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MepiAnyn

To kUplo KivnTpo yla TtV ekmovnon tng mapoloag SLOKTOPLKNG SLaTplPRc amoteAel n
TPOCEYYLoN Tou PALVOUEVOU TNG OUYKEVTPpWONG kKedbaAalou otn Aevikn Blopnxavia katd
TPOTO OALOTIKO. Kat’ autdv tov TpOTmo, oTdX0G TG TOPoUoaG Epyaciag lval n mapoxn vog
oAoKAnpwUEVOU TAALGIOU yla TNV KATavonoh Tou TPOTOU avoamapaywyng tTou kedaiaiou,
TWV KvNTRplwv Suvapewyv mou TupoSoTolV TNV CUYKEVTPWON KOL CUYKEVIPOTOLNGH Tou
KOBwg KaL TNV dLapovikr EEALEN TOU, OTLC AYOPES TWV TAKTIKWY YPAUWY KaL TNG Staxeiplong
TEPUOATIKWY EUMOPEVHATOKIBWTIWY, KABWG Kol n Slepelivnon TwV EMUMTWOEWY TIOU AUTH
EVELPEL TOOO O€ eMinedo avtaywviopol otoug KAASOUG auToUG 000 Kal o€ EMIMESO ALUEVIKNG
opyavwong kat StakuBépvnonc.

e quUTO TO MAaiolo, os MPwWTo eminedo, avoAleTal 0 pOAoG Twv aAucibwv petadopdg
EUMOPEVHATOKIPWTIWY OTO €UpUTEPO TAQIOLO TNG KATUTAALOTIKNAG OVATMTUENG Kol
mapouctaletal PECW HIOC TIPOCAPUOOUEVNG KUKALKAGC TIPOCEYYLONG O  HNXOVIOMOG
TPAYUATWONG TNG OLEUPUMEVNG KOL ETILTOXUVOUEVNC OvVOmapoywyng tou Hetadoplkol
kedalaiou. Exovrog katadeifel tnv tdon oucowpeuong kedadaiou otov KAGSO Twv
EUMOPEVHATIKWY UeTadpopwy, €V ouvexela umoloyiletat o PabBuodg kedpahalakng
CUYKEVTPWONG TWV TALYTWVY TTOU §paoTNELOTIOLOUVTAL AVTLOTOLXWE OTNV ayopd TWV TAKTKWY
VPOUUWY KoL otnv Olaxeiplon TEPUATIKWY EUTOPEUHATOKIBWTIWY, &vw mapdAAnAa
oulntwvral {NTRpaTa ou oxeti{ovtal He TNV SO KAl TV 0pyAVWon TWV ayopwV AuTwy, UE
TLG OTPATNYLKEG CUYKEVTPOTOINGNG Tou akoAouBouvtal, LE TLG SLETILXELPNOLAKEG CXECELG TIOU
QVOTTUCOOVTOL KOL KOT €MEKTOON ME TG OUVNTIKEG EMUMTWOELG TNG auEavOouevng
OUYKEVTPWONG oTnV Asttoupyla Tou avtaywviopol otoug v AOyw KAddoug. MapdAAnAa,
g€etalovral Kal ol eTSpACEeLC TNG KePaAaLaKrC CUYKEVTpWONC otnv Sle€aywyr) Tou SteBvoug
EUMOPIOU PECW TWV AUEVWY, PEGA aTIO SUO OXETIKEG EUTIELPIKEG EPAPOYEC.

Mo CUYKEKPLUEVQ, N TTIPWTN UEAETN TiepiMTWonG SlEpEUVA HECW TIPWTOYEVWY Sedopuévwy TO
KOTA TTOOO OTPATNYLKEG CUYKEVTpOTIOinoNG kKepolailou Omwe n Snuioupyia TwV CUHHAXLWY
oTNV ayopd TWV TOAKTIKWV YPOAUUWYV UETAdOPAC EUMOPEUMATOKIBWTIWY €uVoel TNV
ocupnepAnPn ouvoedSepévwv ALUEVIKWY TEPUATIKWY oTa SpopoAdyla Twv BaAdcolwv
petadopwyv. Avilotoixwg, n deltepn HeAETN mepimtwong alomolel SEIKTEG CUYKEVIPWONG
(CR4, CR8, HHI) kabw¢ kat ermunpoobeta pebodoloyika epyadeia (6mwe o cuvteleotng Gini
Kot n avaiuon Shift Share) mpokelpévou va SLEPEUVIOEL TO KATA TOCO N EVIOXUON TWV TACEWV
OUYKEVTPpWONG Kedalaiou OTIC AYyOpPEC TWV TAKTIKWV YPOUUWY Kal Tng Slaxeiplong
TeEpUOTIKWY 08nyel o pia avtiotolyn avénon TNG CUYKEVTPWONG TWV EUTIOPEU LATLKWY POWY
O€ €VaV LELOUMEVO aplOUO ALHéVwY. BAOEL TWV QMOTEAECUATWY, N SLAXPOVIKA aUEAVOUEVN
OCUYKEVTPWON OTOUG UTIO HEAETN petadopkols kKAadouc, €xel odnynoetl otn Slapuopdwon
plog oAlyomwAlaKkAg oayopdg oTNV VOUTIALD TOKTIKWV YPOUHWY KoL OVILOTOIXWG Hiag
OALYOY WVLOTIKAG ayopag otnv Sloxeiplon TEPUATIKWY, OTLG oToleg £xouv avaduBel kuplapyot
TALXTEC LE TIAYKOOWLOTIOLNUEVA XOPOKTNPLOTIKA, CNUAVTIKA HEPISLA ayopds KoL GNUAVTLKA
Loyv.

Evw n avénon tng cuykévipwong kedpalaiou otoug ev Aoyw kAddoug Oa pmopoloes va
amoteAéoel amo MOV TNG ATMEW ylo TNV OVIOYWVLOTIKA A£ltoupylot TV TAYKOOULWY
oAuolbwv pPeTadOPAC EUMOPEVHOTOKIBWTIWY, N Topovoa Slatplprny KatadelkvUel OTL n
CUOCWPEUON KEPOAALOU CUVETILKOUPELTAL OO TNV MEPALTEPW CUYKEVTpOMoinon kebaiaiou,
n omola €xelL emMTpEPel og APPOTEPOUG TOUG MALXTEG TNG AYOPAG TAKTIKWY YPOUUUWY KOL TNG
Sloxeiplong teppatikwy va emektafolv Katd pNKog tng £podlactikng aAuoidag péow



0pL{OVTLWVY KOl KABETWY OAOKANPWOEWVY EVOTIOLWVTAG TO TIAKETA UETADOPLKWY UTINPECLWV
TIoU Pood€pouv aAld Kal va SLapopdwoouV LETAEY TOUG OTEVEC SLETILXELPNOLOKEG OXETELG.

Qg ek ToUTOU, N AWENON TG cucowpPeUanG kedaAaiou, evioxUel SUVNTLKA TNV SuVOTOTNTA TWV
ETALPELWV VA ULODETAOOUV OAVTLOVTOYWVLOTIKEG CUUTEPLPOPEG KAL TIPAKTIKEG TIPOG iSLov
odelog Kal KOT E€MEKTOON va €MNPEACOUV TNV Sle€aywyn Tou SleBvoug eumopiou oToug
Alpévec. Ta amotedéopata Twv SU0 EUTEIPIKWY EDOPUOYWV TO OTola Tpaypotwénkayv oto
mAaioLlo tn¢ mapouaoag SlatplBrg enPeBotlwvouv ev HEPEL AUTOUC TOUC LOXUPLOUOUCG.

EmutpooB£Twg, To eV AOYyw SL8AKTOPLKO, EEETATEL TO KOTA TTOOO N KALVOTOLO KOl n dnuLoupyia
VEaG yvwong Aettoupyel oav pla mpdoBetn kwntriplog Suvaun yla tnv avaBaduion twv
SuvatotNTwyv cuoowpeuong Kedpalaiou Kol TNV Tepaltépw evioyuon tg Béong twv
Kuplapxwv matwyv ot ahuoideg petadopwv. ElSIkOTEPQ, Yo mpwtn Gopda OTNV OXETLKNA
vauTtihtakn kot Atpevikr BipAoypadia efetdletal n oxéon ouykévipwong kedalaiou Kat
KOVOoTOpLOG, KaBwE Kol TNG AmoTUNMWONG TNG KALVOTOUOU CUUTEPLOPAC TWV UEYOAUTEPWY
TMOL(TWY OTI QYOPEC TWV TOKTIKWY  YPOUUWV KOl TNG OLOXEPLONG TEPUATIKWV
EUMOpPEVHATOKIBWTIWY, péoa amod tnv Sdlepelivnon, Thv Kataypadn Kot TV KotnyopLlomnoinon
TWV TIOTEVTWY TTOU KATEXOUV. Ta AMOTEAEGUATA TNG EUTIELPLKI G UTAC LEAETNG KATASEIKVUOUV
OTL TAPOTL OL KUpLlapxeG ETALPEIEG OTOUG KAASOUG TNG VOUTIALOC TOKTIKWY YPOUUWY KOL TNG
Sloxeiplong teppoatikwy dev mapouoialovv to (Slo auvénuévo eminedo kawvotouiag, €vog
ONUOVTLKOC apLlOUOG €€ AUTWV OTPEPOVTAL OTNV AVATITUEN VEWV EPEUPETEWV YLO VA ETILTUXOUV
£va SLOPKEC AVTAYWVLOTLKO TAEOVEKTNA 1)/KaL va eVioxUoouV Tepaltépw T B£€on Toug otnv
oayopd. Kat’ autdv tov TpOTo, Ta OMOTEALCUATO TNG HEALTNG auTNG emiBeBfalwvouy, ot
peyalo Babuod ot ol oAlyoTIWALAKEC Kal OALyOPWVLOTIKEC ayopEG eTLOELKVUOUV auENUEVA
enineda Kawotopiag, evw umodnAwvouv emiong OTL akopa Kol oL etolpeiec (mou
Spaotnplomololvral Kot otoug SUo uno e€€taon kKAadoug) mou Sev eaTLAOUV OTNV AVATTTUEN
VEWV epeUpECEWV AANG SLaBETouv emapkr KePAAALA KAL CNUOAVTLIKA LEPLSLA OTNV TTAYKOOULA
oayopd, Suvavtal va ormokKToUv Kol va a€lomolouv VEEG KALVOTOUIEG Kal Texvoloyieg, HEow
TPltWV pHepwv avti va Tig epeuplokouv ol idLec.

Y& OUVEXELD TNG TAPATIAVW avAAuong, €€eTAlovial Ol EMUTTWOELC TNG KATOYEYPAUUEVNG
OUYKEVTPpwWONG kedahaiou oTnv ayopd TwV SLAXELPLOTWY TEPHATIKWY EUMOPEUMATOKIBWTIWY
oTnV opyavwaon Kal tnv StakuBépvnon Twv Alpévwy. Méow piag akopo LeAETNG mepimtwong,
KOTASEKVUETAL N AUEAVOLEVN SLOMPAYMOTEUTIKA SUVAUN TWV TTAYKOCULOTIOLNUEVWY QUTWY
TALLXTWV EVOVTLTWV SNUOCLWV ALUEVIKWVY OPXWV, EVW ATIOTUTIWVETOL KAL O AUEAVOULEVOG POAOG
Tou autol emidntolv otnv opyavwaon Kat Slaxelpon twv Aévwy. Onwg umodnAwvouy Ta
amoteAéopata, n HETATONMION TNG LOoXVOC TPOC TNV MAEUPA TWV OAOKANPWHEVWY Kol
TIAYKOOLLLOTIOLNUEVWVY TTALXTWY TNC ayopac, eMBAAAEL w¢ avtifapo Tov emavanpocbloplopo
TOU poAou Tou dnpoociou otn SlakuBépvnon Twv AlHEvwy. e auTo To MAaloLlo, n mopouoa
SlatpPr avadelkvUeL TOV OTPATNYLKO POAO TNG OLKOVOULKNG ALLEVIKAG pUBULONG KAl TNG
ove€dptntng SLaKuPBEPVNONG TNG WG TO OVTIOTAOULOMO OTIC EMEKTATIKEG TACELC TWV
TIOYKOGLLOTIOLN LEVWV TTALLXTWVY TIOU SpaCTNPLOTIOLOUVTAL OTLG OAOEVA KOl TTLO OAOKANPWLEVEG
aAuoideg petadopdg epnopeupatokiBwriwy. Mo CUYKEKPLUEVA, TIPOKPIVEL TNV avaBeon Tng
PUBOLLOTIKAC AeLToUpyloC TwV ALHEVWY OE €EELOLKEUUEVEG KOL AVEEAPTNTEC PUBOULOTIKES OPXEC,
KoBwg KoL TNV evioxuon Toug HE KATOAANAQ puBULOTIKA epyaleia, TPOKELEVOU Vo
StapulayBei adevdc n avtaywviotiki Asttoupyio tng Alpevikng Blopnyaviog aAAd kat to
SNUOGCL0 CUUDEPOV ATIO ABEULTEG TIPAKTIKEG.

ErunpooBétwe, Se6opévou OTL oL maiXTeC TwV UTIO e€€Taion ayopwV eKAapBAvouv MALOV TIG
OAUOLOEC HETAPOPWY EUTTOPEUUATOKLBWTIWV WG VA EVOTIOLNUEVO KAl OAOKANPWHEVO SIKTUO,
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T(POKPIVETAL OTL KAl Ol PUBULOTIKEG APXEC QVTLOTOLXWG Ba MPEMEL va TO avayvwpioouv wg
TE€TOlo, emekteivovTag TNV eUPEAELD TwV pUBUicEwY TTEpav TwV oTeVwY oplwv Tou Aéva,
KOTA KOG TG epodlaoTtikng aAucidag. Mo tov AOyo auTO, TPOKELUEVOU val eVIOXUBEL Kal va
SleupuvBel TO TmAaiolo  pUBUIONC  TWV  TAYKOOULOTIOLNUEVWY  TIALXTWV  TOU
Spaotnplomololvral otig aAucideg petadopadg epmopeu patokBwtiwy, mpokplvetal emiong n
avadlapopdwon Twv dopwv dlakuBEpvnaong Tng puBULONG os TtepLPEPELAKO KOl TIAYKOOHLO
emninedo, oUTWG WOTE va eVIOXUBEL N cuvEPYATLa KOL O CUVTOVLOMOG PETAEY TWV KOTA TOTIOUG
OPHUOSLWV PUBULOTLKWVY OpXWV OE {NTAUOTA TTOU EEMEPVOUV Ta €BVIKA OplaL.

Ev katakAeibl, Baocel tng availuong mou SLe€AYETAL KOl TWV EUNMELPLKWY OTOLXELWV TIOU
Tap£XOVTAL Kal oTta MAalola TnG ekteAecBeioag Epeuvag, To TAPOV SLOAKTOPLIKO CUVELGPEPEL
KoL EUTTAOUTIZEL TNV OXETIKA VaUTALaKN Kal Aevikn BipAoypadia pe SLTtd tpomo. Adevog
TIAPEXETOL EVO  VEO OALOTIKO TAQLOLO TPOOEYYLONG TOU GOLVOUEVOU TNG CUYKEVTPWONG
kedalaiou otn Aldevik Blopnxovia kol mpoodEpetal VEA yvwon avodpoplkd HE TNV
KOTAVONGCN TOU TPOTIOU HECW TOU OTMOLOU EMITUYXAVETAL N SLEUPUPEVN OvVATIOPAYWYH TOU
kedpahaiou otig aAuoideg HETOPOPWV EUTTOPEUUATOKLBWTIWY, TWV LECWV KOL TWV KIVNTAPLWY
SUVAHEWV TTIOU eVLOXUOUV TIG TAOELS CUYKEVIPWONG KAL CUYKEVIPOTIOINGNG TWV MOLYXTWY TTOU
Spaotnplomololvtal ot ev AOyw ayopEs. Adetépou  1blaitepn ocuvelodopd amoTeAel n
anotUTwon NG SLaxPoVIKAC EEALENC TNC CUYKEVTPWONC o€ KOopBLKoUE KAaSouc Tng aAucidog
petadopwyv ONMwWG e€ival n vouTIA TOKTIKWV YPOUHWY Kol n Slaxeiplon TEPUOTIKWY
EUMOPEVHATOKIBWTIWY KaBwG Kat n Stapopdwaon evog MAALCIOU yla TV evioxuon tng
SlokuBépvnong Kol Twv  gpyalsiwv  ALUEVIKAG pUBMWONG Yyl TNV OUITOTPOTH
OVTLOVTAYWVLOTIKWY KOl 0OEUITWY TIPAKTIKWY TIOU UMOPOUV VO EMNPEACOUV SUGUEVWE TV
Aeltoupyia TNG ALEVIKAG Blopnxaviag aAAG KoL TO TTOYKOGLO OLKOVOULKO GUOTNA GUVOALKAL.



Abstract

The main driver and motivation of this dissertation is to analyze issues pertaining to the
concentration of capital within the port industry. More specifically, it aims to provide a robust
and holistic understanding on the realization, motivating powers and evolution of the
concentration phenomenon within the containerized transport segments of port terminal
operations and liner shipping as well as on the effects it exerts on market competition, port
organization and governance.

In this framework, this thesis analyzes the role of containerized transport chains within the
context of capitalist development while through an adjusted circuitist approach unveils the
reproduction mechanism through which transport or commercial capital achieves and
accelerates its expanded reproduction. Having portrayed the tendency of commercial
(transport) capital towards accumulation, the focus of attention is turned on investigating its
evolution. In this vein, while measuring concentration amongst the major market actors in
liner shipping and terminal operations, issues relating to market structure, centralization
strategies pursued, inter-firm relationships arisen as well as the potential effects of the
competitive functioning of the respective markets are discussed. In extension, the effects of
market concentration exerted on the conduct of international trade in ports is emprirically
examined in two relevant case studies. More specifically, the first employs primary data to
investigate the extend to which the formation of liner alliances favors the inclusion of
affiliated port terminals in the formers itineraries, while the second utilizes concentration
ratios namely, CR4, CR8, HHI, as well as methodological tools such as the Gini Coefficient and
Shift-Share analysis to measure the level of concentration/consolidation of container flows in
the port system.

As results indicate, the diachronic increase in concentration has led to the formulation of an
oligopolistic and oligopsonistic market structure in the liner shipping and terminal operators’
markets respectively and hence to the emergence of incumbent firms with significant market
share and power. While by itself increased sectoral concentration would be a potential threat
to the competitive functioning of the containerized transport market, it has been revealed
that market actors, both in liner shipping as well as in container terminal operations, not only
have expanded throughout the chain network through successive waves of vertical and
horizontal integration, bundling services, but have established robust inter-firm relationships.
These facts reinforce their capacity to adopt potentially anti-competitive behavior for their
own gain as well as to influence the conduct of international trade (traffic flows) at ports. The
empirical results of the two cases studies conducted partly affirm such a claim.

