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The Federal Trade Commission has voted to accept a settlement to resolve the likely
anticompetitive effects of Holcim Ltd.’s (“Holcim™) proposed $25 billion acquisition of Lafarge
S.A. (“Lafarge”). We have reason to believe that, absent a remedy, the proposed acquisition is
likely to substantially reduce competition in the manufacture and sale of portland cement and
slag cement. As we explain below, we believe the proposed remedy, tailored to counteract the
likely anticompetitive effects of the proposed acquisition without eliminating any efficiencies
that might arise from the combination of the two companies, is in the public interest.*

Holcim is a Switzerland-based, vertically integrated global building materials company,
with products that include cement, clinker, concrete, lime, and aggregates. Lafarge is a France-
based, vertically integrated global building materials company that primarily produces and sells
cement, aggregates, and ready-mix concrete.

The merged company will be the world’s largest cement manufacturer, with combined
2014 revenues of approximately $35 billion and operations in more than 90 countries. Our
competitive concerns pertain to specific geographic markets in the United States where Holcim
and Lafarge each make significant cement sales. The proposed merger would likely harm
competition for the distribution and sale of portland cement, an essential ingredient in making
concrete, in 12 local or regional markets. It would also threaten to lessen competition for the
distribution and sale of slag cement, a specialty cement product used in certain applications, in
two other regional markets.

The merger would create a merger to monopoly in some of the challenged relevant
markets, while in others at most three competitors would remain post-merger. Absent a remedy,
the Herfindahl-Hirschman Index (“HHI") in each of these markets would exceed 3,400, making
every market highly concentrated according to the 2010 Horizontal Merger Guidelines.? The
increase in HHI in each market would exceed 900, well above the 200-point change necessary to
trigger the Guidelines’ presumption that the merger is “likely to enhance market power.”® There
IS no evidence rebutting this presumption. If anything, the evidence suggests that the estimates
of market concentration understate our concerns.

In each of the relevant markets at issue, there is evidence that unilateral anticompetitive
effects are likely. Substantial evidence demonstrates that, for many customers in the relevant
areas, the merging firms are their preferred suppliers and that customers have benefitted from
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substantial head-to-head competition between the parties in negotiating prices for portland and
slag cement. Customers in every single one of the affected markets expressed concern that their
inability to play the merging parties off each other would diminish their ability to obtain better
prices or other favorable terms. As the Guidelines note, a combination of two competing sellers
“can significantly enhance the ability and incentive of the merged entity to obtain a result more
favorable to it, and less favorable to the buyer, than the merging firms would have offered
separately absent the merger.”* In addition, the evidence demonstrates that not all of the
remaining suppliers in the relevant markets provide customers with practical alternatives to the
merging parties for a variety of reasons, including capacity constraints, lack of distribution assets
to supply new customers, and downstream vertical integration.®

The evidence also suggests that the proposed acquisition would increase the ability and
incentives of the combined firm and other market participants to engage in coordinated behavior
that would result in harm to consumers. The relevant markets have characteristics that make
them susceptible to coordination. They are highly concentrated; the products are homogeneous;
overall market elasticity is low; customer switching costs are low; and sales are relatively small,
frequent, and usually not made pursuant to long-term contracts. There is also a high degree of
transparency in these markets. Competitors are aware of each other’s production capacities,
costs, sales volumes, prices, and customers. Our concern about the potential for coordinated
effects in these markets is heightened by evidence that cement suppliers, including the same
global firms that compete in these markets, have expressly colluded in other geographic markets
with similar characteristics.® By reducing the number of significant competitors to only two or
three, the proposed merger would make it easier for the remaining firms to coordinate, monitor
compliance with, and retaliate against potential deviation from, a coordinated scheme. We
therefore have reason to believe that the merger may enhance the vulnerability to coordinated
effects that already exists in the relevant markets.’

In his dissent, Commissioner Wright takes issue with our decision to seek a remedy in six
markets, going to great lengths to argue that we are improperly relying solely on the increase in
market concentration to justify our action, that we are creating new presumptions of harm, that
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we lack a “credible basis” on which to conclude that the merger may enhance the vulnerability of
the relevant markets to coordination, and that our action is otherwise inconsistent with the
Guidelines. We respectfully disagree with Commissioner Wright’s various characterizations of
the Commission’s statement in this matter. The Guidelines make clear that a substantial increase
in concentration caused by a merger continues to be a significant factor in merger analysis
because highly concentrated markets with only two or three large firms are more likely to lead to
anticompetitive outcomes.? Economic theory and empirical research bear this out.® As a result,
we view the evidence in a merger that reduces the number of firms in a relevant market to two or
three differently from a merger that only reduces the number of firms to six or seven. Where, as
here, a proposed merger significantly increases concentration in an already highly concentrated
market, a presumption of competitive harm is justified under both the Guidelines and well-
established case law.*

Moreover, despite Commissioner Wright’s assertion to the contrary, our investigation
went beyond consideration of market concentration and application of the Guidelines
presumption of competitive harm and, as noted above, produced additional evidence supporting
our belief that the effect of the proposed acquisition would be to substantially lessen competition
and harm cement customers in the relevant markets. On coordinated effects, we found numerous
characteristics of the market making it vulnerable to collusion. It is particularly troubling that
existing cement suppliers have expressly colluded in other geographic markets with similar
characteristics. We also examined whether other market factors, such as the possibility of entry
or expansion, might alleviate our competitive concerns. The evidence demonstrates the presence
of high barriers to entry for both portland cement and slag cement, including significant capital
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costs and regulatory requirements. Entry sufficient to deter or counteract the likely harm from
the proposed transaction would thus be neither timely nor likely.

In the face of our competitive concerns, based on what we had learned about the nature
and conditions of the relevant markets, the parties proposed divestitures to remedy our concerns
in each of those markets. The parties did not comply with our Second Requests. While
continued investigation may have produced more evidentiary support for our complaint,
including those markets for which Commissioner Wright dissents, we do not think such a course
would have been justified. We have ample evidence to support our allegations of
anticompetitive harm and had no reason to burden the parties with the expense and delay of
further inquiry for the sole purpose of obtaining additional, cumulative evidence. Nor would
further inquiry have been a good use of Commission resources.

Merger analysis is necessarily predictive. The evidence in this case provides us with
sufficient reason to believe that the proposed acquisition is likely to substantially reduce
competition, and there is no evidence of countervailing efficiencies that weigh against the
remedy. We believe that the public interest is best served by remedying the competitive
concerns as set forth in our proposed consent order.



