Solutions to SLECTED End of Chapter Exercises
18.1
Player A's dominant strategy is 1


Player B's dominant strategy is 1


If both players choose strategy 1 then the payoff to each player is $100.
18.3
A repeated game is one that is played over and over again where each player has knowledge of the strategies previously chosen by her rivals.  An example of repeated game is a price war between two gasoline stations.


A sequential game is a game in which the order of the players' participation is prespecified prior to the start of the game.  An example of a sequential game is a baseball game.

18.5
Players in a repeated game would use a tit-for-tat strategy.  A real world example would be a cartel, such as OPEC, where the firms' strategies are to abide by an oil production quota or to cheat on an oil production quota.  For example, if one player in the game cheats on the production agreement then the other firm can use a tit-for-tat strategy and retaliate by also cheating on the production agreement.

18.7
a.
                           Firm D's Strategies

	Firm Z's Strategies


	
	Abide by Production Agreement
	Cheat on Production Agreement

	
	
Abide by

Production

Agreement


	           π = $100,000

π = $100,000
	         π = $150,000

π = $-12,500

	
	Cheat on

Production

Agreement
	           π = $-12,500

π = $150,000                    
	           π = $25,000

π = $25,000


       
b.
Round 1:  Firm D will cheat on its production agreement.

Round 2:  Since firm D cheats on its production agreement, firm Z will also cheat on its production agreement.

Round 3:  Since firm Z cheats on its production agreement, firm D will also cheat on its production agreement.

Round 4:  Since firm D cheats on its production agreement, firm Z will cheat on its production agreement.

       
c.
This game possesses a stable equilibrium where both firms cheat on their production agreements and each firm earns $25,000 in profit.













