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Interaction of private and public agents

- Traditional goods markets
cars
st eel manufacturer s e

- several banks in several OECD countries
shor't | 1 ved, but Il n t h

- welfare state

education
health
pension pPprovi sione
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competition authority
A assesses the fairness of certain behaviours

Ownership of a firm or an agency will affect its objective

Not all agents (firms, agencies, etc) are profit -maximisers

|l s an agent o0s behaviour c¢compj:

Ano ——— prima facie evidence of anti competitive intent
P

A assessesthe fairness of subsidies
When are subsidies justified?
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Traditiohal Pmixedrokigbpoly? theorye d o | |

Cremeri Marchandi Thisse 1989
De Frajai Delbono 1989

Cournot duopoly T firms simultaneously choose output
demand Q=1-p

cost 0 cg, ¢c>0, c<3
L

private firm\» public firm
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output
of ok

_
L—» private firm \» public firm

objective function

(1_ G qs)qp (1_ G- G- C)qp +(1' O - Qp)qS +

(0. +q, )
2

private firm:

ublic firm:
own profit D *

P
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solution:
firms choose output

g, =C g, =1- 2c

L
L—-» private firm \» public firm

equilibrium price P=C

the public firmdéds margi nal

just as in monopoly (Boiteux 1956)
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why Is the public firm less efficient?

political pressure (eg to increase employment)
soft budget constraint

on the other hand

(private) monopoly is quiet life: Xinefficiency
reputation for toughness
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endogenise cost differences
(De FrajaT Delbono 1989)

demand Q=1-p

k
cost —cao?
5 g

c=1 c21

§
L—» private firm\> public firm
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solution:

maximise as before
k 1+k

P T 1+ k + 2ck + K2 & T K+ 20k + ok

L ) A
private firm public firm

9

equilibrium price p=ck il

. ; 1+k + 2ck +ck?

the public firmdés margi nal
t he public firmdéds ma+ gi nal

higher than the private firm
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Profits

1 .., 2+K

=—_c°k
% 2 1+ k + 2ck + ck?

\\ private firm

¢ 1¢c< LK)

k(2+k)

il (1+k)

=—C
pskz‘ 1+k + 2ck + ck?
public firm

the public firm makes more
profit than the private firm
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Intuition
public firm pushes output up,
private firm finds a small er

produces less

because it produces more the public firm has higher cost
If the difference in efficiency is small

data would suggest a less efficient
public firm making more profit.

antioomep@titive?
wistdsithepbjective funmcion?
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A very simple banking story

De Frajai lossa 2009

what do they say about the current crisis?
public banks should lend more

Is this true?
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sequence of events

entrepreneur has a project/idea
entrepreneur chooses a bank
entrepreneur asks for a loan
Aif loan given
I build cable car
Aif load not given
I go to other bank
Aif loan given
I build cable car

Aif loan not given
I end of story
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project

project can be good or bad
VG VB

V., >0>V,
probability good project ¢

project is worthwhile in expectations gV +(1- gV, >0

ifmrootining ishknowhaabowt the
project Krshalibd berfiended
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banks

can be competent (informed) or incompetent
no information
knows whether project is good or bad
probability of competent bank gi (0,1)

can be private or public
' - payoff: total (industry) expected profit

payoff: own expected profit
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1. both banks are private

Proposition:
competent banks only funds a good project
Incompetent bank funds the project if it Is first
Incompetent bank does not fund the project if it is second f
— It knows that a rejected expected
project must be bad payoff is
positive

2. the first bank is private the second is public

A good project is always funded.
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3. the first bank is public the second is private

Proposition: recessiom (low value of expected payoff) :
competent banks only funds a good project
iIncompetent bank does not fund the project if it is first ( public)
Incompetent bank does not fund the project if it is second ( private)

\\> a rejected project can be good or bad
Ait is good only if the first bank is incompetent
Alow probability of a good project at the second stage

| do not know whether project is good or bad.
If it is good it will be accepted by the second bank if it is competent.
It may be a good idea to let the second bank choose

(in a recession, it is a good idea)

Im nexgession the publnc bank IS rmmeooonsmatahve
: | 2 hank would
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