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PS3, Ex. 1 (A): Dominance and best
response



PS3, Ex. 1 (A): Dominance and best response

1. (A) Show that for each of the following two games, the only Nash equilibrium is
in pure strategies. Describe the intuition for this result. What do these two

games have in common?

Player 2
L R
U|55 |16
D|61]|22

Player 1

(D, R) is a unique Pure Strategy Nash
Equilibrium (PSNE). The game is a
Prisoner’s Dilemma as it fulfills:

T>R>P>S<6>5>2>1

i.e. the Temptation to deviate (6) is
greater than the Reward for cooperating
on the socially optimal outcome (5) and
the Punishment payoff (2) is greater than
the "Sucker's” payoff (1).



PS3, Ex. 1 (A): Dominance and best response

1. (A) Show that for each of the following two games, the only Nash equilibrium is
in pure strategies. Describe the intuition for this result. What do these two

games have in common?

Player 2
—_ L R
g U |55 (16
=z D|61]22
a

(D, R) is a unique Pure Strategy Nash
Equilibrium (PSNE). The game is a
Prisoner’s Dilemma as it fulfills:

T>R>P>S<6>5>2>1

i.e. the Temptation to deviate (6) is
greater than the Reward for cooperating
on the socially optimal outcome (5) and
the Punishment payoff (2) is greater than
the "Sucker's” payoff (1).

Player 2

L C R
uj10]1,2]|01
D|0,3|01]20

Player 1

(U, C) is a unique Pure Strategy Nash
Equilibrium (PSNE) as no other
combination of (mixed or pure) strategies
gives as high payoffs.

Iterated Elimination of Strictly
Dominated Strategies (IESDS) leads to
the same outcome as the best responses
(eliminate R then D and lastly L).



PS3, Ex. 1 (A): Dominance and best response

1. (A) Show that for each of the following two games, the only Nash equilibrium is
in pure strategies. Describe the intuition for this result. What do these two

games have in common?

Player 2
L R
Ul55]|16
D|61]|2?2

Player 1

(D, R) is a unique Pure Strategy Nash
Equilibrium (PSNE). The game is a
Prisoner’s Dilemma as it fulfills:

T>R>P>S<6>5>2>1

i.e. the Temptation to deviate (6) is
greater than the Reward for cooperating
on the socially optimal outcome (5) and
the Punishment payoff (2) is greater than
the "Sucker’s” payoff (1).

Player 2
- L C R
Z; U 1,0 1,201
0—“3 D|0,3|01]20

(U, C) is a unique Pure Strategy Nash
Equilibrium (PSNE) as no other
combination of (mixed or pure) strategies
gives as high payoffs.

Iterated Elimination of Strictly
Dominated Strategies (IESDS) leads to
the same outcome as the best responses
(eliminate R then D and lastly L).

In a mixed strategy NE both players must be indifferent between their respective pure

strategies. This is impossible if one of the strategies are strictly dominated.

As both games can be solved by IESDS they both have a unique PSNE.
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PS3, Ex. 2 (A): Equilibrium selection

2. (A) Solve for all pure strategy Nash equilibria. Which equilibrium do you find
most reasonable?

Player 2
a b c
- A 22]00]-12
% B| 00|00} 00
a C|2-1|00] 11

PSNE = {(A, a), (B, b), (C,c)}.



PS3, Ex. 2 (A): Equilibrium selection

2. (A) Solve for all pure strategy Nash equilibria. Which equilibrium do you find
most reasonable?

Player 2 For risk neutral players (A, a) is the most
a b c reasonable as it maximizes payoff for
- A 220012 both players.
% B| 00 |00] 00 . .
x cl2a10o0 11 For risk averse players avoiding A and a

eliminates the risk of a negative payoff.
PSNE = {(A, a), (B, b), (C, c)}. (C, c) is more reasonable than (B, b) as
the payoffs are positive.



PS3, Ex. 3 (A): NE proof using
IEWDS



PS3, Ex. 3 (A): NE proof using IEWDS

3. (A) We have seen in the lectures that IESDS never eliminates a Nash
Equilibrium. However, we saw in Problem Set 2 that this is not true if we do
iterated elimination of weakly dominated strategies (IEWDS.) Go through the
proof in the slides from lecture 2 and identify the step that is no longer true if we
replace IESDS by IEWDS. That is, explain why the proof is no longer true when
we replace ‘strict domination’ by ‘weak domination’.



PS3, Ex. 3 (A): NE proof using IEWDS

Informal proof: For the intuition, look at this example for now. At home, you can
compare the two different formal proofs.

Player 2
— L R
g U 32|00
& D|30]12
a ' '

NE is any strategy where no player can
be strictly better off by deviating:

NE = {(U, L), (D, R)}



PS3, Ex. 3 (A): NE proof using IEWDS

Informal proof: For the intuition, look at this example for now. At home, you can
compare the two different formal proofs.

