Traditional vs new approach

• 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

• 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 issue
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Ex.: Somerfield case in England

• In 2005 Somerfield acquired 115 Safeway 

grocery stores from Morrison

• Local competition, so they analysed the effect

of each acquired store

• Stage I of the analysis (OFT):

– 23 of 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 Somerfield 

to sell out14 stores
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Stage1: 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

– If  three or less rivals after the merger, the merger
was problematic

• Different rules for different 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; different store types
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• CC used another 

method to

– To detect how close 

rivals they are

– Diversion ratio crucial



Closeness of competition and 

price changes after merger

• Each firm price according to marginal cost

• Type of cost saving of importance
– Savings in fixed costs not relevant

– Change in 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/diff. products

• One product each for firm 1 og 2, and joint profits

after the merger is (assuming only change in c1):

• How large reduciton in c1 for P1 not to 

change?
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• Can apply the first order condition for 

product 1 before the merger:
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UPP forts.

• The price of product 1 will not change if:
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UPP cont..

– E1 = reduction in marginal cost for product 1

• Condition for UPP on product 1:
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How to find (2)

• Define as follows:
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– E = reduction in mc: 

• We can rearrange (1):
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• Then we have shown how we go

from (1) to (2)



UPP cont.
• But the expression will underestimate

UPP

– Higher product 2 price makes it 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, it is found that

UPP on both products if:
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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 is 
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 is valid
– Must consider 1) diversion ratios and 2) margins

17.03.2016 Sørgard Merger Control University of Oslo 18



UPP for product 1 after merger

• Product 1
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• Product 2

• Optimal price ex ante
– Loss = Gain for product

1, and sets price P1

• Incentive to set higher price on
product 1 ex post merger
– Will now recapture some of the

sales  lost from product 1

• Value of diversion to 
product 2, when P1 increasesP1

P2



If  firm A acquires firm C

• 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 – in 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?
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How to detect diversion ratios?
• Econometric study (revealed preferences)

– Demand estimation is 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
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Company Market share

Telenor 50 %

TSN 23 %

Tele2 18 %

Others 9 %

• Market shares bad proxy

for small players’ role?

– New, small players pick up 

rather large fraction of

switchers

Diversion ratios from churn data:
From/to TSN Tele2 Telenor Others

TSN 34 % 56 % 10 %

Tele2 30 % 60 % 10 %

Telenor 35 % 44 % 21 %

Others 21 % 25 % 54 %



The text today

• Briefly about merger control
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– Some examples
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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 offered remedies

– 03.03.2015: A revised offer

– 04.03.2015: Accepted with remedies

• Had to sell out 93 stores

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

COOP:

• 22,9 % national
market share in 2013

• Integrated procure-
ment and distribution

• Nation wide

• Lowprice, super-
market, local stores 
and  hypermarket

• ICA:

• 10,4 % national market
share in 2013

• Integrated procure-
ment and distribution
(agreement with NG, but
not implemented)

• Nation wide

• 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 of stores

• 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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Lavpris
60 %

Supermarked
25 %

Nærbutikker
10 %

Hypermarkeder
5 %
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Local markets w/national firms

50 % market share nationally

100 % market share locally

50 % market share nationally

50 % market share locally
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The counterfactual
• Must show a causality from the acqusition

to the dampening of competition

• What is the most likely market structure if
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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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 affected

17.03.2016 Sørgard Merger Control University of Oslo 32



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 in the area

• Left with166 Ica- and 178 COOP 
stores in 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 ∗
P2

P1
∗ m2

• GUPPI over 3 %: Problematic market

• No prediction of  price increase

• GUPPI can lead to: 

– Higher prices

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

• 𝐷12
𝑐𝑟𝑖𝑡 = 0.03/(𝑚2 ∗ 𝑃2/𝑃1)

• 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 før avreise til butikken visste
at [konkret navn på butikken] var stengt, 
hvor ville du da handlet?

– Survey outside 60 stores with 200 
respondents for each store

– Simple OLS models  applied to find out what 
will affect closeness of  competition in other 
local markets
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DN 10.01.15: Study to detect

diversion ratios paid by COOP
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How to find margins

• Which cost will vary with a small 
change in quantity sold?

• Input price

• Other costs (labour, distribution 
etc)

• Information from the parties used 
to estimate margin in each store
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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 differentiated products

• Savings on marginal costs
– The parties the burden of  proof

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

• The parties had 1350 stores

• 125 areas identified 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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