MICROECONOMIA II (Industrial Organization)

Professor Joel Shapiro

Objectives:

This course analyzes the theory of industrial organization. We study industries and markets in which only a few (or possibly only one) firms operate. These markets don’t function according to the the theory of perfect competition. The firms can act strategically in order to maximize their profits. These actions not only affect their profits, but also the welfare of consumers. Analyzing firm interaction and welfare effects is not only important for firms and consumers, but also for governments and antitrust agencies, which can propose measures to promote competition in markets. Although the course is theoretical, by the end students will be able to identify and classify strategic behavior of firms such as Télefonica, Microsoft, la OPEC, Boeing y Airbus,….

Evaluation: 

There will be a final exam in which the students will have to demonstrate that they have understood the different theoretical models and are capable of analyzing numerically specific models. 

Each week the students have to hand in homework that will be subsequently discussed during the practica class. The homeworks consist of exercises of the same style as the final exam. Handing in homework is mandatory for doing the final exam. The final grade will be based strictly on the final exam. 

Prerequisites: Multivariable Calculus

Outline of Course:

Topic 1: Introduction

- Demand, Consumer Surplus, Producer Surplus

Topic 2: Monopoly

- Linear prices, elasticity, multiple products 

- Price discrimination, two part tarriffs, bundles 

Topic 3: Oligopoly I.

- Competition in prices (Bertrand)

- Competition in prices with capacity constraints. Rationing. 

Topic 4: Oligopoly II.
- Competition in capacities. Cournot and Stackelberg models. 

Topic 5: Product Differentiation 

- Horizontal differentiation (Hotelling model, Circular City). 

- Vertical Differentiation. 

Topic 6: Collusion. 

- Most Favored Customer Policy. 

- Supergames, reputation, cartels

Topic 7: Entry and Potential Competitions 

- Barriers to entry. Credible threats and reputation. Limit Pricing. 

Topic 8 (If there is time): Structure of markets, patents and technological innovation.

- The value of innovation. Patents and entry prevention. 

Bibliography: The main book for this class is The Theory of Industrial Organization,  by Jean Tirole. (Cambridge, MA: MIT Press, 1988). 

Other recommended texts are (the most useful are in bold): 
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Aghion & Bolton: “Contracts as as barriers to entry”. American Economic Review, 77, 1987. P 388-401.

· Binmore: Fun and Games. Lexington: Heath, 1993.

· Carlton & Perloff: Modern industrial organization. New York: Harper-Collins, 1989.

· Dixit: “The role of investment in entry deterrence”. Economic Journal, 90, 1980. P. 95-106.

· Scherer & Ross: Industrial Market Structure and Economic Performance. Boston: Houghton Mifflin Company, 1990.

· Shaked & Sutton: “Natural Oligopolies”. Econometrica, 51. 1983. P. 1469-1484.

· Shaked & Sutton: “Multiproduct firms and market structure”. Rand Journal of Economics, 21, 1990. P. 45-62.

