An Aggregative Game Approach
to Oligopoly and Cross-Market Interactions

Abstract

We develop an aggregative game framework in which asymmetric oligopolists from
two sectors compete. The equilibrium is characterized by sector-level reaction
functions, which describe how each sector’s action aggregate responds strategically to
the other sector and, in turn, determine each firm’s equilibrium action. Focusing on
pricing competition, we analyze how market equilibrium shifts after a within-sector
shock or a cross-sector merger, depending on the strategic and demand relationships
between the sectors. We also characterize the long-run equilibrium where
oligopolistic and monopolistically competitive firms coexist, in which case strategic
relationships depend solely on cross-sector demand externalities. To substantiate our
results, we examine canonical demand models, including linear, nested CES, and logit
with joint consumption.
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