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Table 1 The minimal number of merger participants for amerger to be profitable in the centralized delegation model
d n
3 4 5 6 7 8 9 10 15 30 100 1 000
a5 2 2 2 2 2 2 2 2 2 2 2 2
06 2 2 2 2 2 2 2 2 2 2 2 3
a7 2 2 2 2 2 2 2 2 2 3 7 74
08 2 2 2 2 2 2 2 3 6 8 30 329
09 2 2 2 2 3 3 4 4 6 15 57 627
1 2 2 3 3 4 5 5 6 9 21 78 898
2
Table 2 Theminimal number of merger participants for amerger o be profitable in the decentralized delegation model
d n
3 4 5 6 7 8 9 10 15 30 100 1 000
0.5 2 2 2 2 2 2 2 2 2 3 3 3
0.6 2 2 2 2 2 2 2 2 3 4 5 7
0.7 2 2 3 3 3 3 3 3 4 6 14 88
0.8 2 2 3 3 3 4 4 5 6 12 35 336
0.9 2 2 3 4 5 5 6 7 10 19 64 637
1 3 4 4 5 6 7 8 9 14 29 99 999
2 ( 30 ,



2)

3)

d< Q7
60%, ;
d< 09
72%, .
, n=3 Amy >0AmY® >0

n=10,d=0306 0Q0F9,

(%)

1 )
(n = 10)

Fig 1 The change in profits and quantities after amerger

in the centralized delegation model for n = 10

2 ,
(n = 10)
Fig 2 The change in profits and quantities after amerger

in the decentralized delegation model for n = 10

1 2 ,



2007 12
e
, ¢q
, _ 2+(n-2d- (n-Hd  a-c
4+42(2n-3d+(n-D((n-3d ¢
| | ( (49)
1 2). ;
n d c
12 ), a n
d , r
' 1 , ro
| oo (49) ,
he = 0 5(a-c)/c , (a -
c)/cC M) Fnax
A /4 A
’ .3 A 051
15225 | h« r
3 n =10 Tnax
r
3 Table 3 The numerical valuesof the maximal profit ratio fyey
and the profit ratio r in the industry forn = 10
r(%)
, A Tnax (%) d
03 06 09
05 25 9 03 378 112
1 50 18 07 7. 56 223
3 15 75 2710 | 1134 | 335
2 100 36 13 15 12 4 46
T S aw B
31 ,
. (21 (22) :
5% i |
3.8, oY
, m
, d 5, &
3, n=10A =1, oy 8F
(6) (8) : 3

[23,24]



3

(m)

d

ub
6M

ub
6k

(n =10A =1)

Fig 3 The effect of the size of merger (m) and product substitution d on incentives paranetersdy’ 8% forn = 10 andA = 1

3

ub
0,

ub
Oy
ub
Ou

ub
Oy

5

ub
Ou

ub
s

ub
0,

32

MD
Ou

MD MD
3"° 5!

5

MD
0

. (41)
6’;:ID )
31
6MD 6MD
M k
5 8
6MD
k
MD
’ M

(42)

MD
0y



— 10 — 2007 12

4 (m) d oMb gD (n =10A =1)
Fig 4 The effect of the size of merger (m) and product substitution d on incentives parametersdy° ,8%° for n = 10 andA = 1
8 Sy ‘U M
9 5, )\
MD
Bk 1 [ ( )
; , M
U
, U
) ) M
, 0]
, M
(G C 7 )
¢ ), , ( u ) , , (
),

, Coumot : (19]



