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Taxonomy on Models of Collusive/Cooperative Behavior in Oligopoly
1. Cartel – explicit collusion/cooperation to obtain monopoly price.  Difficult to achieve because it requires significant output reduction by all firms.  Firms are expected to be soft or passive and comply with the will of the cartel.
2. Trigger pricing - firms are expected to be soft or passive.  If rivals do not comply by cutting price, a tough or aggressive reaction follows.  Grim Trigger: Aggressive and unforgiving.  Tit-for-tat: Aggressive but forgiving.

3. Cournot Model – firms are passive and expect rivals to be passive (share the market) firms.  Price is above MC but not up to the monopoly price.
4. Bertrand Model – firms must be aggressive since they lose everything by being passive.  Price falls to MC.

5. Stackelberg Model – first mover is aggressive and makes a strategic commitment to get a passive or soft follower. May get common price above MC, but the aggressive leader has larger market share.
6. Bertrand Model with Differentiated Products – makes rivals less aggressive in price competition since the ability to steal market share is limited by the differentiation.
7. Cournot Model with Production Subsidies – subsidies will but downward pressure on price with increased output.  May evolve into Stackelberg model if non-subsidized rivals stay passive.  On the other hand, it may evolve into a Bertrand model is rivals become aggressive.  If subsidies go to all rivals, it depends on firms response being tough or soft. 

8. Dominant Firm Model – largest firm sets price umbrella anticipating soft response by smaller rivals.  The move by the dominant firm is not aggressive because the dominant firm lacks strong incentives to be aggressive (i.e., start a price war).
9. Price Leadership (Advanced Announcement of Price Changes), Most-Favored-Customer Clause, Meeting-Competition Clause  – practices to facilitate cooperative pricing anticipating a passive response (no cheating)
10. Limit Pricing/Predatory Pricing – an aggressive strategic commitment strategy to get a soft response from potential rivals or new entrants.  The commitment often lacks credibility (e.g., insufficient excess capacity to make good on price war threats) to get the desired passive response.
Consider the situation in the airline industry and be prepared to discuss the following:

1. Which of the airlines are aggressive?  Which are passive?

2. Are some airlines playing a different “game” than others?  In particular, what games are Northwest and Southwest playing?
3. Do you have a sense of any commitment or first mover strategies?
4. Which model do you think best explains the airline industry in this market?

ATA canceling Chicago flights
Airline will drop service Dec. 1, leaving Twin Citians with no low-fare options
BY MARTIN J. MOYLAN
Pioneer Press
Saturday October 15, 2005
Is this goodbye to cheap flights to Chicago?

ATA Airlines, the only low-fare carrier flying between the Twin Cities and Chicago, is dropping the service Dec. 1.

Even though it offered just a handful of flights in the market, its fares — as low as $59 each way — were credited with forcing Northwest Airlines and others to keep their fares down.

No other low-fare carrier is stepping in to replace ATA on the route. Southwest Airlines and JetBlue on Friday signaled that the Twin Cities is not on their immediate dance card.

The most interest came from AirTran, which said it was "considering" flying the route. AirTran already flies nonstop from the Twin Cities to Orlando, Fla., and Atlanta.

Indianapolis-based ATA, which is in the midst of a Chapter 11 bankruptcy reorganization, has lately averaged five daily round-trips between Chicago's Midway Airport and the Twin Cities. The route is among several that ATA is eliminating because it's not making money on them.

In January, ATA forged an alliance with Southwest, which took a 28 percent ownership interest in ATA and made $117 million in financial commitments to the struggling carrier. ATA began to feed Twin Cities passengers into Southwest's network at Midway. It has never said how many, though. And Southwest won't disclose a count either.  The exchange of passengers between the two airlines will continue, said Southwest spokeswoman Linda Rutherford on Friday.

In an April interview with the Pioneer Press, John Denison, chief executive of ATA, said his airline would have to fill about 70 percent of its seats to make "reasonable" money.  It didn't come close to that target out of the Twin Cities: Federal data show ATA hit just 49 percent through July of this year.

Northwest, meanwhile, has increased some fares for Dec. 1, when ATA drops the Twin Cities-Chicago service, said Terry Trippler, a travel expert with cheapseats.com. On Nov. 30, a Twin Cities traveler will pay $124 for a one-way "walk-up" ticket to fly that day to Midway on Northwest. But on Dec. 1, that fare will be $195, Trippler said.  
But Northwest said that its lowest fare on the route is "essentially unchanged at $198 roundtrip after ATA discontinues service."

Eagan-based Northwest does not plan to change its flight schedule as a result of the ATA service cut, said spokesman Kurt Ebenhoch.

"Much of their (ATA's) traffic was connecting to destinations beyond Midway, destinations we served nonstop with competitive fares and a superior schedule," he said.

Ebenhoch noted that while Northwest will be the only carrier offering service from the Twin Cities to Midway, Northwest, American and United airlines all fly between Minneapolis-St. Paul and Chicago's O'Hare airport.

But unless another low-fare carrier takes on the Twin Cities-Chicago route, fares will climb steadily, forecasts Trippler.  "The Metropolitan Airports Commission needs to get a low-fare carrier in there," Trippler said.

That could be a challenge. AirTran was the most receptive to the notion of entering the Twin Cities-Chicago market Friday, but all a spokeswoman would say was: "It is something we are considering."  Mendota Heights-based Sun Country Airlines also is a possibility on the route, said Trippler. And US Airways, newly emerged from bankruptcy after merging with the healthier America West, might be another.  JetBlue, an industry darling, was standoffish. "We don't have plans to move into St. Paul, right now,'' said spokesman Brandon Hamm.  Southwest, the low-fare powerhouse, was equally cool: "We have no announcements," Rutherford said.

