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Criticism of Fellner's solution of bilateral monop. case:

It is well inspired. But is solution only in most abstract
formal sense. In fact, I doubt that "all or nothing" bargains
are common. What we have in fact is a clear clash of
interests, to be settled perhaps by protracted holding
out. Fellner's solutions apply only where one or the other
monopolist is the entire master, or they have combined.

But most cases are in between, they are jockeying for
position. The process of jockeying means reduced production,
encourages vertical integration. ov-e

Furthermore, he did not make anything of the cumulation
of inelasticities shown. Add two or three more in the
vertical array of transactions, and the marg. revenue of the
first would be very low -- all stemming from the original
slightly falling demand curve. Thus we get bottlenecks.

Inelasticity is further increased, going backwards, because
each supplier gives only a small bit of the final product.
On the other hand, this means that the MR to the seller
is not derived 100% from the MR to the buyer, since the
makings of the entire product are not being transferred.
This may not be very important, however.
Somet ime work on this more.,

Thoughts on the bilateral situation: v
Difficult element is that p & q solution for both
buyer and seller must be same. But their mr & mec do not
meet at same p & ] q.
This solved by observing that the mr for seller
is drawn on assumption that we are running down the "mr to
buyer" line as demand curve; while the "me to buyer" drawn
on ass, that we are running up the "mc to buy=r seller" line
as supply curve. Hence these two marginal curves cannot
co-exist, and reason for two solutions is clear.
If a price 1s set on the mr to buyer line, this
means we are now proceeding from seller's viewpoint , seller
is dominant, and mec to buyer line is irrelevant. and v.v.

So be ready to reproduce Fellner's ideas -- Just
draw 6 lines, 3 going up, 3 Roing down, and label.
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U.S. Steel, A Stat study of the elasticity of demand for steel.

Conclude that demand is inelastic, c. .3 or .4. (but don't say
over how much time, which is very imp r ant. Right at first no
one will know what to do with the extra steel, but if drdp is
permanent they soon will, USS Beally is avoiding what should
be the gajor issue: what would happen if stesl price became
permanently lower?)

They have a good point that if steel were lower but other
hps didn't fall, demand would be inelastic, since finished product
Pprices reflect other things than steel,

They are wrong that steel's durability means irelastic
demand, True, present production supplies only a small part of
the total use of steel. But if steel price dropped the uses of
steel wo.ld ingreage,  and the whole ineresase would come from new
production.wﬁarability'means that if they raise the price, or—if
deflation occurs, that existing steel will be substituted for
new steel. l.e. demand is very elastic upwards. But this probably
means it is also elastic downwards.--new steel will be substituted
for old if cheaper, & new uses will develop.

Steel has many uses. This should make demard elastic I say.

Prices are different in various areas.

Hidden non-price competition occurs, thru "concessions". These
must not become generally known or competitors will lower their
pri?es. See Sweezy, Demand under conditions of oligopoly",JPE,

Aug’ 39,

%hey conclude that variations in steel price #¥¢ have, in period
studied, been a minor cause of variation in outrut, changes in
industrial production being main . cause, 4/or industrial profits.
But then they admit that this isjust because the price of steel
didn't change much. Now what the hell good is that?

They want to show that volume of steel taken cannot be
regulated by changing the price to meet changing conditions
elsewhere. Not at all clear to me where they get the elasticities
they claim, or if they are valid at all, But it is doubtless true,

\as they are striving to show, that stabilizing steel production

—

would not stabilize all other production.

Basically,I don't see how their measurement of elasticilty
means anythin anyway because they aren't asking how much would
output change 1f price changed; but rather how much did output
change, granting price changes and everything else, as they
actually happened. :

Well, they take a serles of years and set up and equation
saying steel production squals a constant plus constants times
var lous variables. Then they find constants which will fit the
facts.,  Now I presume it is quéte a trick to find one that will
fit the facts each year. They mention the method of least squares.
But there must be more to it than this, for they have one
egaation for an included time period that differs from that for
the inelusive perieod.

What they are probably dolng is figuring in these equns each

year the changes that occurred each year, in production, & all
the things they claimed influenced it. So the things with th-~
biggest coefficients influenced it least. But I can't help thinkins |
it 1s a matter of judgment which things you give the big coefficients
to. Not knowing the method of least squares it ig hard to say.

over
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Elasticity they define as the partial derivatéve of quantity
with reppect to price times price over quantity. l.e. the relative
change in quantity over relative change in output, assuming .
the other items in the egn, i.e. industrial production, profits,
supernumerary income, and time. (?)

If you take price in any year, & other indices in any year,
¥ mult, times the coefficients developed, presumably you get the
industria output ind2x for that year, and that's how they developed
the thi'g. Or maybe you get change In output? No.
Then they say elasticl ty equals price times ifs coefficient .
divided by the index of Industrizl output which is d=vsloped
from the equation. So presumably the coefficient of p represents
the partial derivative dx/dp (x being quantity), for aside from
them w2 have price on top & quantity on bottgom.




