
Oligopolies

Better than a Monopoly but not 
“Perfect”



Market Structures

• Market Structure is the way an industry is organized:

Perfect/ Pure

Competition

Monopolistic

Competition
Oligopoly Monopoly

Most competitive Least competitive









Oligopoly

• Few large producers

• Identical or differentiated products

• difficult to enter or leave market

• incomplete information

• Price control- some & mutual interdependence

5-Market Characteristics

Key with Oligopolies—

Pricing decision is dependent on others!











4 Largest Firms Next 4 Largest Firms Next 12 largest firms



Back to Economies of Scale…



Think about elasticity ranges of the demand curve?



Elastic- Raise Price = TR decrease

Inelastic- Lower Price = TR decrease





Why does the Demand Curve have a “Kink”?



3 Different Equilibriums

Quantity of Output0
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In a competitive market, quantity 

would equal 120 and P = MC

A monopoly would produce 60 

gallons and charge $60. P > MC.

Oligopoly equilibrium:

Greater than 60

Less than  120
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If oligopolies use “perfect” cooperation, their equilibrium is identical 

Oligopoly vs. Monopoly



As Number of Sellers Rises

• As the # of sellers in an oligopoly rises, the market 
looks more like a competitive market

• Price approaches marginal cost & quantity approaches 
the socially efficient level



Maximizing Profit

• Oligopolists maximize profits by forming a cartel & 

acting like a monopolist

• However, if oligopolists make decisions individually 

at equilibrium :

– Output is greater

– Price is lower

– Profit is lower

Monopolyversus



Regulated Oligopoly or Monopoly



Collusion & Cartels

• Collusion
– An agreement among 

firms about Qty to 
produce or price to 
charge

– Antitrust laws prohibit 
this behavior

• Cartel
– A group of firms acting in 

unison

– Example:  OPEC











Pirate Puzzle
3 pirates (A, B and C) arrive from a lucrative voyage with 

100 pieces of gold. 

They will split up the money according to an ancient code 

dependent upon their leadership rules.

The pirates are organized with a strict 

leadership structure—Pirate A is stronger than

Pirate B, who is stronger than Pirate C.

The voting process is a series of proposals with a lethal twist….

1. The strongest Pirate offers a split

2. All the pirates vote on whether to accept the split 

3. If the pirates agree to the split, it happens

4. Otherwise, the pirate who proposed the plan gets thrown overboard

5. If that happens, the next strongest pirate proposes the split….





1) If Dave pleads not guilty and Henry confesses, Henry will 

receive the minimum sentence of one year, and Dave will have to 

stay in jail for the maximum sentence of five years. 

2) If nobody makes any implications they will both receive a 

sentence of two years. 

3) If both decide to plead guilty and implicate their partner, they 

will both receive a sentence of three years. 

4) If Henry pleads not guilty and Dave confesses, Dave will 

receive the minimum sentence of one year, and Henry will have 

to stay in jail for the maximum five years. 

Obviously, pleading guilty is the most attractive should the other 

plead not guilty since the sentence is only one year. However, if 

the other party also chooses to plead guilty, both will have to 

serve three years. On the other hand, if both parties plead not 

guilty, they'd have to serve two years in jail. Consequently, the 

risk of pleading not guilty is a five-year sentence, should the 

other choose to confess. 



• Illustrates that self-interest can prevent people from 

maintaining cooperation 

– even when cooperation is in their mutual self-interest

Prisoner’s Dilemma Analysis

Not a Nash

Equilibrium



WHY GAME THEORY?

With two firms, there is interdependence and the actions of one firm 
impact the other firm….



Game Theory Terms

DOMINANT STRATEGY: A strategy that yields a higher payoff in the game,
regardless of choices other players make
(a player may not have a dominant strategy)

A player chooses best action for themselves regardless
of what the other player is doing

NASH EQUILIBRIUM: Each player takes the action that is best for her given
the actions of the others

Also known as non-cooperative equilibrium- NOT a
cartel agreement

Once this equilibrium is achieved there is no 
incentive to cheat



NASH EQULIBRIUM

Coke

Pepsi

Advertise 80, 80 120, 45

Don’t

Advertise
45, 120 100,100

Advertise  Don’t Advertise

Nash Equilibrium

Defined

If each player has chosen a strategy &

no player can benefit by changing
(holding the other player’s choice constant)

Every Dominant Strategy is a Nash Equilibrium

Every Nash Equilibrium is not a dominant strategy



MAINTAIN LOWER

MAINTAIN $150, $180 $130, $120

EASY RIDE
LOWER $120, $130 $140, $110

CITY  WHEELS

Yesterday’s problem….



Game Theory

Coke

Pepsi
Advertise 80, 80 120, 45

Don’t

Advertise
45, 120 100,100

Advertise  Don’t Advertise

Dominant Strategy:    

Nash Equilibrium

Pepsi to Advertise Coke to Advertise



MORNING EVENING

MORNING $1,000, $700 $700, $600

AIRTOUCH
EVENING $750, $950 $900, $800

WINWARD

Homework packet….



EARLY LATE

EARLY $1,000, $900 $950, $850

Roadway
LATE $750, $650 $700, $800

RANKIN WHEELS

Today’s Problem…..