Additionally, this thesis examnines whether innovation and knowledge creation act as an
underlying force in enhancing the capacity of transport actors to concentrate and solidify their
market positions. Within the context of the dissertation, for the first time within maritime and
port literature an examination of the relationship amongst concentration and innovation is
undertaken while also the innovative behavior of major containerized liner shipping and
terminal operating firms is captured through an investigation and classification of the patents
they hold. In this case study, results indicate that while not all major liner shipping companies
and terminal operators exhibit the same level of innovativeness, a considerable number of
them has turned to the development of novel inventions to achieve a sustained competitive
advantage and enhance their market positions. This examination similarly to other
concentrated markets (i.e., pharmaceuticals) largely affirm that oligopolies and oligopsonies
exhibit an increased degree of innovativeness, while also suggests that market actors from
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both sectors under study, with sufficient market shares and deep pockets but with little or
none, innovative activity, also have the option to acquire novel technologies through third
parties instead of inventing them.

Further on, considering the above analysis, this dissertation examines the effects of the
recorded concentration in the terminal operators’ market in the organization and governance
structure of the ports. Through another case study, which depicts the rising bargaining power
of concentrated globalized market actors vis-a-vis public port authorities (even states), it
portrays the increasing role these actors seek within the organization and management of
ports, by recording the magnitude of change in the division of responsibilities amongst public
and private bodies. As results suggest, the shift of power towards the side of consolidated
market actors such as Global Terminal Operators (GTO’s) and Mega Carriers, necessitates as
a counterbalance the reconceptualization of the public’s role in the governance of ports. In
this context, this dissertation suggests that economic regulation emerges as a new strategic
frontier, however not necessarily in the hands of port authorities. Similarly, to the case of
network industries, this thesis suggests that the delegation of the regulatory function to
specialized independent regulatory authorities for ports, provided they are handed the
appropriate tools, can be a more adequate and effective solution to prevent anti-competitive
behaviors and hence safeguard public interest.

In parallel, this dissertation calls for the reconsideration and extension of the regulatory reach,
beyond the context of the port premises, throughout the supply chains denoting that as
market actors aknowledge the latter as a unified and integrated network, regulators ought to
do so too. In this regard, to achieve a robust and widened framework for the regulation of
globalized and consolidated containerized transport actors, the reconformation of the
regulatory governance structures also on a regional and global level is proposed, through the
reinforcement of transnational cooperation and coordination amongst the competent
national and peripheral port regulators, on eminent regulatory issues that surpass the
national boundaries.

To this end, based on empirical evidence provided, this dissertation contributes to the
maritime and port literature by providing a novel holistic and inclusive approach for analyzing
the phenomenon of concentration within the port industry as well as some unique insights
with regards to the realization, motivating powers and evolution of capital concentration
within the containerized transport network. Finally, it promotes the reinforcement of ports’
regulatory governance and substance in an effort to prevent potentially anticompetitive
practices by incumbents, that may not only hinder the competitive functioning of the port
sector but of the global economic system as a whole.
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Chapter 1: Introduction

1.1 Overview
The global capitalist space-economy is highly dependent on ports for trade as within

today’s complex multimodal door-to-door chains, ports have evolved into critical
nodes for the facilitation of commodity flows. Specifically, as more than 80% of the
world cargo volumes are transported by sea, ports are the nervous system of global
trade and key elements within the international logistics chains. Against this
background, ports along with the other means of transport are significant engines of

economic growth and source of prosperity.

Particularly in EU, the transport industry directly employs around 10 million people (of
which 2.1 million are directly employed in the port industry) and accounts for about
5% of gross domestic product (GDP) (while ports contribute around 1% in EU GDP)
(EU, 2020). For the U.S case, the total economic value that coastal ports provide has
grown from $4.6trillion in 2014 to $5.4trillion in 2018, accounting for nearly 26% of
the nation’s $20.5trillion economy while the number of direct, indirect and induced
jobs supported by America’s deep-sea portsincreased from 23.1 million to 30.8 million
(AAPA, 2019). While, for the case of the world’s largest trading nation, ports’
contribution in the prosperity of China is colossal, with China’s “blue GDP”

representing 10% of the country’s GDP (Duchatel, 2019).

The port industry has experienced multiple changes over the last 30 years as a result
of multi-faceted parameters. On the one hand, transport innovations and
technological enhancements led progressively to the commodification of container
trade, port regionalization and expansion of port hinterlands through the
development of multimodality, amongst other, altering transport conduct while
rendering port organization and management under the Fordist regime obsolete. On
the other hand, the rise of neoliberalism as a novel model of development, led many
governments around the world to reconsider the until then dominant role of the
public sector in industries such as the port industry. Similarly, to network industries
(telecommunications, energy, rail amongst other), the inefficiencies of the

monopolistic or comprehensive model of port organization were counterweighted
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against the advantages of competition which provided more incentives to achieve

enhanced economic efficiencies than state ownership.

The liberalization of the port industry in the early 90’s, altered the legal framework
which sheltered ports from competition, enabling private companies especially in the
segment of container terminals, not only to enter the port operators’ market but also
to expand their worldwide terminal portfolios through vertical and horizontal
integration strategies as well as their reach across supply chains, thus establishing
their own end-to-end transport networks. As such although the argument of policy
makers in favor of port deregulation was that the net gains of competition would be
transferred to final users, in essence deregulation led to the emergence of incumbent
actors in terminal operations as well as in the upstream and downstream
containerized transport markets with significant market shares. Despite this fact, aside
from a few scholars, relevant maritime and port literature tends to accept this

concentration as a fait accompli (Wilmsmeier & Monios, 2018).

In this vein this dissertation aspires to investigate the evolution of concentration as
well as its multiple facets within the port sector and particularly on the container
terminal segment, through a systematic approach which places ports and
containerized transport chains as a whole within the wider context of capitalist
development. Through the adaptation of Marx’s capital circulation theory (M — C—M’)
and its adjustment to the containerized transport sector this thesis embarks in a
journey which through the utilization of empirical data, ties for the first time within
the port and maritime academic literature, phenomena that are customarily
investigated separately, such as the accumulation of capital, the evolution of
container port systems and structures as well as the role of innovation and economic
regulation. Through such a multi-faceted analysis we opt to assess and depict the
progression of capital’s concentration and centralization as well as its effects on
competition within the containerized sectors of liner shipping and terminal operations
as well as throughout contemporary door-to-door supply chains. Finally, while the
expansnion of incumbent market actors along the supply chain is investigated, a

limitation of this research lies to fact that it does not expand its analysis on assessing
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concentration or market structures on the terrestrial inland segments of the

multimodal transport chain.

1.2 Research Framework & Stimuli of the Thesis
Containerized transport chains have evolved into an integral component of our

increasingly globalized and highly integrated capitalist world. From the advent of
containerization in the 60’s to its commodification over the last 30 years, the
containerized transport sector has experienced tremendous growth (UNCTAD, 2020),
drastically reforming the way international trade is conducted. Undeniably, the
inception of the box was a revolutionary invention which while at first disrupted the
traditional and cumbersome transport structures and procedures, it eventually led to
an increase in efficiency, rapidity and intensity of global trade on the one hand, while
on the other accelerated the integration of the world economy. Increasing economic
integration and interdependence amongst the world’s national economies has
materialized in a remarkable growth of international trade. Trade amongst nations has
always been a major proponent of wealth and prosperity enhancement for the world’s

population (Smith, 1863).

In addition, containerization was accompanied by policies which liberalized the world
economy and increased the mobility of financial, industrial and commodity capital,
altering the until then dominant production — consumption patterns. The entrty of
China in the World Trade Organization (WTO) in 2001 (WTO, 2001) as well as the rise
of other export oriented South-East Asia countries as manufacturing hubs (mainly due
to their low labor costs), reinforced this tendency while transformed western societies
and altered the core — periphery dependencies and balances. While in the Fordist
regime of accumulation western economies (core) were mainly export driven, the rise
of “Factory Asia” as per Baldwin & Forslid (2014) (periphery) reversed the flows of

international trade.

Nowadays, the majority of consumers are well aware that the products they buy or
find in the shelves of retail stores originate from Asia as well as that most probably
these commodities are transported within a container. After all, containerized

transport has been increasingly integrated within the contemporary popular culture
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with many movies and fiction books depicting scenes or taking place in container

terminals or containerships.

Conversely, notwithstanding their positive link to economic growth as well as the
nations’ ever-increasing reliance on maritime transport and a fortiori upon liner
shipping and ports, to carry out the physical movement of massive commodity flows
over longer and more complex supply chains, container shipping or terminal news
rarely hit the broadcast spotlight (as it happened with the grounding of the Ever-Given
containership in the Suez Canal). As a result, the majority of consumers are not aware
of the underlying forces which pull the strings within these increasingly complex
containerized supply chains, undertaking the circulation of commodities in space and
through time, in order for them to find the final products they desire in the shelves of
retail stores. As such, most likely consumers are also not aware of the implications,
market structure alterations in the containerized transport nodes might have on their

welfare.

Respectively, relevant maritime and port academic literature acknowledges the role
of liner shipping and in extension of container terminals in trade facilitation. However,
while researchers analyze firms’ expansive strategies (vertical and horizontal
integration) through mergers, acquisitions and cooperation agreements such as global
alliances, as well as their effects on efficiency, capacity utilization and service quality
amongst others, they have rarely questioned their potential implications on
concentration and in extension on competition. Some researchers such as Munari
(2012), even accept the possibility of cartelization in sectors like liner shipping in order
to avoid rate wars and destructive competition, which would undermine the reliability
and stability of trade. Hirata (2017) based on Baumol’s contestability theory, also
suggests that an increase in market concentration does not necessarily diminish

competition.

In theory, these arguments might be valid, however, reality suggests otherwise.
Destructive competition already exists in both liner shipping as well as in terminal
operations, as on the one hand the rally on newsbuildings’ orders for containerships
of greater capacity resembles an arms race and on the other the huge terminal

investments in infrastructures and superstructures necessitated to serve efficiently
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these mega-vessels, establish an environment where the “eat or be eaten” theory

(Gorton et al., 2009) applies for firms.

Consequently, such capital barriers have established a handful of dominant firms in
major trade routes on the one hand and on major ports’ terminals on the other
minimizing the threat of new entrants. Even existing firms should either have “deep
pockets” to undertake massive investments to increase their scale of operations,
decrease unit costs and thus remain competitive, or opt for mergers or acquisitions to

survive.

Additionally, from a societal perspective, the effects and the threats of bestowing
global container trade on a handful of liner carriers and terminal operators
respectively, have unraveled and have become clearer during the pandemic (Covid-
19) crisis which besets the world the last couple of years. More specifically, while the
world economy entered into recession in 2020 due to measures which limited
economic activity in order to inhibit pandemic outbursts, liner carriers primarily
recorded record profits while terminal operators, despite a drop in cargo volumes,
proved to be resilient. The increasing demand for final products as well as the
explosion of ecommerce led to imbalances between supply and demand, with
shortages in ship and port capacities, as well as in containers, being observed amongst

all trade routes (Drewry, 2021).

These unprecedented market conditions in turn, enabled incumbent liner carriers to
exercise their market power, exacerbating further the limited capacity through
capacity and cost management strategies (cancelation of spot bookings — blank
sailings) while raising freight rates to record levels, unseen before (UNCTAD, 2021).
Respectively, terminal operators, since the second half of 2020 and henceforth,
benefited from port congestion and supply chain bottlenecks, raising their cargo-
handling rates. Shippers, retailers, as well as forwarders for EU and US have openly
accused liner carriers as well as some terminal operators for anticompetitive practices

and abusive behavior! in such a period during which, while service levels and schedule

1See CLECAT’s press release: https://www.clecat.org/news/press-releases/shippers-and-forwarders-
call-on-european-competiti
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reliability have diminished considerably, carriers demand increased surcharges and
operators have raised respectively demurrage and detention charges (xChange, 2021).
Under these circumstances, liner carriers and terminal operators’ practices have come
under the microscope of US (Federal Maritime Commission — FMC?) and Chinese
(Ministry of Transport and Communications3) regulatory authorities, while UNCTAD
(2020) too calls for the continuous strengthening of national competition authorities
in the area of maritime transport, in order to ensure that they are prepared to provide

the requisite regulatory oversight.

In this context, the long-lasting debate between liberals and state intervention
supporters concerningthe implementation and further reinforcement of laissez-faire
policies or the re-regulation of the markets, comes again at the forefront. However,
considering the global nature of containerized transport as well as that liberalization
unified transport nodes under a system’s perspective, allowing thus market players to
bundle services throughout these chains, a new holistic approach is necessary in order
to lean toward the one or the other side of the above debate. That said, a more
comprehensive understanding of the parameters that enable and trigger
concentration in liner shipping and terminal operations as well as its effects on the
port side is required to conclude which regulatory governance model as well as which

regulatory tools are the most appropriate for containerized transport chains.

To this extend, provided the above research framework, this thesis is stimulated to

investigate and provide insights over concentration within the port sector by:

e Placing liner shipping and terminal operations within the wider context of
capitalist development and expanded reproduction;

e Assessing the industry structure of liner shipping and terminal operations
along with the concentration and centralization practices (vertical — horizontal

integration and alliances formation) undertaken by incumbent market actors;

2 See FMC’s press release: https://www.fmc.gov/commission-meeting-addresses-fact-finding-29-and-
alliance-monitoring/

3 See relevant article in press: https://theloadstar.com/china-set-to-step-in-and-hold-down-rates-
with-ocean-freight-a-global-mess/

21


https://www.fmc.gov/commission-meeting-addresses-fact-finding-29-and-alliance-monitoring/
https://www.fmc.gov/commission-meeting-addresses-fact-finding-29-and-alliance-monitoring/
https://theloadstar.com/china-set-to-step-in-and-hold-down-rates-with-ocean-freight-a-global-mess/
https://theloadstar.com/china-set-to-step-in-and-hold-down-rates-with-ocean-freight-a-global-mess/

e Investigating the operational effects on the port side that emanate from the
respective market structures of the above two supply chain segments;

e Addressing the role of innovation, as an essential component and a driver of
concentration;

e Discussing the implications of market structure developments in the above
containerized transport markets on port organization and port authority
functions, as well as on the governance and substance of port (and in extension

of supply chains) regulation.

It is plausible that since firms within the containerized transport sector operate within
the context of the capitalist system of production, it should not be disregarded that
these firms too, follow the laws and tendencies of capital motion towards
concentration and accumulation which are enabled through the current mode of
regulation and development. Hence, an investigation of concentration on transport
nodes such as liner shipping and port terminals should have as its starting point an
analysis of their role within the context of capitalism before turning its attention to
the actual market structure of these segments, to the effects it exerts on the port side

as well as to the parameters (innovations) that enhance their capacity to accumulate.

These fundamental elements which will be presented through a rigorous analysis will
then allow us to evaluate the impact concentration has had so far on port organization
and to determine whether port regulation (on a national and global level) under the
current framework is an efficient and effective way to monitor and control the
competitive behavior of global market actors or a more holistic regulatory regime of
governance and substance which extends along the supply is more adequate in the
era of meta-globalization. To this end this dissertation, to the best of our knowledge
is the first industry-specific effort which addresses and treats holistically the multi-
faceted issues of the roots and the effects of concentration within the containerized

segment of the port industry.

1.3 Research Questions
In the light of the research framework outlined above, the research questions set by

this dissertation aim to unveil the characteristics of concentration within the port
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industry and by extension within the containerized supply chains, while also to
empirically investigate the market structure and the competition effects of
concentration in order to determine whether increased concentration in container
terminals as well as in liner shipping, results in potentially anticompetitive behaviors
on behalf of incumbent market actors and, hence, regulatory structures and tools at
hand should be revisited, or as suggested by a stream of literature, does not diminish
competition and hence the current regulatory regime is efficient and effective.
According to the above, the aspiration of this thesis is to provide answers with regards

to:

e R.Q 1: What is the role of containerized transport within the context of
capitalist production and which framework can be utilized as a
methodological tool to assess and analyze the parameters which enable the
realization of concentration within the terminal operators and liner shipping
markets?

e R.Q 2: What is the level of concentration within the liner shipping and
terminal operators’ markets, and how concentration levels have influenced
the respective market structures and in extension competition?

e R.Q 3: What are the effects of these concentration and centralization
tendencies of capital on the port side? Do they lead respectively to the
concentration of container flows to fewer ports? Do inter-firm relationships
amongst incumbent market actors (in liner shipping and terminal
operations) influence the selection of port terminals for the handling of their
cargo?

e R.Q4: Doinnovations and technological advancements enhance the capacity
of liner shipping and terminal operating companies to concentrate? Do
incumbent firms in the above market segments pursue the development of
novel innovations in their effort to sustain their competitive advantage and
enhance further their market positions?

e R.Q 5: What are the effects of capital concentration and centralization on
the port organization, governance and regulation? Are port authroities the

competent bodies to effectively regulate (in terms of governance and
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substance) globalized market actors or new specialized regulatory structures
and tools that extend the reach of regulation beyond the port perimeter

should be adopted?

For a better understanding of the constructed framework employed to answer the
above research questions, Chapter 2 discusses the relevant literature on
concentration, competition and integration theories, while Chapter 3 provides the
methodological approach utilized in order to tie together the various research

components of concentration under study.

1.4 Methodology
In the current section, the general research design and formulated methodological

framework utilized throughout the dissertation is described, to shed light upon the
steps and research activities undertaken to approach the research questions under
study. The latter, despite being dialectically interwoven to comprehend, evaluate and
measure the underlying forces, the realization and impacts of concentration within
the port industry, is deemed necessary to utilize multiple types of research analysis
tools, amongst which primary and secondary research, qualitative and quantitative

analysis, as well as case studies for applying the selected research methodologies.

To depict the adopted research and methodological design, Figure 1. below presents
the various activities undertaken as well as their relation to each other and to the

outlined aims of this thesis.
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Figure 1. Research & Methodological Design of the Dissertation
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As per Polit and Hungler (2004), methodology refers to the ways of obtaining,
organising and analysing data, while for Kothari (2010) it is a way to systematically
solve a research problem. Respectively, Henning et al. (2004), define methodology as
a coherent group of methods that complement one another while having the ability
to fit together, to deliver the data and findings that will reflect the research
guestion(s). In this vein, utilizing a method of analysis which moves from the abstract
to the concrete this thesis is comprised by two methodological components, namely

a theoretical orientation and a number of empirical case studies.

As such, initially while seeking an analytical methodological framework to analyze and
assess the evolution and effects of concentration within the port industry within
relevant economic literature, one could not overpass the works of Karl Marx, which
primarily focus on the issue of capital concentration and accumulation. Surprisingly,
since the global financial crisis of 2008, a renewed interest in Marx’s works is observed
within literature (Holgersen, 2020). Marx’s biggest achievement even for his critics,
was the unveiling of the laws and motivating forces of the capitalist mode of
production. Hence, his analysis provides the means not only to understand the
evolution of contemporary capitalism but also apply his analytical framework to
further comprehend and analyze the evolution, structure and organization of specific

market segments.

Particularly, in the second volume of Das Capital, which is undoubtedly his most
influential work, Marx describes the process of capital’s self-expansion (enabling the
process of accumulation and therefore of concentration) as a circulatory process at
the end of which capital (through the absorption of surplus value) becomes valorized.
This approach, referenced by subsequent researchers as the circulation or circuitist
approach, is represented through the infamous formula of M —C—M’, which is utilized
to describe the forms that capital assumes and sheds during its sojourn towards

valorization.

To this end, the adoption and utilization of a circuitist approach within the context of
this dissertation, provides the means on the one hand to conceptualize the role of
containerized supply chains within the spatially integrated global economy, while on
the other hand to unveil the motivating forces which enable the expanded
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reproduction of capital for the firms operating within the containerized transport
segment. Such an approach, is considered a major milestone of this thesis as it does
not only approach the subject matter of concentration within containerized transport
through a novel perspective never utilized before within maritime and port literature,

but also extends and contemporizes Marx’s circulation theory.

