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Abstract :

This paper studies the strategic and welfare effects of the “failing ...firm
defense” in declining markets. All solvent ...firms prefer a clearing of the
rescue merger to the failing firm exiting the market. Acquisition of the failing
firm extends its lifetime. The acquiring firm closes the failing firm before any
solvent firm exits and, therefore, does not affect their exit time. Consumers
benefit from maintained product variety that outweigh the cost of higher
prices, as long as horizontal product differentiation is sufficiently high and the
rescue merger does not result in a monopoly. We also provide a welfare
assessment of the failing firm defense and find that a temporary
government intervention, like a public bail-out, is welfare superior when the
number of firms is sufficiently low.
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