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What’s so great about “market economy”?

It is not from the benevolence of the 
butcher, the brewer, or the baker 
that we expect our dinner, but from 
their regard to their own interest 

Adam Smith (1776)



Simple demand-supply dynamics ensure 
universal happiness



Coordination Failure: Georgian Poultry sector

• Georgia Sector Competitiveness Overview by the World Bank, 2009, concluded that it 
would be great for Georgia to be more self-sufficient in poultry (chicken) production

• The market opportunity is there: imports of animal products to Georgia, Armenia and 
Azerbaijan have grown from ~$120 million to more than $250 million in 2004-2009

• Georgian labor, energy and land costs are low compared to EU and US, but similar to 
Brazil, India and Ukraine

• But, local producers are at a disadvantage due to lack of other inputs, support 
infrastructure and services, which are virtually non-existent – good breeding stock, local 
animal feed, grain storage, modern abattoirs (slaughterhouses), cold-chain, etc. 

Producers will not invest without supporting services + 
services will not appear without a critical mass of producers 

= a “chicken and egg” problem!



The poultry value chain has many links!



Let’s play coordination games!



Focal Points, (Thomas Schelling, 1960)



Coordination failures can be resolved

1) When all actors are provided with the same REFERENCE POINT



Coordination failures can be resolved

2) When all actors follow the same PLAN (Gudauri)



Coordination failures can be resolved

3) When all actors follow the same RULES



It works because

• All you need is improved communication and/or a small public 
investment because the interests are fundamentally aligned. 

• It is in everybody’s interest to: 
• meet in Paris, 

• make money in ski tourism, or 

• avoid an accident

• In many situations, interests are not aligned, but this a topic for 
another lecture or course


