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I	The geegaw industry consists of two Cournot competitors producing an identical product.  The inverse demand equation is

	
	
	



	The total cost equations of the two firms are:

	
	
	



	
	
	



	a.	Determine the total revenue equation for each firm.
	b.	What is the reaction function of each firm?
	c.	What is the Cournot-Nash equilibrium level of output?
	d.	What is the market-determined price of geegaws?
	e.	Calculate each firm’s total profit.



II	The thingamabob industry consists of two Stackelberg competitors producing an identical product.  Firm 1 is the Stackelberg leader and firm 2 is the Stackelberg follower.  The inverse demand equation is

	
	
	



	The total cost equations of the two firms are:

	
	
	



	
	
	



	a.	Determine the total revenue equation for each firm.
	b.	What is the reaction function of each firm?
	c.	What is the equilibrium output of each firm?
	d.	What is the market-determined price of thingamabobs?
	e.	Calculate each firm’s total profit.

	


III	Consider an industry comprising two firms producing a homogeneous product. The market demand and total cost equations are:

	
	
	



	
	
	



where i = 1, 2.
a.	What is each firm’s reaction function?
b.	What are the market-clearing price, and output and profit of each firm?
c.	Consider the situation in question 9.4.  What are the equilibrium price, output, and profit if firm 1 is a Stackelberg leader and firm 2 is a Stackelberg follower?
d.	Consider the situation in question 9.4.  What are the equilibrium price, output levels, and profits if firm 1 and 2 are Bertrand competitors?




IV 	Two equally sized companies, Auburn Motorcar Company and Cord Automobile Corporation, dominate the domestic automobile market. Each company can produce 500 or 750 midsized automobiles a month. This static game is depicted in the following figure. All payoffs are in millions of dollars.
	a.	Does either firm have a dominant strategy?
	b.	What is the Nash equilibrium strategy profile if this game is played just once?
	c.	What strategy profile results in the best payoff for both players?
d.	Is cooperation a Nash equilibrium if this game is played seven times?

	
	
	Cord

	
	
	750 cars
	500 cars

	Auburn
	750 cars
	(5, 5)
	(3, 6)

	
	500 cars
	(6, 3)
	(4, 4)



Payoffs: (Auburn, Cord)



V	Tom, Dick, and Harry are playing the sequential-move game depicted in following figure.
	a.	How many subgames are there?
	b.	What is the subgame-perfect equilibrium?

Tom
Dick
 High


Low
 High


Low
 High


Low
Harry
(1, 2, 3)
(2, 3, 1)
(0, 2, 1)
(1, 3, 0)
Payoffs: (Tom, Dick, Harry)



