
A Number Of Firms Who Collude To Make
Collective Production Decisions About
Quantities Or Prices Is Called:
A Number Of Firms Who Collude To Make Collective Production Decisions About Quantities
Or Prices Is Called:

In the realm of industrial organization and market economics, the behavior of firms within a market
significantly influences prices, output levels, and overall market efficiency. When multiple firms
decide to coordinate their actions—whether through explicit agreements or implicit
understandings—they shift the competitive landscape into a different domain. Such collective actions
often aim to manipulate market outcomes in favor of the colluding firms, typically resulting in higher
prices and reduced consumer welfare. This phenomenon, characterized by firms working together to
control production quantities or set prices, is a critical subject of study because it can undermine the
principles of free-market competition and lead to market failures. The term used to describe this
coordinated behavior is collusion. Specifically, when a group of firms engage in collusion to make
collective decisions about production quantities or prices, they are often referred to as a cartel.
Understanding what constitutes a cartel, its formation, functioning, legal implications, and economic
consequences is essential for grasping the importance of competition policy and antitrust regulations.

---

Defining Collusion and Cartels

What Is Collusion?

Collusion occurs when two or more firms conspire to coordinate their actions to influence market
outcomes. This coordination can be explicit—such as formal agreements—or implicit—like signaling or
tacit understanding. The primary goal of collusion is often to reduce competition, which allows the
colluding firms to set higher prices, limit output, or divide markets among themselves.

Key features of collusion include:
- Shared Intent: Firms intentionally coordinate to achieve mutual benefits.
- Market Power Exercise: Collusion enhances the firms' ability to set prices above competitive levels.
- Reduced Competition: Collusion diminishes the competitive pressures that normally regulate market
behavior.

What Is a Cartel?

A cartel is a formal agreement among competing firms to coordinate their production and pricing
decisions. Typically, cartels aim to act as a monopoly, restricting output or fixing prices to maximize
joint profits. Cartels are considered the most organized form of collusion and are usually illegal in



many jurisdictions due to their anti-competitive nature.

Characteristics of a cartel include:
- Formal Agreement: Explicit contracts or arrangements among members.
- Shared Market Control: Members agree on quantities to produce or prices to charge.
- Collective Decision-Making: Decisions are made collectively to maximize profits for the cartel as a
whole.

---

Types of Collusion and Cartels

Explicit Collusion

Explicit collusion involves formal agreements, often legally binding, where firms openly communicate
and coordinate their actions. This type of collusion is easier to detect and often prosecuted under
antitrust laws.

Examples include:
- Price Fixing: Agreements to set or maintain specific prices.
- Market Sharing: Dividing markets geographically or by customer segments.
- Production Quotas: Agreeing on the quantity each firm produces.

Implicit Collusion (Tacit Collusion)

Implicit collusion occurs when firms coordinate their behavior without explicit agreements, often
through observing market signals and adjusting actions accordingly. It relies on mutual understanding
and the ability to monitor and respond to competitors’ actions.

Features include:
- Price Leadership: One dominant firm sets a price, others follow.
- Signaling and Tit-for-Tat Strategies: Firms respond to competitors’ moves to maintain cooperation.
- Difficulty in Detection: Because there is no formal agreement, implicit collusion is harder to prove
legally.

Legal Perspectives on Collusion

In many countries, collusion—whether explicit or implicit—is illegal because it harms consumers and
reduces market efficiency. Antitrust laws are designed to detect, prevent, and punish collusive
conduct.

Key points:
- Per Se Illegality: Certain collusive behaviors, like price fixing, are automatically illegal.



- Rule of Reason: Other behaviors are evaluated based on their impact on competition.
- Enforcement Agencies: Bodies such as the Federal Trade Commission (FTC) or the Competition and
Markets Authority (CMA) investigate and prosecute collusion cases.

---

Economic Implications of Collusion and Cartels

Market Power and Price Elevation

Collusion allows firms to act collectively as a monopoly, leading to:
- Higher prices for consumers.
- Reduced output compared to competitive markets.
- Decreased consumer surplus and overall welfare.

Impact on Efficiency

While some argue that collusion can lead to stable market conditions, generally:
- Resource allocation becomes inefficient.
- Innovation and product quality may decline.
- Entry barriers are reinforced, discouraging new competitors.

Consumer and Societal Harm

The primary concern with collusion is its adverse effect on consumers:
- Paying higher prices than in competitive markets.
- Limited choices due to market division.
- Reduced incentives for innovation and improvement.

Society bears the burden through:
- Decreased economic welfare.
- Potential for inflationary pressures.
- Distortion of market signals and resource allocation.

---

Detection and Prosecution of Collusion



Challenges in Detecting Collusion

Detecting collusive behavior is complex because:
- Firms often go to great lengths to hide agreements.
- Tacit collusion leaves minimal direct evidence.
- Market conditions and pricing patterns can be ambiguous.

