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A bstract

W eanalyze aunianized dugpoly madel toexamine howvunias aRect the incantives
ormager. | e nd that, axe the unian hes the gotian  deleate, an inaesse in
the unian bargaining poner an aeste incantives orthe Ms oo marce.-
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1 Introduction

L abarmartketageization plays animpartantrake in determiningwace ibvel and praduct
marketstructure G eg-H anandW dlirsky, 1 988)_T his pgperincapaates the qotian
o unias 1o delcate the Wate bargaining and analyzes howvit aRects the inatives Tor
merger-

U p ionowvthe terature hes mainly Toausad an strategic delecatian an bahalfofshare-
holders - Fershitman and Judd (98 Dwere  istto addiess the issue of strategic manecerial
delcatian in the aontext of digpdiistic industries with Caumot aampetition Gee abo
Skiines, 1987). Il ae reontly, ¢ avfel asstre ad L §pez-Curat Q0 01) haae acadd-
add the interadtias betinean the Lse of stratlegc manegerial delecatian and meroas.-
T hey have shonn that the incantives Tor merger, under manegerial delecatian, are an-
siderably inaessed with respect 1o the setting without delecation - R egarding strategc
unian delecatian, Canlinand Furusana Q0 0 0 ) have provided an explanatian ohwhy saniar
unian members may represa Tt the unian in aantract negotiatias with amangpolist. B y
strateg cAlly delating aantract negotiatians towagemaxdmizingindividuaks, the surplLs-
maximizing unian may be better a®then ifsurpls-maximizing individuaks negotiate the
aaaect

In this pgperwe go Turther by dealing with the interactias betinean the strategc use
of unian delcatian and the incatives Taormearger in dugpaolistic markets - In what follons
we shov that unianization does notalnays reduce the inaeantives Tormergeras advocated
inH an ad W olirsky (988). Inde=d, we d that, axe the unian hes the otian ©
delecatie, an inaeese in the unian bargaining poner can aeate incatives ortte Mms ©
merce- P redsely, bath s may nd pro tebke 1t marge and negotiate the wace with
surplLsmaximizing delecates in ader 1 axdd having 1o bargein with wagemaxdmizing
delbpies - Il aeover, we showv thattin sudh egpiibrium the gotiaon of strategc delecatian
haxms both the unias ad e Ms.

A nimportentaasagueneofthcse Ndings is thataneshauld question thewisdon that
unianizatian dearessss inantives Tormarger and that strategic unian delecatian inaresses
bae s Torthe union.

2 The Basic Model

Casider a dugpdiistic market Tor a singke hamagenauss  product, where the demad is
IineradisgvenbyP =ajb® ,P istemarketprice, ad( is the aggecaie quantity
danaded. Thareae tvo ms indead by i, i = 1;2_ L etQ; daote the quantity
praducd by mm i, ad Et §; daote the pro tbel ofeedh m i- T he oy variebke



inputis Boar_ T ednology edibits astatt retums © scak ad is nomalizd insudh a
vway thatQ ; =L ;, wherel ; is Boarinput, ad the unit production astofeedh I is
tewvwae W ; -T hus, thepro tofeedh m is gven by
i =@IiRXR; iV, R,

Eadh /mm belogs to ad is aarolied by ae riskneutral onner. T he dojective ofFeedh
oNNeris tomaxdmize pro . Inadditian, eedh 1M is unianized, and aters into aclosad-
shap ageamattwith it riskkneutral unian. T he warkioree reedh 1 is drann fram
separate pook of Boar;, and the unian dojective is TO maximize the unian suplLs, Bking
as gven the wage dotained by the otherunian:

Ui =L, @@ iW D
wherell s the reseratian Waece.

