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1. Normal-Form Games and Nash Equilibrium

The normal-form representation of a game specifies: (1) the players in the game, (2)
the strategies available to each player, and (3) the payoff received by each player for
each combination of strategies that could be chosen by the players.

2. Game 188~ 7 —18 " WICE B (prisoners’ dilemma) | ° B 4v Wy & FEIT (3% % 8k)
HARFF IR - AP R B — 0% o ZRRL FIAM OB - FERR
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Game 1
Prisoner 2
Fink (##%) Mum (4% %K)
. Fink (B 4%) | &M4EA, &Ml f F BAAE, FEA
Prisoner 1 —
Mum (4% %K) A, BFHFE | —FHHRA, —FF A

3. The prisoners’ dilemma is a game in which each player has a dominant strategy, but
the equilibrium that arises when all players use their dominant strategy provides a
worse outcome for every player than would arise if they all used their dominated

strategy instead.'

Game 2
Player 2
Cheat Cooperate
player 1 Cheat 1,1 5,0
Cooperate 0,5 4,4
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Tn a normal-form game, the players choose their strategies simultaneously. But this does not imply that
the parties necessarily act simultaneously: it suffices that each chooses his or her action without knowledge
of the others’ choices.




CETLINEE I

Game 3. Assurance Game (or Coordination Game)

U.S.S.R.
Refrain Build
Refrain 4,4 1,3
U.S. Build 3.1 2,2

* To be induced to choose Refrain, what each really needs is the assurance that the other
will also choose Refrain. Hence the name for this type of game.

* How might the two achieve such assurance and thereby coordination?

= Strategic Move: The United States could simply pass a law or a constitutional

amendment by which it committed itself never to build nuclear weapons.

5. BRBEHRTH2: BN KA THIEMNE?
EREBoRAMEA LR OF B RBAR > B4R BARBE AL H 2R
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6. BARBEFTH3: & ¥ MO FERF
RE-NEAB > XERMAE BARRE " BRRTUAEHBMALOES -
EREXALFMANVREBFEZARSH > ARBRFARATL -

Game 4
unit: $1,000 Pierce’s Pizza Pies
High Medium
Donna’s High 60, 60 36, 70
Deep Dish Medium 70, 36 50, 50

& Payoffs’ description:
@ High=>$12 per pie for each store; Medium=>$10 per pie for each store
@ Loyal customer base: 3,000 pies per week for each store (regardless of price)
®Floating demand: 4,000 pies. The floating demand goes to the lower-priced store,
ot is split equally between the two stores if they charge the same price.
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Game 5
Firm Q: REHFMEAAH K
Tell Truth Tell Lies JNBAT ? ARF RS AR
Market Believe M,, F, M,, F, KX AT 2
Not Believe M,, F, M,, F,




The basic idea is this: the stock market uses earnings to make a rational forecast of firm value — higher
earnings today will be correlated with higher earnings in the future. Knowing this, managers will attempt
to manipulate stockholders’ signals, pumping up earnings to raise forecasted value. In equilibrium the
market is #of fooled by this jamming: it correctly conjectures that there will be a certain amount of
earnings inflation, and take this into account in making its predictions.

In spite of being unable to fool the market, managers are “trapped ” into behaving myopically. The
situation is analogous to the prisoner’s dilemma. The preferred cooperative equilibrium would involve
no myopia on the part of managers, and no conjecture of myopia (and hence no discounting of inflated
earnings) by the stock market. Unfortunately, this cannot be sustained as a Nash equilibrium. If the
market conjectures no myopia, managers will have an incentive to fool it by boosting current earnings.
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DM AREKZARREFALEE . THARMREETH RBRBENRETLTTRIFERSD
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9. #X R #|Nash Equilibrium?
Definition. Formally, a mixed strategy for player 7is a probability distribution over (some
or all of) the strategies. Note that a player’s pure strategies are simply the limiting cases of

the player’s mixed strategies.
play g



Game 6. Matching pennies

Player 2
Heads Tails
Heads -1,1 1,-1
Player 1 "Tails 1,1 1.1

10. fmfTE D ERMBEARFHORILEAR ?
1) BXARZRALRRDBAR
(2) RBBERBD BB
G X TEE®
(4) AT mE S LEEB

G) RAFEEEHE
Game 7
Pierce’s Pizza Pies
High Medium
Donna’s High 156, 60 132,70
Deep Dish Medium 150, 36 130, 50

& Payoffs’ description:
@ High=>$12 per pie for each store; Medium=>$10 per pie for each store
@ Loyal customer base: 11,000 pies per week for Donna, 3,000 for Pierce.
® Floating demand: 4,000 pies. The floating demand goes to the lower-priced
store, or is split equally between the two stores if they charge the same price.
& You can find that the dilemma has disappeared. The large player, Donna,
acts more cooperatively than the small player, Pierce. But Donna’s
cooperation (high price setting) is still for self-interest, not for the benefits
of Pierce. Since the NE, (High, Medium), benefits the non-cooperative and
small player, Pierce, it is a phenomenon labeled “the expropriation of the
great by the small”.
(6) Best (lowest)-price-in-town policy
Best (lowest)-price-in-town policy is
() the worst price () the best price

for the customers; but the Bertrand-type price competition benefits the customers most.

1. RFEBHE R ? PN LI DR LTy T V%)
Game 8. Bl % #7 & & 69 3R §

JVC
I E o RIEH E
Sony e ¥ A S 10, 2 15,0
I HE S 3,3 12,5
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2R oLk (20, 70)
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% (-50, 20)

@ ok 2 b BB HNE ?
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2RGERIE (0, 0) RN MRS R —BRER ©
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C <
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RHeH & S5 NJVC
R g &~ (12, 5)
PR E D (2, 10)
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2
o KRB A AR A o
K | T=t | T=tHl | T=tt2 | T=t+3 | T=t+4
saa | 1,000
¥4k 400 400 400 400 400
%

F3E ¢ do =0 > RA N8 — B BAAAR 5 4o Re=5 0 ARFA NS H BB B BB AR -

ORI LTSRN > 5% T AL mRBAERSE




Profits
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(6) 44 JE F /& (Chain-store paradox)

. f?x%(ﬂf”iféﬁﬁiﬁﬁl & (monopoly) By¥Ar » KL A H F REANTIHFEAR S — 4K
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o HRAATEANH

® A single long-run incumbent firm faces potential entry by a series of short-run firms, each of which
plays only once but observes all previous play.
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