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e Arnold (2021): Event studies using mergers as a shock to
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wages of incumbents as well as employment, and negative
wage spillovers to competitors. About 1% of mergers would
be blocked as anticompetitive (based on 5% wage threshold).
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e Lamadon, Mogstad & Setzler (2017 NBER, 2022 AER):
Introduce empirical content to the Card et al (2018) approach:
- Local labor markets (nested-logit Bertrand)
- Vertical differentiation / IV-based identification

e Kroft, Luo, Mogstad & Setzler (2020 NBER): Combine logit
Bertrand labor market and logit Bertrand product market.

e Where this paper comes in: By allowing for strategic
interactions in the product market (absent from the papers
above) and wage bargaining, there can be meaningful merger
effects on both the labor and product markets. 310
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e Linear Leontief production: @ = L = gy M.

Adding labor markets with wage bargaining:

e There is a fixed number of workers in each local labor market
(LLM), and a product is produced in one LLM.

e Workers collectively bargain over a single wage for each
firm-product-LLM combination.

e Failure to reach a bargain results in:
- firm’s perspective: the product disappears

- worker's perspective: the employer disappears including
its other local jobs (Jarosch, Nimczik & Sorkin 2019)

Equilibrium: Nash-in-Nash given bargaining power. Prices are
taken as given while negotiating wages, and wages are taken as
given while setting prices.
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Overview of This Paper: Results

Calibration inputs:

e The usual product market characteristics (outside option
share, price sensitivity, quality terms)

e Overlap between product and labor market

e Bargaining parameter

Result 1. Wage effects of mergers rather than employment effects
drive harm to workers.

Result 2. When product and labor markets completely coincide,
workers' welfare is reduced the most by mergers.

Result 3. Consumer harm is often mitigated (and in some cases
eliminated) as reduced wages are partially passed through in
the form of lower final goods prices.

Result 4. Merger simulations that focus only on downstream
competition identify those mergers that harm workers.

Result 5. Workers are only negatively affected by the merger
when the merger is allowed to affect their outside option.
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Comments

Strengths of the approach:

e The standard product market merger toolkit can now also
have wage effects of mergers.

e Computationally straightforward.

e Degree of overlap between the labor and product markets is
an interesting dimension that hasn't been explored.
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tastes for jobs: 0; + du(w;) + €; (Kroft et al. 2020).

e This paper assumes a non-differentiated labor market: workers
only care about the wage, w;.

- Jobs are perfect substitutes from labor's perspective.
- Essentially, there is a profit-maximizing wholesaler

upstream that sells labor to final goods producer.
e What do we lose by ignoring worker preferences for jobs?

- Horizontal: We miss changes in the variety of jobs.
- Vertical: We miss reallocation towards amenities.

- Diminishing utility: We miss out on curvature, e.g.,
high-income labor responds less to $1 than low-income.

e Labor share & markdown responses depend on these channels.
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e Recall two of the main results of the paper:

- Wage effects of mergers rather than employment effects
drive harm to workers.

- Workers are only negatively affected by the merger when
the merger is allowed to affect their outside option.

e These results no longer hold in the presence of the classical
monopsony channel. They follow from the assumptions.

e Also, we miss the key interactions between upward-sloping
labor supply and downward-sloping product demand:
- Double markdown, double markup (Kroft et al, Sec 3.1)
- Attenuated marginal market power (Kroft et al, Sec 3.2)
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e One is that @ = L, so it's not possible to change output
without changing labor by the same amount.
- Missing: diminishing returns to labor.
- Missing: substitution between labor and other inputs.
- Missing: substitution between types of labor.

e Another link is created by the definition of overlap.

- The definition of the “local product, local labor” market
configuration is that all of the workers are consumers and
all of the consumers are workers.

- This doesn't make sense in the main example: hospitals
serve the local market and hire local nurses, but nearly all

hospital consumers are not nurses. 010
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3. The link between the product and labor market depends
crucially on the production function (non-constant
returns, substitutability, etc.).

4. Defining the overlap between workers and consumers is
both important and difficult to get right in practice.

e Thanks for the opportunity to discuss this important work.
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