
ECONOMICS OLIGOPOLISTIC UNCERTAINTY

Here is a suggested answer to the question: â€œExplain how interdependence and uncertainty affect the behaviour of
firms in oligopolistic.

In that case a much larger increase in its demand may be expected. Will the firms get a 1st - mover advantage?
Non-price strategies Non-price competition is the favoured strategy for oligopolists because price competition
can lead to destructive price wars â€” examples include: Trying to improve quality and after sales servicing,
such as offering extended guarantees. Now, we may suppose, on the other hand, that the company alone
reduces its price. The demand curve is relatively inelastic in this context. Again, the airline will lose sales
revenue and market share. Firms can be prevented from entering a market because of deliberate barriers to
entry. It is found in automobiles, tyres, electrical appliances, cigarettes, baby food and a few other industries.
After all, in a perfectly competitive industry, economists expect prices to move together because all firms face
similar changes in demand and the cost of inputs. Whether to raise or lower price, or keep price constant. If the
cost of implementation is greater than the pay-off, clearly it will be rejected. Examples of markets that can be
described as oligopolies include the markets for petrol in the UK, soft drinks producers and the major high
street retail banks. The objective of differentiation is to develop a position that potential customers see as
unique. The main problem arises in the construction of a stable and a certain demand curve for the product of
an oligopolist. For example, it is only under oligopoly that advertising assumes full significance. For example,
if a petrol retailer like Texaco wishes to increase its market share by reducing price, it must take into account
the possibility that close rivals, such as Shell and BP, may reduce their price in retaliation. Barriers to entry are
obstacles that make it difficult to enter a given market. They may also operate a limit-pricing strategy to deter
entrants, which is also called entry forestalling price. Oligopolists have to make critical strategic decisions,
such as: Whether to compete with rivals, or collude with them. There is a potential loss of economic welfare.
The competing firms are few in number but each one is large enough so as to be able to control the total
industry output and a moderate. But is it that easy to estimate the demand for cars, or the share of Hindustan
motors in the car market? One important source of oligopoly power is barriers to entry. Each firm, therefore,
recognizes that it is interdependent with the other firms in the industry. Now it is quite clear that an oligopolist
with such a competitive response pattern will be extremely reluctant to change its price. In many cases, tacit
collusion is difficult or impossible to prove, though regulators are becoming increasingly sophisticated in
developing new methods of detection. Typically in competitive markets, there could be increasing returns at
relatively low output levels, decreasing returns at relatively high output levels, and constant returns at one
output level between those ranges. Learning Objectives Explain the necessity of entry barriers for the
existence of an oligopoly Key Takeaways Key Points Because barriers to entry protect incumbent firms and
restrict competition in a market, they can contribute to distortionary prices. Even though there are a few firms,
making the market uncompetitive, their behaviour may be highly competitive. Increasing returns to scale is a
term that describes an industry in which the rate of increase in output is higher than the rate of increase in
inputs. Collusion is often explained by a desire to achieve joint-profit maximisation within a market or prevent
price and revenue instability in an industry. Exclusive contracts, patents and licences These make entry
difficult as they favour existing firms who have won the contracts or own the licenses. These actions, in turn,
will affect the original firm. And oligopoly litterateur is hill of models. Hence, for price rise the relevant part
of the oligopolists demand curve will be the elastic segment dC. The cell phone industry has increasing returns
to scale: the cost of providing cellular access to , people is more than half the cost of providing cellular access
to , people. Develop the explanation Oligopoly is best defined by the conduct or behaviour of firms within a
market and this behaviour is often complex - there are many different models of oligopolistic
decision-making.