Player 2
L R
Uujl32]|00
D|30](12

’

Player 1

NE is any strategy where no player can
be strictly better off by deviating:

NE = {(U, L), (D, R)}

IESDS: If a strategy was strongly
dominated there would be a clear
incentive to deviate from it, thus, by
definition the strategy could not be a NE.



PS3, Ex. 3 (A): NE proof using IEWDS

Informal proof: For the intuition, look at this example for now. At home, you can
compare the two different formal proofs.

Player 2 IEWDS: In a NE where a player 1 is
— L R indifferent between the NE-payoff and her
5; u|32]00 payoff from deviating, the NE-strategy
Eru D[{30]12 can be weakly dominated if player 1's’

alternative strategy would give a higher
payoff in the case where player 2 deviates
from his NE strategy as well.

NE is any strategy where no player can
be strictly better off by deviating:

NE = {(U, L), (D, R)}

IESDS: If a strategy was strongly
dominated there would be a clear
incentive to deviate from it, thus, by
definition the strategy could not be a NE.



PS3, Ex. 3 (A): NE proof using IEWDS

Informal proof: For the intuition, look at this example for now. At home, you can

compare the two different formal proofs.

Player 2
L R
Y| 32| 66

Player 1

D|30]12

NE is any strategy where no player can
be strictly better off by deviating:

NE = {(U, L), (D, R)}

IESDS: If a strategy was strongly
dominated there would be a clear
incentive to deviate from it, thus, by

definition the strategy could not be a NE.

IEWDS: In a NE where a player 1 is
indifferent between the NE-payoff and her
payoff from deviating, the NE-strategy
can be weakly dominated if player 1's’
alternative strategy would give a higher
payoff in the case where player 2 deviates
from his NE strategy as well.

E.g. Player 1 is indifferent between
ui1(U, L) and ui(D, L), however,
ui(D,R) > u1(U, R), i.e. D weakly
dominates U and U can be eliminated.
l.e. eliminating the NE (U, L), leaving
behind the reduced form game:

Player 2
L R
D|30]12

Player 1



PS3, Ex. 3 (A): NE proof using IEWDS

Formal proof: The proof that all NE survive IESDS holds by contradiction. For the
two-player case the IESDS proof is as follows:

= Let (s, sy) be a NE. = Since s3 € SJ, inequality (1) also
= Say we carry out IESDS and s} is means

the first NE strategy to be eliminated ,

(in round n of elimination). ui(sy, s3) < uilsy; )

= Then there must be a strategy
s{ # s that strictly dominates s,

i.e. Vs; € S1 0 oui(sy,sy) > ui(st,sy)

= But (s}, s)) is a NE, so by definition

’
Vs2 € S5 ui(sy, ) < uis;,s2) (1) = Contradiction! We can do the same
for player 2. It follows that s;*

survives IESDS for i = 1,2.
where 5] is the set of player-2

strategies that have not been
eliminated in rounds 1,...,n — 1.



PS3, Ex. 3 (A): NE proof using IEWDS

Formal proof: The proof that all NE survive IESDS holds by contradiction. We
highlight where the contradiction breaks down using IEWDS instead:

= Let (sf,s;) be a NE. = Since s; € SJ, inequality (2) also

= Say we carry out IEWDS and s; is means

the first NE strategy to be eliminated

’
u(sy,sy) < ui(sy, s
(in round n of elimination). (st 2)\/ 1)
Weak

= Then there must be a strategy

’ .
s, # s; that weakly dominates s, = But (s, s)) is a NE, so by definition
i.e.

Vs; € S1 0 oui(sy,sy) > ui(st,sy)

Vs €57 ui(si, ) < wui(s;s) (2) = No contradiction!

Weak
Conclusion: for a NE (s],s3) IEWDS

. . . / .
can eliminate s if s;, s, exist such that:

and the inequality holds strictly for

! ’
fors; € S7 ¢ ui(sy,sy) = ui(sy, s
at least one strategy s; € 53 where 1 ! (s %2) 1(s15%2)

SJis the set of player-2 strategies and

that have not been eliminated in
’ ’ ! !
rounds 1,...,n— 1. for s, € 7 ui(sy,sy) < ui(sy,sy)



PS3, Ex. 4 (A): Mixed strategy price
competition




PS3, Ex. 4 (A): Mixed strategy price competition

4. (A). Consider price competition between two firms when some consumers are
informed about prices and others are not. Firms have zero marginal cost and they
set price simultaneously; for the sake of this example, assume each price can only
take one of the following values: 80, 54, 38. The market consists of two
consumers. The uninformed consumer will visit a firm at random (probabilities

L 1) and buy from it, regardless of the price. The informed consumer will visit

22
the firm with the lowest price and buy from it. If both firms set the same price,
assume that the informed consumer picks a firm at random (probabilities %,% .

