
 

Rose-Hulman Institute of Technology 
Department of Humanities & Social Sciences / K. Christ 
SV353, Industrial Organization 

 
2.5:  Collusion 

 
Collusion in general / Key concepts: 

 Tacit agreements 

 Price leadership 

 Multi-market contact 

 

Cartel:  An institutional form of collusion, with 

explicit or implicit agreements among 

cooperating parties. 

 

Conditions conducive to the formation and 

maintenance of collusive arrangements:  
 Significant market power 

 Stable market conditions – industry growth 

(g) and a high probability of continued 

interaction (h) 

 Frequent interaction among firms – either 

within a single market or across many 

different markets 

 Low transaction cost of cooperation – how 

easy or difficult is it for members of a 

collusive arrangement to “enforce” the 

arrangement?  
 

One common form of tacit collusion is price 

leadership. 

 

Price wars sometimes represent the “disciplinary 

action” to help re-establish collusive 

arrangements.  

 
A convenient way of thinking about collusion is 

as an attempt by firms to “escape” from a 

prisoners’ dilemma. 

 

Collusive pricing is more likely to be an 

equilibrium the greater the probability of 

continuation and growth of the industry.  (Cabral 

also adds a variable, f, to represent the frequency 

of interaction among firms.) 

 
 

 
Relevant exercises:  Problem Set 2, exercises 8 and 9. 