Methods of Detection

Regulatory agencies employ various tools:
- Market Monitoring: Analyzing pricing patterns for anomalies.
- Whistleblower Programs: Encouraging insiders to report collusion.
- Economic Analysis: Using statistical techniques to identify suspicious behavior.
- Leniency Programs: Offering immunity to firms that come forward early.

Legal Consequences

Fines, sanctions, and reputational damage are typical penalties for collusion. In some jurisdictions,
criminal charges may be brought against individuals and firms involved.

---

Examples and Notable Cases of Collusion and Cartels

Historical Cases

- The Lysine Cartel (1990s): Several firms conspired to fix prices of lysine, a feed additive, leading to
hefty fines.
- The Vitamin Cartel: Major pharmaceutical companies colluded to fix prices of vitamins globally.
- The Automotive Glass Cartel: Companies agreed on pricing and market sharing, resulting in legal
action.

Modern Cases and Ongoing Concerns

- Ongoing investigations into digital markets, tech firms, and supply chains.
- International cooperation among regulators to combat cross-border cartels.

---



Conclusion

The concept of a number of firms who collude to make collective production decisions about
quantities or prices is central to understanding anti-competitive practices in modern markets. When
firms coordinate their actions—whether through formal agreements or tacit understanding—they form
what is known as a cartel. Such collusive arrangements can significantly distort market efficiency,
leading to higher prices, reduced output, and diminished consumer welfare. Governments and
regulatory bodies worldwide actively seek to detect, prevent, and punish cartels to ensure markets
remain competitive and fair.

Understanding the mechanisms, motivations, and consequences of collusion helps policymakers craft
effective regulations and enforcement strategies. While collusion might offer short-term gains for
firms, the long-term societal costs are substantial, making it imperative to foster competitive
environments that promote innovation, efficiency, and consumer choice. Ultimately, vigilance against
collusive behavior remains a cornerstone of maintaining free and fair markets in global economies.

Frequently Asked Questions

What is the term for a group of firms that coordinate to set
production quantities or prices?
A cartel.

Which term describes a situation where firms collude to
control market output or pricing?
Collusive agreement or cartel behavior.

What is the common name for firms that work together to
manipulate market conditions?
A cartel.

In economics, what do we call a group of firms that conspire
to restrict competition by fixing prices or output?
A cartel.

What is the term for an illegal collusion among firms to
influence market prices or quantities?
Price-fixing cartel.



Which phrase describes firms that cooperate to make
collective decisions about prices or production levels?
Collusive firms or cartel members.

What is the economic term for a group of firms acting
together to maximize joint profits at the expense of
competition?
A cartel.

What do we call the practice when firms agree to limit output
to keep prices high?
Collusion or cartel agreement.

Which term refers to an illegal group of firms coordinating
their market behavior to increase profits?
A cartel.

Additional Resources
A Number Of Firms Who Collude To Make Collective Production Decisions About Quantities Or Prices Is
Called

In the complex landscape of markets and competition, the term "a number of firms who collude to
make collective production decisions about quantities or prices" refers to a significant phenomenon
that has profound implications for consumers, market efficiency, and economic policy. These
arrangements, often clandestine and illegal in many jurisdictions, are collectively known as collusive
behavior or collusion. When multiple firms conspire to coordinate their actions—whether by setting
prices, restricting output, or dividing markets—they aim to maximize their joint profits at the expense
of competition. Understanding the nature, motivation, and consequences of such collusion is essential
for economists, regulators, and consumers alike.

---

What is Collusion Among Firms?

Collusion occurs when two or more firms in an industry secretly or overtly cooperate to control market
conditions, typically to reduce competition. Instead of independently competing to attract customers
through price cuts or innovation, colluding firms work together to establish a common strategy—most
notably, fixing prices or limiting production.

Key Characteristics of Collusion:

- Secret or Overt Agreements: Collusion can be covert, with firms secretly agreeing on prices or



output levels, or overt, where colluding firms openly cooperate, which may sometimes be legal in
certain contexts (e.g., trade associations), but often violates antitrust laws.
- Market Power Enhancement: By coordinating actions, colluding firms effectively act as a monopoly
or cartel, wielding significant market power.
- Reduced Competition: Collusion diminishes the competitive forces that typically lead to lower prices,
higher quality, and innovation.

Types of Collusive Behavior:

- Explicit Collusion (Cartel): Clear, formal agreements between firms to fix prices, share markets, or
coordinate output.
- Tacit Collusion: Indirect coordination through signaling or observing competitors’ actions without
formal agreements, often termed as "conspiratorial imitation."

---

The Concept of Collusion in Economics

In economic theory, collusion is studied extensively within the framework of imperfect competition,
especially under oligopoly markets—markets dominated by a few firms. When firms collude, they
essentially behave like a monopolist, setting a common price or output to maximize joint profits.

