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Abstract

This paper develops a conjectural variation model that takes into full account both direct and indirect interests of firms in each other due to cross-shareholding. In contrast to the conventional wisdom that partial cross ownership facilitates collusion, we found that cross-shareholding may facilitate competition with low price elasticity of demand. Bain’s (1951) hypothesis that high market concentration facilitates collusion is not necessarily true when concentration is measured by the traditional Herfindahl (H) index. With identical marginal costs the above hypothesis holds when concentration is measured by the modified H index, which considers cross-shareholding links, and it is further shown that the traditional H index underestimates industry profitability when cross ownership of firms is present. Finally we show that an increase in partial cross ownership might hinder tacit collusion. 
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