[1]Stigler Gd Monopoly and oligopoly by merger[J]. The American Econamic Reviev, 1950, 40(2): 23—34
[2] Salant SW, Switzer S, ReynoldsR J Losses fran horizontal mergers The effectsof an exogenous change in industry struc-
ture on CoumotNash equilibrium[J]. Quarterly Journal of Econamics, 1983, 98: 185—199
[ 3]Deneckere R, Davidon C  Incentives o fom coalitionswith Bertrand camnpetition[ J]. RAND Journal of Econamics, 1986,
16: 473—486
[4]PerryM K, Porter R H. Oligopoly and the incentive for horizontal merger[ J]. The American Econamic Reviev, 1985, 75:
219—227.
[5] , . [J]. , 2002, 5(3): 50—55
Xia Tongshui, XuW eixuan M erger effects and product range strategy[ J]. Joumal of M anagement Sciences in China, 2002,
5(3): 50—55 (in Chines)
[6]Lammerud K E, Sorgard L. Merger and product range rivalry[J]. International Journal of Industrial Organization, 1997,
16: 21—42
[7]Daughety A E Beneficial concentration[J]. American Econamic Reviev, 1990, 80: 1231—1237.
[8]d" Agranont C, Jacqueamin A, GabszewiczJJ, etal On the stability of collusive price leadership[J]. Canadian Joumnal of
Econamics, 1983, 16: 17—25
[9] L . [M]. : , 2000 3—16
PuttemanL, Krosner R S The Econamic Nature of the Fim: A Reader[M ]. Shanghai: Shanghai University of Finance
and Econamics Publishing House, 2000 3—16 (in Chinese)
[10] . [M]. : , 2001 44—53
XuMao-kui General Theory of Institution forM odem Campany[M ]. Beijing ChinaRermin U niversity Press, 2001 44—
53 (iin Chines)
[11] shleiferA, Visny RW. A arvey of coporation govemance[J]. Joumal of Finance, 1997, 52: 737—783
[12] ) . M]. : , 2001 46—47
FanLi-bo, Li Zi-jie The Theory of The Fim and Corporation Governance[M ]. Beijing University of Intemational Busi-
ness Economics Press, 2001 46—47. (in Chinese)
[13]Bainbridge SM. The politics of comporate governance[J]. Harvard Journal of Lav & Public policy, 1995, 18 (3):
671—735
[14]Ferdman C Intemal organizations and managerial incentive as strategic variables in a canpetitive enviorment[J]. Inter-
national of Industrial Organization, 1985, 3. 245—253
[15]Vickersd Delegation and the theory of the fim[J]. Econamic Joumal (Conference Papers), 1985, 95: 138—147.
[16] Fersman C, Judd K Equilibriun incentive in oligopoly[ J]. American Econamic Reviev, 1987, 77: 927—940
[17]BarcenaRuizJ C, EpinosaM R Should multiproduct fims provide divisional or comporate incentives? [J]. International
Joumnal of Industrial O rganization, 1999, 17: 751—764
[18] Ziss S Horizontal mergers and delegation[ J]. International Journal of Industrial Organization, 2001, 19: 471—492
[ 19] GonzalezM aestreM , Lopez-Cunat J Delegation and mergers in oligopoly[ J]. International Jourmnal of Industrial O rganiza-
tion, 2001, 19: 1263—1269
[20]M umphy K J Comorate performance and managerial renuneration: An empirical analysis[ J]. Joumnal of A coounting and E-
oconamics, 1985, 7: 11—42
[21]JensenM C, Mumphy K J Perfomance pay and top managament incentives[ J]. Joumal of Political Econamy, 1990, 98:

225—264

[22]ConyonM J Corporate governance and executive canpensation[ J].  Interational Journal of Industrial O rganization, 1997,
15: 493—509

[23] , , .. [J]. , 2004, 19(4): 378—386a

Zhong De-giang, ZhongW ei-jun, Luo Ding-ti, et al Merger effects and the managerial incentive schames of fims[ J].
Journal of Systens Engineering, 2004, 19(4): 378—386 (in Chines)



— 12 — 2007 12

[24] , . M [J]. , 2004, 18(3): 26—32
Zhong De-giang, ZhongW ei-jun M erger effects and the managerial incentive schamesof fimswith multidivisional fom of
intemal organization[J]. Joumal of Industrial Engineering and EngineeringM anagament, 2004, 18(3): 26—32 (in Chines)

On firms hor izontal merger effectsand its nfluence on ncentivem echan isn
under delegation

. 1, 2 L. 1

ZHONG De-giang” °, ZHONG W ei-jun

1 School of Econamics & M anagament, Southeast University, Nanjing 210096, Ching;

2 Managament Science & Engineering Ressarch Ingtitute, Hunan Universty of Techrology, Zhuzhou 412008, China

Abstract: In thispaper, in the context of a Cournot oligopoly with differentiated products, we analyze merger
effects under o strategic delegations, and the selection of internal incentive mechanisns before and after the
merger First, we show that the fims generally have incentive for merger under any strategic delegation The
incentive for merger will become stronger when the degree of product substitution is lowver, and yet the incen-
tive for merger under decentralized delegation is lower than that under centralized delegation Furthemore, we
sow that the slection of incentive mechanisn have substantially difference betveen decentralized delegation
and centralized delegation after merger More precisely, after the merger process, the merger fim under cen-
tralized (decentralized) delegation provides amore (less) aggressive incentive scheme o itsmanagers, and
other non-merger fims aways give amore aggressive incentive mechanisn o itsmanagers

Key words horizontal merger;, gane; delegation; Cournot oligopoly; incentive mechanisn for managers
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