Having illustrated that within the context of capitalist production, containerized
transport companies also have a tendency towards the concentration of capital, the
remaining of this dissertation utilizes and synthesizes multiple qualitative and
guantitative methodologies in an effort to evaluate the evolution of concentration in
the containerized transport segments of liner shipping and terminal operations, to
analyze the contributing parameters which reinforce it, as well as to assess its impacts
and effects on the port sector. Each applied methodology is analytically presented in
the respective methodological sections of this dissertation. However, a bird’s eye view

on the methodologies utilized, is presented below.

In Chapter 4, based on data from the reports of Drewry Shipping Consultants on Global
Terminal Operators as well as on data publicly available from the Alphaliner database
on the largest liner carriers we calculated the global market shares of incumbent
players in both respective markets. In addition, through data from the annual reports,
financial information sources and the websites of liner shipping firms and terminal
operators we investigated the interfirm relationships within each and amongst the

two market segments of containerized transport.

Moreover, having portrayed the evolution of concentration, the research proceeds
with two case studies which empirically test the impact of concentration on the port
side. The first of the two, tests the extent to which ownership of a terminal by an
alliance member or a specific Global Terminal Operator, leads to the former’s inclusion
as a port of call for that particular alliance’s members. To carry out this exercise we
utilized data spanning from the second (2nd) quarter of 2017 till the first (1st) quarter
of 2018, which were collected from the Alphaliner Database between the 3rd and 20th
of April 2018, for a sample of 11 Asian container ports and specifically for 32 container

terminals within these ports. Once data were collected, organized and cleansed
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appropriately, a comprehensive research framework was developed to support the

statistical analysis undertaken to affirm or reject our hypothesis.

Accordingly, in the second case study, in order to examine the concentration/de-
concentration tendencies of container volumes within the U.S East and West Coast
port system, we utilized publicly available U.S Waterborne data sets of annual port
container volumes for the 2005-2015 interval, withdrawn from the U.S Army Corp of
Engineers (ACE). Having established our data sets, we used concentration measures
such as CR4 and CR8 concentration ratios, the HHI as well as the Gini coefficient, the

Lorenz Curve and a Shift Share Analysis, to test our research hypothesis.

Further on, having illustrated through the curcuitist approach adopted (Chapter 3) the
importance of innovation in accelerating the turnover time and hence the expanded
reproduction of capital, in Chapter 5 a deeper investigation of the relation between
concentration and innovation is performed. More specifically, the goal of this case
study is to examine whether innovation is considered by incumbent market players in
liner shipping and terminal operations as a major firm resource for enhancing further
their competitive position against their rivals. With our objective being to capture the
innovative activity within the above containerized transport sectors, in the form of
patents granted, we undertook a deep investigation through a Systematic Review on
the EPQ’s (European Patent Office, 2021) comprehensive database for the 2008 —
2020 interval, in order to make a first record and a classification of the patents granted
based on multiple attributes, to the ten (10) largest liner shipping companies and to
the fourteen (14) major terminal operating companies, respectively. Through a strict
research protocol, in the prototypes of a Systematic Literature Review (SRL), we
established our final data sets which in turn were utilized to perform statistical

analysis and test our research hypothesis.

Finally, in Chapter 6, while investigating the effects concentration exerts on port
organization model as well as on the governance and substance of port regulation, the
case of Greece and more particularly of its largest port of Piraeus is used as a case
study in the light of its recent master concession through the sale of the majority of
port authority’s share, which deviates from the international best practice of port

concessions. Utilizing Ibrahimi’s (2015) port re-organization model along with country
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specific legislative documents with regards to the responsibilities, powers and
functions of the involved parties we sketch the magnitude of port re-organization
within the port of Piraeus, along with resulting structure of port governance and
regulation in Greece. Additionally, through an in-depth review of literature on the
governance of regulation and on the economic regulatory tools at hand a novel
contemporary approach to port economic regulation which extends beyond the port

perimeter is proposed.

All the above methodologies are utilized to answer the outlined research questions
while the results obtained are utilized to draw the dissertation’s final conclusions and

policy recommendations.

1.5 Original contribution of the thesis
This dissertation consists of the first attempt to estimate in a holistic manner the

evolution and effects of concentration within the port sector through the investigation
of multifaceted parameters and driving factors which are tied to this phenomenon, in
two key segments of containerized transport chains, i.e., in terminal operations and
liner shipping markets. While the majority of academic literature on port and maritime
studies focuses more on operational issues, taking the phenomenon of concentration
and the rise of incumbent market actors as granted, this thesis in the antipode tries to
ask deeper structural questions over the issue of capital concentration in the port
industry and place market developments into historical context as well as into future

perspective.

More particularly following Hegel’s suggestion in the Phenomenology of the Spirit

(1979) in which he supports that:

“Every era can be looked as a repository of a particular kind of wisdom. And while
progress is never linear ... there is wisdom at every stage of history ... it is the task of
the researcher to restore these ideas from the past that are most needed to

compensate for the blind spots of the present”

this dissertation brings back to the fore and contemporizes the circulation theory
developed by Marx, in a manner adapted and adjusted to explain both the role of

containerized transport as the media of industrial’s capital circulation as well as an
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independent branch of investment, which exhibits all the features of capital and hence

it is prone to concentration and accumulation tendencies too.

In addition, it deals with multiple issues and parameters of concentration in terminal
operations and liner shipping segments of the transport chain, providing thus a
comprehensive view on how it has affected the respective market structures and

competition not only in the port industry but across the entire supply chain.

Moreover, a unique contribution of this dissertation is the investigation conducted
over the relationship between concentration and innovation. To the best of our
knowledge this thesis is the first to embark an investigation on the innovative level of
incumbent players, as expressed in patents granted, in order to evaluate the
importance firms in terminal operations and liner shipping attach to the creation of
novel knowledge as part of their effort to enhance their market position and hence

their capacity to concentrate.

Finally, having assessed the evolution as well as the actual and potential effects of
concentration within the port industry this study contributes to the re-establishment
of a comprehensive and holistic model of port regulation, through the delegation of
the governance of regulatory function to an independent regulatory authority for
ports which however extends its reach beyond the port perimeter across the transport
network and through the enrichment of the regulatory tools at hand through the
adoption of uniform economic regulatory measures on a local, regional and global

level.

1.6 Structure of the thesis
The thesis is divided in the following Chapters:

Chapter 2, approaches the subject matter of capital concentration and accumulation
through an in depth -interdisciplinary review of academic literature. More
particularly, it focuses on four thematic research domains relevant to the study of
concentration: a) concept definition of capital accumulation and of the processes
through which its realized - concentration and centralization b) monopolization of
capital, c) integration strategies — horizontal and vertical integration, conglomerate

formation and their effects on market competition — tools of measurement of
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concentration (d) the circuit of capital (industrial — commercial — financial) and the
creation of surplus value — including an analysis of the turnover time, of the costs and
of the composition of capital — and of the role of innovation in the process of

circulation.

Chapter 3, set the stage for the development of a framework for understanding the
realization of concentration and its critical components, through a circuitist approach.
It provides an overview of relevant academic literature and of the approach followed.
Further on, it describes the function of transport capital as the media of industrial
capital’s circulation, before the circuit is adapted and adjusted to analyze the capital
circuits as well as the media functions performed by a liner shipping and a terminal
operating company. In parallel, the chapter, portrays the role played by specific
sectoral innovations in accelerating turnover time of the commercial capital circuit
(liner shipping & terminal operations) which enhance the processes of concentration

in each respective market.

In Chapter 4, the effects of global supply chain developments on the evolution of
concentration within the port and maritime transport industry are investigated. More
particularly, the chapter provides a background analysis of the a) liberalization and re-
orientation of the port industry towards market (unbundling) b) development and
evolution of integrated transport networks c) the emergence of integrated global
transport actors, namely the Global Terminal Operators and Mega-Carriers.
Moreover, the chapter includes the estimation of market concentration in liner
shipping (on a firm level and on an alliance level) as well as the estimation of market
concentration in terminal operations (Top 10 Terminal operator’s market shares) and
the unveiling of the cooperation schemes-joint ventures amongst Global terminal
operators and Mega Carriers. Additionally, the effects of concentration and
centralization processes on ports are examined through two case studies. The first
investigates whether the formation of liner alliances favors the inclusion of affiliated
port terminals within their itineraries while the second examines the concentration of

container flows in the U.S West & East Coast port ranges.

Chapter 5 discusses the role of innovation and commercialization of technology
among containerized transport actors through patenting as an additional driver of
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concentration. It provides a literature review on innovation within the maritime and
port literature as well as of related innovation theories from the broader economic
literature (RBV/KBV — Schumpeterian framework — network theory of inter-
organizational relationships). The methodological framework adopted and the steps
followed to perform a Systematic Review of the European Patent’s Office database
are thoroughly analyzed. The results obtained with regards to the patents granted
(including Temporal Distribution, Classification of patents, forward/backward citation
statistics, Avg/Max no of inventors, Avg/Max no of applicant, direct — indirect patents
— joint patents) to the largest liner shipping and terminal operating companies are

presented while the relationship of innovation and concentration are sketched.

Chapter 6 embarks an analysis to understand and conceptualize the effects of
concentration on ports and particularly its effects on port re-organization and on port
regulatory framework. In this respect the Chapter provides a review on the evolution
of port governance, on the roles and functions of port authorities, while addressing
the arising regulatory issues faced by the industry. In addition, it provides a
contemporary framework for the Governance of Port Regulation & the utilization of
Economic Regulatory Tools, which is then applied for the Case of Greece’s, Piraeus
Port, in an effort to redefine the model of port organization and management in the
port through a GOV-AD-MAN approach as well as to analyze the governance of port
regulation through the model of Independent Economic Regulation adopted. Finally,
the chapters discuss other paradigms of novel port regulatory approaches and
promotes the enhancement of regional and global cooperation and coordination
amongst port regulators in order to enhance the efficiency of port economic
regulation not only within the port premises but within the context of globalized

containerized supply chains.

Finally, Chapter 7 is the concluding chapter of the dissertation in which an overview
of the findings and results is analyzed and discussed. The chapter also provides policy

recommendations as well as new avenues for future research.
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Chapter 2: Literature Review

2.1 Overview
The current chapter conducts a thorough review of literature on concentration and

competition theories. This is a prerequisite for the establishment of a comprehensive
theoretical background and of a robust research framework to address the outlined
research questions with regards to the evolution, the triggering forces and the effects
of concentration in containerized transport segments such as liner shipping and

terminal operations in the port sector.

2.2 A primer on Capital concentration and accumulation
It has been widely acknowledged within literature, that one of the inherent

characteristics of capitalism is capital’s imperative to overcome time and space
barriers that hinder its expanded reproduction (Brandao, 2008). In an era of globalized
production and consumption, the world has shrunk into a “global village”. On many
accounts, the accelerated internationalization of capital during the 70s and 80s and
the rise of a world market economy, facilitated by a universal yet progressive shift
towards liberalization and deregulation of domestic markets, provided the necessary
space for industrial capital to grow on a transnational scale, surpassing the spatial
constrains of national states (Hymer, 1972). Transnational capital, shaped in the form
of Multinational Corporations (MNC’s), disaggregated and dispersed production to
take advantage of global differential in labor as well as tax regimes, labor processes
and industrial organizations to maximize profitability (Shi & Gregory, 1998, Wise &

Martin, 2015, Hennart, 2011) and hence the intensity of the accumulation.

While however, production shifted away from major consumption centers dispersing
in the global terrain, circulation processes had also to be re-organized to support the
physical mobility of commodity-capital, in order to breach the increasing gap between
production and consumption and thus ensure the expanded reproduction of the
system (Harvey, 1985). According to Marxian theory (Marx, 1974), gains in
productivity achieved in one branch of production due to technological or
organizational advancements should eventually be coupled by equivalent ones in
other affiliated branches so that gains achieved in the initial branch can be sustained.

In Marx’s words:
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“The revolution in the modes of the production... made necessary a revolution in the
general conditions of the social process of production, i.e. In the means of transport

and communications” (Marx, 1976).

Indeed, radical changes in the transport conduct, brought about by the advent of
containerization, revolutionized the way freight was transported and handled,
becoming itself a primal force for accelerating globalization and international trade
within the world economy (Bernhofen et al., 2016). Containerization coupled by the
evolution of logistics, provided immense gains in productivity and efficiency through
standardization, reductions in transport costs, as well as through possibilities of
integration and interoperability amongst the since then fragmented transport modes
and nodes, speeding up commodity capital’s movements within the sphere of
circulation, thus ensuring its smooth realization and expanded reproduction (Chua,
2019). Hence, innovations in transport and communications on the one hand
facilitated further the accumulation process for various branches of capital, ascending
the geographical scope of capital accumulation on a global scale, enabling the spatial
disaggregation of its operations (Harvey, 1989) On the other, these innovations along
with their accompanying prospects, established the conditions for accumulation
opportunities within the sphere of circulation and particularly within the transport and

logistics sector. For Marx, transport:

“Is distinguished as a continuation of the production process within the circulation
process and for the circulation process, forming an independent branch of production

and hence a particular sphere for investment of productive capital. (Marx, 1973).

With the immense increase in global containerized trade both in terms of volumes as
well as destinations reached, transport expanded as an independent branch of
production and hence as a sphere for investment of productive capital as well as a
social need. On the one hand maritime shipping, due to the morphological landscape
of earth, is inherently transnational and undertakes diachronically the vast majority of
international trade, with its share ranging nowadays between 80 and 90 per cent
(UNCTAD, 2018). On the other hand, ports as its fundamental infrastructure became
the linchpins of the world’s commodity chains and a “time compression” mechanism
mediating to annihilate space by time (Harvey, 1989).
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Capitalism is a mode of development founded in the production of commodities.

Marx’s (1976) introduction in the volume one of Capital is characteristic:

“The wealth of those societies in which the capitalist mode of production prevails,
presents itself as “an immense accumulation of commodities,” its unit being a single

commodity”.

The fetishism of capital on the commodity, and its relentless effort to commoditize
every facet of modern life, is rather profound and lies in a fundamental element of
capitalist relations of production (Pimenta, 2020) which aims to attain pecuniary gains
through the creation and appropriation of surplus value. The commoditization of the
transport sector and particularly of the containerized transport networks, also
denoted their submission to the capitalist laws of motion. By “selling a change in
location” (Marx, 1973), transport became itself a commodity and therefore a distinct

source of productive surplus value.

In this respect, a critical point in the investigation of the law of capital accumulation
within the transport sector, particularly on the container port sector and on the supply
chains structured around it, which is the scope of the study, prerequisites also an
analysis of the creation of surplus value as well as of the barriers that it encounters.
To this end, moving from the abstract to the concrete, within the remains of the
chapter we shall embark our journey by providing the theoretical framework, the
concepts and their interrelations in the process of accumulation, which will be the

basis of analysis and application in the chapters that follow.

2.2.1 Concentration & Centralization processes
As Sweezy (1990) observes, Marx’s Capital, similarly to classical political economy
from Adam Smith to John Stuart Mill, was based on the assumption of free
competition i.e., that all commodities are produced by industries consisting of many
firms, each accounting for an insignificant portion of total output and with no
individual control over the price and profit signals generated by impersonal market
forces. Contrary to the others though, who credited the increasing wealth of societies

III

to a “building up of capital” or to a “virtuous accumulation circle”, Marx according to

Sweezy (1990) recognized that such an economy was unstable, contradicting the inner
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laws of capital’s imperative to cut costs and expand through a process of incessant
accumulation, in ever new technological and organizational forms.

In this respect, acknowledging the expansive nature of capital, Marx described the
process of capital accumulation as the engine that drives growth under the capitalist
mode of production. In line with Marx, Harvey (1975) rendered the capitalist
production process as highly dynamic and inevitably expansionary, forming a
permanently revolutionary force which through accumulation, powers growth while
continuously and constantly reshapes the world we live in. Essential to this process
are the two distinct but complementary processes of concentration and centralization

of capital.

On the one hand, concentration which grows directly out of accumulation, is a process
of consolidation of individual capital accumulations which (through the capitalization
of part of the surplus value) add productive capital to the previously invested one, and
eventually increase the monetary value of the initial capital and hence of the total sum
of capital (Lianos, 1984). In Marx’s (1974) view every individual capital is a larger or
smaller concentration of the means of production, with accumulation increasing
further the concentration of wealth of individual capitalists while extending the basis

of production on an ever-increasing scale.

On the other hand, centralization refers to the process by which already existing
separate capitals come under the control of a single capitalist (Lianos, 1984). Thus,
centralization presents itself not as the repulsion of many individual capitals from one
another, but instead as their attraction. Thus, contrary to concentration,
centralization tendencies, reshape the field of accumulation by redrawing the
boundaries previously set between individual capitals either through the acquisition
of certain firms by others or through the merger between two or more firms (Sanfelici,

2016). In Marx’s words:

It is concentration of capitals already formed, destruction of their individual
independence, expropriation of capitalist by capitalist, transformation of many small
into few large capitals. The process of centralization differs from concentration in that
it only presupposes a change in the distribution of capital already to hand, and
functioning [....] the battle of competition is fought by cheapening of commodities. The
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cheapness of commodities demands, ceteris paribus, on the productiveness of labor,
and this again on the scale of production. Therefore, the larger capitals beat the
smaller. 1t always ends in the ruin of many small capitalists, whose capitals partly pass
into the hands of their conquerors and partly vanish... ‘In addition, the credit system
which in its first stages furtively creeps in as the humble assistant of accumulation...
soon 'becomes a new and formidable weapon in the battle of competition, and finally
it transforms itself into an enormous social mechanism for the centralization of

capitals' (Marx, 1976).

As such, for Marx, concentration and centralization are not perceived as a perversion
of an ideally competitive state, but as the logical sequence of competition itself, in the
process of expansion (Elliot, 1988). In the relentless process of accumulation;
concentration and centralization are thus the two sides of the same coin. Whenever,
concentration halts, necessitating an increase in the minimum amount of individual
capital required to operate in specific sectors, centralization comes into full swing
along with the help of the credit system, speeding up further accumulation, by
reorganizing capital to enable production on an extended scale and hence to enable
further concentration. To this end, capital accumulation presupposes both a growth
in the size of individual firms (concentration) as well as the merging of many capitals

into a “huge mass in a single hand” (centralization) (Foster & Burkett, 2018).

2.2.2 Towards the rise of the Monopoly Capital
Ultimately, according to Marx’s (1973) analysis, in any given branch of industry,
centralization would reach its extreme limit if all the individual capitals invested in it
were fused into a single capital or a single company. In volume three of Capital (1981),
edited by Engels, years later Marx’s death, the former observes more clearly that
owing to the emergence of joint stock companies, the old boasted freedom of
competition had reached the end of its tether (Foster & Burkett, 2018). However,
contrary to what Marx and Engels believed, the demise of the competitive era did not
eventually lead to the overthrowing of capitalism, but contrary led progressively to
the emergence of a new higher stage of capitalism, i.e., what Baran & Sweezy (2017)

termed the era of Monopoly capitalism.
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Prior to Sweezy’s & Baran’s analysis however, other researchers too observed the
tendency towards the accumulation and monopolization of capital. Veblen, in his
works the “Theory of Business Enterprise” (1904) was the first amongst those. In his
multi-level and poly-thematic analysis, he noticed some of the rising monopolistic
characteristics of the system. Pursuit of pecuniary gains, through large-scale
organization of the industrial process, aided by the expansion of corporate finance,
created according to Veblen (1904) an irresistible tendency towards further
concentration, consolidation and restructuring towards more competent hands. In
turn these processes would enable, the establishment of comprehensive coalitions to
regulate prices and output, maintain excess capacities and basically override
competition through the attainment of a monopolistic position®.

