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Abstract

The kinked demand curve theory applies only in the short run. This principle does not apply in the long
run. In the short run, all factors of production cannot be replaced, and the price cannot be kept stable in
the long run due to increases in production costs and demand. For this reason, kink curves are found in
short run. In the long run, a sloping demand curve is not found. For this analysis, the researcher found
from the study of the Indian telecom market that when a telecom company increases the price of its
tariff plan, other companies follow it, due to which there is no price rigidity in the market; hence, there
is no price rigidity in the long term, and at the same time, we cannot figure out which form will lead the
price in the market.
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Introduction

Under an oligopolistic market, there are a very small number of firms. Due to which changes
in price, production, commodity, etc. of one firm have a direct effect on other firms As a
result, other firms also change their prices, production and goods. When a firm reduces its
price, improves its product, or does advertising and other activities to increase its sales, other
firms follow suit and do the same. Therefore, an oligopolistic firm has to deal with all kinds
of variables and reactions of other competitors before taking any decision. Therefore, an
oligopolistic firm does not only take price and production decisions keeping in mind only the
market demand; it also takes any action keeping in mind the reactions of its competitors.

As already explained, in oligopoly, all the sellers have to face fierce competition, and there is
always a situation of price uncertainty in front of them. Therefore, almost all sellers want to
accept a satisfactory level of price that is beneficial to all. By accepting this price level,
almost all firms try to maintain it due to which price stability is found in the market. Paul
Sweezy, (1939) [ in his kinked demand curve theory, suggested that when an oligopolistic
firm lowers the price of its good, other firms follow suit. But when a firm increases the price
of its product, other firms do not follow suit. In such a situation, no firm takes the initiative
to change the price, and stability is seen in the price. As a result, a kink is formed in the
demand curve of the commodity under the oligopolistic firm. The kink is related to the
current price; at that point, the price remains constant, that is, there is no tendency to increase
or decrease in the price.

! Paul M; sweezy, “Demand under conditions of oligopoly’”, journal of political Economy, vol. XLIII,
August 1939.
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Fig 1: DD is the market demand curve, and OP is the market price

As seen in Figure 1, DD is the market demand curve, and
OP is the market price. When an oligopolistic firm lowers
the price below OP, other firms reduce the price of the good
to keep consumers near them. In this way, even if the price
is reduced by the oligopolistic firm, there is no significant
effect on its sales. Rather, the sales of all firms increase
proportionately due to the increase in aggregate demand due
to the decrease in price. When the price is below OP, there
is a nominal increase in the sales of the firm. Due to this, the
demand curve below the current price OP shifts from ED to
ED1, which is less elastic, but the demand curve DE above
OP is more elastic. If the current price OP is higher than the
average cost, then the profit earned by the producers will be
more than the normal profit.

Paul Sweezy was unable to explain in principle how price is
determined in an oligopolistic market in the long run. And
along with this, he did not succeed in describing the price
rigidity in its entirety. Kink demand curve analysis explains
the possibility that in an oligopoly, prices remain stable
According to MM Bobber “when prices are expected to fall
and are variable when prices are expected to rise. Firms do
not reduce prices when demand or costs fall. But the price
may increase as a result of an increase in demand or rising
costs.” 21 This theory of the kink demand curve does not
apply to the Indian telecom market in the long run. The
presented research paper is based on these problems.

Analysis of Price and Output Under Differentiated
Oligopoly Markets

Under a differentiated oligopoly, the number of firms is less
and their goods are different. Different policies can be
adopted by the firms to determine the real price under
oligopoly. Some methods are discussed below.

1. Independent Pricing

2. Price fixing under cartelization

3. Pricing underprice leadership

Independent Pricing

Independent pricing means that in an oligopolistic industry,
each firm determi  nes its price and production quantity
policy independently from the others. If there is no
difference in the goods produced by the oligopolistic firms
and the market division among all the firms is equal, then,

2 Ahuja, H.L (2016). Advance economic theory microeconomics
analysis. New Delhi: S. chand & Company Pvt. Ltd. (Vol. 6, pp.
734)
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as a result of independent price determination, there will be
a tendency to keep the same price among different firms. On
the contrary, if there is any difference in the goods produced
by the firms, then under independent pricing, the price of
each oligopolistic firm will be the monopoly price.

Price fixing under cartelization

The uncertainty and insecurity, among other factors, that
arise as a result of independent pricing policy, directly result
in cartelization among oligopolistic  firms.  Under
cartelization, there is some kind of direct or indirect
agreement between sellers regarding price and production
quantity, etc. This type of agreement can be either in the
form of tradition or firm practice, or it can also be in the
form of a formal written agreement. The most rigid form of
cartelization is that in which a firm becomes a union
producer, which is owned by a member- Fixes the price of
the produce, arranges the sale of the produce on their behalf,
and shares the profits. But the individual monopoly firm has
the freedom to sell or advertise. The factionalism can be
either complete or incomplete. Under perfect cartelization, a
central organization determines the price and quantity of
production for all the oligopolies so that all the firms can get
the maximum profit.

