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1.6:  Vertical Relations 

 
Transaction cost economics offers an economic 

explanation for vertical integration:  economizing 

on transaction costs.  Key concepts: 

 Governance costs 

 Transaction costs (types of …) 

 Asset specificity 

 Spot market 

 
 

 
Vertical integration key concepts: 

 Upstream (backward) v. downstream 

(forward) integration 

 Dilution of market power 

 Double marginalization 

 Vertical foreclosure 

 Resale price maintenance (investment 

externalities) 

 
 

 
 
Relevant exercises:  Problem Set 1, exercises 8 – 9. 