W estudyafourstege game- Instage ane, theonnars oftte s deddevihetherarnot
tomerge both ™ 1ms!  In stage o, the surplsmaximizing unian ©Feadh ™ Im simulia-
neasly) dhooses Whether to use surplLs-maxdimizing delecates ar 1o use Wagemaxdmizing
delpies (Gudh a6 seniarunian members)who wi ll negotiate the wage with the enployer
T he dojective oF awvwecemaximizing delegate is simply V; =W ; § W - In stace thies, the
wace bargeining aoaus - Finally, in stege Taur the enplyerdoosss e autput el T he
madel is solved badanarts -

Inthe Bststace ofthe game, tThWo Gess hae tobe distinguished - First, weaxrsiderthe
ceeinvhidh the s have notmearged, i e- the dugpoly ase- T hen, knoning that the
vwace bek ¢ ; ad W 1) hae alreedy been determined, the enplbyars of the 20 ms
aompete by dhosing simultaneosly thar autputs T maximize tharpro . T hell ash
equi ibrium of this stege gane yieks -

a+tWo §2W 4 at+t Wi §2W o

Qip@ ;W) = T,QQD@V 15W Q)ZT,
a+r W+ W
Pp@ 1sW2) = %,

whare the subsaipt ' D" idatti es the dugpoly- Seaod, we aasider the Gee in vhidh
te ms hae maged o form amangooly- T hen, knoning that the wace el ¢ ) hes
alreedy bean determined, the mangpolist dhooses

_ajgWw _at+w
Qu@ D= b Pu@ D= >
whare the subsaipt ! ""idati es the maqpadly-

1To keep the model as simple as possible it is assumed that once both firms merge both unions merge

too. This could be derived endogenously by allowing both unions to choose whether or not to merge once
both firms have already merged (see Horn and Wolinsky, 1988). Another interpretation is that a merger

implies the concentration of all activities in a single plant.



3 The Duopoly Case

In the third stage wage bargaining caaurs.. Irside eedh 1 the emplbyer and the unian
delcpie nagotiatie the wace el Toresading perfectly the eRact of wagess an autput and
aenplomat bek.- T he tho negpotiatias take plae simulteneasly and indgpendantly-
T hatis, Wwhen negoiating the wage, the enployer and the unian delecate take the other
“mmSwage as gven. | e madel the autoomes of the bargaining by using the Tamula of
an ssymmetricl ash bargaining solutian whidh is intexpreted as the Emit ofthe subgame
perfecteni ibrium oftheR ubirstain ( 982)bargainingmadkel when the g betinean cRars
anas tozaro GeB imaeetal, 1986).

First, we aasiderthe case invhich inbath - ms the unian sends surplbs-maximizing
delcpies Whose interestis the same as the unian's dojective- T hen, the predicted wagss
are gven by

8 h i,

< W, =agma><hL 1@ 1WA 1 §W )I EC iW DB WDl
Wo=argmax Lo@ 130 )90 2 i) €@ iV DR 2@ 13W i
where® 2 (;1)is the unian bargaining ponerand the dissgreamant pdnts ofboth mms
and unias are zeyo. SoMINg these simulianeasly yielos the olloning solutian Torwagss,
auputs, pro t and unias paycss:

— o 2Qi°)aill )
WSS — WSS =W + a-W SS — SS — ,
1D 2D . 4io( [ | )ng 2D 3t@'i°)
___ 9 _
ass _ owss L 2@ i @iV ) _2Qiailvy

— — ,USS :USS — ,
11D 12D 9b (4 io) 1D 2D 3m_ ioy

wvhere the suparsaipt’ 55" "mears tatunian ! dhooses suplus-maximizing delecates and
unian 2 dhoosss sumplus-maxdimizing deleoaies -

Seaod, we arsidertte case in vhidh inboth - mms the unian sencs wagemaximizing
delcpies - T hen, the pradicted wages are gven by

8 h i
< Wi =agmac @1 i) €@ iW DR Dl

S Wo=agmax @2 iV ) @€ iW DR @ 150
SoMing these simulizneasly yiekss the olloning solLitian forwagss, autputs, pro  ad
unias paycRs:

ww ww W ° - W ww ww 4@ 'oxa'W_)
Wip = Wyp =W +4i73°(alw 2Qp =Q5p = 3:x4i30|) ,
#o __
RS S . <Y LD IR O D CY LD
11D 12D gb (4 i3o ) 2V 1D 2D 3[x4 i3o y ’



where the suparsaipt " WwwW " mears ttatunian ! dhooses wagemaximizing delecates and
unian 2 dhoosss Wegeimaxdamizing delecates -

