
A Cartel, Consisting Of Firms A And B, Has
Allocated Production Such That A Produces
50 Units And B Produces
A Cartel, Consisting Of Firms A And B, Has Allocated Production Such That A Produces 50
Units And B Produces 150 Units, illustrating a strategic approach to market control and profit
maximization within the framework of oligopolistic competition. This scenario underscores the
importance of collusive behavior among firms aiming to influence market prices, limit competition,
and secure higher collective profits. In this article, we delve into the mechanics of such cartels, their
economic implications, and the strategic considerations that underpin their production allocation
decisions.

Understanding Cartels in Oligopoly Markets

What Is a Cartel?
A cartel is a formal agreement among competing firms within an industry to coordinate their
production, pricing, and marketing strategies to maximize collective profits. Unlike competitive
markets, where firms independently set prices based on supply and demand, cartels seek to act as a
monopoly by controlling output and prices.

Objectives of Cartel Formation
- Maximize Profits: By controlling supply, cartel members aim to keep prices high, ensuring higher
profits.
- Reduce Competition: Collusion minimizes the pressure of competing against each other.
- Market Stability: Coordinated actions can lead to more predictable market conditions.

Production Allocation in Cartels: The Case of Firms A
and B

The Scenario
In our specific case, a cartel comprising Firms A and B has decided on a production allocation where
Firm A produces 50 units, and Firm B produces 150 units. This division reflects strategic
considerations to optimize the cartel’s overall profit while maintaining stability among members.



Reasons Behind the Production Distribution
- Cost Structures: Firm A might have higher production costs, limiting its optimal output.
- Market Power: Firm B could have greater influence or capacity, enabling it to produce more.
- Demand Elasticity: The demand response to each firm's pricing and output may differ, influencing
production levels.
- Negotiation Dynamics: Internal bargaining may lead to such an allocation based on each firm's
contribution or bargaining power.

Economic Implications of Production Allocation

Impact on Market Prices
By restricting total output, the cartel can elevate market prices above competitive levels. For
instance, with total production at 200 units (50 from A and 150 from B), the market supply is
controlled, potentially leading to higher prices that benefit all cartel members.

Profit Maximization Strategies
- Joint Profit Optimization: The cartel chooses production levels that maximize combined profits,
considering demand and cost functions.
- Division of Surplus: The allocation (50 units for A, 150 units for B) may be designed to ensure both
firms benefit adequately, reducing incentives to cheat and destabilize the cartel.

Challenges and Risks
- Detection and Legal Risks: Many jurisdictions have antitrust laws prohibiting cartels.
- Incentive to Cheat: Individual firms may be tempted to produce more than allocated to increase
their share of profits.
- Market Entry: Potential entrants can erode cartel power if they enter the market and compete
aggressively.

Strategic Considerations in Production Allocation

Game Theory Perspectives
The production decision can be analyzed through the lens of game theory, where each firm’s choice
depends on the expected actions of the other. The Nash equilibrium in cartel settings is often a
mutually agreed production level that maximizes joint profits.



Repercussions of Deviations
If Firm A or B deviates from their allocated production—say, Firm B produces more than 150
units—the cartel’s market power diminishes, leading to potential price wars and profit erosion.

Monitoring and Enforcement
To sustain the agreed production levels, cartels often establish monitoring mechanisms and penalties
for cheating. This might include secret communication, audits, or reputation-based enforcement.

Legal and Ethical Considerations

Antitrust Laws and Regulations
Many countries prohibit cartels under antitrust statutes because they restrict competition, lead to
higher prices, and harm consumers. Examples include the Sherman Antitrust Act in the United States
and similar regulations worldwide.

Ethical Debates
While cartels might be profitable for members, they raise
ethical concerns about market fairness and consumer welfare.
Collusive behavior can lead to monopolistic pricing, limiting
access and increasing costs for consumers.

Conclusion: The Significance of Production Allocation in
Cartels

The strategic allocation of production—such as Firm A
producing 50 units and Firm B producing 150 units—serves as
a critical tool for cartels to maximize profits, control market
prices, and maintain stability among members. Understanding
the dynamics of such arrangements provides insight into the
complexities of oligopolistic markets and the importance of
regulatory oversight to prevent anti-competitive practices.



While cartels can offer short-term gains to member firms,
their existence often comes at the expense of consumer
welfare and market efficiency, underscoring the importance of
vigilant enforcement of competition laws worldwide.

