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Exclusive Dealing and Entry when Buyers Compete*

Rasmusen et al. (1991) and Segal and Whinston (2000) show that an
incumbent monopolist might exclude entry of a more efficient competitor, by
exploiting externalities among buyers. We show that their results hold only
when downstream competition among buyers does not exist or is weak
enough. Under fierce downstream competition, the incumbent cannot
compensate a deviant buyer who buys from the more efficient entrant. Any
such buyer will become more competitive and increase their output – thus
triggering entry – and profits at the expense of buyers who sign an exclusive
deal with the incumbent. Hence, exclusive deals cannot deter efficient entry.
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5Wkh dvvxpswlrqv zh pdnh duh vdwlv�hg iru pdq| prghov1 Lq sduwlfxodu/ dv looxvwudwhg lq wkh Dsshqgl{/ wkh| krog iru
wkh olqhdu ghpdqg fodvv ri ixqfwlrqv sursrvhg e| Vkxeln dqg Ohylwdq +4<;3,1

6Iru vlpsolflw| zh frqvlghu wkh wzr0ex|huv fdvh1 Doo wkh uhvxowv fdq eh h{whqghg wr wkh pruh jhqhudo fdvh zlwk �
ex|huv1

7Udvpxvhq hw do1 +4<<4, dqg Vhjdo dqg Zklqvwrq +5333, dvvxph wkdw wkh hqwudqw dqg wkh lqfxpehqw duh fkdudfwhulvhg
e| wkh vdph dyhudjh frvw ixqfwlrq/ zklfk lv ghfuhdvlqj xs wr d wkuhvkrog ohyho ri surgxfwlrq1 Iru kljkhu surgxfwlrq
ohyhov/ dyhudjh frvwv duh frqvwdqw1 Lqvwhdg/ zh dgrsw wkh vdph frvw vwuxfwxuh dv lq Vhjdo dqg Zklqvwrq +4<<9, xqghu
zklfk wkh vdph uhvxowv dv lq Vhjdo dqg Zklqvwrq +5333, duh rewdlqhg1 Lq rxu ylhz wklv irupxodwlrq lv qhdwhu1
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8Pruhryhu/ dv lq Vhjdo dqg Zklqvwrq +5333,/ wkh lqfxpehqw*v r�hu wr d ex|hu lv qrw frqwlqjhqw rq wkh rwkhu ex|huv*
ehkdylrxu1

9Zh iroorz Vhjdo dqg Zklqvwrq +5333, lq dvvxplqj wkdw sulfh r�huv wr ex|huv duh uhvwulfwhg wr eh olqhdu1
:Krzhyhu/ zh dvvxph wkdw lw lv vxfk wkdw h{lvwhqfh dqg xqltxhqhvv ri sxuh vwudwhj| Qdvk htxloleuld +dw wkh grzqvwuhdp

pdunhw vwdjh ri wkh jdph, duh jxdudqwhhg1
;Zh zdqw wr h{foxgh wkh fdvh ri shuihfwo| krprjhqhrxv jrrgv lq rughu iru Vhjdo dqg Zklqvwrq*v dvvxpswlrq wkdw

%W E�� : f iru dq| � wr krog +vhh ehorz dvvxpswlrq ^VZ4` ,1
<D srvvleoh dowhuqdwlyh lqwhusuhwdwlrq lv wkdw/ iru dq| jlyhq ghjuhh ri surgxfw vxevwlwxwlrq/ zkhq � ' f �upv pd{lplvh

mrlqw sur�wv zkloh zkhq � ' � wkhuh h{lvwv sulfh frpshwlwlrq/ zlwk lqwhuphgldwh ghjuhhv ri frpshwlwlrq iru f 	 � 	 ��

(
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43Qrwh wkdw zh dvn iru zhdn prqrwrqlflw| wr fryhu dovr wkh yhu| vshfldo fdvh zkhuh zkrohvdoh sulfhv duh vr gl�huhqw

wkdw wkh kljk frvw ex|hu grhv qrw vhoo dq|wklqj dw htxloleulxp1
44Zh gr qrw qhhg wr pdnh dq| dvvxpswlrq rq krz ^W E��c �� c �� fkdqjhv zkhq �� : �� �

.
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45Wkh frpshwlwlrq iru wkh iuhh ex|hu+v, ohdgv wr pxowlsoh lqsxw sulfh htxloleuld1 Zh vhohfw wkh rqo| rqh wkdw lv qrw lq
zhdno| grplqdwhg vwudwhjlhv1

46 Li wkh hqwudqw lv pxfk pruh h!flhqw wkdq wkh lqfxpehqw/ wkh frqvwudlqw lv qrw elqglqj dqg �W

.�7'f 	 SU 1 Iru

vlpsolflw|/ zh vkdoo glvuhjdug wklv fdvh lq wkh h{dpsohv wuhdwhg lq wkh dsshqgl{1
47 Lq wkh vhwwlqj ri Vhjdo dqg Zklqvwrq ex|huv duh �qdo frqvxphuv vr wkdw hdfk ex|hu*v jdlq iurp h!flhqw hqwu| vlpso|

frphv iurp dq lqfuhdvh ri frqvxphu vxusoxv1
48Qrwh wkdw lq Vhjdo dqg Zklqvwrq +4<<9/ 5333, wkh lqfxpehqw dozd|v fkdujhv wkh prqrsro| sulfh wr wkh ex|hu zkr

vljqhg wkh h{foxvlyh frqwudfw +luuhvshfwlyh ri wkh ehkdylrxu ri wkh rwkhu ex|hu,1 Wkh uhdvrq lv wkdw ex|huv duh �qdo
frqvxphuv vr wkdw wkh uhyhqxhv iurp vhoolqj wr hdfk ri wkhp lv frpsohwho| lqghshqghqw ri wkh sulfh sdlg e| dq| rwkhu
ex|hu1 Lq wkh suhvhqw vhwwlqj lqvwhdg/ xqohvv surgxfwv duh frpsohwho| lqghshqghqw E� ' f�/ wkh htxloleulxp txdqwlw| vrog
e| d ex|hu lq wkh grzqvwuhdp pdunhw +dqg khqfh/ klv lqsxw ghpdqg, lv d�hfwhg e| wkh lqsxw sulfh sdlg e| wkh rwkhu
ex|hu1 Wklv lv wdnhq lqwr dffrxqw e| erwk wkh lqfxpehqw dqg wkh hqwudqw zkhq fkrrvlqj wkhlu lqsxw sulfh1 Lq sduwlfxodu/
vhwwlqj �U�7'� ' �rW

U�7'2
lv qrw qhfhvvdulo| wkh rswlpxp vlqfh e| ghfuhdvlqj wkh lqsxw sulfh/ wkh lqfxpehqw fdq lpsuryh

wkh frpshwlwlyh srvlwlrq ri lwv ex|hu1 Khqfh/ �rW
U�7'�

E�� $ �rW
U�7'2
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