
 

 

 
Imperfectly Competitive Markets (Oligopoly) (8) 

- An oligopoly is market structure that features a small number of dominant firms 
○ E.g Australian bank industry (ANZ, NAB, Commbank, Westpac) 

- A strategy profile is a set of strategies for a player  
- All strategy interactions below are simultaneous games 

o A Simultaneous Game is a game where players move simultaneously 
or, alternatively, they are unaware of the other player’s actions 

 
Simple Entry Game 

- A dominant strategy represents a strategy that is preferred by a player 
irrespective of the strategy selected by the other player 

 
 
 
 
 
 

- In the table the dominant strategy for Facebook is to stay (either get 8 or 10 which is 
better than exiting and getting 0 or 0) 

- The dominant strategy for ace book is No entry they either get (0 or 0) which is better 
than (-20 or -10 if they entered) 

o  (facebook, acebook) for each strategy profile 
 
 
This solution concept is called iterated elimination of dominated strategies and involves 
iteratively removing strategies that are not dominant 
 
Prisoner’s Dilemma Game 
 

- The prisoner’s dilemma game is a type of game where firms or individuals fail to 
cooperate even though doing so would be beneficial to both of them (both serving 1 
year) 

- Note that by introducing strategic interactions, this violates the Invisible Hand Principle 
where the individual quest for profit might not translate into socially optimal allocation 
of resources 



 

 

 
 
 
 
 
 
 
 
 
 
 
 

- Both parties face negative effects (both serving 2 years) by taking on their 
respective dominant strategies in a Prisoner’s Dilemma game 

 
Cartel Game 

- Cartels represent private agreements aimed at increasing the profit of the cartel 
members by reducing competition in the market 

○ A Cartel Game is the same as a prisoner’s dilemma game - the only difference is 
that it translates to benefits for society 

○ Collusion is much more likely in an oligopoly since there are only a small 
number of firms 

 
- This is done by controlling prices or preventing new competitors from entering the 

market 
- This is the purpose of competition laws - to ensure that firms do not engage in cartel 

conduct and that consumers are charged the lowest possible prices 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

 
The Coordination Game 

- These are a type of game where the players benefit from coordinating their decisions 
- A strategy profile denote a set of strategies, one for each player 
- Nash Equilibrium - a strategy profile is a Nash Equilibrium if no player can benefit 

from unilaterally changing their strategy 
E.g with 2 Nash equilibria  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


	Comparative Advantage and the Basis for Trade (1)
	One agent economy
	Two agent economy
	Trading in a two agent economy
	Economy wide PPC in a two agent economy
	Trading between economies: international trade
	Economy wide PPC in a many-agents economy
	Critiques to the model
	Supply in Perfectly Competitive Markets (2)
	Characteristics of a Perfectly Competitive Market
	Supply Curve for an Individual
	Supply Curve for Firms
	From Discrete to Continuous Model
	Shifting the Supply Curve
	Price Elasticity of Supply
	Formula for calculating elasticity:
	Determinants of Price Elasticity of Supply
	Demand in Perfectly Competitive Markets (3)
	From Discrete to Continuous Model
	Price Elasticity of Demand
	Determinants of Price Elasticity of Demand
	Demand and Supply Aggregation
	Market Equilibrium
	Consumer and Producer Surplus
	Pareto Efficiency (Short Run)
	The Invisible Hand (Long Run)
	The Long Run Supply Curve
	Price Ceiling
	Price Floor
	Taxation
	Subsidy
	Perfectly Competitive Markets (International Trade) (6)
	Exporting Country
	Importing Country
	Winners and Losers from International Trade
	Other benefits include:
	Trade Restrictions
	Imperfectly Competitive Markets (7)
	Determinants of Market Power
	Monopoly
	Monopoly and the Invisible Hand
	Government Regulation
	This is due to the fact that price usually exceeds the marginal cost
	First Degree Price Discrimination
	Other Forms of Price Discrimination
	Imperfectly Competitive Markets (Oligopoly) (8)
	Simple Entry Game
	Prisoner’s Dilemma Game
	Cartel Game
	The Coordination Game
	Imperfectly Competitive Markets (Externalities) (9)
	Positive Consumption Externality
	Negative Production Externality
	Externalities in Large Markets
	Negative Consumption Externality
	Imperfectly Competitive Markets (Public Goods) (10)
	Non-Rivalry and Non-Excludability
	Market Provision and Free Riding
	Public Goods and Externalities
	Market, Government and Taxation

