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           Firm 2 
 
Firm 3 

 
ACCEPTS 

 
REJECTS 

 
 

ACCEPTS 

 
If  x1

1+3 �1+3  > x1
1+2 �1+2 and  

(1- x1
1+3)�1+3 

� �3
1+2 or  

if  x1
1+2 �1+2  

� x1
1+3 �1+3 and  

(1- x1
1+2)�1+2 

� �2
1+3. 

 
If  x1

1+2 �1+2  
� x1

1+3 �1+3,  
(1- x1

1+2)�1+2 < �2
1+3 and  

(1- x1
1+3)�1+3 

� �3. 
 

 
 

REJECTS 

 
If  x1

1+3 �1+3  > x1
1+2 �1+2,  

(1- x1
1+3)�1+3 < �3

1+2 and  
(1- x1

1+2)�1+2 
� �2. 

 
If  (1- x1

1+i)�1+i < �i                         
for every firm i = 2, 3. 
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           Firm 2 
 
Firm 3 

 
COMPATIBLE (s2 = 0) 

 
INCOMPATIBLE (s2 = S2) 

 
COMPATIBLE 

(s3 = 0) 
 

 
Firm 1 buys firm 2 if the 
market is small enough 
and firm 3 otherwise. 

 
Firm 1 buys firm 2 if the market is 
small enough and firm 3 otherwise. 

 

 
 

INCOMPATIBLE 
(s3 = S3) 

 

 
 

Firm 1 always buys  
firm 2. 

 
Firm 1 buys firm 2 if the market is 

small enough, firm 3 if the market is 
not small enough and no firm if the 

market is sufficiently large. 
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           Firm 2 
 
Firm 3 

 
ACCEPTS 

 
REJECTS 

 
 

COMPATIBLE (s3 = 0): ACCEPTS 
INCOMPATIBLE (s3 = S3): ACCEPTS 

 
[9 - p - 2.7778 (1 - p)] b-1∆2  

or 
[6.875 p + 6.111 (1 - p)] b-1∆2 

 

 
 

[7.718 p + 6.861 (1- p)] b-1∆2 

 
COMPATIBLE (s3 = 0): REJECTS 

INCOMPATIBLE (s3 = S3): REJECTS 

 
6.75 b-1∆2 

 
6.25 b-1∆2 

 
COMPATIBLE (s3 = 0): ACCEPTS 

INCOMPATIBLE (s3 = S3): REJECTS 

 
[7 p + 6.75 (1 - p)] b-1∆2 

 
[7.75 p + 6.25 (1 - p)] b-1∆2 
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D = 0 D = 40 n = 10, 100=θ , F = 4 
m = 2 m = 1 m = 2 m = 3 

Gain in insiders’ profits if m+1 firms merge -6.722 0.7619 2.1874 4.5629 

Social welfare if m+1 firms merge 
Consumer surplus 
Firms’ profits 
Creditors’ profits 

1621.4 
1493.4 
128.0 

0 

1625.7 
1573.0 
404.9 
-352.2 

1627.5 
1548.3 
425.15 
-345.95 

1627.9 
1514.9 
451.54 
-338.54 

Social welfare if firms remain independent 
Consumer surplus 
Firms’ profits 
Creditors’ profits 
 

1619.0 
1543.2 
75.8 

0 

1623.1 
1591.3 
389.61 
-357.81 

1623.1 
1591.3 
389.61 
-357.81 

1623.1 
1591.3 
389.61 
-357.81 

Gain in social welfare if m+1 firms merge 2.4 2.6 4.4 4.8 
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