(a) Argue that this game can be represented by the following bimatrix.
p2=80 pr=b4 pp=38

p1=80 | 80, 80 | 40, 81 | 40, 57

p1=54 | 81,40 | 54,54 | 27,57

p1=38 | 57,40 | 57,27 | 38, 38

(b) Show that there is no Nash equilibrium in pure strategies.

—
(g}
~

Confirm that the following strategy profile is a Nash equilibrium: each firm plays
price 80 with probability 0.232, price 54 with probability 0.361, and price 38 with
probability 0.407.

(d) Why do you think the equilibrium is so different from the standard Bertrand
pricing game (i.e. where competition drives price down to marginal cost)?



PS3, Ex. 4 (A): Mixed strategy price competition

(a) The game in normal form and bimatrix:
Players: Firm 1, Firm 2. Strategies: p; € S; = S = {80, 54, 38}
Payoffs consist of payoff from the informed consumer + payoff from the uninformed.
l.e. payoffs for player i # j:
pi+3p if pi<p

ui(pi,py) = 3pPi+3pi if pi=p
0+ipi if pi>p



PS3, Ex. 4 (A): Mixed strategy price competition

(a) The game in normal form and bimatrix:

Players: Firm 1, Firm 2. Strategies: p; € S; = S = {80, 54, 38}
Payoffs consist of payoff from the informed consumer + payoff from the uninformed.
l.e. payoffs for player i # j:

pi+3pi if pi<p 3pi if pi<p

ui(pi,p;) =9 3pi+3pi if pi=p = pi if pi=pj
0+31p if pi>p ipi if pi>p



PS3, Ex. 4 (A): Mixed strategy price competition

(a) The game in normal form and bimatrix:

Players: Firm 1, Firm 2. Strategies: p; € S; = S = {80, 54, 38}
Payoffs consist of payoff from the informed consumer + payoff from the uninformed.
l.e. payoffs for player i # j:

pi+ip i pi<p 3pi if pi<p

ui(pi,pj) =4 3pi+3pi if pi=p = pi if pi=p;
0+ %Pi if  pi>pj %Pi if  pi>pj
Which can be represented as:
pj=80 pj=54 pj=38
pi=80 80, - 380=40, - [ 380=40, -
pi=54 | 354=81, - 54, - 554=27, -
pi=38 | 380=57, - | 338=57, - 38, -




PS3, Ex. 4 (A): Mixed strategy price competition

(a) The game in normal form and bimatrix:
Players: Firm 1, Firm 2. Strategies: p; € S; = S = {80, 54, 38}

Payoffs consist of payoff from the informed consumer + payoff from the uninformed.
l.e. payoffs for player i # j:

pi+3pi if pi<p 3pi if pi<p
uilpi,p)) =<4 Spi+ipi if pi=p = pi if pi=p;
0+31p if pi>p ipi if pi>p
Which can be represented as:
pj=80 pj=54 pj=38
pi=80 80, - 280=40, - | 380=40, -
pi=54 | 354=81, - 54, - 354=27, -
pi=38 | 380=57, - | 338=57, - 38, -

(b) Show that there is no Nash equilibrium in pure strategies:

Firm 2
p2=80 pp=54 pr,=38
p1=80 | 80, 80 40, 81 40, 57
p1=54 81, 40 54, 54 27, 57
p1=38 | 57, 40 57, 27 38, 38

Firm 1




PS3, Ex. 4 (A): Mixed strategy price competition

[« onfirm that the following strategy profile is a Nash equilibrium: each firm plays

Confi hat the followi file is a Nash ilibri h fi |
price 80 with probability 0.232, price 54 with probability 0.361, and price 38 with
probability 0.407.

Remember: In an equilibrium in mixed strategies, a player is indifferent between all

pure strategies that she is choosing with positive probability.

p2=80 pr=b4 pp=38
p1=80 | 80, 80 | 40,81 | 40, 57
p1=54 | 81,40 | 54,54 | 27,57
p1=38 | 57,40 | 57,27 | 38,38




PS3, Ex. 4 (A): Mixed strategy price competition

[« onfirm that the following strategy profile is a Nash equilibrium: each firm plays

Confi hat the followi file is a Nash ilibri h fi |
price 80 with probability 0.232, price 54 with probability 0.361, and price 38 with
probability 0.407.

