Unit 6 Overview

The course considers the market structure of monopolistic competition and highlights the importance of product differentiation and the role of advertising in the behavior of firms. The course then proceeds to examine firm behavior in the short run and in the long run and the existence of excess capacity and its implication for efficiency.

In covering oligopoly, the course stresses the interdependency of firms and their tendency to collude or to form a cartel. With a simple payoff matrix, the basic game-theory model should be used to enhance a student’s understanding of the interdependent behavior of firms in an oligopolistic market and identification of dominant strategies.

Terms:

Characteristics of a Monopolistically Comp. Market

Product Differentiation

Mon. Comp. Firm in LRE

Excess Capacity

Markups

DWL of a Mon. Comp. Firm

Non-Price Competition

Brand Names

Characteristics of an Oligopoly

Concentration ration

Herfindahl Index

Collusion

Cartel

Game Theory

Nash Equilibrium

Prisoners’ Dilemma

Dominant Strategy

“Urge to Merge”

Resale Price Maintenance

Predatory Pricing

Tying

Inverted “U” Theory

Short Run VS Long Run VS Very Long run
Invention VS Innovation

Diffusion 

Leapfrog

Optimal R&D Expenditures

Market Structures and R&D Expenditures

Creative Destruction

