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Module Description

This module studies the strategic interaction among firms and its implications for market functioning. It examines how firms choose price and capital investments to compete against or co-operate with one another. The module goes on to study dynamic price competition and implicit collusion in oligopolistic markets. It concludes with an investigation of strategic advertising and strategic consumer search.

By means of analysing and critiquing both formal and heuristic models, students develop their analytical reasoning ability. The course will use extensively the theory of non-cooperative games. Emphasis is given to the way the models are built by using "benchmark models" that are modified to take into account the specifics of particular assumptions. Upon completion of this module, students will have a good understanding of the main economic forces behind strategic competition in oligopolistic markets. Students will also have an appreciation of the role of game theory in for understanding strategic conflicts in markets. Finally, students will learn to adapt models to particular challenges such as industrial policies to regulate markets.

Textbook

Luis M.B. Cabral (2000), Introduction to Industrial Organization, The MIT Press.



Module materials

Module materials are made available online in the Course Materials Repository. Module materials include lecture notes, exercises and solutions to the exercises.

Optional additional information about the module

The book which will be used in this module and the lecture notes which will be available in the Course Materials Repository are complements. The book is very useful in gaining simple intuitions and it provides relevant case studies related to the topics covered during the module. The lecture notes are somewhat more technical and they formalize the main economic intuitions and insights that you will learn in this module. Knowledge of the lecture notes is fundamental to the success of this module. During the module I will give exercises related to the different topics. We will also spend some time to develop some of the exercises during the lecture. It is important that the student try to develop the exercises before coming to the lecture so that he/she will be aware of his learning during the module.

Module outline

Autumn term

University week: 2

Simultaneous Moves Games

Short-Run Strategic Competition: Cournot

Reading: Chapter 1, Chapter 4.1, Chapter 7.3, Lecture notes  

University week: 3

Short-Run Strategic Competition: Bertrand

Bertrand versus Cournot

Capacity Constraints: Edgeworth Model

Reading: Chapter 7, Lecture notes

University week: 4

Preliminary notions on the theory of repeated games

A Basic Model of Tacit Collusion

Reading: Chapter 4.3, Chapter 8.1,8.2, Lecture note

University week: 5

Extensions of Models of Tacit Collusion: Factors that Hinders and Facilitate Collusion

Reading: Chapter 8.3,8.4. Chapter 9, Lecture notes

University week: 6

Extensive Games: Two Stage Games

A Model of Product Differentiation: Hotelling Model

Reading: Chapter 4.2, Chapter 12, Lecture notes

Week beginning 10 November 2008 (University week: 7)

A Model of Strategic Competition and Entry

Taxonomy of Business Strategies

Reading: Chapter 14, Lecture notes

University week: 8

Games of Incomplete Information

A Model of Strategic Entry under Incomplete Information: Limit Pricing, Entry Deterrence and Entry Accommodation.

Reading: Chapter 15, Lecture note

University week: 9

Mixed Strategies in Games

The Notion of Price Dispersion

Strategic Competition and Price Dispersion: Consumers’ Search

Reading: Lecture notes, Stigler(1961) The Economics of Information, Journal of Political Economy, Sorensen (2000) Equilibrium Price Dispersion in Retail Markets Prescription Drugs, Journal of Political Economy 

University week: 10

Strategic Competition and Price Dispersion: Consumers’ Search 

Strategic Competition and Price Dispersion: Advertising 

Reading: Chapter 13, Lecture notes, Iyer, Soberman and Villas-Boas (2005) The Targeting of Advertising, Marketing Science.

University week: 11

Summary



