


SOME ANTITRUST CONCERNS OF PARTIAL EQUITY ACQUISITIONS 

Abstract 

If a firm acquires stock in a competitor, further price 
competition may impose a penalty in the form of devalued holdings. 
The purchase, by penalizing price cuts, may help to support tacit 
collusion between firms. This paper establishes how the partial 
acquisition of outstanding common shares enables firms to 
accomplish this objective without formal coordination. However, 
this price-cutting disincentive is shown to be insignificant when 
the competitive overlaps between firms occur in markets that 
generate some fraction of total corporate profits. 
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The analysis and conclusions set forth in this paper are 
mine and do not necessarily reflect the views of other members of 
the Bureau of Economics, other Commission staff, or the 
Commission. Malcolm Coate, Bob Levinson, Andy Kleit, and John 
Lopatka have made numerous helpful criticisms. If, despite their 
generous assistance, errors or omissions remain, they are my own. 
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