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Bl What You Will Learn in This Chapter
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B Opening Story
CAUGHT IN THE ACY

he agricultural products company %%@ﬁfﬁ&f)@/\"—— AN %mﬁf?‘&i?&ﬁiﬁ%ﬁﬂgﬂi L. gﬁ%fﬁ%
Archer Damiels Midland (alse 0)5%);: %) - t E;‘E‘;}f‘:b\ a'@‘«‘) x >) &ﬁ%t&ﬁ@éﬁﬁi%ﬁ éﬂf ‘/\Zfo

inown as ADM) likes to describe
iself a5 “superemarket to the word” I
name i familiax o many Americans not
only because of its important rele in the
econony but alse because of its advertsing
and sponsorship of public televisian pro-
grams. But on Cctober 25, 1993, ADM X i% 4 %lsﬁ@openlng StOry

itself was on vamera.

B Economics in Action
Opening Story & {32, FEDFELEHIEZTRT, FORKEEVEROLZHEERRE
DD — A AT TAHBME L TRRINT WS,

economics in action

Some Oligopolistic Industries

In practice, it ts not always easy to determing an IndustTy's market dructure just by
fooking at the number of sellers, Many oligopolistic industries contain 8 nuntber of
small “niche” producers, which don't readly compete with the major players. For
example, the U.S. airline Industry fncludes a number of regional airlines like Shuttle
America, which flles propeller planes between places like Trenton, New Jersey, and
Bedford, Massachusetts; if you count these carriers, the U.S, airline industry contains
dezens of sellers, which doesn't sound itke competition among a small group. But
there are ondy 3 handful of national competiters ke Amertcan and United, and on
many routes, as we'se seen, there are only twe or three competitors.

To get a better picture of market structure, economists often use the “four-firm
concentration ratio,” which asks what share of industry sales is accounted for by
the top four firms. (Why four? The federal government normally doesn’t release
data on share of industry sales within the top four, lest it be accused of giving away
Corporate secrets. §

K#ES #EISEDFEH DEcononics in Action (365X%— )

B Quick Review

=« In addition to perfect compatition ,_—?5:%1 Lf:[*]?é@i x bﬁ)}ii&’é’ﬁ:}: C:T%?T\' X hf\l‘éoﬁjt e i

and monopoly, ofigapaly and
monopalistic competition are also = R = VAT EE - 4B \ A
mpareont types of market EOERRLTCVBLTFAMIZFVNE HIEIRBRLTVWEDIZE
structure. They are forms of imper- L
fect compatition. e
« Oligopaly Is 3 tommon market
strugture. it arises from the same
farces that lead ty monopaly,
except in weaker form.

ME6 HISBEORDDQick Review (365°— )

B Check Your Understanding
FELZE I, BREOHEOLOOMBYFZRI LN TS, (MEMBEELNIHS
CRUILNTVA,) ZOREMBOMBEIL, BRIZIRTILDTRREINTV S,

LRTANUING 15-1

1. Explain why each of the fotlowing industries is an sligopoly, ot 3 perfectly competitive industne.
& The wadd oil industry, whare a few countries near the Persian Guif contial much of the
world’s ol recerves
b. The micrepracessor induttry, where tan firms, Iotel amd its hitter rival &AMD, dominate the
technology
¢. The wide-bodied pasienger jet industry, where all planes are manufactured either in
Bowing'z plant in Seattle or in Airbug's plant 1n Toulouxe, France

Solrions apuear at back of bonk.

M7 H158ZDOFEMNDCheck Your Understanding (366%— )



B For Inquiring Minds
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%\‘FPRISONERS OF THE ARMS RACE

o
7

Between Word War [1 and ths te 1080+,
the United States axd the Soviet Unian
wenr loched in a seemingly exdless stnaggle
that neswr broke out into cpen war, Quring
thiz Codd War, both countries spert huge
sums on ammy, wums that were 2 significant
drsint an the U5, economye and sventuatly
seavad 3 cricpling busdan for the Soviet
Umian, whose underlying sroncmic hase
was maxch weaker, Yet aeither courtry was
ever sbls te achieve a decisive military
advantage,

As manry pucple pointed aut, both
nations would have been bretter off if they
had both spent levs on arms. Yet the ae
race coitinged fiw 40 yesrs

Why? Ac political sclentists were quick
to natice, ane way to sxplain the arme
race was 0 suppose that the two coun-

. : . Csugint in the priscnse: mma: hoswy military
ey weer locked i a classiv privones s spending hastenad Ehs cofiapse of the Sowet
hibzmmas. Each guwetnment would have Umean

X#8 HISEBNFKMDOFor Inquiring Minds (374%— )

B Pitfalls
BEFEOWEEDVEBLRTVRSA V2 E vy 277y 7LVEBLEVI )L (HBL
XEDPBAR—-RAIIEBENLTV S,
K9 HISEORWOPitfalls (373— )
L FITEALLS ] ¢

: PLAYING FAIR IN THE PRISONERS'

. DILEMMA

¢ Boe comimon reaction to the pristner’ dilemma

i s te assert that it iset reatly rational for either

1 prizoner to coefess. Thetes wouldn't confess

i because she'd be afraid Lowse would beat hee

L oup ar feel gulity bezause Lovise wouldn't e

+ that to her,

D Bl this kind ot suswer is, well, dheating—it

1 amounts to changing the payoffs in the payoff

i matrix. To understand the ditemima, you have to

- play farr axd 1enagine prisoiwes who care andy
abot the langth of thais sentenves,

: Luckily, when it comes to ohigapoly, it's 2 lot

o eavier to believe that the fims care only about

i thetr pfits. There s a0 indication that anyane

: at ADM felt esther offection for or fear of

i Afinomoto, of vioe versa; it was strictly sbout

£, business.

B A Look Ahead ,
REBEOAA—TORIIBENEREU LRS- ELLD, REOEKIZIT. REOBH L BEN
HALTH A,

We're not yet done with owr investigation of markst strustures other than perfect
competition. There are quite a few industnes that dew’t seem to fit elther the
Jdefinition of sligepoly or the definitfon ¢f perfect competition. Consider, for exam-
ple. the restavrant business. Thete are many restannants, so {73 not an olgepoly. But
vestaurants aren't price-takers, like wheat farmers. so 1t°s not perfectly competitive.
What is it?

The answer ltes in the next chapter. which turns ts the conzept of monopolistic
sompetition,

H#E10 %158 DA Look Ahead (384X— )
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