Why Do Firms Collude?

Firms are motivated to collude because it allows them to:

- Increase Profits: By reducing competition, colluding firms can charge higher prices.
- Stabilize Market Conditions: Collusion can reduce the uncertainty associated with aggressive price
wars.
- Share Market Power: Collusion enables firms to control market supply and demand more effectively.

Economic Impacts of Collusion:

- Higher Prices for Consumers: Collusive agreements typically lead to higher prices than in
competitive markets.
- Reduced Output: Collusion often results in decreased production, limiting supply.
- Less Innovation: Reduced competition diminishes the incentive for firms to innovate.
- Market Entry Barriers: Collusion can create significant barriers for new entrants, further entrenching
the dominant firms' power.

---

Collusion vs. Competition: The Key Differences

| Aspect | Collusion | Competition |
|---------|--------------|--------------|
| Objective | Maximize joint profits | Maximize individual profits |
| Market Behavior | Coordinated actions | Independent decisions |
| Price Setting | Fixed or coordinated | Variable, based on supply/demand |
| Effect on Prices | Usually higher | Usually lower |
| Consumer Impact | Negative | Typically positive |



---

Types of Collusive Agreements

Understanding the different forms that collusion can take is vital to recognizing and combating anti-
competitive practices.

1. Price Fixing

Firms agree on setting a specific price or price range, eliminating price competition. This is one of the
most common forms of collusion and is illegal under antitrust laws in many countries.

2. Market Sharing

Firms divide markets geographically or by customer type, agreeing not to compete in each other's
designated segments.

3. Output Restrictions

Agreements to limit production or supply, thereby reducing market availability and driving prices
upward.

4. Bid Rigging

Prearranged bidding strategies where firms collude to win contracts by submitting predetermined
winning bids.

---

Collusion in Practice: Examples and Case Studies

Historical instances of collusion highlight the widespread and persistent nature of such conduct:

- Lysine Price-Fixing Cartel (1990s): Several amino acid producers colluded to fix prices, leading to
hefty fines from antitrust authorities.
- Airline Price Fixing (2000s): Multiple airlines were implicated in collusive practices related to ticket
pricing.
- Automobile Spare Parts Cartels: Various manufacturers have been fined for fixing prices and dividing
markets.

These examples underscore the importance of vigilant enforcement of competition laws and the
ongoing challenge of detecting covert collusion.

---

Detecting and Preventing Collusion

Given its clandestine nature, detecting collusion requires sophisticated investigative tools and legal
frameworks.

Methods for Detection:



- Market Analysis: Unusual price stability or parallel pricing across firms.
- Whistleblower Reports: Employees or insiders revealing illegal agreements.
- Economic Analysis: Use of econometric models to identify deviations from competitive behavior.
- Legal Investigations: Subpoenas and audits by regulatory agencies.

Prevention Strategies:

- Strict Antitrust Laws: Clear legal prohibitions with substantial penalties.
- Market Surveillance: Continuous monitoring of market prices and outputs.
- Encouraging Whistleblowing: Incentives for insiders to report collusive behavior.
- International Cooperation: Cross-border enforcement efforts to combat global cartels.

---

The Role of Governments and Regulatory Bodies

Regulatory agencies like the Federal Trade Commission (FTC) in the United States, the European
Commission, and other national authorities play a crucial role in combating collusion.

Key responsibilities include:

- Investigation and Prosecution: Identifying and penalizing collusive behavior.
- Legislation: Enacting laws that prohibit anti-competitive agreements.
- Market Oversight: Monitoring market conditions and pricing patterns.
- Public Awareness: Educating consumers and businesses about the harms of collusion.

---

Economic and Legal Consequences of Collusion

For Firms:

- Heavy fines and legal sanctions
- Reputational damage
- Increased scrutiny and regulatory oversight

For Consumers:

- Higher prices and reduced choices
- Decreased innovation and product quality
- Loss of trust in markets

For the Economy:

- Market distortions
- Reduced efficiency
- Potential for economic stagnation if collusion persists

---

Conclusion: The Importance of Vigilance and Enforcement



The phenomenon of a number of firms who collude to make collective production decisions about
quantities or prices presents a significant challenge to maintaining competitive markets. While such
collusion can temporarily boost firm profits, it ultimately harms consumers and hampers economic
efficiency. Recognizing the signs of collusive behavior, enforcing strict legal penalties, and fostering
transparent market environments are essential steps to combat these practices. Continued vigilance,
technological advancements in detection, and international cooperation are vital in ensuring markets
remain fair, competitive, and dynamic for all participants.

---

In summary, collusion among firms—whether explicit or tacit—represents a deliberate attempt to
undermine competitive forces, manipulate market outcomes, and secure supra-competitive profits.
Understanding its mechanisms, impacts, and legal frameworks is crucial for policymakers, businesses,
and consumers committed to fostering healthy and equitable markets.
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