Remember: In an equilibrium in mixed strategies, a player is indifferent between all
pure strategies that she is choosing with positive probability.

p2=80 pr=b4 pp=38
p1=80 | 80, 80 | 40,81 | 40,57
p1=54 | 81,40 | 54,54 | 27,57
p1=38 | 57,40 | 57,27 | 38, 38

Check that firm i is indifferent between all pure strategies when the opposing firm's
strategy is given by the probability distribution [/); = (0.232,0.361):
ui(pi = 80, [/J;) =0.232-80+0.361 - 40 + (1 — 0.232 — 0.361) - 40 = 49.280 ~ 49.3
ui(pi = 54, p;) = 0.232 - 81 4 0.361 - 54 4 (1 — 0.232 — 0.361) - 27 = 49.275 ~ 49.3
ui(pi = 38, p;) = 0.232 - 57 4 0.361 - 57 4 (1 — 0.232 — 0.361) - 38 = 49.267 ~ 49.3

There are rounding errors as the exact mixed strategy profile is ;/7; = (%, 282%71).

20



PS3, Ex. 4 (A): Mixed strategy price competition

(d) Why do you think the equilibrium is so different from the standard Bertrand
pricing game (i.e. where competition drives price down to marginal cost)?

21



PS3, Ex. 4 (A): Mixed strategy price competition

(d) Why do you think the equilibrium is so different from the standard Bertrand
pricing game (i.e. where competition drives price down to marginal cost)?

In the standard Bertrand Oligopoly price competition would lead to the perfectly
competitive outcome (price = marginal cost), here:

pi=p; =c=0

Introduction of an uninformed consumer dampens the effect of price competition as a
firm i can expect a revenue of at least %p,- no matter what price p; it sets.

Price competition could be increased by lowering the probability that an uninformed
customer randomly picks the firm, i.e. through:

1. A higher share of informed customers.

2. More competing firms (however, other effects affect the outcome as well).

22



PS3, Ex. 5: Luxembourg as a rogue
state (static game)



Assume that Luxembourg has turned into
a rogue state. It is close to acquiring
nuclear weapons, which would threaten
the stability in the whole region. The
Vatican (V) and Denmark (D) are
preparing an attack on Luxembourg's
nuclear research facilities to stop or slow
down its nuclear program. The probability
that the attack will be a success is

p(sv,sp) = sy + sp — svsp,

where s; € [0, 1] is the share of its
military capacity that country

i (i € {V,D}) uses in the attack. If the
attack is successful then each country
receives a payoff of 1. The cost of
participating in the attack for country i is

ci(si) = s,-2

The objective of each country is to
maximize its expected payoff from the
attack minus the cost.

(a)

(b)

PS3, Ex. 5: Luxembourg as a rogue state (static game)

Suppose that the Vatican and
Denmark choose the shares of
military capacity to use in the attack
simultaneously and independently.
Find the Nash equilibrium (NE) of
this game.

Find the social optimum (SO) under
the condition that the two countries
use the same share of their military
capacity. l.e., find the sy =5p =5
that maximizes aggregate payoff
from the attack minus costs.
Compare with the equilibrium from
question (a) and give an intuitive
explanation of your findings.

SN

2
z*a

0 e

23



Assume that Luxembourg has turned into
a rogue state. It is close to acquiring
nuclear weapons, which would threaten
the stability in the whole region. The
Vatican (V) and Denmark (D) are
preparing an attack on Luxembourg's
nuclear research facilities to stop or slow
down its nuclear program. The probability
that the attack will be a success is

p(sv,sp) = sv + sp — svsp,
where s; € [0, 1] is the share of its
military capacity that country
i (i € {V,D}) uses in the attack. If the
attack is successful then each country
receives a payoff of 1. The cost of
participating in the attack for country i is

ci(si) = s,-2

The objective of each country is to
maximize its expected payoff from the
attack minus the cost.

PS3, Ex. 5.a: Luxembourg as a rogue state (static game)

(a) Suppose that the Vatican and

Denmark choose the shares of
military capacity to use in the attack
simultaneously and independently.
Find the Nash equilibrium (NE) of
this game.

Write expected payoff for player i # j.

24



PS3, Ex. 5.a: Luxembourg as a rogue state (static game)

Assume that Luxembourg has turned into
a rogue state. It is close to acquiring
nuclear weapons, which would threaten
the stability in the whole region. The
Vatican (V) and Denmark (D) are
preparing an attack on Luxembourg's
nuclear research facilities to stop or slow
down its nuclear program. The probability
that the attack will be a success is

p(sv,sp) = sv + sp — svsp,
where s; € [0, 1] is the share of its
military capacity that country
i (i € {V,D}) uses in the attack. If the
attack is successful then each country
receives a payoff of 1. The cost of
participating in the attack for country i is

ci(si) = s,-2

The objective of each country is to
maximize its expected payoff from the
attack minus the cost.