Another early influential work in the direction of analyzing the evolution of the
capitalist system was Hilferding’s Finance Capital (1910). Many at the time, considered
his analysis a pioneering evolution in Marxian thought and a major development in
political economy, amongst which Otto Bauer and Karl Kautsky described it
respectively as the continuation and the completion of Capital (King, 2010)°. Just like
Veblen, Hilferding emphasizes the growing influence and power of the credit system,
i.e. banks, attains, due to the corresponding increase in the importance of finance for
industrial capital, in the latter’s process of concentration and centralization. Amongst
other, Hilferding (1910) denotes the increasing network of relations between finance
and industrial capital, with the former becoming shareholder to the latter’s

companies. The creation of such bonds made banks concern for the long-term

4 For additional analysis of Veblen’s theory:

Cornehls, J. V. (2004). Veblen’s theory of finance capitalism and contemporary corporate
America. Journal of Economic Issues, 38(1), 29-58.

Ford, K., & McColloch, W. (2012). Thorstein Veblen: A Marxist starting point. Journal of Economic
Issues, 46(3), 765-778.

Davanzati, G. F., & Pacella, A. (2014). Thorstein Veblen on credit and economic crises. Cambridge
journal of economics, 38(5), 1043-1061.

5 For additional analysis of Hilferding’s theory:

Zoninsein, J. (2000). ‘Rudolf Hilferding’s theory of finance capitalism and today’s world financial
markets’, in P. Koslowski (ed.), The Theory of Capitalism in the German Economic Tradition, Berlin and
Heidelberg: Springer-Verlag, pp. 275-304.

Lapavitsas, C. (2004). ‘Hilferding’s theory of banking in the light of Stewart and Smith’, Research in
Political Economy 21, pp. 161-80.

Marchlewski, J. B. (2012). 28.‘Rudolf Hilferding’s Finance Capital: A Study of the Latest Phase of
Capitalist Development’ (27 August 1910). In Discovering Imperialism (pp. 425-439).
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prospects of the enterprise and the future state of the market, with each bank having
an interest in overriding competition among the firms it participates. This process of
integration would eventually lead to a general cartel, characterized by the growth in
export capital as well as by an increasing transnational competition amongst large
corporate firms, which according to the author would render the monopolistic phase

as the latest phase in the capitalist development.

An interesting fact, is that Lenin’s (1916) concept of imperialism, developed in the
homonym book of his Imperialism: the higher state of capitalism, in which he also
analyzes the rise of monopolies, is essentially derived from Hilferding’s analysis of
finance capital. Some decades later, Baran and Sweezy® (2017), following the
evolution in mainstream economic theory and particularly the conception of the
theory of imperfect competition by Chamberlain’ (1933) and the theory of crisis by
Keyne’s® (1936) as well as evolutions in Marxist theory mainly by Kalecki who
incorporated in his analysis the above developments in economic theory, elaborated
further Marx’s model of competitive capitalism by adjusting it to the novel conditions

of monopoly capitalism.

According to their analysis, monopoly capitalism is a system comprised of giant
corporations (monopolistic or oligopolistic), which become the vehicle that dominate
the modern process of accumulation (Baran & Sweezy, 2017). Amongst their
arguments, they illustrate that the major contradiction of, at the time, system of
accumulation was that the rising surplus accumulated by such corporations, which
was appropriated due to the increasing pricing power gained as well as due to
advertising and promotion of sales, exceeded the existing capacity for investment
(underutilization of capacity leading to large amounts of unproductive capital) and
consumption and hence it could not be profitably reinvested or absorbed by the
economy, creating in turn a powerful tendency towards stagnation. According to this

analysis, only an exogenous stimulus such as novel “epoch-making innovations” (such

5Prior work of Baran & Sweezy on the subject of monopoly capitalism:

Sweezy, P.M. (1942). The Theory of Capitalist Development (New York: Oxford University Press)
Baran, P. A,, (1957). The Political Economy of Growth (New York: Monthly Review Press)

7 Chamberlin, E. (1933). Theory of Monopolistic Competition. Cambridge, MA: Harvard University
Press

8 Keynes, J. M. (1936). The general theory of employment, interest, and money. Springer.
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as the steam engine, the railroad development as well as the automobile) or state
intervention (through an armed conflict which would lead to increases in military
spending or through favorable regulations and policy formulation) could countervail
stagnation by providing an expanding sphere for surplus absorption (expansion of
export capital, growth of finance capital, transportation etc.). As long as, such a
condition was met, capital accumulation and monopolization could be resumed

through a new concentration and centralization wave.

For Aglietta (2000), as capitalism evolves and reorganizes, accumulation regimes do
so too, to facilitate the further process of accumulation. Another major contribution
to the understanding and the evolution of capitalism, are the works of the French
Regulation School, and particularly of Aglietta who conceptualized and proposed a
historical framework of capital accumulation, comprised in his so-called “Regulation
Theory”. In an effort to provide answers for the economic restructuring of the 70’s,
while also understand how the system could be stabilized for certain intervals in time,
such as the post second World War “Fordist Golden Age” expansion period, Aglietta
focused on the role of institutions in the regulation of the capitalist economy
(Labrousse & Michel, 2017). For Aglietta (2000) regulation is not just a set of laws or
rules, but rather a “study of the transformation of social relations” as it creates new
forms that are both economic and noneconomic, that are organized in structures and
themselves reproduce a determinant structure, the “mode of production”. The four
distinctive structural components of a regulation system as described in Jessop (1997)

are:

e An Industrial Paradigm: a micro-economic model governing the technical and
social division of labor such as mass production.

e A Regime of Accumulation: a macro-economic complementary pattern of
production and consumption which is relatively stable and reproducible over
a long period.

e A Mode of Regulation: an emergent ensemble of rules, norms, conventions,
patterns of contact, organizational forms and institutions amongst other,
which provide support and can stabilize an accumulation regime. It comprises

of five dimensions: a) the wage relation; b) the enterprise structure (forms of
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competition, ties among firms, links to finance capital; c) nature of money
(predominant form, finance system, allocation of money capital to
production); d) the state (intervention, policy formulation) and international
regimes (trade, investment, nations, the world system)

e A Mode of Development: a holistic concept comprising of all the above
components in a coherent way, complementing each other in order to enable

the conditions for a long wave of expansion.

Within this framework, the mode of regulation is a set of mediations which ensure
that the distortions brought about by the accumulation regime are manageable and
within the limits of social cohesion (Aglietta, 1998). However, as capital does not have
a self-limiting mechanism enabling the perpetual accumulation, regulation cannot
absolve all the system’s internal contradictory maladies, thus achieving only temporal
equilibria amongst the above-described components. As such, at some point in the
economic cycle, the disparities between the regime of accumulation and the mode of
regulation prevail, undermining the coherence of the structure and eventually leading
to a structural crisis. The crisis threatens the stability and sustainability of the capital
accumulation which can be only restored through the emergence of a new mode of

development (Heino, 2015).

Based on the above analysis, the Regulation School conceptualized the transition from
an extensive to an intensive regime of accumulation, closely linked with the
development of Fordist production techniques after the crisis of 1929, as well the
latter’s demise during the 70’s crisis, leading in turn to a post-Fordist or as Harvey
would later characterize it, a flexible accumulation regime (Harvey, 1989). The
rigidities of Fordism in production resulting in diminishing productivity and profit
rates, the lack of flexibility to allow the re-adjustment of mass producing fixed assets
to the frequent alterations in product mix (Clarke, 1998, Schoenberger, 1988), as well
as the rigidities of states to extend state expenditure and the rise of global Fordism?

(Lipietz, 1986) which intensified international competition amongst many others,

9 The spread/copying of Fordist production techniques in the periphery, primarily through foreign
direct investments by MNC’S in search for low-cost labor
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rigged the foundations of the Fordist regime of accumulation eventually leading to its

structural limits.

Under conditions of recession and heightened competition, the drive towards
rationalization, restructuring and innovation, surged to the fore of corporate
strategies for survival (Harvey, 1989). As Harvey explains, the emergence of flexible
accumulation confronted the rigidities of Fordism, by enhancing the flexibility and
mobility capabilities of production, distribution and consumption patterns, through
intensified rates of commercial, technological and organizational innovation as well as
through capital’s infiltration into new sectors of production, geographical dispersal
and excessive centralization. While in order to enable capital to dismantle its “fordist”
barriers of expanded reproduction, the new regime of accumulation was coupled by

a novel system of political and social regulation.

The prevalence of liberalism and neoliberalism later on as a hegemonic (in the sense
Gramsci as well as Aglietta utilize the term) political paradigm, ingrained institutions’
regulatory stance favoring greater market deregulation, enhanced capital mobility
and organization norms (Jessop & Stones, 1992). Reformation of the financial system,
liberalization of former state natural monopolies and disintegration of network utility
industries (such us electricity, telecommunications, railways, air transport, ports)
through privatization schemes implemented on a world-wide scale during the late 80’s
(Braeutigam, 1989, Weiss & Klass, 1986) and especially since the beginning of the 90’s
(after the collapse of the Soviet Union) created fresh room for accumulation by
providing the space capital needed to grow (Ashman & Callinicos, 2006). For Jones
(2009) the disorganization and disintegration of core components of the until then
state capital, undertaken on national level, should be understood as an outcome and
as an effect of globalization, with the level of world order shifting from national to
global and with capitalism becoming ever more tightly organized through financial,
organizational and spatial integration. In the same vein, Lebowitz (2009) contends
that the separation and disintegration of capitals comes in contrast to the capital’s
inherent tendency towards integration and unity. In the process of dismantling the

barriers that hinder its expansion and growth, capital must cancel this fragmentation
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and in order to do so, according to Lebowitz three separate but related centralization

processes are required:

a) Horizontal integration: i.e. the integration of business entities at the same level of

the production process;

b) Vertical integration: integration of business entities organically related, in

upstream or downstream spheres of the production process;

c) Conglomerate formation: integration of business entities in differing spheres of

production, independent of any organic relation.

Nitzan (2003) concocting and summing up Lebowitz’s analysis, suggests that
horizontal integration creates economies of scale, vertical integration leads to more
roundabout production runs while conglomerate integration improves allocative
efficiency through inter-sectoral capital mobility. All three types of integration, are
inevitable as all increase productivity and efficiency, thus contributing to

accumulation and further monopolization.

More recent monopoly theorists, like Foster & McChesney (2012) contend that the
evolution of these processes especially from the 90’s and forth through continuous
concentration and centralization of capital on a global scale, have enabled fewer and
fewer firms to control larger parts of both domestic and international economies. As
illustrated in an empirical study (Foster et al.,2011) formerly competitive sectors have
become the province of enormous monopolistic chains, massive economic fortunes
have been assembled into the hands of a few mega-billionaires sitting atop of vast
empires, and the new firms and industries spawned by the digital revolution have

quickly gravitated to monopoly status.

More particularly, their findings suggest that during 2007 to 2009 (i.e., amidst of the
Global Financial meltdown of 2008) the Top 200 corporations in U.S.A accounted for
30% of gross profits of the economy (in 1950 the equivalent percent was 13%) while
respectively on a global scale the Top 500, attained around the 40% of global total

revenue (doubled since the 60’s).
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Similarly, Vitali et al. (2011) unveil the structure of economic power of the modern
corporate world. Out of 43.060 TNC's studied, the research team distinguished 1318,
with interlocking ownerships which formed the core of the globalized economy. As
their results illustrate nearly 4/10 of the control over the economic value of TNC’s in
the world is held, via a complicated web of ownership relations, by a sub-group of 147
economic super-entities in the core, which has almost total control over itself. Added
to this, % of the core were found to be financial intermediaries i.e., banks (such as,
JPMorgan Chase & Co, Morgan Stanley, Barclay PLC, The Goldman Sachs Group etc.).
Such global interlinkages, the authors suggest, may on the one hand threaten stability
of the financial system, due to exposure to contagion, however on the other, place
top holders in a position to exert considerable control either formally or via informal
negotiations. In this direction, characteristic is also the fact that the last three
centuries have been characterized by an extraordinary accumulation of capital,
growing by a factor of 134 times between 1700 and 2008 (Bonneuil & Fressoz 2016).
Hence, considering the above review, it can be supported that monopoly power is

ascending as never before (Foster et al., 2011).

2.3. Integration strategies
The formation of the global market and thus of global competition, has been the
progressive development and the result of capital’s constant pursuit for expansion
and growth. In the process of achieving so, firms have been implementing different
types of growth strategies (Murray, 2003) while trying to align their corporate
structure to their profit maximization goals. A lack of such strategy, drains the firm of
potential opportunities, possibly leading to the loss of its enterprising managers as

well as to technological obsolescence (Kotler & Keller, 2016).

Since the capacity for improvement within a firm is restricted by limited resources,
competencies and capabilities, the importance of enhancing them through extending
business functions beyond the firm’s boundaries became a necessity to remain
competitive and grow profitability. (Boyer & Lewis, 2002). According to Kudetko et.
al. (2015), one of the most commonly utilized options of firm development is a
strategy of integration i.e., a fusion of different business entities operating or capable

of operating separately for the production of market products, which results from the
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possibility of implementing common goals, processes and /or tasks. Integration is for
Musso (2009) an effort to align and coordinate firm processes and activities in order
to improve its overall performance, share lessons learned and best practices (Kapla &
Norton, 2006). For Lebowitz (2009) integration destroys the individual independence
of existing capitals, by transforming many small capitals into a few large ones, thus
enabling the intensification and acceleration of accumulation through centralization.
Within literature three types of integration are identified: horizontal integration,
vertical integration & conglomerate formation (Federal Trade Commission, 1966, Elia

et al, 2010).

Mergers and acquisitions (M & A’s) as well as formation of strategic alliances, are the
means to the realization of any integration strategy (in the same industry, in upstream
or downstream industries, or in new industries respectively) (Toveda & Knoke, 2005).
The former, increase the concentration within a sector directly while the latter
indirectly (Chlomoudis, 2011). According to Roberts et. al (2016), a merger or an
acquisition from the standpoint of a company, can be termed as the combination of
two or more companies into one new company or corporation. Their distinction lies
in that, in a potential merger there is usually a process of negotiation between the two
parties, the favorable outcome of which would be a merger of the two, forming a new
larger whole. Conversely, in a potential acquisition, such a phase may not take place.
Acquisitions are basically the expropriation of smaller firms by larger ones, and in this
sense, they may be friendly or well agreed, while they may also be hostile. Finally,
Roberts et. al (2016) characterize M&A's as a strategic initiative to boost profitability
by increasing market share, cost-savings, and optimizing production processes while
it can also be done to expand a firm’s global business portfolio through acquisition of
another foreign-based firm. Respectively, for Brealey et al.,, (2016) M&A’s are
undertaken if senior management believes that it will promote a synergy to the firm,
i.e. the value of business combination after the M&A process will be larger than the
combines values of each of the firms, had they remained separate entities. As such
through such synergies, firms can enhance their market share and their production

capacity and hence increase their revenues and profitability (Wang & Wang, 2015).
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2.3.1 Horizontal Integration
Horizontal integration, i.e., the expansion of capital within a particular sphere of
production, is for Lebowitz (2009) a process of both success and failure which
transubstantiates in the destruction on the one hand of the individual independence
of existing capitals, while on the other in effectively causing their redistribution within
that sphere, through their centralization. Instead of relying on their own resources to
survive global competition, firms aim to achieve a competitive advantage by
expanding their scale and by establishing their market presence through mergers and
acquisitions (M&A) with/of their former rivals. For Adeleke et al. (2018), mergers and
acquisitions simply refer to the coming together of two or more enterprises into a

single entity.
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As such, while a firm’s horizontal boundaries determine also the varieties and
guantities of the products it produces (Besanko et al., 2007), horizontal integration,
allows firms to extend and expand their boundaries, replicate their operational and
managerial expertise within the industry they operate, leading in turn to an increase
in value creation through revenue enhancement, cost savings and new growth
(Kumar, 2016). According to Kazmi & Kazmi (1986) as well as Hill & Jones (2012) there
are many benefits for those pursuing a horizontal integration strategy, amongst which

they distinct:

e Economies of scale & scope: especially in industries with high fixed costs,
horizontal integration leads to cost reductions, increased efficiency and
effectiveness, as the formation of a larger base reduces the per-unit costs,
leading in turn to a lower cost structure and a better utilization of assets. In
addition, the combination complementary skills may lead to enhanced ways of

production.
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¢ Increased Product differentiation: horizontal integration allows organizations
to offer a wider range of product bundles and innovative new products at a
single combined price, thus providing an advantage of increased product
differentiation;

e Reduced industry rivalry: horizontal integration produces a measurable
change in the industry’s level of concentration (Betton, et al., 2008), eventually
reducing competitors from the market and as such on the one hand helps to
rationalize excess capacity which often triggers price wars, while on the other
makes it easier to implement tacit price coordination between remaining
rivals, thus reducing the intensity of competition. Taken to its extreme,
horizontal integration could eventually lead in a monopoly;

¢ Increased market/bargaining power: the merger or acquisition amongst
competitors, increases consolidation within the industry along with the size of
the firms being merged, and as such due their larger scale, firms can exercise

increased bargaining power against their suppliers and buyers (Chipty, 1995).

In addition to the above, for Kudelko et al. (2015) horizontal integration leads to the
development of synergies which allow firms to adopt new technological/ innovational
competences, transfer technology and know-how as well as to improve quality,
through reduction of cost by mutualisation of functions and processes (such as joint
marketing or R&D processes for example). For Oye (2008) too, horizontal integration is
usually a scheme, cautiously planned to achieve a synergistic effect. Respectively, Cai &
Obara (2009) suggest that horizontal integration in markets producing homogenous
products, leads to a larger market base for the merged firm, thus helping reputation
building while allowing for better effectiveness and monitoring by eliminating all the
idiosyncratic shocks across the market. For Gorton et al., (2005), horizontal integration
may be also motivated by a defensive strategy in order to prevent being taken over,
leading to defensive mergers which decrease value generation for shareholders,
however, allow to increase the private benefits of managers (Gorton, et al. 2005).
Finally, Knapp (1950) suggests that horizontal integration is usually necessary as a
basis for vertical integration (see section 2.3.2 below), as some of the more important

gains of horizontal integration cannot be realized except by a certain amount of
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vertical integration. In a much more recent study, Giustiziero (2013) also stresses the
simultaneous interplay and the existing complementarities between vertical and

horizontal corporate strategies.

Apart from the benefits for the integrated firms however, from the vantage point of
the consumer or the regulator, horizontal integration especially in industries with few
competitors and large market shares, may be a means of strategy to increase market
power and lessen competition (CFA, 2017). According to the Federal Trade
Commission in U.S, there are two ways that a horizontal integration can hamper
competition; the first being the ability of the remaining firms in the market to act in a
coordinated way on some competitive dimension (price, output, capacity) while the
second is by permitting firms to raise prices profitably on its own. In either case, the
Commission concludes that consumers might face higher prices, lower quality,

reduced service or fewer choices (FTC, 2019).

