Name   1

Name:
Professor’s Name:
University:
Date:
Economic Factors
For a successful cigarette cartel, the three firms should collude by reaching an agreement on the price to charge for cigarettes or the production level required by each company or both. By doing so, the companies are in a position to limit competition and consequently increase profits. Through the restriction of output and increasing the prices of cigarettes to be equivalent of what a monopolist would set the companies will be able to maximize profits jointly (Tirole 14). Further, the cartel should come up with the formula for allocating maximum production quotas among the firms. 
To remain successful in the cartel business, the firms should consider the factors that fail a cartel, namely cheating, coordination and entry (Martin 47). The firms should be in a position to coordinate equilibrium in the event of occurrence of multiple equilibria. In achieving this strategy, the companies should increase prices and allocate the reduction of output equitably among the firms. Therefore, the equilibrium ought to increase profits and consequently be shared equitably among the firms. 
It is also important to develop an incentive structure which is aimed at monitoring, rewarding and punishing the cheating firm(s) to remain successful in the market. Further, to remain successful, the cartel should restrict entry by outsiders. The price of the cigarettes should be above the marginal cost for the maximum profit of the cartel. 
Legal Factors
One of the success factors for the cartel is colluding with the authorities in the form of corruption. The cartel must devise a way to eliminate noncartel sellers in the market by getting the local or national government to grant the legal cartel monopoly or even to enact a tax or administrative barriers on the sale of cigarettes by the outsiders. 
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