(a) Suppose that the Vatican and
Denmark choose the shares of
military capacity to use in the attack
simultaneously and independently.
Find the Nash equilibrium (NE) of
this game.

Expected payoff for player i # j:

2
ui(si,sj) = si+sj—sis; — s
—— ~—
Probability of success Cost

Find the best-response function for i.

25



PS3, Ex. 5.a: Luxembourg as a rogue state (static game)

Assume that Luxembourg has turned into
a rogue state. It is close to acquiring
nuclear weapons, which would threaten
the stability in the whole region. The
Vatican (V) and Denmark (D) are
preparing an attack on Luxembourg's
nuclear research facilities to stop or slow
down its nuclear program. The probability
that the attack will be a success is

p(sv.sp) = sv + sp — svsp,
where s; € [0, 1] is the share of its
military capacity that country
i (i € {V,D}) uses in the attack. If the
attack is successful then each country
receives a payoff of 1. The cost of
participating in the attack for country i is

ci(si) = s

The objective of each country is to
maximize its expected payoff from the
attack minus the cost.

(a) Suppose that the Vatican and
Denmark choose the shares of
military capacity to use in the attack
simultaneously and independently.
Find the Nash equilibrium (NE) of
this game.

Expected payoff for player i # j:

2
ui(si,sj) = si+sj—sis; — s
—— ~—
Probability of success Cost

Find the best-response function for i:

du;
— =1+0—-5—-25=0

FOC :
dsj

si =

What is the NE?

(Hint: is the game symmetric?)

26



PS3, Ex. 5.a: Luxembourg as a rogue state (static game)

Assume that Luxembourg has turned into
a rogue state. It is close to acquiring
nuclear weapons, which would threaten
the stability in the whole region. The
Vatican (V) and Denmark (D) are
preparing an attack on Luxembourg's
nuclear research facilities to stop or slow
down its nuclear program. The probability
that the attack will be a success is

p(sv,sp) = sy + sp — svsp,

where s; € [0, 1] is the share of its
military capacity that country

i (i € {V,D}) uses in the attack. If the
attack is successful then each country
receives a payoff of 1. The cost of
participating in the attack for country i is

ci(si) = s,-2

The objective of each country is to
maximize its expected payoff from the
attack minus the cost.

(a) Find the NE in the static game:

Expected payoff for player i # j:

2
u,-(s,-, Sj) = si+si—sis; — s;
—— ~—~
Probability of success Cost

Find the best-response function for i:

Sus
FOC: 22 —140-5—-25=0
55,’
1—5;
S = J
2
Taking advantage of symmetry s = sj*:
s; =
2
2sf +s7 =1
1
si=-=s"E
3
ie NE—{(SB,S\*/ (%,%)}

27



PS3, Ex. 5.b: Luxembourg as a rogue state (static game)

(a) Find the NE in the static game: (b) Find the social optimum (SO) under
Expected payoff for player i % j: the condition that the twc? COL.J?trIeS
use the same share of their military

— . . . 2 . . _ _ -
ui(si,sj) = sit+sj—sisp — s capacity. l.e., find the 5y, =5p =5
%/_/ -~ ..
Probability of success  Cost that maximizes aggregate payoff

Find the best-response function for i: from the attack minus costs.

Compare with the equilibrium from

FOC : % =14+0-5—25=0 question (a) and give an intuitive
S 1 explanation of your findings.
_ s
Sj = i
2
Taking advantage of symmetry s = sj*:
s; =
2
2s 4+ s =
si=-=s"F

28



PS3, Ex. 5.b: Luxembourg as a rogue state (static game)

(a) Find the NE in the static game: (b) Find the social optimum (SO) under
Expected payoff for player i % j: the condition that the twc? COL.J?trIeS
use the same share of their military

— . . . 2 . . _ _ -
ui(si,sj) = sit+sj—sisp — s capacity. l.e., find the 5y, =5p =5
%/_/ -~ ..
Probability of success  Cost that maximizes aggregate payoff

Find the best-response function for i: from the attack minus costs.

Compare with the equilibrium from

FOC : % =14+0-5—25=0 question (a) and give an intuitive
S 1 explanation of your findings.
— 5
si =
' 2 Write expected payoff for player i # j.
Taking advantage of symmetry s = sj*:
s; =
2
2sf +s7 =1
1
si=-=s"F
3
ie. NE={(sp,sp)=(3.3)}

29



PS3, Ex. 5.b: Luxembourg as a rogue state (static game)

(a) Find the NE in the static game: (b) Find the social optimum (SO) under

L, the condition that the two countries
Expected payoff for player i # j: L
use the same share of their military

ui(si,sj) = si+sj—sisp — 5,'2 capacity. l.e., find the 3y =5p =3
— ~~— .
Probability of success  Cost that maximizes aggregate payoff

from the attack minus costs.