Respectively, for European Commission (2020), there are two main ways in which
horizontal mergers may significantly impede effective competition, in particular by
creating or strengthening a dominant position: (a) by eliminating important
competitive constraints on one or more firms, which consequently would have
increased market power, without resorting to coordinated behavior (non-coordinated
effects) and (b) by changing the nature of competition in such a way that firms that
previously were not coordinating their behavior, are now significantly more likely to
coordinate and raise prices or otherwise harm effective competition. A merger may
also make coordination easier, more stable or more effective for firms which were

coordinating prior to the merger (coordinated effects).

While though firms in a wide range of sectors such as banks, utility, electricity, oil and
gas, automobiles, food and beverages, and the beauty market amongst other (see
Figures below), increasingly engage in horizontal integration in recent years
(Sudarsanam 2010), regulatory mechanisms and tools have been established to

monitor the markets’ competitiveness.

As a horizontal merger produces a measurable change in the industry’s level of

concentration and a change in the risk-adjusted present value of industry rents
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(Kumar, 2016) both the FTC in U.S (FTC, 2010), as well as the EC in European Union
(E.U, 2004) have established a specific set of merger guidelines and tools to assess the
competitive implications of horizontal integration, based on which they can block
those mergers and acquisitions that tend to either decrease competition, increase the
likelihood of monopolization and coordination or raise prices for consumers. More
specifically, the potential increase of market power due to a horizontal merger is
analyzed based on the unilateral and coordinated effects of the merger. That being
said, according to Motis (2007) while coordinated effects refer to the scope of
collusion, facilitated by the lower number of competitors, unilateral effects refer to
the risk that the merged firm, acting independently of any remaining rivals, finds it
profitable to raise prices after the merger. Specifically, as the author confers, oligopoly
models of competition regarding the merger unilateral effects predict that whenever
the merging products are substitutes and the market is composed of symmetric firms,
prices in whichever mode of competition (in quantities with homogeneous goods or
in prices with differentiated markets) will increase. In turn, the factors that would
impede such adverse effect on prices are free entry, efficiency gains and product

repositioning.

The Herfindahl-Hirschmann Index (HHI), as well as Concentration Ratios (CR4, CR8)
are commonly utilized in U.S and E.U, to measure industry concentration of the
integrated parties (based on market shares relating to sales, capacity, units sold etc.).
In this respect market shares and concentration levels may provide a useful first
indication of the market structure and of the competitive importance of the merging

parties and their competitors (E.C, 2004, Pilsbury & Meaney, 2009, FTC, 2019).
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2.3.2 Vertical Integration
Ever since the rise of the contemporary industrial enterprise in the beginnings of the
20™ century, vertical integration, i.e., the integration of business entities organically
related, in upstream or downstream spheres of the production process, has been an
important portion of corporate strategy, used to serve diverse strategic objectives
(Zhang, 2013). Frank (1925) described vertical integration as an attempt of functional
coordination amongst one or more units in each of the several successive stages of
production, so that they are all operated as one unified industrial process under one
management, while a plethora of other definitions have been provided ever since
(Adelman, 1949, Bork, 1954). From a more contemporary viewpoint, according to
Perry (1989) this type of integration, describes firms which encompass two single-
output production processes in which either the entire output of the “upstream”
process is employed as part of all the quantity of one intermediate output into the
“downstream” process, or the entire quantity of one intermediate input into the
“downstream” process is obtained from part or all of the output of the “upstream”
process. Hence, vertical integration for Perry (1989) involves a variety of decisions
concerning whether corporations should provide certain goods or services in-house
or purchase them from outside firms. For this reason, it is often viewed as the extent
to which a firm controls the production of its inputs or supplies and the distribution of
its outputs (Gulbrandsen et al., 2009). From a Marxist point of view, Lebowitz (2009)
argues that vertical integration is the process of dismantling the barriers of capital
growth, by unifying capitals which are organically related in the production of use-

values but separated by commodity exchange.

Apart from the variety of definitions, researchers have also distinguished amongst
several types of vertical integration. Kessler & Stern (1959) argue that vertical
integration can be based either on stock or asset acquisition, thus being an ownership
integration, either on vertical contractual arrangements (output, franchise, agency
agreements etc.) which enhance coordination and control, thus contractual, or it can
be hybrid combining both ownership and contract (vertical joint-venture agreements).
In addition, they make a further distinction amongst tapered and mixed integration.

The latter differs from the former in that it involves the use of contracts for some
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factors of production or distribution while ownership for others. Respectively, tapered
integration involves the use of contracts for securing part of a firm’s needs for some

factor and ownership for the rest of that same factor (Kessler & Stern, 1959).

Davis & Duhaime (1992), distinguish among the between-stage vertical integration
which occurs between stages in the value chain, such as between manufacturing and
distribution and the within-stage vertical integration, which occurs in a single-stage of
the value chain (usually expected in the manufacture of complex products and
services). The majority of researchers, however, classify vertical integration either as
forward or as backward (Fronmueller & Reed, 1996, Spiegel, 2013, Lin et al., 2014).
Forward integration describes the process of expanding the firms’ scope of activities
towards the side of the buyer (from raw materials to production, or from production
to distribution and sales), a process which is triggered by technological
interrelationships involving economies of scale and scope, uncertainty and risk
considerations amongst others (John & Weitz, 1988). Conversely, backward
integration describes the expansion of firms’ activities towards the side of the supplier
(thus towards producing materials rather than purchasing the inputs of production)
(Cousins & Menguc, 2006). Finally, vertical integration can be full, i.e., when a firm
acquires in its totality the ownership of a downstream or upstream firm (full backward
or forward integration) or partial, i.e., when a firm acquires just a share of the total
ownership (partial backward or forward integration) (Quirmbach, 1986, Levy et al.,

2018).

From a legal point of view, Hovenkamp (2010) suggests that vertical integration could
occur by three different legal devices. The first, is an action of “de novo” integration,
where a firm simply begins to do something that it used to purchase on the market.
The second is to acquire a different firm in a vertically related market, while the third
is achieved through a long-term or relational contract amongst two vertically related
firms that maintain their legal independence, functioning as a kind of contractually

controlled subsidiary to a parent firm.

Overall, according to Dreyer et al. (2001), the analysis of vertical integration within
academic literature, is dominated by three distinct fields, namely transaction costs
economics (TCE), strategic management (SM) and industrial organization (10).
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According to the author, each captures and justifies partly the different drivers of the
vertical integration phenomenon and basically how firm boundaries are determined.
Joskow (1988) in turn suggests, that one theory alone will seldom or never be able to
provide an explanation of vertical integration, as according to Langlois & Robertson
(1989) an examination of the whole history (of the automobile industry), suggests that
no single theory always fits the facts perfectly and therefore a complete explanation
must combine specific theories in a way that accounts and is attentive to numerous

and diversified factors.

a) Transactional Cost Economics: Amongst the above streams of literature, TCE has
been the most commonly utilized and the most widely accepted theory on how firms
can gain competitive advantage through efficient organization of their economic
transactions (Steenkamp, & Geyskens, 2012). Stemming initially from Coase’s (1937)
observation that significant transaction costs occur when obtaining a good or service
through the market, TCE argues that producing internally what is more expensive to
procure externally, reduces such transaction costs since inter-firm claims are

eliminated (Mahoney, 1992).

Extending Coase’s rationale by which contracts govern firms’ relationships and thus
transaction costs arise due to exchanges amongst them, Williamson (1985) develops
the TC theory and examines the factors that affect the organization of production
systems and observes that asset specificity in upstream or downstream markets,
bounded rationality and opportunism result in increased transaction costs for firms.
More specifically, he distinguishes amongst two types of transaction costs. The ex-
ante costs which encompass the costs of drafting, negotiating and drafting an
agreement and the ex-post costs of contracting such as costs of maladaptation, set
up, operational and bonding costs. Matthews (1986) in line with Williamson (1985),
holds that the fundamental idea of transaction costs is that they consist of the cost of
arranging a contract ex ante while monitoring and enforcing it ex post, as opposed to
production costs, which are the costs of executing a contract. Milgrom and Roberts

(1987) provide a more detailed definition of transaction costs:

“Transact as an intransitive verb means to do business to negotiate. Transaction costs

encompass the cost of deciding planning, arranging and negotiating the actions to be
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taken and the terms of exchange when two or more parties do business; the cost of
changing plans re-negotiating terms and resolving disputes as changing circumstances
may require and the cost of ensuring that the parties perform as planned or agreed.
Transaction costs also include any losses suffered on account of inefficient group
decisions plans arrangements or agreements inefficient responses to changing

circumstances and imperfect enforcement of agreements”

Within such a framework, Williamson (1985) supports that, especially in cases of
increased levels of asset specificity, the organizational imperative that emerges for
firms, is to organize transactions to economize on bounded rationality while
simultaneously safeguarding them against the hazard of opportunism which raises
transaction costs. According to Bresnahan & Levin (2012) as the transaction proceeds
there is plenty of room for opportunistic and inefficient behavior, especially when
complexity or uncertainty make it rather difficult to specify contractual safeguards, or
when parties cannot walk away without incurring substantial costs. To this end
Williamson (1975) suggests that vertical integration can aid in response in minimizing
transaction costs in three ways. Firstly, by replacing the logic of profit maximization at
individual stages of production with joint and aligned profit maximization, secondly
through improving information exchange amongst these individual stages and thirdly
by utilizing control instruments such as hierarchical control that aid in resolving
market transaction problems. In this sense, through vertical integration and thus
through the internalization of transactions, the buyer’s firm will economize on
transaction costs, by utilizing instead common codes and shared organizing principles,

to control behavior (Arrow, 1974)

Several researchers have examined this make or buy decision, concluding that
transaction costs are an important parameter triggering vertical integration. Amongst
them, prominent authors such as Riordan & Sappington (1987), suggest that vertical
integration will reduce transaction costs by decreasing uncertainty and asymmetric
information, leading thus to the more efficient utilization of inputs. Ray et al. (2009)
too, argue that vertical integration substitutes market transactions between firms

through better planning and cost-coordination within the firm, leading to reduced
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costs. While for Levy (1984), internal organization of transactions, will be profitable

as long as transactional costs over market, outweigh internal cost of management.

For Marxists such as Lebowitz (2009) and Harvey (1989) too, vertical integration will
lead to lower inputs and thus savings as a result of extending the sphere of controlled
production at the expense of exchange. By unifying under a continuous process, what
was previously separated with commodity exchange, firms will no longer have to pay
for the surplus value of another capital. Smith (2001) schematizes this argument
suggesting that when firms purchase inputs of capital their cost is c+v+s, while when
they produce the inputs themselves the cost declines to c+v. Harvey (2006) also
provides a graphic illustration of this claim, which we reproduce in the following
figures.
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Figure 6. Effect of Vertical Integration in lowering the input costs of a firm

Source: (Harvey, 2006)

According to his analysis, under a unified process (Figure 6.), production commences
at to, with an initial input of constant capital co, and which proceeds until time t, by
adding variable capital to the value of v, and surplus value so. In such a case, thus the
value composition of capital will be co/vo. Conversely, when the same production is
separated into two segments, at time tx the total value of the first production process
(c1) becomes the constant capital input c;, of the second phase of production. As such,
in this case the value composition will be (c1+c2)/ (va1 +v2), which is much greater that
the co/vo of the first case. Therefore, in order to avoid the profits and production costs
of another firm and as long as co/vois smaller than (c1+c2)/ (v1 +v2), vertical integration

will be utilized as a strategy to lower firms’ input costs.
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The TCE approach, focuses on the efficiencies and benefits achieved thus motivating
under circumstances the realization of a vertical integration strategy. Blignaut et al.

(2010) summarize these efficiencies in:

e Eliminating the costs of negotiation and execution of contracts as well as the
minimization of risk and uncertainty;

e Facilitating the internalization of externalities which amongst other lead to the
elimination of double marginalization;

e Enabling the achievement of economies of scale and scope;

e Building up savings that in turn increase production and output;

e Promoting technical enhancements in the product quality;

e Aligning coordination and distribution of products; as well as in

e Promoting innovation.

b) Industrial Organization (10): Conversely to the TCE and SM (RVB) perspectives, the
primal determinant of vertical integration for 10 economics theories, is the link
between integration decisions and market structure, or more correctly asymmetric
market structure (Chatterjee, 1991). More particularly, some of this research focuses
on scale and scope economies as rationales for integration, while other streams
highlight strategic motives, in a sense that integration can be a valuable tool to create
competitive advantages through differentiation that will in turn enable the extension

of market power and thus of concentration (Bresnahan & Levin 2012).

The former view on vertical integration, stems from Stigler’s interpretation of Adam
Smith’s infamous theorem that the division of labour is limited by the extent of the
market. Based on this assumption Stigler (1951) relates the extend of vertical
integration amongst firms to the size and the volume of demand within the particular
industry, suggesting that vertical integration is a characteristic of young industries who
are often “strangers to the established economic system” and of declining industries
experiencing contractions in demand. In such cases, firms pursue increasingly vertical
integration, to strategically align production and allow the realization of economies of
scale and scope in the constituent markets, to control the source of inputs (Kessler &

Stern, 1959, Porter, 1980). According to Church (2008) potential efficiencies from
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coordination in both design and production made possible by a vertical merger include
amongst others, lower costs, higher quality, shorter lead times, improved quality
control, reduced costs of inventory resulting from just in time production and
distribution, optimized production runs, reduced costs of innovation. Contrariwise,
Stigler (1951) argues, that vertical disintegration is the typical development for
growing industries with increasing demand, as specialized companies which exploit
economies of scale and scope emerge to undertake functions that since then were
produced internally. Hence, according to his view, vertical integration decisions will
be primarily influenced by the horizontal market structure (size) of the upstream and

downstream markets.

While thus Mpoyi’s (2003) and Katie’s (2003) results along with Stigler’s (1951) suggest
that vertical integration declined over time in the manufacturing sector to allow them
to become more competitive, Langlois and Robertson (1989) argue that while there
are certainly industries in history that fit Stigler’s pattern, counterexamples exist.
According to their analysis, industries such as the automobile one, which were quite
differentiated at an early stage of the industry’s life, became increasingly more
integrated as output expanded. Other researchers too, have reached similar

conclusions which contradict Stigler’s rationale.

Adelman (1955), was amongst the first to associate vertical integration with economic
change, suggesting that in an increasingly growing industry, suppliers of intermediate
products may not be capable of expanding output as rapidly as expected by the
producers of the final goods, thus motivating the latter to integrate. As such he
suggests contrary to Stigler (1951), that there is an apparent rough correlation
between vertical integration and firm size. In the same vein, Tucker & Wilder (1977)
also find a positive and significant relationship between industry concentration and
vertical integration. Levy, (1984) in accordance with the above results, finds a positive
and significant relationship between vertical integration and the tested variables of
concentration and demand growth, suggesting that industries with larger firms, are
more likely to be vertically integrated. In a more recent study, Elberfeld (2002) re-
examined Sitgler’s (1951) prediction within the context of oligopolistic suppliers at

two successive stages of production. His obtained results suggest that vertical
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integration should decrease with market size when entry into markets is free and firms
compete but should increase when competition impediments exist (such as entry into

the upstream market is restricted or upstream producers collude).

While thus contemporary business practice as well as conducted research in |0
provide ambiguous results over Stigler’s argument (over vertical disintegration or
integration), an increasing body of literature within 10, focuses on the effects vertical
integration has on competition and therefore study the effects the latter has on the
market structure of the industries in which it is undertaken. Economic analysis
demonstrates that numerous economic factors are potentially at play in a vertical
merger which can work in opposite directions and in this respect, in order to evaluate
the competitive effect of vertical integration it is necessary to weigh the pro-
competitive and anti-competitive effects of the transaction given the specific

economic circumstances of the case (Meyer & Wang, 2011).

Riordan (2005) in turn suggests that the competitive effects of vertical integration will
depend on the structure of upstream and downstream market, as well as on the
market power of firms in these markets. According to his analysis, market power is the
profitable ability to raise price above marginal cost, and can be traced to conditions of
industry concentration, product differentiation or cost advantages.Under this
spectrum, many researchers as well as regulatory and competition authorities stress
that vertical integration (depending on the market structure) can enhance market
power and hence lower welfare, being harmful to competition, while in contrast
others suggest that vertical mergers not only do not lead to increased market power

but can often lead instead to a price reduction for the final good (Salinger, 1988).

Over this debate about the competition implication of vertical integration, OECD
(2007) suggests that while most vertical mergers are efficiency enhancing, both
outcomes are possible; however, the task of distinguishing amongst the
anticompetitive and procompetitive ones is substantially more complicated than in
the case of horizontal integration, making the effective enforcement of policy and the
development of appropriate industry regulation a difficult and demanding challenge.

To this end, investigating the consequences of vertical integration on competition has
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become a task of paramount importance and scrutiny in the formulation of antitrust

policy, gaining significant attention over the last decades.

In this respect, both the Department of Justice (DOJ) in U.S and the European
Commission in E.U have issued the Non-Horizontal Merger Guidelines to assess the
competitive effects of vertical mergers. The DOJ (1984) guidelines focus on four
different potential anticompetitive implications, namely 1) the elimination of a
potential entrant, 2) the creation of barriers to entry, 3) the facilitation of collusion as
a result of increased information coordination and 4) the evasion of rate regulation
due to post merger opacity to transfer prices (Meyer and Wang, 2011). Respectively,
the E.C (2008) has a slightly more holistic approach, suggesting that there are two
main ways in which non-horizontal mergers may significantly impede effective
competition; non coordinated and coordinated effects. The former, may principally
arise when vertical mergers give rise to foreclosure, while the latter arise where the
vertical merger changes the nature of competition in such a way that firms that
previously were not coordinating their behavior, are now significantly more likely to

do so, to raise prices or otherwise harm effective competition (E.C, 2008).

As it can be observed, both U.S and E.C’s Guidelines converge, with regards to the
potential anti-competitive effects of coordination as a result of vertical integration,
which may lead to the facilitation of tacit or express collusion. Market coordination
may arise where competitors are able, without entering into an agreement or
resorting to a concerted practice, to collectively exercise their market power by
identifying and pursuing common objectives, avoiding thus the normal mutual

competitive pressure by a coherent system of implicit threats (E.C, 2008).

Within the IO literature, numerous researchers have investigated the potential ways
through which vertical integration can enable coordination as well as its effects on
competition. King (1992) defines vertical coordination as the alignment of direction
and control across segments of an integrated system, while Sporleder (1992) suggests
that the factors that are aligned and controlled can possibly include price, quantity,

and terms of exchange.
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Blignaut et al. (2010), in line with EC’s Guidelines suggest that vertical integration
results in a reduction in the number of firms in a market, removing or weakening the
pre-merger competitive constrains, thus facilitating or at least increasing the
likelihood of easier coordination on matters that concern pricing, output or
commercial decisions amongst the remaining firms in the market. Bain (1956 ,1959)
suggests that increases in concentration facilitate collusion as an increase in
concentration increases each individual firm’s payoff from collusion. Conversely, as
the number of firms in the industry increases, the value of each firm’s share of
collusive industry profits declines, as the same monopoly profits must be divided
amongst more firms. Similarly, also firms with the same level of vertical integration

are more likely to tactically collude (E.C, 2008).

