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Mutual Forbearance with Cross
Parry Strategy

Dong-Hee Koh*

Abstract

Using a two stage game theoretic model, I derive when mutual
forbearance can be observed when two firms compete across two
markets where a firm has higher demand in one market, but
lower demand in the other market. When firms choose either
uniform pricing or price discrimination in the first stage, there
are two symmetric equilibria, where both firms choose uniform
pricing or they choose price discrimination. Firms enjoy higher
profits when they choose uniform pricing. If we regard the
situation where firms choose uniform pricing as mutual
forbearance, it will be possible when competing firms have a
different turf market and profits under uniform pricing are
higher than those under price discrimination. If there is a
leading firm which can commit for uniform pricing, mutual

forbearance is more possible.

KRF Classification : B030200
Key Words : cross-parry, mutual forbearance, price
discrimination

* Professor, Department of Business, Hanyang University at ERICA,
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