Frequently Asked Questions

How does a cartel typically coordinate production between
firms A and B?

A cartel coordinates production by agreeing on output levels,
pricing, and market shares to maximize joint profits and
reduce competition, often resulting in both firms producing
predetermined quantities such as 50 units for A and a specific
amount for B.

What are the potential benefits for firms A and B in
maintaining a cartel production arrangement?

The firms can enjoy higher profits through collusive behavior,
reduced price competition, and stabilized market shares,
which can lead to higher revenues than if they competed
aggressively.

What challenges might A and B face in sustaining a cartel
with fixed production levels?

Challenges include incentives to cheat on the agreement to
increase individual profits, detection by regulators, and
external market shocks that can disrupt the agreed-upon



output levels.

How does the fixed production of 50 units by firm A influence
market prices?

The fixed output can reduce market supply if B's production is
also limited, potentially raising prices, but if B produces
significantly more or less, it can affect the overall market
price depending on total supply.

What role does the concept of collusive equilibrium play in
this scenario?

A collusive equilibrium occurs when both firms stick to their
agreed production levels (A producing 50 units and B
producing a certain amount), maximizing joint profits and
deterring deviations, assuming credible enforcement.

How might regulators detect and prevent cartel behavior in
such a scenario?

Regulators can monitor production data, prices, and market
behavior, conduct investigations, and impose penalties for
collusion to deter firms from fixing production levels like A's
50 units.

In what ways can market demand influence the optimal
production levels for firms A and B in a cartel?



Market demand determines the overall market size and price
levels; if demand shifts, the cartel may need to adjust
production levels to maintain profitability, potentially altering
the fixed quantities like A's 50 units.

What are the implications for consumers when firms like A
and B operate as a cartel with fixed production levels?

Consumers may face higher prices, reduced choices, and less
innovation due to the lack of competition, which can harm
consumer welfare and lead to market inefficiencies.

Can the production arrangement of A producing 50 units be
sustainable in the long run?

Sustainability depends on factors like enforcement of
collusion, market conditions, and regulatory oversight;
without proper enforcement, firms may cheat or exit the
agreement, making such arrangements unstable over time.

Additional Resources

A Cartel, Consisting Of Firms A And B, Has Allocated
Production Such That A Produces 50 Units And B Produces —
an intriguing scenario that offers deep insights into cartel
behavior, market dynamics, and strategic decision-making
within oligopolistic markets. This type of allocation is often
the result of collusive agreements where firms coordinate
their output to maximize joint profits, control supply, and



influence market prices. Understanding how such allocations
are determined, their implications, and their potential
vulnerabilities is essential for economists, policymakers, and
business strategists alike.

---

Introduction: The Significance of Cartel Production Allocations

In many markets with few dominant firms, collusion can lead
to the formation of cartels—formal or informal agreements to
coordinate production, pricing, or market shares. When Firms
A and B form a cartel and agree on specific production levels,
they effectively act as a monopoly, aiming to maximize
combined profits.

The specific allocation—A producing 50 units and B producing
a certain quantity—represents a strategic decision with
significant consequences. It reflects considerations such as
cost structures, market demand, and the bargaining power of
each firm. Analyzing this allocation provides a window into
how cartels operate, how they sustain themselves against
incentives to cheat, and how regulators attempt to detect and
dismantle such collusive arrangements.

---

Understanding the Context of the Allocation

1. Basic Market Assumptions

To analyze the implications of the production split, consider
the following typical assumptions:



- Market Structure: The market is an oligopoly with two
dominant firms, A and B.
- Demand Function: The market demand can be represented
by a downward-sloping curve, such as \( P = a - bQ \), where \(
Q = q_A + q_B \).
- Cost Structures: Both firms have known, possibly different,
cost functions, influencing their production decisions.
- Collusive Behavior: Firms agree on output levels to maximize
joint profits, effectively functioning as a monopolist.

2. The Cartel Agreement

The core of a cartel’s strategy is to allocate production in a
way that:

- Maximizes total joint profits.
- Deters price wars or excessive output that erodes profits.
- Ensures stability of the agreement, balancing incentives to
cheat.

In this scenario, Firm A produces 50 units, but the production
level of Firm B is unspecified, prompting an exploration of
how this allocation might have been determined.

---

Theoretical Framework: How Are Production Allocations
Decided?

1. Monopoly vs. Collusive Output

- Monopoly Output: If the two firms colluded perfectly, they
would choose a combined output \( Q^ \) that maximizes joint
profits, then split it between themselves.