Another possible way of facilitating coordination through a vertical merger is
according to Salop & Culley (2014) by reducing the costs of the merger firm. If those
lower costs could create more symmetry in costs and structure, the authors suggest
that it may lead to the firms’ having similar desired prices, while in addition obtaining
lower costs also may place the merger firm in a stronger position to punish defectors,
which can deter defection. According to Mendi (2009), vertical integration may also
reduce cost asymmetries, or help to sustain collusion through cost asymmetry by
enabling implicit side transfers between integrated and non-integrated firms. In
another paper Mendi et al. (2011) suggest that also forward vertical integration occurs
for strategic reasons, namely to create a mechanism that allows the upstream firm to
discipline non-integrated downstream firms and thus sustain more profitable
collusion, while refer specifically to Lamoreux (1985) and his study on US. Steel market
which was able for a period of time to control independent manufacturers of finished
products, by holding up prices on raw materials and forcing down prices on finished
products. According to the author, the fact that US Steel was a vertically integrated
firm meant that it was able to be an active actor in the downstream market while
being a potential supplier of raw materials to competitors of its downstream divisions
(Lamoreux, 1985). Additional cases of collusion in vertically integrated industries have

been reported by Mendi & Vezsteg (2009) in the Basque iron and steel industry, by

62



Page (2011) in Standard Oil and U.S Steel, as well as by Webb (1980) in the German

Steel industry and Levenstein (1996) in the bromine industry.

Nocke & White (2007) illustrate in a number of models that the net effect of vertical
integration is to facilitate collusion. As suggested vertical mergers facilitate collusion
through the operation of an outlets effect: where cheating unintegrated firms can no
longer profitably sell to the downstream affiliates of their integrated rivals. In addition,
vertical integration also gives rise to an opposing punishment effect: integrated firms
are in a more advantageous position to punish defections of upstream competitors by
swiftly increasing competition in the downstream market. As such, it is typically more
difficult to punish an unintegrated structure, so that integrated firms are able to make
more profits in the punishment phase than unintegrated upstream firms. In addition,
the authors (2007) suggest that when downstream firms can condition their prices or
output on upstream firms’ contract offers, two additional effects arise, both of which
further facilitate upstream collusion. In the first instance, an unintegrated upstream
firm’s deviation profits are reduced by the reaction effect which arises since the
downstream unit of the integrated firm will react aggressively to upstream deviations,
while in the second, an integrated firm’s deviation profit is reduced by the lack of
commitment effect as it cannot commit to its own downstream price when deviating

upstream.

Similarly, Salop & Culley (2016) suggest that the likelihood of collusion can be also
increased by the acquisition of a disruptive seller, who may then refuse to supply any
non-integrated firms who diverge from the agreement. They also confer that a vertical
merger can facilitate coordination in the downstream market by weakening maverick
or other disruptive competitive behavior of a non-merging downstream firm. If a non-
merging firm is a maverick or otherwise disruptive competitive influence in the
premerger market, the upstream division of the merged firm might weaken the
incentives for that behavior by raising the price it charges to the disruptive firm or by

reducing its access to inputs (Salop and Culley, 2016).

Biancini & Ettinger (2017), while studying the effects of a vertical merger on
downstream firms, illustrate that in a simple double oligopoly context vertical

integration in general increases the feasibility of downstream collusion, as firms
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through the utilization of maximal punishments enforce a collusive outcome more
easily when vertical integration takes place. In addition, their constructed framework
can identify instances in which a vertical merger, creating new collusion opportunities,
has a welfare reducing effect, suggesting that the potential collusive impact of vertical
integration on the downstream market should be taken into account when attempting

to establish if a merger is likely to create or strengthen collusion.

Also, Piccolo & Miklos-Thal (2012) investigate downstream firms’ ability to collude in
a repeated game of competition between vertical chains. More particularly, they
illustrate that downstream firms with buyer power can collude more easily in the
output market if they also collude on their input supply contracts. As they specify, an
implicit agreement on input supply contracts with above marginal cost prices and
negative fixed fees (slotting fees) facilitates collusion on downstream prices. Chen &
Riordan (2007) also show that vertical integration can aid an upstream firm in
cartelizing the downstream market through exclusive contracts with other
downstream providers, to restrict output as well as prices to final consumers. Such
exclusive contracts essentially prevent downstream providers from absconding to

other upstream suppliers.

Finally, vertical integration might also increase the ability as well as the incentive for
tacit or express collusion through a change in the information structure of markets
(Riordan, 2005). More specifically, Riordan & Salop (1994), suggest that vertical
mergers can facilitate tacit or express coordinated conduct by facilitating the
exchange of pricing and other competitively sensitive information in either the input
or the output market. On such occasions, the vertically integrated firm, can utilize this
information to monitor the compliance of the upstream rivals with a collusive

agreement.

While thus U.S & EC’s Guidelines, both emphasize on the potential harm for
competition in cases of vertical coordination, the same consensus is not reached with
regards to the non-coordinated effects of vertical integration. In particular the U.S
Guidelines, at the time of their issuance reflect the influence of developments in the
understanding of the economics of vertical integration from both the Chicago School

literature that questioned the extent to which the share of the market foreclosed was
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correlated with harm to consumers and increased market power, and TCE economics
that recognized the potential for vertical integration to be efficiency enhancing
(Church, 2008), they do not acknowledge (as is the case with EC’s Guidelines) the
possibility of foreclosure or raising rivals’ costs’ as the basis for a merger challenge

(Langenfeld, 2016).

Kernel and basis of the Chicago school’s contemplation against regulatory
intervention have been the successive monopoly and the single profit models. The two
models consider a monopolist upstream and determine the effects if it integrates in
the downstream market; with their difference lying in that the single profit model
assumes competition downstream premerger, while on the contrary the successive

monopoly one assumes a monopolist premerger downstream (Church, 2008).

The former model considers whether a monopolist upstream is incentivized to
monopolize the downstream market. On the basis of five restrictive assumptions: 1)
the products are used in a fixed ratio; 2) Buyer demand for them has a strong positive
correlation; 3) Each purchaser buys at most a single unit of the tying product; 4) the
competitiveness of the tied market is fixed and 5) the competitiveness of the tying
market is fixed; the theory showed that an upstream monopolist would continue to
earn exactly the same monopoly profit, as it would be unable to leverage its monopoly
power into the competitive downstream market, thus suggesting that integration
reflected real efficiencies (Elhauge, 2009, Bork, 1978), such as lower per input costs,
increase in sales by lowering the final price etc. and hence an increase in social

welfare.

Respectively, in the successive monopoly model, the effect of integration between an
upstream and downstream monopolist. As suggested, additional monopolies in the
manufacturing and distribution chain lead to a world of “double marginalization” in
which an upstream monopolist increases prices and restricts output compared to the
competitive level, and the downstream monopolist then further raises prices and
restricts output because of higher input costs (Langenfeld, 2016). In this sense, the
effect of vertical integration is welfare enhancing, as it allows the upstream firm to
supply inputs to the downstream firm at marginal cost without adding an extra mark-

up upstream, thus leading to the elimination of double marginalization and the
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generation of a downward pressure on prices in the downstream market (Meyer &

Wang, 2011).

As suggested by post Chicago economic literature in 10 however, the above models
cannot interpret the effect of vertical integration in cases of imperfect competition in
the upstream and downstream markets, thus disregarding the increasing potential for
foreclosure along with the potential anticompetitive effects that come with it (Motta,
2004). According to EC’s (2008) Guidelines, which by being issued much later than
those of DOJ (1984) were able to incorporate newer research and thus the prospect
of anticompetitive foreclosure, the term “foreclosure” describes any instance where
actual or potential rival’s access to supplies or market is hampered or eliminated as a
result of the merger, thereby reducing these companies’ ability and or incentive to
compete. Foreclosure thus can be found even if the foreclosed rivals are not forced to
exit the market: It is sufficient that the rivals are disadvantaged and consequently led
to compete less effectively. Consequently, the Guidelines continue, the merging
parties and possibly some of its competitors as well, may be capable of impeding
effective competition by profitably increasing the final price charged to consumers

(E.C, 2008).

As such, for EC’s (2008) guidelines a merger apart from enhancing the likelihood of
collusion at some point in the production chain, can erode competition and welfare
concerns if the integrated parties are able to either foreclose their rivals’ access to
inputs thus raising rivals’ costs or to foreclose upstream and/or downstream rivals by
restricting their access to sufficient customer base thus reducing their revenues

(Saggers, 2008, E.C, 2008).

While thus, vertical integration that fails to increase market power is unlikely to have
adverse consequences for consumers according to Riordan (2005), Bain (1959)
pinpoints an increased likelihood of foreclosure as a result of vertical integration and
observes that the procompetitive rationales for vertical integration tended to diminish
as market became more concentrated, suggesting that while such strategy may have
been beneficial in highly competitive markets, in oligopolistic or monopolistic ones it

is not.
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According to Rey & Tirole (2007) foreclosure refers to a dominant firm’s denial of
proper access to an essential good it produces with the intent of extending monopoly
power from that segment of the market (bottleneck segment) to an adjacent segment
(the potentially competitive one). It can be complete, as in the case of a refusal to deal
with potential competitor, or partial, as when the bottleneck owner favors some firms
or products in the adjacent market to the detriment of other competitors, while it can

happen in numerous other ways (Rey & Tirole, 2007):

e The bottleneck owner can integrate with one or several firms in the
complementary segment creating thus a competitive disadvantage for the
non-integrated firms.

e Theintegrated firm can refuse to deal with potential competitors. Relatedly, it
may make the bottleneck good incompatible with competitors’ products or
technologies (see also Riordan (2005)), degrade the quality of the input
supplied, or engage in tie-in and refuse to unbundle, thereby denying access
to the essential facility. Similarly, Ordover et al. (1990) suggested in one of the
first papers to analyze input foreclosure, that such a strategy allows the
integrated firm to exercise market power over other suppliers by raising rival’s
costs. Salop & Scheffman (1983) also argued that cost increasing strategies are
more credible than predatory pricing. As it is better to compete against high-
cost rivals than low-cost ones, raising rivals’ costs’ would in turn force higher
cost firms to quickly reduce output, allowing the would be-predator to
immediately raise price or market share as well as to avoid expenditures that
would otherwise require deep pockets or superior access to financial
resources. In turn, for Kessler & Stern (1959) as well as for Allain et al., (2014)
under such circumstances competitors may also be forced into integration in
order to expand if not to exist, and as such an initial vertical merger may
unravel subsequent mergers amongst the remaining firms.

e In the presence of economies of scope or scale calling for cooperation among
firms in the same market, a dominant group of firms may put its competitors
at a disadvantage by refusing to cooperate. Kessler & Stern (1959) based on

literature suggest that in the presence of economies of scale, vertical
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integration can be utilized to secure or strengthen power at another level of
production, as only foreclosure from a market sufficient to prevent
competitors from securing an efficient output level, will bar their entry.

e The bottleneck owner can grant exclusivity to a subset of firm or tie its
essential product with selected products on the complementary segment, and
thus de facto exclude their rivals. Again, according to Kessler & Stern (1959)
the use of vertical integration by exclusive dealing contracts appears to bolster
horizontal power, as well as to deteriorate the possibility of an efficient entry
(Blair & Kaserman, 1983).

e Finally, a last instrument of foreclosure is second and third-degree price
discrimination. Third-degree discrimination consists in charging different
prices to different customers. It generalizes exclusivity or tying arrangements
by favoring some customers over the others but gives the bottleneck owner
some flexibility in serving discriminated against customers. Even if third price
discrimination is prohibited, the bottleneck owner may be able to duplicate it
in an apparently anonymous way that is through second-degree price
discrimination. In the same vein, Salop and Culley (2014) also argue that a
vertical merger may permit a firm with pre-existing market power to price
discriminate more effectively in the downstream market and harm selected

groups of consumers.

Characteristic is the fact that Salop & Culley (2016) by reviewing 48 challenges to
vertical mergers between 1994 and 2015, found that 36 of them incorporated
foreclosure allegations. Other empirical research investigating market foreclosure on
selected industries, such as Cement & Concrete (Allen, 1971), Cable TV industry
(Waterman & Weiss, 1996, Chipty, 2001) as well as in the gasoline and refining
industry (Hastings & Gilbert, 2005) found evidence on foreclosure. In line with the
above literature, Boehm and Sonntag’s (2020) results suggest that vertical foreclosure
along the extensive margin is occurring among large firms, across a range of sectors in
the economy, and both for domestic and international mergers. More specifically they
found that on average firms whose supplier vertically integrated with one of their

competitors, experienced a temporary drop in sales, a drop which was greater for
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firms that did not have relationships with other suppliers while lower for those firms
who had.

On the contrary, Mullin & Mullin (1997), Hortacsu & Syverson (2007) and Asker (2016)
researching the Iron Ore & Steel industry, the Cement and Concrete as well as the beer
industry respectively, found no evidence of vertical foreclosure. In addition,
Lafontaine and Slade (2007) by reviewing empirical literature suggest that in most
cases the efficiency gains attained from vertical integration prevail over the likelihood

of foreclosure.

Finally, Hart et al. (1990) in their seminal paper, develop a model based on a series of
commitments and assumptions which examines the effects for market power and
efficiency resulting from vertical mergers between successive duopolists and
ultimately illustrates how vertical integration can be privately desirable yet socially
undesirable. More particularly, the model shows three sources of social loss from

mergers and two sources of social gain.

In the former case, social loss is the consequence of a) a vertical merger (of U1 & D1)
which raises consumer prices to the extent that it allows them to monopolize the
market ex post, leading to a reduction of the sum of consumer and producer surplus;
b) a vertical merger (of U1 &D1) which may cause the exit of one or both of their
respective competitors (U2 &D2), allowing thus U1-D1 to gain greater market power
ex post, causing again consumer prices to rise and consumer plus producer surplus to

fall; c) a vertical merger which involves incentives and legal costs.

In contrast, potential social gains arise as a result of a) a vertical merger (U1 &D1) that
causes the exit of one or both of their respective competitors (U2 &D2), but leads this
time to a saving in investment costs, to the extent that this merger-induced exit(s)
leads to a reduction in rent seeking behavior; b) pure efficiency gains arising from a
vertical merger (U1 &D1) which encourages investments in order to reduce hold-up
problems (triggered mainly by upstream firms which in the absence of a perfectly
competitive market for its products is unwilling to invest), leading thus to increased

competition and reduced consumer prices.
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Through the analysis of |0 literature, we have illustrated how vertical mergers can on
the one hand and under specific circumstances, enhance the efficiency and cut the
costs with which the merged firms operate, while on the other the numerous ways
through which such a merger can potentially harm competition. In this respect, both
DOJ (1984) and EC’s (2008) non-horizontal guidelines, acknowledging the possibility
of competition distortions, have developed similarly as in the case of horizontal
mergers, specific measures, tools and principles to assess the effects (both
procompetitive and anticompetitive ones) of a vertical merger. While differences in
their approaches exist (specifically with regards to foreclosure), with EC’s (2008)
guidelines formulating a more holistic framework, both regulators utilize market share
and HHI thresholds, (specifically where the market share after the merger of the new
entity in each of the respective markets is above 30 % and the post-merger HHI is
above 2.000) as well as the overall likely impact on prices and choice, as indicators to

assess vertical mergers (E.C, 2008).

While the use of safe harbours can aid to improve the allocation of the scarce
resources of enforcers towards more problematic merger cases (OECD, 2017),
authorities should be aware of the limitations of market shares and concentration
measures as indicators of market power. According to Salop & Culley (2014 & 2016),
agencies should be cautious about using such tools as summary measure of
competitive concerns in vertical mergers, as such static measures fail to account for
dynamic effects, namely the capacity of established firms to innovate and/or rapidly

expand their market share.

c) Strategic Management and Resource Based View (SM-RBV): in complementarity
to the transaction cost view, the strategy management literature provides an
additional perspective to the utilization of vertical integration. Stemming also from
Coase’s (1937) theory of the firm and what determines firms’ boundaries, a growing
body of research within SM, collectively labeled the resource-based view theory of the
firm, contended that the reason an activity is conducted within the firm is not market
failure (i.e., the cost of transacting through the market) but rather firm success

(Madhok, 2002).
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In contrast to neoclassical economics which do not account resources as a
differentiating factor between firms and therefore suppress and underestimate the
role of the heterogeneity and of the differences in firms’ productive capabilities
(Demsetz,1988), the RBV theory focuses on the resource position of the firm.
According to this approach, a firm abides by a strategy to generate rents based upon
its resource capabilities. Resources yielding Ricardian rents, may include amongst
other ownership of assets, locational advantages, competencies, organizational
processes, knowledge and information, patents and copyrights etc. (Mahoney, 1992,
Barney, 1991a). Organizations with the strategic capability to focus and coordinate
human effort and the ability to effectively evaluate the resource position of the firm
in terms of strengths and weaknesses have a strong basis for competitive advantage
(Andrews, 1971). Based on this view Barney (1986) suggested that it is possible to
develop a theory of persistent superior firm performance based on the attributes of
resources a firm, controls. More particularly in a subsequent paper, Barney (1991a)

specified the two fundamental components of the RBV.

The first component is resource heterogeneity; assuming firms as bundles of
productive resources, with different firms possessing different bundles of resources.
According to Penrose (1959) who set the foundations of the RBV, it is the
heterogeneity (and not the homogeneity) of the productive services available or

potentially available from its resources that gives each firm its unique character.

According to this view, the distinctive competencies of a firm are those attributes that
enable firms select and pursue strategies more efficiently and effectively than others
(Selznick 1957). In this sense, varying routines attained over time (Nelson & Winter,
1982a), the distinctive ways resources are managed and things are accomplished
within the enterprise’ (Teece et al., 1997), as well as the significant differences in
strategies and capabilities amongst enterprises (Wernervelt, 1984) are important
sources of heterogeneity which can result in enhanced performance and ultimately be

the source of a sustained competitive advantage (Barney, 1991a).

The second component is resource immobility; assuming that some of these resources

are either costly to copy or inelastic in supply. In order for an organization to have the
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potential of sustainable advantage the resources should have four attributes (Barney,

1991a):

e must be valuable in the sense that it has the ability to reduce cost or increase
the price of the product/service (Dess et al., 2007), and hence provides
opportunities or neutralizes threats to the organization's environment;

e must be rare amongst the firm’s current and potential competitors. If this
bundle is not rare, then other firms are capable of conceiving and imitating the
same strategies (Johnson et al., 2005);

e must be non-substitutable i.e., there cannot be strategically equivalent
substitutes for this resource that are valuable but neither rare nor imperfectly
imitable (Dess et al., 2007);

e must be imperfectly imitable. More particularly the term refers to the difficulty
that competitors may face in imitating or substituting an identified resource
that confers value in a successful organization (Taylor et. al, 2015). Resources
can potentially be imperfectly imitable in cases of unique social conditions,
casual ambiguity and social complexity in the nature of resources (Barney,

1991a).

Hence, RVB also concerns the valuable and rare combinations of resources whose
internalization and exploitation potentially may also give rise to competitive
advantages that are difficult and costly to imitate or substitute (Madhok, 2000,
Barney, 2001).