Find the best-response function for i: Compare with the equilibrium from

FOC - Suj =140—5—25=0 question (a) and give an intuitive
Jsj explanation of your findings.
_1l-y
= Expected payoff for i, 3p =5, = 5:
Taki f *=s"
aking advantage of symmetry s; s; u(E) = s+5-3 -
1-—s* '
sF = i Probability of success ~ Cost
1
2
. =25 28
25 + s =1
P S Find the social planner target function.
s; = 3= s
* 1
ie. NE={(sp.sp) =33}

30



PS3, Ex. 5.b: Luxembourg as a rogue

state (static game)

(a) Find the NE in the static game:

Expected payoff for player i # j:
Si + sj — sisj  — 51'2
—_—— ~—

Cost

ui(si, s) =
Probability of success

Find the best-response function for i:

6 .
FOC: 2% =140—s—25=0
65,‘
1—5;
S = L
2
Taking advantage of symmetry s = sj*:
1-—s*
s = !
2
2sf +s7 =1
1
si=-=s"E
3
ie. NE= {(SZ‘)’S\*/) = (%7 %)}

(b) Find the social optimum (SO) under
the condition that the two countries
use the same share of their military
capacity. l.e., find the sy, =5p =5
that maximizes aggregate payoff
from the attack minus costs.
Compare with the equilibrium from
question (a) and give an intuitive
explanation of your findings.

Expected payoff for i, 5p =5, = 5:

ui(3)= 5+5-5 — 3
——
Probability of success Cost
=25 - 23°

The social planner target function:
73(5)= _ 2 (25 —25%) =45 — 452
~—~
Countries

Find the social optimum (SO).
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PS3, Ex. 5.b: Luxembourg as a rogue state (static game)

(a) Find the NE in the static game:

Expected payoff for player i # j:

2
u,-(s,-, Sj) = sit+sj—sis; — s;
—— ~—~
Probability of success Cost

Find the best-response function for i:

du;
FOC: Y —140-5—25

0
55,‘

Si = 5

Taking advantage of symmetry s/ = sj*:

S
2sf +s7 =1
1
s; = 3= sNE

l—Sj

(b) Find the SO given shares are equal:

Expected payoff for i, sSp =5, =5:

ui(3)= 5+5-5 — 3
—_——
Probability of success Cost
=25 - 23°

Social planner target function:
73(5)= _ 2 (25 —25%) =45 — 452
~—~
Countries
Find the social optimum (SO):
oS
dsj

FOC :

W
Il

—4-8

1
8 2
Compare with the equilibrium from
question (a) and give an intuitive
explanation of your findings.

0
4

[
Il

>

Wl
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PS3, Ex. 5.b: Luxembourg as a rogue state (static game)

(a) Find the NE in the static game:

Expected payoff for player i # j:

2
u,-(s,-, Sj) = sit+sj—sis; — s;
—— ~—~
Probability of success Cost

Find the best-response function for i:

(5LI,'
FOC: < =1+0-5 -2

0

Si =
2
*

Taking advantage of symmetry s/ = s

S
2sf +s7 =1
1
s,-*:gzsNE

l—Sj

(b) Find the SO given shares are equal:

Expected payoff for i, sSp =5, =5:

ui(3)= 5+5-5 — 3
—_——
Probability of success Cost

=25 — 282
Social planner target function:
73(5)= _ 2 (25 —25%) =45 — 452
~—~
Countries

Find the social optimum (SO):

oS
dsj

W
Il

FOC : =4-38

0

4 1
— == >
8 2
The SO is higher than the NE as the
positive externality is not rewarded, which

!
Il
Wl

leads to an incentive to free ride.
33



PS3, Ex. 6: Cournot Oligopoly with
three firms



PS3, Ex. 6: Cournot Oligopoly with three firms

There are three identical firms in an
industry. Their production quantities are
denoted g1, g2, and g3. The inverse
demand function is

p=1—-Q, where Q=q1 + g2 + gs3.
The marginal cost is zero.

(a) Compute the quantities in the
Cournot equilibrium, i.e., the Nash
Equilibrium of the game where the
firms simultaneously choose

quantities.

(b) What is the price in the
Cournot-equilibrium?

(c) Show that if two of the three firms
merge (transforming the industry
into a duopoly), the profits of the
merging firms decrease. Explain.

(d) What happens if all three firms
merge?