For example, in India, the Jute Mills Association of India
fixes the price and quantity of production for all the
members of its association. Under incomplete cartelization,
there is no such central institution which can impose any
strict control on the price and quantity of production on the
oligopolistic firms. Rather, there is a tacit agreement
between the firms, and each firm has the right to change the
price and quantity of production to some extent. In a perfect
cartel, the determination of price and output is done in the
same way as in a monopoly. because the entire oligopolistic
industry is run by only one central organization. Thus, in a
perfect cartel, the price of any oligopolistic firm will be the
same as the monopoly price for the entire industry.

Pricing Underprice Leadership

Under price leadership, firms in an oligopolistic industry
tend to sell their goods at a price that is determined by any
one member of the industry. According to Arthur Burns, "if
price changes are always carried out by a single firm, and if
other sellers always follow the same price changes, then
price competition is under price leadership." It is clear that
underprice leadership," B a firm, which is usually a large
firm, determines the price, and all other firms in the
oligopolistic industry follow the same.

Types of Price Leadership

Price leadership can be of three types

1. Leadership of the dominant firm, which produces a
significant portion of the total production volume of the
simple industry

2. Old, experienced firms: which are better connoisseurs
of the state of the industry?

3. Aggressive Price Leadership: In which the dominant
firm in the industry may adopt all kinds of good and
bad measures to drive some or all of its rivals out of the
market. This is often done by selling the item at a lower
price than the others.

3 Sinha, V.C.,& Sinha, Pushpa (2021) Economics. Agra;
S.B.P.D. Publication. (vol 1, unit 4, pp. 55)
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Analyses of kink demand curve in the long run
According to Paul Sweezy's kinked demand curve theory,
when a firm lowers its price, other firms follow it, and when
a firm raises its price, other firms do not follow it. George J.
Stigler tested the kinked demand curve theory. He did an
empirical study of the behavior of oligarchs. He found out
from the study that there is no kink in the demand curve
faced by oligopolies. Because during inflation, oligopolists
follow each other in raising prices, which is contrary to the
kinked demand curve theory. Professor Stigler did not
accept the hypothesis of a kick-demand curve in an
oligopoly ™. But his study does not challenge price stability
in an oligopoly. In fact, according to Paul Sweezy's Kinked
Demand Curve Theory, price stability is a short-term
phenomenon. Which is not applicable in the long run.
Because in the long run, all firms have lots of production
possibilities that can improve their product by reducing their
production costs or making some kind of change in their
product technology. Or, using new technology, a new
product can be launched on the market. Along with reducing
costs, other new methods of increasing sales can also be
used. In the long run, when one firm raises its price, other
firms follow suit. Which proves Paul Sweezy's theory of
price rigidity wrong. In the long run, it is also very difficult
to find out who will be the price leader, i.e., which firm will
act as the price leader. Which makes it impossible to tell
which firm will maintain price leadership in the long run. In
the long run, the size and experience of the firm do not
matter for price leadership

A prime example of this is the pricing of telecom companies
in India. The year 2016 was a great year for Indian mobile
customers. In 2016, telecom facilities in India had become
very cheap, which no one had even imagined. All this
happened after the entry of Jio into the Indian telecom
market. Jio entered the Indian market on September 5, 2016
and Provided free voice and roaming calls, SMS, and 1GB
of 4G net per day across the country till December 31, 2016.
Along with this, the extra charges for voice calls and SMS
during festivals were completely abolished. Jio defeated all
other telecom companies by providing free facilities to all
mobile customers.

Due to this, the customers of other companies got attracted
to Jio and adopted Jio. Seeing this, all the other companies
drastically reduced the prices of their mobile tariff plans to
keep their customers connected, due to which all the
telecom companies were forced to bear losses. Before
September 2016, the average price of 1GB, 3G, and net was
Rs 226. There was a decrease of about 67%, and it remained
at Rs 75 per GB. In 2017, all the companies adopted almost
the same tariff plan pattern, like 1 GB of internet per day,
unlimited voice and roaming calls, and 100 SMS for 30
days. By the end of 2017, only 4 out of 13 companies in
India could survive in the market. All other companies left
the market. In 2017, the price of 1GB of 4G data was
reduced by 75% to Rs 19.3 per GB. In the year 2018, a
decrease of 60% was also recorded. In the year 2018, the
price of 1GB of 4G data was Rs 11.7 per GB; this trend
continued till the year 2020. In the year 2020, the price of
1GB of 4G data came down to Rs 10.9 per GB, which was
the lowest price till date. An increase in prices was seen in

4 Sitgler,G.J.(1947) The Linky Oligopoly Demand Curve
and Rigid Price, Journal of Political Economics (vol. 55, pp.
432)
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2021; in 2023, the price of 1GB of 4G data increased to Rs
13.9 per GB. Compared to 2020 prices, a 23% increase was
recorded by 2023 Along with this, the data consumption of
the people of India was 0.3 GB per month per user in the
year 2014, which increased to 20 GB per month per user in
the year 2023. India has increased data consumption by
6566% as compared to 2014.

