Equilibrium Incentives in Oligopoly: Corrigendum

By CHAIM FERSHTMAN AND KENNETH L. JuDD*

Malcolm P. Brady has called our attention to
an error in our paper “Equilibrium Incentives in
Oligopoly” (1987). Equation (24) in the paper
should have been

(A + (a — b)c)(a® + 2a°b)
be(8 — 4a’h — @)

a¥=1+

i=12.

Proposition 5 in our paper dealt with the incen-
tive equilibrium in differentiated product oli-
gopoly. The proposition states that under linear
demand and cost functions, the incentive equi-
librium is such that managers are overcompen-

—

sated at the margin for profits. Given the cor-
rection of equation (24) above, we need to add
that this proposition holds only when A > (b-
a)c.

Note, however, that this condition has little
impact on our analysis, since in our setting it is
a necessary condition for having a duopolistic
market in which both firms produce positive
quantities while having nonnegative profits.
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