Finally, we aosidar the ssymmetric Gases in whidh the unian of i i dhooses wage-
maxamizing delbcates and theunianof M j doosss suipplbs-maximizingdelbatss - T hen,
the predicied wagss are gven by

8 h i

=W, =agmax @ ; iVl D @ iV AR W A
W =agmax L ;@ ;WD ; i) &€ iV DR, @ N DI
SoMing these simultaneasly yielss the Tolloning solLitian forwagss and unians paycRs:

_ o + © . _ °@ ;3 ° .
Wi =g =+ ¢ @imwm=upg=r+ - ¢1 @i,
8Q| )l [ | [ |

s = ygu = @ MOl i4°X@IW Y
308Q i° )i
s = ysu— @i°ANETIZH 22 Xaill y
36(8Q i°)i° 1
where the supersaipt " Ws Gw) "mears thatunianl @) dhoosss wagemaximizing dele-
cgates and unian 2 () dhoosss sumpls-maximizing delecates . Canparing the e ibrium
WVECE eQIEsSias aN ms aur eedtatias.- W agpmaximizing delbegates dotain hidher
waee beb then suipbsmadmizing delecates do - W (3 > W 155 > W 5 > W 3 ad
W3 > W s> W 5> W g,

INnthesscod stege, the unias simulianeausly docsevhether touse surp LsHmaxdamizing
delcaies onnwaecemaximizing delecates tonagptiate thevwacewith treemployer- T he pro-
- Einwhidh bath unias dhoose surplbs-maximizingdelcatss is all ash e ibrium ofthe
stececame ifad oy ifU 3, _ Ul adUsy _ USE -H ence, thereis a® sudh thatthe
pro Einwhidh bath unians dhoose surpbls-maximizing delecates is all ash eguilibrium i F
adawife _* " 7A_Thepro Einwhid bath unias doose wagemaximizing dele-
odies is all esh equiibrium ofthestege game ifad anly ifU (%Y _ U adU 3y _ UJSs -
H e, thareis a’® p sudh that the pro E in vhich both unias dhoose wagemaximizing
delpiss is all ash equilibrium ifaad anlyif® - °p * 81 .

T wo ramaiks have 1o be made. First, an asymmetric pro E where ae unian dhaoses
a sumpbsmaxdmizing delecaie and the other unian dnooses a wagemaxdimizing delecate
is reverall esh equilibrium_Secod, Tor® 2[7;° p wehae tholl ash eguilibriabutanly
ae seams 10 be a reesanebke autome. Indeed, ae éan essily show that the autcone
where bath unias sad waegemaxdimizing delecaiss is the unique coalitianproofl ash
equi ibrium autaome ecause of U7 _ U3, 1 =1;2). Barham etal. (987) hae




de nedall ash strategy combinatian as acoalitiaproofl ash equi ibrium ifnoccalitian of
plyars culd fom aselfafadng ageamaittodeviate fram it. T osummarize, the unian
ineach M will dhoose a wagemaximizing delbcate ifand anly ifthe unian bargaining
poneris nottoostrag,® - °p -

4 The Monopoly Case

INn e the unian sads supbLs-maximizing delegates, the predicted waece is gven by

h i
W =agmaxl @ DA i) ¢€ iV DR M,

whidh yieks :
o ° o ic)xanV
Wi o= T+ @iy =& Xeil)
2 ’ ib
2
o= LoQitdeiv)” . _cei‘ il y
"M 4b 2 oM 8b ’

where the supersaipt "5 mears that the unian sands surpbLsmaxdimizing delbecates 1o
negotiate with the maqpdlist.
IN Gee the unian sads wagemaximizing delecaiies, the predicied wage is gven by

h i
W =agmax @ V) €€ iW)DRE ",

whidh viebs :
wo o . v nw it @ilv)

Wa = Wﬂ*zio(a-B;?QM— Tip "

I Ci’d@aiv) i’ daiVvy
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where the supersaipt” W mears that the unian dhooses wagemaxdmizing delecates -

IN the secod stege, the unian doosss whether 1o use surplls-maxdmizing delecates
or wegeimaxdimizing delecates 1o negptiate the wege with the mangpdlist. T he unian
wi ll docse wagemandmizing delbecates ifad oy ifU ;U 3, thatis, ifand aly if
8C i°)iQi°) _0.Heax thareis a’), sudh that the autcone where the unian
dhoosss wagemaximizing delcaies is an eqilibrium autcome of the stege gane ifad
awif -°y " /.