As resources shape the scope and direction of the search for knowledge (Penrose,
1959), resource management and the capability portfolio are also key determinants
of the configuration and boundaries of the firm. In the respect, the resource view of
the firm emphasizes that vertical integration may be seen as an adaptive response to
a to a product differentiation strategy, driven rapidly changing and volatile markets,

new disruptive technologies and worldwide competition (Olmos et. al, 2016).

Barney (2001), denotes, at least, three explanations why firms should vertically
integrate into business functions where they currently relish a competitive advantage.

First, hierarchical governance can enhance the likelihood of being able to keep the
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sources of their competitive advantage proprietary. Second, vertically integration
gives rise to the firm’s chance to be able to appropriate the economic rents that a
source of competitive advantage may generate. Third, a source of competitive
advantage can be considered sustained if it is valuable, rare and costly to imitate; the
resources and capabilities involved in this particular function have been built up over
long periods of time and are socially complex. Therefore, in order to acquire
competitive advantages from governance choices, it is necessary to introduce more
heterogeneity to the application of these logics than have traditionally been

introduced (Caldeira et. al, 2005).

As increased control over adjacent phases of production may enhance a firm’s ability
to differentiate its product (Porter, 1980), Rawley & Simcoe (2010) also underline the
interdependence exhibited between value creating functions undertaken by firms and
their selection of diversification strategies. To this end, a large corpus of SM literature
suggests that firms seeking product differentiation are encouraged to vertically
integrate, in order to allow for greater product and process quality enhancements
through the control of the input quality and output distribution and service (Kumpe,
& Bolwijn, 1988, Hill & Jones, 2008). In turn Olmos et. al (2016) and Olmos & Martinez
(2013) suggest that firms seeking to have highly differentiated products are associated
with a greater likelihood of internalizing production through vertical integration. Their
empirical evidence indicate that firms vertically integrate to mitigate opportunism, to
deal with unforeseen contingencies, to internally exploit their capabilities and to

improve their success in vertically differentiating their products.

For Madhok (2002) however, since each firm has a basic area of competence,
gradually accumulated through experience, this becomes the source of its competitive
advantage as well as a competitive constrain. On the one hand, overextension of its
activities into domains which are too diverse and dissimilar not only dilutes the
strength of its competence, but also increases the costs of organizing in—house due
to the lack of experience in these fields; and therefore such a behavior is ill-advised.
On the other hand, closely related activities economize on costs since resources and

routines can be leveraged across them.
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Barney (1999) inclines that the attributes of the capabilities a firm is trying to gain
access to, can have an important impact on the firm’s boundary choices, suggesting
that the firms which are highly skilled across multiple disciplines will be more likely to
integrate than other less skilled firms. Argyres (1996) findings suggest that firms
vertically integrate into those activities in which they have greater production
experience and/or organizational capabilities than potential suppliers, while
outsource activities in which they have inferior capabilities, except in cases where
explicit long-run decisions are taken to incur the costs of developing in-house

capabilities.

Arrow (1962) in turn suggests that production experience provides novel learning
opportunities that expand a firm’s capabilities. Lippman & Rumelt (2003) also perceive
value creation as mainly driven by search for new uses of resources. Expansion of
production capabilities through novel skill sets as well as through innovation, are also
for Conner (1991) a fundamental driver for both performance and efficiency
enhancements. Indeed, Bharadwaj (2000) who also examines the association between
firm capabilities and performance, indicates that firms with high (IT in particular)
capabilities tend to outperform a control sample of firms on a variety of profit and
cost-based performance measures. Leiblein & Miller (2003) too, confer that
production experience is likely to enhance the possibility that a firm will choose
internal governance along a given technological trajectory. As a result, according to
the authors, the greater a firm’s production experience over the utilization of relevant
process technology, the larger the likelihood to vertically integrate in order to expand

the learning opportunities that enhance further its production capabilities.

Finally, another distinctive perspective within SM and RBV, which attempts to explore
the determinants of vertical integration is the economics of property rights. According
to Grossman & Hart, the inceptors of the property rights theory of the firm, ownership
is defined as residual rights of control (Grossman & Hart, 1986). Property rights held
to a firm’s attributes consist of the right to consume, obtain income from and alienate
these attributes (Alchian, 1977). According to this view, ownership and control over
the firm’s physical and intangible key assets/resources (i.e., intellectual property,

know-how, etc.) is a way to distinguish between the governance of internal
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organization and those of market transactions, where ownership confers the authority
to determine how these assets will be utilized. More particularly, within this
framework, integration matters because it determines who gets to control assets,
make decisions, and allocate the profits that result from the production process. For
Kim (2019) the choice between alternative governance mechanisms (internalization
or outsourcing) is efficiency oriented, meaning that there are performance

implications depending on the different types of governance mechanisms employed.

As such, property rights become an important strategy, as a resource owner’s ability
to create, appropriate and sustain value from resources partly depends on the
property rights that he or she hold and how well they are protected (Foss & Foss,
2005). Protection efforts according to the authors, revolve around making and keeping
resources costly to imitate or substitute while in addition property rights may also be
protected by promoting particular governance structures (i.e., vertical integration)
which restrict other firms from duplicating the benefits of the selected strategy, while

enable their holder to release a sustained competitive advantage.

In conclusion, despite the numerous perspectives of integration provided by SM and
particularly by RBV scholars, which encourage dialogue while enable to synthesize the
rate, direction and performance implications of diversification strategies (Mahoney,
1992) in order to provide a rich and rigorous theory of the strategic firm (Rumelt,
1984), Balakrishan & Wernerfelt (1986) confer that simple-minded rules of thumb on
how and when to apply vertical integration do not exist. Decisions on the integration
levels will in contrast require and should be judged through an in-depth assessment

and analysis of the particular context and market environment.

2.3.3 Conglomerate Integration
A final form of integration, is conglomerate integration which is often defined as a
merger where the relationship between the involved firms is neither purely horizontal
nor vertical (Schlossberg, 2004, E.C, 2008). OECD (2017) adds to the above definition,
that the involved firms neither produce competing products nor are in an actual or
potential buyer-seller relationship, while in addition suggests that conglomerate

mergers do not involve the removal of an actual or potential competitor from the
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market as in horizontal mergers, nor do they involve firms at different but

complementary levels of production or distribution chains as in vertical merger.

Hurley (2006) classifies conglomerate mergers into three distinct categories; product
extension mergers, market extension mergers and pure conglomerate mergers. More
specifically, according to the author a product extension merger is one in which the
products of the acquired company are complementary to those of the acquiring firm
and may be produced with similar facilities, distributed through the same channels
and in the same manner. A market extension merger in turn, occurs between two non-
competing companies selling similar products in different geographical locations while
finally, a pure conglomerate merger exists where the economic relationship or

motives between the acquiring and the acquired firms is less clear.

As to the driving forces behind the conglomerate formation, proponents of
conglomerate mergers have suggested that such mergers permit companies to
increase efficiency in a number of ways. Dean (1969) stresses amongst other the
operating efficiencies achieved, as a conglomerate firm is the ideal business vehicle to
put excess capital to use. The combination of numerous distinct operations under the
umbrella of a mother company, allows the conglomerate corporation to create a joint
pool of assets that could be disbursed as desired throughout the company’s different
divisions (Hurley, 2006). As such, according to Dean (1969) funds can be rationed
more knowledgeably and efficiently within the corporate fold on the basis of
prospective returns, than across corporate boundaries by the cumbersome, costly and
relatively ignorant allocation of funds by the impersonal capital markets, where
leakages of personal income taxes on dividends additionally deter movement and add
to its apparent cost. Motis (2007) also points that the alleged motive in these mergers
is the creation of a new larger firm that relocates capital in a more efficient way to
generate cost saving and thus larger profits. As result, according to a number of
studies, conglomeration can enhance cash management and corporate liquidity
(Sagner, 2007, Mooney & Shim, 2015) as well as can reduce the profitability of
bankruptcy and lender’s risk (Levy & Sarnat, 1970).

Due to better utilization of current assets and liabilities, Sagner (2007) also links
conglomeration to opportunities that improve the efficiency of working capital
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management. According to Dean (1969) the ability to appraise the performance and
potentialities of executives so as to move and promote them to divisions where they
will do the “most-good”, while making them more accountable for their decisions
consist of additional potential sources of superior economic performance for
conglomerates. Wyatt & Spacek (1970), also suggest that in the conglomerate era the
principal goal is to permit successful management to bring its expertise to bear in a
broader business arena. In return the evolving professionalism of management would
permit better management and increased efficiency in operation of the acquired

businesses as well as higher profits.

Similarly, Kolasky (2001) confers that conglomeration provides increased possibilities
for improving management efficiency either through replacement of mediocre
executives or by reinforcement of good ones through superior financial control and
management information systems, as well as transfer of technical and marketing
know-how and best practices across traditional industry lines. Fuchs (1961) who
examines the case of American Manufacturers demonstrates that conglomerates are
more efficient or at least utilize their personnel more productively than single-industry
firms. More specifically his results indicate that for 76 out of 83 industries examined,
the value added per employee in conglomerates surpassed that of single industry

companies by 18%.

In another recent study, Gill et al. (2016) found that conglomerate mergers play some
role in the improvement of the efficiency of working capital management of American
production firms. As their results indicate, while firm size increases accounts payables
and cash conversion efficiency, it decreases inventory holding days, account
receivable days and quick ratio, thus suggesting a co-relational association of

conglomerate mergers and increased efficiency of working capital management.

For Lebowitz (2009) in turn, the movement of corporations into different spheres of
production occurs as capitals compete to expand and diversify in order to maximize
their individual rate of self-expansion. Diversification is thus for the author, the
manifestation of conglomerate integration which is in turn the manifestation of the
capitals’ tendency to become One. Hurley (2006) from another point of view, confers
that conglomerates value corporate diversification not only as a way to increase the

77



efficiency of their firms, but also as a way to reduce the risks associated with operating
a business entity. For this reason, he suggests that by acquiring companies in multiple
non-related markets, conglomerate firms can reduce the risk by eliminating the
company’s dependence on a single product line in a single market. Risk reduction
through pooling is thus another justification often invoked to justify conglomerate
mergers (Mueller, 1969). Amihud & Lev (1981) also stress risk reduction as a primal
managerial motive for conglomerate mergers. The argument here is that a portfolio
of unrelated activities allows a more predictable and certain level of profit and reduces
the overall degree of risk experienced (Hill & Pickering, 1986). In contrast to a
specialized firm which cannot divert income from other lines of business,
conglomerates, apart from diverting can also borrow funds on the basis of their
multiple operations and their large size more readily than single-industry ones, who

must ask creditors to put their eggs into one basket (Edwards, 1970).

Diversification, in addition enables firm expansion without bearing the risk of having
to pay transaction costs tied to the exploitation of synergies in a contractual fashion.
More specifically, while diversification often occurs throughout related industries,
conglomerates can at times claim substantial synergies from non-industry-specific
economies of scale and scope (Pozzi & Vasilopoulos, 2007). In fact, many authors focus
on the synergistic effects of the conglomerate mergers. Within this literature Seidman
notes (in Hurley, 2006) that the rationale for the conglomerate movement has been
the injection of an element of synergy while also Malkiel (1999) suggests that
conglomerate growth has to be interwoven with synergism. In turn, Mueller (1969)
suggests that three synergistic effects are put forth to justify conglomerate mergers
within literature. First, comes the argument that management, which has an
amorphous substance, can be applied with equal success across totally unrelated lines
of business. Second in line comes the argument of finance. In his view giant
conglomerates with large annual cash flows have access to outside funds at the lowest
attainable rates and as such small firms can benefit from being absorbed by a larger
firm by gaining access to cheaper capital. Closely related to the above, is the final
argument which suggests that conglomeration leads to the reduction of risk through

pooling. Finally, Williamson (1975), stresses that due to commonalities in technologies
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or economies of scale, firms may profit from synergies through the allocation of

internally generated cash flows across different businesses.

In contrast to the advocates of conglomerate mergers, the U.S Congress Committee
on Small Business (1980) as well as academics as Mueller (1970, 1977) amongst others
have questioned the net economic benefits for the firms involved. Mueller (1970) in
particular, while researching on empirical literature, finds that some conglomeration
drivers (such as the synergistic effects) lack strong empirical support while others
generate the opposite results; to conclude that conglomerates on average have not
generated extra profits for the acquiring firms nor have resulted in increased

economic efficiency.

For Hill & Pickering (1986) the conglomeration wave during the 60’s and henceforth
was the result of heightened merger controls, in response to the increasingly
concentrated structures of many industries, which severely restricted further
opportunities for horizontal and vertical integration. Whereas horizontal and vertical
mergers posed antitrust concerns, conglomerate ones did to a lesser extent because
they did not necessarily have an impact on the product market and therefore on
welfare (Motta, 2004). As antitrust and competition authorities conferred that
conglomerate mergers do not involve an extension of market power in any market
and hence do not raise any grounds for competition policy intervention, merger
policies became more favorable to conglomerate mergers than to horizontal or
vertical ones. Hence, conglomeration was utilized by firms as an alternative vehicle of

expansion.

A Bundeskartellamt (2006) report suggests that from early 70’s, courts in U.S
increasingly began to set higher demands on the proof of anticompetitive effects in
the case of conglomerate mergers, resulting in a significant drop in the success rate of
plaintiffs’ court proceedings against such mergers. The report specifically, refers to the
untranslated work of Dreher (1987)° who recorded the success rate of court

proceedings for the 1964-1974 decade to lay at 11 out of 21 cases, while for the

10 Dreher, M. (1987): Konglomerate Zusammenschliisse, Verbotsvermutungen und

Widerlegungsgriinde, Berlin.
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proceeding decade (1974-1984) only to 5 out of 31. As of the enforcement of the U.S
Non-Horizontal Merger Guidelines, which are still in force, the elimination of potential
competition could be the only possible basis for intervention by the competition
authorities. The mainspring idea behind this theory, is that competition in a market is
impaired when a large firm that could have entered the market is eliminated as a

potential entrant by merger (Posner, 1970)

Apart from the elimination of potential competition however, Bundeskartellamt
(2006) report refers to three additional theories of harm, on the basis of which
prohibitions and consent decrees on conglomerate mergers were issued prior to the
to the enforcement of the U.S Non-Horizontal Merger Guidelines (1984). These
theories of harm can be condensed into three groups, which do not preclude one

another:

e The Entrenchment Doctrine: which occurs when a conglomerate enters in an
oligopolistic market by acquiring a firm that holds a significant position in the
target market (Lord, 1982) According to the author a number of factors have
emerged as fundamental to identifying entrenchment. The acquiring firm is
necessarily a large firm or "giant" with considerable economic power. The
acquired firm is a substantial, but not necessarily the dominant factor in a
target market, that is highly concentrated or oligopolistic. The target market,
either because it is highly concentrated or because of the nature of the goods
produced, exhibits high barriers to entry. The merger must provide
opportunities for the acquiring firm to transfer substantial competitive
advantages to the acquired firm. Finally, apart from the element of synergy,
which is entailed in most entrenchment cases, the merger must also rigidify or
increase market concentration (Lord, 1982).

That being said, McKinney’s (1969) suggests that conglomerate mergers might
hinder competition not only by eliminating a direct competitor or foreclosing
a market, but also by creating an increase in the relative size of the enterprise
making the acquisition to such a point that its advantage over its competitors
threatens to be decisive. As such, the allegedly entrenching merger, through

the conjunction of a conglomerate and an oligopolistic market can be a
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potential source for significant anticompetitive effects due to an increase in
economic power, particularly in terms of financial power and its consolidation
by the use of brand names (Bundeskartellamt, 2006).

According to McKinney (1969), at the time, several courts, have considered this
theory and have used it to invalidate conglomerate mergers in certain market
situations. Although these cases involved disparate circumstances, each
contained certain common factors. In general, a large and powerful company
acquired an incumbent firm in an oligopolistic market and the court found that
the stronger company could transfer its financial power either directly or
indirectly to its new line, thereby augmenting or entrenching the market
position of the acquired company. In addition, courts indicated that the
financial power could be utilized either to aid the smaller firm gain sectoral
competitive advantages (in marketing or promotion) or to engage in predatory
pricing (McKinney, 1969).

Owing to the conglomerate’s big size and its diversification, the latter can
achieve costs reductions in a number of ways; through economies of scale and
predatory pricing as well as by having “deep pockets”, and can thus
deliberately undercut competitors' prices for the purpose of achieving the
benefits of a dominant position thereafter, driving those competitors who
cannot meet the lower prices, out of the market (Lord, 1982). Due to the
enlarged disparity in financial resources between a conglomerate firm and its
market rivals, smaller firms out of fear of retaliation measures on behalf of the
newly enriched competitor against any company instituting a price move,
could either be discouraged from engaging in a vigorous competition, or
encouraged instead to obtain similar resources by seeking out a comparably
sized merger partner (Congress U.S, 1980). Therefore, as a result of the size
and diversity of the company, a conglomeration could impair competition in
any of the markets it enters by raising barriers to entry, and dissuading other
companies to enter the target's market, as well as by providing the smaller
acquired firm with access to its arsenal of marketing, financial, and managerial

advantages (Hurley, 2006).
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In addition, Sullivan (2019) observes that especially in oligopolistic markets
with few sellers and unattractive opportunities for entry, soft competition and
conditions close to cooperation and mutual interdependence tends to prevail,
which in turn enhance the ability of larger firms to tacitly collude. However,
while antitrust enforcement under the non-horizontal Merger Guidelines,
requires (DOJ, 1984, EC, 2008) the existence of an agreement to intervene,
these anti-competitive patterns of integration can arise without any express
agreement between competitors, though the results are the same as explicit
collusion, if not worse. As such the author confers, that merger enforcement
is currently poorly equipped to handle with cases in which tight oligopolistic
coordination is already underway.

Respectively, for Sullivan (2019) failures to intervene in addressing issues of
tacit collusion and/or of market power (in the form of scale and network
effects as well as other similar barriers to entry) in this type of markets, are
likely to result in the continued and presumably durable exercise of that power
into the future. For this reason, the author proposes instead, a novel approach
to antitrust enforcement, through the reenactment of the entrenchment
theory as extension of the prophylactic potential of merger control and as a
vehicle for addressing problematic markets in the modern antitrust
framework.

The Reciprocity Argument: which in a conglomerate merger context, involves
the acquiring firm’s utilization of purchasing power to induce its customers or
suppliers to transact future business with the acquiring firm
(Bundeskartellamt, 2006) has been also used to invalidate conglomerates
mergers (McKinney, 1969). According to Doyle (1981) the term "reciprocity"
embraces a variety of business relationships, which may be classified into three
categories. Coercive reciprocity involves the use of a threat or of economic
leverage by a purchaser to either withdraw purchase orders or withhold future
purchases unless the disadvantaged supplier makes reciprocal purchases.
Mutual or consensual reciprocity, which stems from the possibility of mutual
benefit, is a voluntary arrangement between two companies of relatively equal

bargaining power. Finally, unilateral reciprocity occurs when, absent of an
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agreement between the parties, a supplier voluntarily purchases from a firm
to which it hopes to sell its own products.

