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Credibility Threats Analysis of Monopoly Firm’ s Excess Capacity

SUN Wei, LI He, LI Qiutao, SHI Hui
( Center for Quantitative Economics, Business School, Jilin University, JiLin, Changchun 130012. China)

Abstract: This paper takes the dominant firm in complete monopoly market who deters a new entrant to enter as the basic problem,

given the complete information, by the comparative analysis of the Stackelberg equilibrium which permits entry and the credibility

threat strategy behavior of excess capacity which deters entry, proved the reason of the existence of the excess capacity, explained

that the firm who rationally chose excess capacity is a relative steady statement. The dominant firm makes the threats to the new en-

trants credible by investing excess capacity, and thereby can deter entry. The result of this paper shows that holding the excess ca-

pacity is a rational choice for firms under certain conditions, and it is determined by the special technology and market conditions.

Key words: entry barrier; credibility threats; excess capacity
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