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Study on Formation and Impact of Countervailing Power
in the Context of Consumer Preferences

Li Kai, Chen Hao
School of Business Administration, Northeastern University, Shenyang 110004, China

Abstract ; Different from concerns about industrial chain internal factors of previous studies, firms’ strategy to use consumer pref-
erences factors is a new perspective of countervailing power formation and influence study from the angle of market environment
factors. Consumer preferences differences among markets are modeled as consumer utility differences of the same product in sepa-
rated markets. Base on the outside option game and Hotelling game , we build a model which reflects the horizontal and vertical
relationships of firms. As a result, countervailing power formation logic in the perspective of using consumer preferences as well
as this strategy’s impact on bargaining power, profit levels and firm size of the merger and its competitors are revealed. The re-
sults shows this kind of merger can not only enhance the merger's countervailing power and profit but also benefit its competitors
by enhancing their countervailing power, earnings and size, which is in sharp contract with the waterbed effect. Meanwhile, the
welfare analysis shows this strategy will increase total industrial profits but reduce consumer surplus and social welfare.

Keywords : countervailing power; consumer preference ; outside option game ; heterogeneous markets merger; waterbed effect
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