Average Data Consumption
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Sources: Http://inc42.com/resources/spotify-grooves-to-indias-

tune/

Fig 2: Shows average data consumption

The average price of 1GB of 3G data in India was 3226
since September 2016, which came down to 75 in
December 2016. The year 2017 saw almost equality in the
tariff plans of all the companies. In 2017, all the companies
started working with Jio as their leader. By the end of the
year 2022, Jio had captured 36% of the total market share.
In the year 2018, Jio was the first to reduce the tariff plan
and give unlimited voice and roaming calls, 100 SMS, and
1.5 GB of data for 28 days for Rs 149. Started. Due to this,
all the companies followed Jio in cutting their plans. Till the
year 2018, Pol Sweezy's theory of the kinked demand curve
worked, but in the year 2019, Jio was the first to increase the
price of the tariff plan. After that, all the companies
increased the price of the tariff plan and followed Jio. The
pole is the opposite of Sweezy's kink demand curve theory.
There is no price rigidity here. Here it was also seen that a
new company comes into the market with new technology
and plays the role of leader in the market, which shows that
no one can say who will be the leader in the market. learned
from the study that in the year 2020, Airtel was the first to
announce an increase in the price of its tariff plan. In view
of this, Jio, along with all other companies, also increased
the price of its tariff plan. Whatever the reason for the price
increase, if a firm's price increases in the long run, all other
firms follow suit. Here we cannot even say that the lowest
price and oldest firm will be the leader, because here we saw
that BSNL lowest tariff plan and is the oldest telecom
company in India, yet its market share is the lowest. Hence,
the market leader will be the one that keeps its customers
happy by changing technology with time.
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Fig 3: Shows market share in percentage (%)

As seen from the pie chart, according to the report of TRAI
(TRAI- November 2015) in India's telecom industry in
January 2015, Airtel 32%, Vodafone 21%, Idea 16%, BSNL
15%, R.Com 9%, Aircel 4%, Telenor 2%, TTML 1%,
produce market demand.

Telecome Market Share In India

Source: TRAI
Press Release
Aug.2023

= jio = airtel = Vodafoneidea B.S.N.L. = Other

Fig 4: Shows Telecom market share in India

As seen from the pie chart, according to the report of TRAI
(TRAI- 30 June 2023), only the main four companies
remained in India. Jio ranked first with 38.35% share, Airtel
second with 32.68%, VVodafone Idea (Vi) third with 20.08%,
and BSNL fourth with 8.71%.

Table 1: Price of data pack

2016%2017|2018|2019|2020| 2021 | 2022 |2023

Year/

company |1 Gb 151515 |15 1.5

Gb | Gb | Gb | Gb | FOCP|15Gb | oy

Airtel 249 | 348 | 169 [ 199 | 249 | 249 299 | 299

Vodafone 1| 252 | 346 | 158
ldea ™ 249 | 348 [ 198 | 219|249 | 248 | 299 |299

BSNL | 248 | -—- | 118 | 149 | 153 [187(2gb)[L87(2gb)| 187

jio ---- 1303|149 179 199 | 199 239 239

Source: Different-Different telecom and newspaper websites.

5 3G data for one month
6 Vodafone and idea marge in 2019
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The study revealed that the cost of services offered by Jio
and Airtel is comparatively higher than that of BSNL
companies. Despite this, Jio has 38.35% and Airtel has
32.68% of the total market share. On the other hand, despite
the price of BSNL's services being comparatively lowest,
BSNL's share in the total market share is only 8.71%. From
this, it is known that price does not have any special effect
on the preferences of consumers; they determine their
consumption keeping in mind the quality of goods and
service. Therefore, it is very difficult to say which company
will lead the price in these modern times where consumers
make their consumption decisions based on the quality of
goods and services rather than price.

Conclusion

From the study of the research paper, it is concluded that the
kinked demand curve is applicable only in the short run.
This principle does not apply in the long run. The short run
is that period of time in which all means of production
cannot be changed, and due to an increase in production
costs and demand, the price cannot be kept stable or low for
a long time. Because of this, kink curve are found in a short
period of time. In the long run, a kinked demand curve is not
found. because when it comes to the long run, at that time
the firm reduces its cost, then all the firms do not follow it.
Since firms retain their customers by improving their
product or providing good service, when one firm increases
the price of its product, all the firms follow it and increase
their prices proportionately. Due to this, their profits also
increase. Apart from this, the research also concludes that,
in the long run, it is not certain that only experienced, large,
and old firms will lead the price. Whether a firm can lead
price in the long run or not. It depends on the demand for his
product and his preference.
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