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The markets featured with the coexistence
of afew big firms and a host of small firms
prevail in many industries. Such markets
share the following characteristics:

(i) With a large market share, a big firm has
significant market impacts;

(i) A small firm is negligible compared to
big firms, but enjoys some market power by
differentiation;

(iii) The aggregate market share occupied by
small firms is considerable, so the aggregate
behavior of smal firms plays a
non-negligible role in the market.

How can we characterize this particular
market structure? How do big and small
firms interact? Are the current policies on
firms’ behavior legitimate in terms of welfare
in such markets? These questions are worth
investigation to predict firms’ behavior and
amend relevant policies in such a mixed
market structure.

Existing literature largely assumes that the
market consists of only big firms (oligopoly)
or small firms (monopolistic competition).
However, the market with the coexistence of
the big and the small is in nature different
from them.

There are severa strands of literature that
partialy address this mixed market structure,
such as the dominant firm model and the
Stackelberg model. However, these models
have some weaknesses to describe the mixed
market structure.

This project ams to theoreticaly
characterize the market with big and small
firms, through which we can explan
empirical evidence on this market structure
and examine related competition policies.

The purpose of this project is to
investigate firms’ behavior and competition
policies in the mixed market structure with
big and small firms. Specifically, | work on
three issues.

| attempt to establish a comprehensive
and flexible theoretical framework to
characterize the mixed market structure.

I investigate the entry policy on firms’
behavior and welfare in the mixed

market.

| examine the impact of merger on the
market structure and welfare and provide
policy implications.

First, to establish a theoretical framework
to characterize the mixed market structure, |
start from a tractable utility function based
on Ottaviano, Tabuchi and Thisse (2002). |
aso employ the idea raised by Shimomura
and Thisse (2012), which, to the best of my
knowledge, is the first work characterizing
the high skewness of firm distribution in
size.

Second, | compare the results of my
model with Shimomura and Thisse (2012)
and the models that examine other market
structures, such as oligopoly, monopoalistic
competition and the dominant firm model.
To solve the model, | mainly employ game
theory, partiadl equilibrium and genera
equilibrium analysis.

Third, | conduct the comparative static
analysis to examine how competition
policies change firms’ behavior, the market
structure and socia welfare.

Regarding the entry policy, | observe that
a hig firm’s entry generates contrasting
impacts on incumbent firms across different
industries featured with the mixed market
structure. | try to address the distinction by
alowing for richer substitutability across big
and small firms.

Regarding the antitrust policy, merger
efficiencies and barriersto entry after merger
are two important factors determining the
welfare consequences of merger. Based on
recent merger cases, | examine how the
mixed market structure affects the role of
merger efficiency and post-merger entry.

Establishment  of
framework.

| establish a tractable and flexible
theoretical framework to characterize
the market with big and small firms,
where big and small firms are polarized
in size and have different strategic
behaviors. Based on a quasi-linear
utility, this framework best fits
industries  while  alowing  for

the theoretical



asymmetric across big and small firms
in severa respects. Based on this
framework, | examine the impact of a
large firm’s entry and merger.

The entry policy: “Is a Big Entrant a
Threat to Incumbents? The Role of
Demand Substitutability in Competition
among the Big and the Small.”

In this work, we establish a model of
market competition between large and
small firms and investigate the way in
which demand substitutability affects
how the entry of big firms impacts
incumbents. we focus on the relative
strength of two opposing effects of
entry on large incumbent firms' demand:
the direct substitution effect among
large firms (negative) and the indirect
feedback effect through the change in
small firms aggregated behavior
(positive). If  the substitutability
between large and smal firms is
sufficiently high, the indirect effect
dominates the direct effect and large
incumbents'  equilibrium prices and
profits increase. We show that welfare
effects are ambiguous, which calls for
careful assessment when regulating
large firms' entry.

The antitrust policy: “Horizontd
Merger of Big Firms with Product
Choice in the Presence of Small Firms.”

In this work, we examine how a
bilateral merger between multi-product
large firms with the endogenous choice
on product range affects the market
structure and consumer welfare. In the
presence of single product small firms,
we show that low merger efficienciesin
the form of a moderate marginal cost
synergy for the merging firms (insider),
which lead to the shrinkage of the
insider's product range, are beneficial to
consumer welfare. By contrast, high
merger efficiencies, which induce the
expansion of the insider's product range,
are detrimental to consumer welfare.
Our findings suggest that high merger
efficiencies may be anti-competitive in
the market with large and small firms.
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