MN415—Becoming a player
This article mainly highlights the dynamic of Brandenburger and Nalebuff’s value added theory. That is, when there is only one party in a particular position in the supply chain, that party has high bargaining power and can extract a lot of rent from the chain. But once an additional player is added, the old guy’s power now has been considerably reduced. So, the new guy actually has this power to destroy the old guy’s bargaining power, and this power is very valuable for the other parties in the chain. In a sense, the new player should be paid by other parties to transform the game to these people’s favour. 

The article itself didn’t explicitly mention Brandenburger and Nalebuff’s theory (though they depicted this in value chain which essentially captures the same idea). I thought it might be useful that I mention it since it’s directly related to what we learned in the course. In the following sub-articles, the value-added framework can be readily applied to understand why a new entrant changes the game once it becomes a player.

Case 1: Bittersweet success
Available Sweeteners
-Sapa (used ages ago)—grape juice boiled in lead pans ( contains lead( bad
-Cyclamate (used between 1960s-1970)—subsequently banned by FDA for its link to cancer ( bad
-Saccharin (1879-today)—a petroleum derivative ( FDA was going to ban as carcinogen ( public intervened ( has bitter, metallic taste ( still bad
-Aspartame (1965-today)—discovered by G. D. Searl & Co., 180 times as sweet as sugar with equivalent calorie.

-So basically, Aspartame is the only attractive choice in the sweetener market. After Monsanto acquired Searl, it introduced its own sweetener under the brand Nutrasweet and became a monopolist in the industry (due to patent protection). When the patent expired, Holland Sweetener—foreseeing the huge market opportunity of sharing the pie in the sweetener market—began building its factory right away. It survived a fierce battle of price competition with Monsanto in Europe and planned to expand to America where real opportunity lies.
-Coke and Pepsi in the US, however, signed new long-term contracts with Monsanto, thereby completely shutting the window of opportunity for Holland. Why didn’t they let a new player enter so it would destroy bargaining power of Monsanto?

-In fact, Coke and Pepsi already took advantage of the opportunity. Because of the situation, Monsanto offered up to 40% discount for the parties who agreed to use Nutrasweet. Additionally, Monsanto had advantage in terms of branding. If either Coke or Pepsi went and sign up with Holland, the other guy could make a selling point out of Nutrasweet right away.
-In retrospect, Holland could have demanded Coke and Pepsi to pay for this value Holland has created (pay me to play). 

Case 2: Another Coal Porter
-In Gainsville, Florida, electricity and water come from the city-owned Gainsville Regional Utility. 

-This utility depends on ONE railroad (CSX) for the delivery of coal.

-So, CSX’s bargaining power was very high and asked the city to pay a lot for the deliver ($20 a ton)

-Now, Norfolk Southern came along and said it was going to offer the city a much lower delivery rate of (£13 a ton)

-The only problem was it didn’t have the rail line to the city. 

-So the city was considering building a connecting line for Norfolk Southern, costing $28 million.
-CSX offered the city to lower the delivery charge by $2.25 per ton ( Gainsville rejected the offer.

-Right before the project for the connection line was about to get started, CSX offered another round of $2.50 reduction per ton ( Gainsville gladly accepted.
Outcome

-Gainsvilled gained $34 million in savings

-Norfolk Southern wasted time and incurred a little cost on political activities. Once again, it could have earned much more. It could have asked the city to pay for it to become a player (pay me to play).

Case 3: Answering the Call

-McCaw ( a filthy rich dude owning lots of telephone licenses ( wanted to go national by acquiring LIN Broadcasting Corporation ( offered a bid of $110 per share, a total of $ 5 billion (in cash).
-LIN asked Bellsouth to enter the bid

-Bellsouth asked LIN a promise of $54 million consolation prize and an additional $15 million expenses should it be outbid. 

-Bell south offered $105-112 per share.
-McCaw outbid for $112-118 per share.
-LIN asked Bellsouth to bid higher ( Bellsouth asked for more pay which LIN agreed ( Bellsouth bid for £115-125 per share.
-McCaw outbid for $124-138 per share AND paid $22.5 million for Bellsouth to exit the game (this is legal under securities law)

Outcome

-McCaw went national, becoming super filthy rich.
-LIN got itself another billion $.

-Bellsouth, by commanding for payment to become a player, netted $54 million.
