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Best Response 



Best Response



Equilibrium



Cournot



Bertrand

Suppose firms A and B operate under conditions of 
constant marginal and average cost but that   

MCA = 10   and    MCB = 8.                        
The demand for the firms’ output is given by 

Q = 500 – 20P.

a. If the firms practice Bertrand competition, what 
will the Nash-equilibrium market price be? 

b. What will the profits be for each firm?



Stackelberg

Firms choose quantities, with firm A moving first, and then firm B. 
The market demand is given by    Q = 120 – P and 
production is costless.

a. Find the best response function for firm B.

b. Find the profit maximising level of production for firm A

c. Find the equilibrium

d. How does the Stackelberg equilibrium compare to Cournot equilibrium?



Kreps-Scheinkman

Sonny and Cher compete in a market where the demand is given by Q = 
120 – P and production is costless.

a. Assume they compete by setting prices. What is the equilibrium?

b. Assume they decide on their capacities first before engaging into ‘price 
war’. What is the equilibrium?

c. Assume they compete by setting prices while each of them can produce 
maximum of 25 units of product. What is the equilibrium? 



Tacit Collusion
Cartels



Mixed strategy
Matching pennies



Ching-chang-chong 

Problem 11 (Rock, scissors, paper) Find mixed 
strategy Nash equilibrium



Mixed Equilibrium and Dominated Strategies



Expected Utility and Risk


