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SUNK COST AND INDUSTRIAL ORGANIZATION

{Summary})
Katsura Nakano

Sunk cost, as used in business, is defined as “an irreversible cost due
to past decisions”. In this paper I applied the business concept of sunk
cost to the economics concept of sunk cost. In other words, I examined
the changes in the cost function when sunk cost is included. Next, I
introduced the basic framework of Dixit's sunk cost model (Dixit,
Avinash). This model utilizes a cost function which incorporates sunk
cost. Using this cost function, an analysis based on Cournot competition
is elaborated upon to clarify the characteristics of sunk cost. As a
result, in an industry which uses both large sunk cost and fixed cost,
incumbent firms not only deter new entrance, but also strategically
investing in advance, and thus can gain a larger profit than an entrant.
At this point, I examined in which industries do the incumbent firms
act advantageously and as a result, deter new entrant; thus, the
incumbent firms have a tendency to become a monopoly. Despite
drawbacks in collecting data, I found that in industries such as
precision machinery, electrical, and chemical, monopolization was more
prevailing.

Assuming that one country had one firm, a trade model can be
derived from the Cournot competitive model. Then trade policies can
also be discussed, using this sunk cost model.

The resarch of sunk cost has just begun and there is room for furter
development.