Although reciprocity is not unique to conglomerate corporations, the increase
in the number and size of conglomerations, highlights the potential threat of
reciprocal buying and selling as diversification enhanced the ability of a
conglomerate firm to engage in this anticompetitive practice (Yale — Brozen,
1982). While this diversification from one spectrum can be seen as a potential
benefit to economic efficiency of a conglomeration, a company that can
purchase many of the products and services it needs from within its own
divisions could damage the potential business partners in their respective
markets (Hurley, 2006). For Burrus (1965) the vice of practicing reciprocity is
that it distorts the focus of the purchaser by interposing between him and the
traditional standards of price, quality and service, an irrelevant and alien factor
which is destructive of fair and free competition on the basis of merit. OECD
(2001a) too, while suggests that when complementary products are merged,
there is a potential for considerable synergies that could benefit buyers, it also
acknowledges that there is also an increased potential for forced tying, pure
bundling or analogous practices that could restrict buyer choice. As such the
report confers that under certain circumstances, consumers may gain in the
short run but suffer long term harm from such practices, if they eventually
result in a sufficient reduction of competitors and capacity in the market.
Doyle (1981) in turn, confers that the cost of such a distortion in the
competitive market selection process may ultimately be borne by the
consumer in the form of higher prices or inferior product while McKinney
(1969) reports a case were the court found that there was substantial evidence
both that reciprocity was practiced after the merger and that the practice led
to an increased market share. In addition, amongst the congeries of
anticompetitive practice made possible by reciprocal dealing and purchasing
of conglomerates are according to Doyle (1981) the significant barriers to entry
raised, making firms without reciprocity power reluctant to enter such a

market as well as the creation of market foreclosure effects in a similar way as

83



in vertical mergers (Bundeskartellamt, 2006), where non-diversified firms
which do not have reciprocity leverage will be foreclosed from the market.

As with the preceding theory of harm, McKinney (1969) suggests that
reciprocity and reciprocity effects have significant limitations as methods of
challenging conglomerate mergers, as in the most cases there is no guaranty
that the merger will substantially increase opportunities for reciprocity; and
even if it does, proof of probability may be difficult in many cases. Doyle (1981)
in turn, views the revitalization of the reciprocity theory and/or the enactment
of new legislation applicable to conglomerate mergers, as the only way to
prevent further concentration control the anticompetitive effects of
conglomerate mergers.

The Increase of Aggregate Concentration: according to this theory of harm,
which was advance by the U.S Department of Justice but was never embraced
by any court, the anticompetitive effect already lies in the increase of the
aggregate concentration (Bundeskartellamt, 2006). Aggregate concentration
denotes the concentration of economic assets in general, without reference to
concentration in any particular industrial sector. This approach, centering
specifically on the economic, political, and social consequences of increased
conglomeration and economic concentration suggests that as conglomerates
prevail over competitors in the market, the mere increase of aggregate
concentration in assets should in itself consist of a probable factor for lessening
competition, and thus of a probable reason for preventing conglomerate
mergers (McKinney,1969).

The surge of conglomerate acquisitions has attracted widespread public
attention to the problems!! of conglomeration and aggregate concentration
and has stimulated a re-examination of the viability of federal antitrust merger
law to deal with these problems. In this context, several legislative proposals

have been put forth, to prohibit conglomerate mergers on the basis of the size

1 Doyle (1981) summarizes the political and social consequences attributed to increased
conglomeration and aggregate concentration include: the emergence of business corporations as a pre-
eminent lobbying force in the political (U.S) process; the upset of the balance of power between labor
and management; the disappearance of small businesses; and limited opportunities for self-fulfillment
through economic roles.
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of the merging parties. Doyle (1981) specifically refers to two such proposals
which could accomplish the goal of halting the conglomerate merger
movement and the growing trend toward increased aggregate concentration.
One in which mergers are prohibited, if the assets or sales of one of the
merging entities exceed a specific amount, unless positive societal benefits
from the merger can be demonstrated. A second proposal, advanced by the
Federal Trade Commission which embodies a so called “cap and spin-off”
approach, which allows acquisitions by large firm so long they are
accompanied by the divesture of other viable entities equivalent in size to the
acquired firm (Doyle, 1981).
The enactment of the U.S non-horizontal merger guidelines by the U.S Department of
Justice, lead to a complete reversal’? in U.S antitrust practice through the
abandonment of the abovementioned theories of harm. Characteristic is the fact that
since the abolishment of such weapons from the antitrust arsenal, no known case in
U.S practice of conglomerate mergers have been prohibited (Bundeskartellamt, 2006).
According to the novel view in U.S antitrust policy, instead of ex-ante measures,
prohibiting mergers having potentially harmful effects, competition agencies should
instead take a wait and see attitude, intervening only as long as the negative effects
actually materialized (OECD, 2001). Instead, the enforcement of ex-post measures of
abuse control, such as claims for damages and fines, were considered as an effective
deterrent mechanism against possible abusive behavior (Bundeskartellamt, 2006).
A contrario, the approach adopted by the E.C, even before the formulation of the non-
horizontal merger Guidelines issued in 2008, which led to the prohibition of two
conglomerate mergers by E.U courts in early 2000 (General Electric/Honeywell & Tetra
Laval/Sidel solely overruled in E.U), has triggered important changes by clarifying the
standards of proof and review that apply in E.U merger control with respect to
conglomerate mergers, making clear that what matters is the incentive rather than

the ability to implement a strategy, as anti-competitive effects cannot be presumed

12 According to the author, a significant factor towards the liberalization of U.S antitrust policy was the
prevalence of the neoliberal Chicago School, and the positioning of its representatives by the Reagan
Administration as heads of the U.S competition Authorities.
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(Neven, 2008). As such, in the EC’s non-horizontal merger Guidelines (2008), the
Commission while acknowledges that conglomerate mergers in the majority of
circumstances will not lead to any competition problem, suggests that in certain
specific cases there may be harm to competition. Unlike the U.S antitrust practice, in
the E.C’s Guidelines, which although do not directly incorporate or refer to any of the
U.S theories of harm, elements and notions of these theories can be identified.
Similarly, to the cases of horizontal and vertical integration, E.C categorizes the
potential anti-competitive “conglomerate effects” into two categories; those of non-
coordinated and coordinated effects.

As far as the non-coordinated effects are concerned the main anti-competitive effect
of conglomerate mergers is that of foreclosure. As laid down in the E.C’'s Guidelines
(2008), the combination of products in related markets may confer on the merged
entity the ability and incentive to leverage a strong market position from one market
to another by means of tying or bundling or other exclusionary practices. Under
certain conditions, the Guidelines, continue, these practices may eventually lead to a
reduction in actual or potential rival’s ability or incentive to compete, reducing the
competitive pressure on the merged entity and thus allowing it to increase prices.
Respectively, with regard to the coordinated conglomerate effects, conglomerate
mergers according to E.C (2008) may in certain circumstances facilitate anti-
competitive coordination in markets, even in the absence of an agreement or a
concerted practice. In this respect, similarly to horizontal mergers, the framework
applied suggests that tacit coordination may lead to the reduction of the number of
effective competitors, and thus impede competition.

However, while recent decision and pending cases reveal an increased pursuit of
conglomerate cases on anti-competitive effects by the Commission, enforcement of
anti-competitive policy has been in most cases rather soft. With the exception of
Essilor/Luxottica and Bayer/Monsanto, in all other cases examined and cleared by the
EU, remedies were requested to address the conglomerate concerns, the majority of
which were behavioral remedies in the form of assurances that the parties will not
eliminate competition as opposed to structural remedies, which are preferred in cases

of horizontal effects (Sakellariou & Jeram, 2018).
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Thus, while the E.C’s guidelines provide a more holistic framework to analyze and
identify the potential anticompetitive effects of conglomerate mergers than the
respective U.S ones, the belief that ex-ante measures such as prohibition or clearance,
will diminish (in the majority of cases)the efficiencies of conglomerate mergers has
become dominant in both sides of the Atlantic. To this end, on the one hand the
favorable treatment of conglomerate mergers in U.S and the soft approach through
the enforcement of remedies in E.U on the other, have so far led to the unconditional

rise of several conglomerates on multi-service and multi-product sectors.
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Figure 7. 10 Major Food & Beverages Conglomerates

Source: (Journal, 2016)
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2.4.1 The circuit of capital & the creation of surplus value
Now let us turn, into the process which is the locomotive force of accumulation; the

expansion of capital’s value, i.e. the production and appropriation of surplus value.
Marx (1988) argues that capital accumulates through a perpetual circulatory process,
through which capital’s consequent metamorphoses in form, expand and valorise its
initial value. He describes capital’s movement as a circuit, within which capital
assumes and sheds three forms, namely the money-capital, the productive-capital and
the commodity-capital forms, that replace each other successively before returning to
its initial form. Although each form has a distinct circuit, and hence a distinct point of
departure and return, all have self-expansion of value as their common purpose,
representing in their unity the self-valorising circuit of industrial capital, expressed in

the general formula of capital: M — C — M'.

According to the inceptor, the circular movement of industrial capital takes place in

three connected and mutually determined phases:

a) the initial phase M — C(= Mp + Lp), where a quantity of money-capital (M) is
advanced and exchanged for the purchase of the elements (“commodities”) of
production i.e. constant capital (C) or else means of production (Mp) and variable
capital (V) or else labor power (Lp), so that the initial capital advanced is equal to the
sum of Constant and Variable capital purchased, i.e. M = C + V. Constant capital is
the part of money capital expended to purchase means of production, while variable
capital the part respectively which is expended to purchase labour power (Mp). The
sum of money capital (M) exchanged for the acquisition of commodities (C) of equal
value, is in turn equal to the latter’s constituent components, Mp + Lp, and hence a

more detailed representation of this first phase of circulation of money capital would

: Lp
be: M= Cyy.,.
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b) the productive phase of capital'®. As soon and as long as Mp and Lp are acquired,
money-capital transforms into productive-capital, functioning within the sphere of
production. In the production phase M — C(= Mp + Lp) ... P, circulation halts while
money-capital (M) (purchased elements of production) transforms into productive-
capital (P), functioning within the sphere of production for the purpose of creating a
novel commodity of altered substance and of increased value, “as the new product is
not just a commodity but a commodity impregnated with surplus-value (s) attained,
by the expropriation of surplus-labour” (Marx, 1988). The new product embodies both
the value attained by the functioning of Mp, as well as an additional increment of
value attained by the expropriation of surplus-labour, the surplus-value (s). As such,
the value of the output of production (P’) is equal to the value of productive capital

exhausted in production, plus the surplus value created by it, i.e., P’= P+s.

c) the final phase P ...C'(= C + ¢) — M'(= M + m), where as a result of production
(..P..), capital assumes its new commodity form*, (C"), which embodies the capital
originally advanced (M = P = () as well as a surplus-value (s) derived during
production (s = ¢). The new commodity of increased value C'(= C + ¢), must then
be sold in the market to be converted again into money-capital (M"). The reconverted
money-capital, is also of greater value than the originally advanced M'(= M + m) >

M, as it contains the surplus-value attained during production (s = ¢ = m).

However, to realize its inner value commodity capital must be sold in the market, and

thus it should reenter circulation in order to be reconverted into money (C' — M’).

13 The circuit of productive capital has production (P) as the point of departure/return and hence its
circuitis P...C'=M'. M —-C... P.

14 Respectively, the circuit of commodity capital has the new commodity (C’) as the point of
departure/return and hence its circuitis C' = M’. M- C ...P....C".
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Circulation is, therefore, the antithesis of production; whereas value is created in the
sphere of production, it is only realized and posited in its form(s) in the sphere of

circulation (Kjosen, 2019).

M’ is solely the outcome of the realization of C’, as both represent different forms of
self-expanded capital value (Marx, 1988). Capital value advanced continues to exist
here along with the surplus value, resulting in an M’ which is also greater than the M
originally advanced (M’ = M + m). The antithetical to the M — C process of C' — M’,
completes the circuit of capital by returning to the point of its arrival, only this time
with an augmented capital value. The novel sum of money capital at hand, can initiate
the industrial circuit once more, to perpetuate the further expansion of value (through
the conversion of a portion of surplus value into additional capital that in turn will
allow expansion in the scale production, investments in other sectors), the making of

money and hence the process of accumulation.

In this sense, the embarkation of the M — C — M’ cycle for industrial capital and its
limitless repetition, according to Hean et. al. (2003) does not aim in procuring
commodities with use-values but instead aims to sell them in order to generate a

profit that can be diffused afresh within the circuit

By aggregating the above transformations, which industrial capital undergoes to
augment its value, a complete capital circuit could be represented according to Marx

(1988) in the following formulas:

M—C..P..C'"—M'5,orinits expanded form as

M—-C(=Mp+Lp)..P..C'(=C+c)—M(=M+m)(1).

In addition, Figure 9., depicts capital as a unity of the spheres of production and

circulation, i.e., of the three successive phases of purchase (M — C), production (P) and

15 Lines (- -) in the above formulas, indicate acts of exchange undertaken in the process of circulation
while dot (...) signal the interruption of circulation for the operation of process of production.
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sale (C’-M’) as well as of the three forms it attains, i.e., money capital (M), productive

capital (P) and commaodity capital (C’) (Kjosen, 2016).

Sphere of Circulation

M
- -
STAGE 3 STAGE 1
c c— ™
<N
STAGE 2
- [
P

Sphere of Production

Figure 9. The circuit of industrial capital

Source: (Kjosen, 2016)

The perpetual repetition of industrial capital’s circuit allows us to observe and
distinguish in addition to the money capital circuit, the respective circuits of
productive capital as well as of commodity capital, as illustrated in the Figure 10. For
Passarela & Baron (2013) the perpetual repetition of industrial capital’s circuit, insofar
a constant share of the surplus-value is reinfused in the productive circuit, will

eventually lead to the increase of capital accumulation and hence of industrial

concentration.

Circuit of productive Circuit of productive
capital capital
- - Rl - =
Circuit of e . | —
money capia M—C..P..C—M M—C..P..C—M M—C..P..C—M
L. g A . o -
Circuit of commodity Circuit of commodity
Capital capital

Figure 10. The circuit of capital in its three forms

Source: (Otani, 2018)
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2.4.2 The turnover time of capital
As illustrated in the section above, the circuit of capital necessitates the locomotion
of capital through the sphere of production (P) as well as through the two stages of
circulation (M — C & C’- M’). Marx (1988) distinguishes, the duration of capital’s
sojourn in the former sphere as its time of production while that of its stay in the latter
sphere as its time of circulation. Production time is the working period during which
the processed product is subjected to the direct effect of labor, while circulation time
consists of the time of buying and the time of selling, with the latter being one of the
most critical periods, as capital in its commodity form awaits to be exchanged and sold
in the market. The sum of time elapsing during production and circulation, in order for
capital to be reproduced and perpetuate its expanding circuit, is thus its turnover time.

As Marx (1988) puts it:

“Is the period of time from the moment of the advance of capital-value in a definite

form to the return of the functioning capital-value in the same form”.

This process, however, necessitates the passing of a series of time. The faster or slower
pace with which capital transits from one form to another will also eventually
determine the length of its turnover time and hence of the period of its expanded
reproduction. For example, if the turnover time (n) of a specific capital is 4 months (t),
then the number of its circuits in one year (T) will be: n=T/t = 12/4= 3 circuits per year,
while if the turnover time is 24 months, then n=12/24 = 0,5 circuits per year, meaning

that capital will go through half of its circuit.

In this respect, turnover time is one of the most critical factors in direct relation to
profitability. For this reason, the imperative of capitalist production, is to minimize
both the processes of production and circulation (Harvey, 1989). On the one hand
production is subject to constrains and interruptions caused by subjective factors
(such as the duration of the labor day, time to process materials and transform them
into commodities, type of technology and machinery utilized), however, the major
factor limiting its functioning is the duration of circulation (Kjosen, 2016). Time of
production and time of circulation according to the Marxian analysis (Passarella &

Baron, 2013) are mutually exclusive, meaning that time of circulation limits/interrupts
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the functioning and therefore the efficiency of productive capital in direct proportion

to its duration.

Hence, the contraction or expansion of the selling time, operates as a negative limit
to the respective contraction or expansion of the time of production. Thus, the more
the time of circulation is shortened, approximating to zero, the more productive
capital functions and hence the more its productivity and augmentation increases

(Marx, 1988).

On the other hand, circulation time is also subjected to constrains; the major of which
is the distance needed to be travelled by the commodity capital to reach its destined
market. According to Marx (1988), circulation may require the locomotion of products
in space, i.e., their physical movement from one location to the other. This time
interval, which depending on the distance expands or contracts also the time of

selling, should be added to the time of circulation.

Especially, in a world of globalized production and consumption, where the majority
of commodities produced migrate towards distant markets, the physical distribution
of commodities necessitates a medium to carry out their circulation. As such, activities
of transport and logistics become capital’s indispensable media of circulation
(Manzerolle & Kjosen, 2012, Kjosen, 2016). However, as production and reproduction
of industrial capital is restricted by its time of circulation, transport and logistics
sectors who act as a continuation of production, are also impregnated with capital’s

logic of shortening the former’s duration.

From such a perspective, the immense evolutions and innovations in transport and
telecommunications, led to productivity increases which in turn not only made
circulation possible by enhancing its velocity and accelerating industrial capital’s
turnover time, but also enabled the expansion of the respective sectors, as distinct
spheres of investment and of surplus-value creation, with distinct and independent to
the industrial capital’s, capital circuits. Thus, as Marx argues in Grundrisse, the
duration of one capital’s production time (in particular of transport) determines the

velocity of the other’s (industrial capital’s) circulation time (Marx, 1973).
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Hourwich (1984), was one of the first to attribute the rapidity of rotation of capital
and its positive impact on surplus-value and profits as being an outcome of advanced
machinery. Passarella & Baron (2013) also stress that a reduction of turnover-time
leads to an increase in turnovers in a given period of time and hence in the rate of
surplus-value absorbed. As they illustrate, every reduction in the turnover period
involves a proportional increase in the rate of profit (calculated as the ratio between
surplus-value and total capital employed in the production process). In the antipode,
Harvey (2018), denotes the side-effects of capital’s pauses within its circuit. As he

notes:

“Capital is value in motion and any pause or even a slowdown in that motion for
whatever reason means a loss of value, which may be resuscitated in part or in total
only when the motion of capital is resumed. ‘When capital takes on a particular form
—as a production process, as a product waiting to be sold, as a commodity circulating
in the hands of merchant capitalists, as money waiting to be transferred or reinvested
— then capital is ‘virtually devalued’. Capital lying ‘at rest’ in any of these states is

variously termed ‘negated’, ‘fallow’, ‘“dormant’ or fixated’ (Harvey, 2018)”

Wani & Wani (2015), in line with Harvey’s analysis, suggest that the more production
halts on exchange, the more important the physical conditions of exchange become
and as such increasing integration and innovation become in turn a necessity to
overcome and shrink the relative distances to the minimum by enabling a “time space
compression”. With the mass of commodities in the contemporary world requiring
physical distribution in order to overcome the barriers of space, time and perishability,
transport necessarily intervenes between production and consumption, of each
commodity circulating in space, producing the necessary accessibility to underwrite
the circulation process (Sheppard, 1990). Therefore, since production time of
transportation, can be directly translated into a component of circulation time of the
industrial capitals whose commodities are transported, any productivity increase in
the branch of transport can in turn lead to reduced circulation times for those capitals

that are dependent on transport (Kjosen, 2019).

Having exhausted the potential to squeeze production time further through labor-
substitution technologies and automation in manufacturing plants, the interest for
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turnover cuts as well as profits was shifted in the sphere of circulation and particularly
in increasing the velocity and efficiency of int