Chapters 15 Homework (SHOW YOUR WORK)
One point questions:
1.
Explain why oligopolists have an incentive to collude or form a cartel. 
2.
Explain why oligopolists in a collusive agreement might have an incentive to renege on such an agreement. 
3.
Speculate as to why price leadership is legal in the United States, whereas price-fixing is not. 
4.
Suppose you are playing a game in which you and one other person each picks a number between 1 and 100, with the person closest to some randomly selected number between 1 and 100 winning the jackpot. Your opponent picks first. What number do you expect him or her to choose? Why? What number would you then pick? Why are the two numbers so close? 

Two point question:

5.
Explain the general meaning of the following profit payoff matrix for oligopolists C and D.  All profit figures are in thousands.

a.
Use the payoff matrix to explain the mutual interdependence that characterizes oligopolistic industries.

b.
Assuming no collusion between C and D, what is the likely pricing outcome?

c. In view of your answer to 3b, explain why price collusion is mutually profitable.  Why might there be a temptation to cheat on the collusive agreement?

[image: image1.png]D’s possible

prices

$40

w

C’s possible prices

$40 335
$57 559
S60 $55
S50

569