5 Merger Incentives and Competition Policy

In this sectian we investicgate howv the qotian the unian hes o use strategcdelecatian will
aRcttheinoentives Tormerter- B elaeaswaring this guestion we axsiderthe bedmark
where unias do nothae the gotian of strategc delbecatian - W esay thatboth s hae
incantives aritis pro ebkeforthem omageifandanlyifly, . 1ip+ 1p -V ithautthe
pticn ofstrateg cdelboation, both msaregdngomergeifadalyifys, . 155+ 155 -
H ence, amergervill ke plce ifand any ifunias arewesk, ° - 12-8Y2 = 23 _Indeed,
when unias arestragenouch, then s have noinaartives tomerge because by merging
the wage oilber eRiacts Whidh befare were pushing donn the wages wauld disgppear

P rpasitian! IFunias annot use stralegc celbgatian, ten s have inaanines
merce ifand only ifunias have a wesk bargaining poner, ° - ”‘Tm -

0 re waud be tEmptad 1© caoduce that unianization or strag unias Wil deaesese
the inatives Tormerger- T hen, by gving the gotian of strategic delcatian o the unian,
aewvwauld epectthat the pro i ity oFmeargars wauld deaesse even mare.d s weshow
rnextthare is nodearaswer.

I - °, thenbath undarthe dugoly and the mangpoly situatias Wagemaxdmizing
delecpies are sat. Fims haveinaentives omergeifad anlyif 3y, _ sv5+ 194 -H ence,
amergerwill coourifand anby ife - 12=52 = 205 T his resulitseams 10 suggsst thet
strategic unian delecation wauld reduce inaatives formerger. B utthis is notalnays true.

I 2[° ;:° pJthen amageraebks bath  mms to switch from a dugpolistic equ ib-
Hum in wWhich wagemaximizing delegates are sant to amangpolistic e ibrium inwhidh
surplLsmaximizing delecptes are st T hattis, a mergerswitdhes the equi ibrium regme
with respect o the ddee of debcaies - Since 33, & 195 + 1yp Tor® 2 [° y:°pditis
gotimal forthe s o merge and negotiate the wage with surpLs-maximizing delecates
in ader o add a dugpdly where negotiatias would take plbae with wagemaximizing
celeopies -

P rpasitian 2 I funias an wee strakegccelboatiaon, ten s are gaingomerge ifad
anly ifte union argaining poner-is week, © - - 1;_;48\% , or e union bargaining poner is
stoghutnottostag,® 2[° ok

Finally, ae shauld notice that the qotion of strategc delegatian will haem both the
“mmsand theuniaswhen® 2[° y;;° p } Indesd, we doserve that the eoi brium autcome
with strategc delbecation is P areto-daminated by the ae without stratiegc delscatian:

s HBss Hiss S SS SS
iy < aipt wep adUj, < Ufp+ U35 -



T osummarize, strateg c unian delecatian wi ll dearesse the incantives fTormergerwhen
the union bargaining poneris week _H anever, ifthe unian hes astrag barganing poner,
then strateg c delbecatian mightaeate incantives orthe s tomerge.

In t&ms of anpetitian policy, ae shauld be careful when draning aancLeias with
respect to unias ad inaantives Tormerger. Indesd, an inareese in the unian bargaining
ponerwi il tend to diminish the incatives Tormerger- B ut, axewe alloviorstrategc del-
eatian (foreample, by mears of s protecting unian delegaties fran baing dismissad),
~ ims mighitbe pushad to merge even ifunias are strag, because amergeranebkes them
1o switch fran bi leteral negotiatias With wagemaximizing delecates to a single negotia-
tonwith surppblsmaximizingdelbates Il aeower; they migitaed up inasituatianwhere
bath the Mms ad the unias are warse AR aampared 1o the Gese without the passibi ity
of delecatian -
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