- Joint Profit Maximization: The combined profit function
considers total revenue minus total costs, with the optimal
total quantity found where marginal revenue equals marginal
cost.

2. Determining the Allocation

Once the total optimal output \( Q^{\text{total}} \) is
established, the key question becomes: How do firms decide
on the specific split?

Various factors influence this:

- Cost Structures: Firms with lower costs tend to produce
more.
- Bargaining Power: Negotiations might favor the firm with
more market influence.
- Pre-Existing Market Shares: Historical market shares can
influence the division.
- Stability Incentives: To prevent cheating, the division might
be designed to make deviation less attractive.

3. The Role of the Shapley Value and Nash Bargaining

Economic models, like the Shapley value or Nash bargaining
solution, can predict how profits are split based on each firm's
contribution to the joint surplus, bargaining strength, and
outside options.

---

Practical Implications of the 50-Units Allocated to Firm A

1. Significance of a Fixed Production Level



- Producing 50 units suggests that Firm A has a
predetermined role, possibly due to:

- Lower marginal costs.
- Greater bargaining power.
- Strategic positioning within the cartel.

- The unspecified B production level indicates that the division
might be flexible or subject to negotiation.

2. Potential B Production Level

- If the total cartel output is, say, 100 units, then B produces
50 units, mirroring A’s output.
- Alternatively, if total output is higher, B’s share might be
more or less than 50 units, depending on the factors above.

3. Impact on Market Prices and Consumer Welfare

- Cartel output restrictions tend to push prices above
competitive levels.
- Consumer surplus shrinks, while cartel members enjoy
higher profits.
- The specific allocation influences price levels; if A produces
more, prices might be more sensitive to A’s costs.

---

Incentives and Stability of the Cartel Arrangement

1. Incentives to Cheat

- Each firm faces a temptation to cheat on the cartel
agreement to increase its own share of the profits.



- If Firm B considers producing more than its allocated share,
it risks collapsing the cartel and losing monopoly-like profits.

2. Collusive Stability

- To maintain the agreed-upon allocation, firms often:

- Implement punishments for deviation.
- Use repeated interactions to foster trust.
- Share information to monitor each other's compliance.

3. Role of the Allocation in Deterring Cheating

- An allocation favoring one firm (e.g., A producing 50 units
while B produces less) can stabilize the agreement if it aligns
with each firm’s incentives.
- However, if the allocation is perceived as unfair, it might
incentivize cheating or renegotiation.

---

Regulatory and Market Considerations

1. Detecting Cartel Behavior

- Regulators look for signs such as synchronized output
levels, price fixing, or unusual market behavior.
- Knowledge of specific allocations can aid in identifying
collusion.

2. Legal and Economic Consequences

- Cartel agreements are illegal in many jurisdictions.
- Firms caught colluding face hefty penalties, damages to



reputation, and potential market disintegration.

3. Market Efficiency and Welfare

- While cartels can maximize joint profits, they typically
reduce overall market efficiency.
- Consumers face higher prices and reduced choices.
- The allocation of production within the cartel affects the
severity of these welfare losses.

---

Broader Economic Lessons From the Allocation Scenario

1. Collusion as a Strategic Game

- The production allocation is akin to a strategic game where
each firm aims to maximize its payoff within the cartel.
- Understanding the underlying incentives helps explain why
cartels might be stable or prone to collapse.

2. The Importance of Cost and Market Power

- Cost advantages heavily influence the production split.
- Market power, bargaining strength, and external regulation
all shape the final allocation.

3. Policy Implications

- Effective antitrust policies require understanding how firms
coordinate production.
- Monitoring production levels and price patterns can reveal
collusive arrangements.



---

Conclusion: The Significance of Production Allocation in Cartel
Dynamics

A Cartel, Consisting Of Firms A And B, Has Allocated
Production Such That A Produces 50 Units And B Produces—a
scenario illustrating the complex interplay of strategic
decision-making, economic incentives, and market forces.
Whether the allocation results from bargaining, cost
considerations, or strategic stability, it profoundly impacts
market outcomes, consumer welfare, and regulatory
responses.

Understanding this allocation provides insights into how
cartels function, how they sustain their collusive agreements,
and the challenges faced by regulators in detecting and
dismantling such arrangements. Ultimately, the allocation of
production within a cartel is not merely a matter of dividing
output; it encapsulates the strategic heart of collusive
behavior and its broader implications for market efficiency
and competition policy.
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