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This study employs causal inference methods to investigate the impact of mergers on prices in
industries experiencing declining demand. The specific focus is on the Japanese retail gasoline
industry, which has a vertical relationship with the upstream oil refining industry. The Ministry of
Economy, Trade, and Industry has been promoting the restructuring of the entire oil industry,
through the Act on Strengthening Industrial Competitiveness. This act encourages industry
reorganization, including mergers of vertically integrated firms, to address declining demand and
the necessity of reducing upstream oil refining capacity.

Mergers typically have two effects: the market power effect, where reduced competition results in
higher prices, the efficiency effect, where synergies between merging firms lead to lower costs and
potentially lower prices. However, mergers between vertically integrated firms operating in both
upstream and downstream sectors may further limit competition by increasing wholesale prices to
independent downstream retailers, and cost reductions may not always translate into lower prices.
In the second year of a three-year plan, this study used a difference-in-differences (DID) estimation
method to examine how the market power and efficiency effects of mergers influence prices in a
vertical industry structure. The study used the 2017 merger between JX Energy and TonenGeneral
Sekiyu as a case study. In markets with a larger share of independent firms, the impact of raising
wholesale prices is expected to be more pronounced, and mergers between vertically integrated
firms are likely to have a stronger influence on retail prices. The findings align with this theoretical
prediction, and indicate that markets with a higher share of independent firms experience a larger
market power effect and a reduced efficiency effect compared to markets with a lower share of
independent firms.

| presented this research at the Saturday Research Seminar (Otaru University of Commerce) in
August and the 17th Empirical Moral Science Research Meeting (Kyushu University) in March of
this academic year. The analysis results are currently being organized into a paper to submit to a
peer-reviewed journal.
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An Empirical Analysis of Industrial Policy on Mergers in Declining Industries
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2. MAKREEOHE (F:R)
This study employs causal inference methods to investigate the impact of mergers on prices in industries
experiencing declining demand. The specific focus is on the Japanese retail gasoline industry, which has a
vertical relationship with the upstream oil refining industry. The Ministry of Economy, Trade, and Industry has
been promoting the restructuring of the entire oil industry, through the Act on Strengthening Industrial
Competitiveness. This act encourages industry reorganization, including mergers of vertically integrated firms,
to address declining demand and the necessity of reducing upstream oil refining capacity.
Mergers typically have two effects: the market power effect, where reduced competition results in higher
prices, the efficiency effect, where synergies between merging firms lead to lower costs and potentially lower
prices. However, mergers between vertically integrated firms operating in both upstream and downstream
sectors may further limit competition by increasing wholesale prices to independent downstream retailers, and
cost reductions may not always translate into lower prices.
In the second year of a three-year plan, this study used a difference-in-differences (DID) estimation method to
examine how the market power and efficiency effects of mergers influence prices in a vertical industry
structure. The study used the 2017 merger between JX Energy and TonenGeneral Sekiyu as a case study. In
markets with a larger share of independent firms, the impact of raising wholesale prices is expected to be more
pronounced, and mergers between vertically integrated firms are likely to have a stronger influence on retail
prices. The findings align with this theoretical prediction, and indicate that markets with a higher share of|
independent firms experience a larger market power effect and a reduced efficiency effect compared to
markets with a lower share of independent firms.
| presented this research at the Saturday Research Seminar (Otaru University of Commerce) in August and the
17th Empirical Moral Science Research Meeting (Kyushu University) in March of this academic year. The
analysis results are currently being organized into a paper to submit to a peer-reviewed journal.
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