34



PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:

mi = (1~ g — g — q)qi
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
mi=(1-qi—q — q)qi

Best-Response (BR) function for firm i
OT;

—1—-2qg, —q: — -0
6i_ qi —4q; — gk =
1-q —qx

qi = 5
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
mi = (1—qi —qi — qk)qi

Best-Response (BR) function for firm i

OTi 1 2qi—qj—aqx =0
5qi7 qi —4q; —qk =
q.:1*q1'*qk
' 2
Due to s * = g* = q* = qE:
ymmetry g/ = g = q; = q"*:
«_ 1297
@ =—0
* 1_ NE
q,-:Z:q

37



PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
mi=(1-q —q — qK)qi

Best-Response (BR) function for firm i

omi 1 =0
5qi = q9i —4q; — 9k =
1—qi—qxk
Gi=—0—"
Due to symmetry g} = q}‘ =q; = qNE:
«_ 1-247
9 =—5"
* 17 NE
q; —47(]

(b) What is the price in the
Cournot-equilibrium?
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
mi = (1—qi —q — qk)qi

Best-Response (BR) function for firm i

OTi 1 2qi—qj—qx =0
5qi - qi —qj — qk =
1—qg—qx
q;=7;
Due to symmetry qf = qj‘ =q; = gNE:
«_ 1-247
q; =5
L 1
a; :ZEqNE

(b) Price in the Cournot-equilibrium:
* *

pr=1-gq/ —qf —q; =
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a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
mi = (1—qi —q — qk)qi

Best-Response (BR) function for firm i
571','

5a; =1-2gi—q—q=0
m=1_2_w
Due to symmetry qf = qj‘ =q; = gNE:
a = % = gNE

(b) Price in the Cournot-equilibrium:

pr=1-q —aq —q; =

(c) Show that if two of the three firms

merge (transforming the industry
into a duopoly), the profits of the
merging firms decrease. Explain.

PS3, Ex. 6: Cournot Oligopoly with three firms
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium  (c) Firm 1 and 2 merge to firm m.

The payoff function for firm i € {1,2,3}:  Tpe payoff function for firm i € {m,3}:

i =(1—qi — g — qk)ai
= (1—qi—qj)ai
Best-Response (BR) function for firm i

OTi 1 2qi—qj—qx =0
5qi - qi —qj — qk =
1—qg—qx
q;=7;
Due to symmetry qf = qj‘ =q; = gNE:
«_ 1-247
q; =5
L 1
a; :ZEqNE

(b) Price in the Cournot-equilibrium:
* *

pr=1-gq/ —qf —q; =
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium  (c) Firm 1 and 2 merge to firm m.

The payoff function for firm i € {1,2,3}:  Tpe payoff function for firm i € {m,3}:

i =(1—qi — g — qk)ai
= (1—qi—qj)ai
Best-Response (BR) function for firm i

57 BR function for firm i in the duopoly:
=1-2g9i—qi—qx=0
3qi 1—g
g 179~ 9=
P =
2 qr = 17240 . _ qr
Due to symmetry qf = qj‘ =q; = q"VE: ! 2 J
* * 1
. l-2q g ==-=q"F
i = 2 3
. 1
G == qE

(b) Price in the Cournot-equilibrium:

* *

pr=1-gq/ —qf —q; =
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium  (c) Firm 1 and 2 merge to firm m.

The payoff function for firm i € {1,2,3}:  The payoff function for firm i € {m,3}:

mi = (1—qi — q — qk)qi mi=1-q —q)a
Best-Response (BR) function for firm i BR function for firm i in the duopoly:
oT; 1
=1-29i—q—qx=0 T4
4qi qi = 5
1—qj —qk 1-2qF
L q;
ai 2 G =—F" @ =q
* % _ % __ NE. 1
Due to symmetry gqf = 9 =q;=q": q = 3 = gNE
«_ 1-247
q; = — By merging the rivalry is internalized by
1 reducing joint output which increase
* — _NE . . .
q; = i q market price and the profit margin:
* * * * * 1
PZl*Qm*Q3:§:>7"m:7T3=§
(b) Price in the Cournot-equilibrium:
Are Firm 1 and 2 better or worse off?
p:]'iqfquiqkzziﬂ.fzﬁ 43



PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
i =(1=qi — g — qk)ai

Best-Response (BR) function for firm i

OTi 1 2qi—qj—aqx =0
5qi = qi —4q; — gk =
1—qi—qxk
4= 0
Due to symmetry gqf = qj* =q; = qE:
«_ 1-247
q; = 5
L 1
0= = gME

(b) Price in the Cournot-equilibrium:

*

pr=1-q —q —q; =

(c) Firm I and 2 merge to firm m.
The payoff function for firm i € {m, 3}:
i =(1—-qi—qj)qi

BR function for firm i in the duopoly:

1—g;
qi = 2J

1—2q;
= @ =g
«_ 1 _ nE
qi :Eiq

By merging the rivalry is internalized by

reducing joint output which increase

market price and the profit margin:
* *

Pr=l-an g =g S, =7 =

O =

However, Firm 1 and 2 each get % < %
and are worse off as the third firm reacts
to the higher price by increasing output. 44



PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium
The payoff function for firm i € {1,2,3}:
mi=(1—qi— g — q)qi

Best-Response (BR) function for firm i

o
0q;

=1-2g9i—qi—qx=0

_l-gi—a
2

Due to symmetry g/ = qf =q; = qVE:

Ch

. 1—-2q;
1
2

*

NE
q; =

q

I

(b) Price in the Cournot-equilibrium:

pr=1-a —q —q =

(c) Firm I and 2 merge to firm m.

i =(1-qi —q)qi

By merging the rivalry is internalized by
reducing joint output which increase
market price and the profit margin:
* *

p*:]-*q;*q3:§:>ﬂlm:ﬂ-§:

O =

However, Firm 1 and 2 each get %8 < %
and are worse off as the third firm reacts
to the higher price by increasing output.

(d) What happens if all three firms
merge?
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PS3, Ex. 6: Cournot Oligopoly with three firms

a) Quantities in the Cournot equilibrium  (c) Firm 1 and 2 merge to firm m.
The payoff function for firm i € {1,2,3}:
i =(1-qi —q)qi
i =(1=qi — g — qk)ai

Best-Response (BR) function for firm i

1
g =>=q"
Omi 1 =0 ’
sqi 9 =9~ k= By merging the rivalry is internalized by
1—qi—qx reducing joint output which increase
ai = 2 market price and the profit margin:
Due to symmetry g/ = qf = q; = qE: * * * * L 1
J k =1- —_ = — = T, = M7 — —
P Am a3 3 m 3 9
«_ 1297
q; = 2 However, Firm 1 and 2 each get %8 < %
. 1_ pe and are worse off as the third firm reacts
9 =3 =49 to the higher price by increasing output.

(d) A full merger maximizes joint profits:

(b) Price in the Cournot-equilibrium:

>

N 1
= T monopoly — Z

* Lk _ =
1 qmonopoly - pmonopoly - 2
*_

pr=1-q —q —q; =

& ©0IN



PS3, Ex. 7: Mixed Strategy Nash
Equilibria - (p,q)-diagrams




PS3, Ex. 7: Mixed Strategy Nash Equilibria - (p,q)-diagrams

Plot the mixed best responses of each player (in a "(p,q)-diagram” - see the
textbook). And find all Nash equilibria (pure and mixed) in the games below

(a)

(b)

Player 1

Player 1

T (p)
B (1-p)

Player 2
L(q) R(l-q)
0,0 0,0
0,0 1,1

Player 2
L(q) R(l-q)
1,3 1,0
1,1 55

(c)

(d)

Player 1

Player 1

s1 (p1)
52 (p2)
s3 (1-p1-p2)

Player 2
L(q R(-

q)

3,2 1,2

0,1 1,2

Player 2
t1(q) t(1-q)

1
2
1

o=

o|slw

wWlw|o
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PS3, Ex. 7: Mixed Strategy Nash Equilibria - (p,q)-diagrams

Plot the mixed best responses of each player (in a "(p,q)-diagram” - see the
textbook). And find all Nash equilibria (pure and mixed) in the games below

(a) (c)
Player 2 Player 2
- L(9) R(1-q) - L(q) R(1-9)
q; T (p) 0,0 0,0 a; T (p) 3,2 1,2
T ]
2 B(1p) [ 0,0 L1 2 B(p [ 01 12
(b) (d)
Player 2 Player 2
- L(q) R(l-q) t1(q) t(1-q)
i T (p) 1,3 1,0 ‘:‘ s1 (pl) 2,1 3,0
0—“_’ B (1-p) 1,1 55 % s (p2) 1,2 4,3
E 53 (1-p1-p2) 0, 1 0, 3

Hint: Find the probabilities g for which Player 1 is indifferent, e.g. ui(T,q) = ui1(B, q).
and the probabilities p for which Player 2 is indifferent, e.g. uz(L, p) = w2(R, p).
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PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(a) Plot the mixed best responses and

find all NE (pure and mixed):

Player 1

Player 2
L(¢9) R(1-q)
0,0 0,0
0,0 1,1

For which values of q is Player 1

indifferent?
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PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(a) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
?1; T (p) 0,0 0,0
E’“ B (1-p) 0,0 1,1
Player 1:

= Indifferent if g =1 = p € [0, 1]
= Prefers Bif g<1= p=0.

Werite up Player 1's best-response (BR)

function, p*(q).
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PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(a) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
L(¢9) R(1-q)
T (p) 0,0 0,0

Player 1

B(1-p) | 0,0 11

Player 1:

= Indifferent if g =1 = p € [0,1]
= Prefers Bifg<1=p=0.

Player 1's BR function, p*(q):

p=0 if g<1
BRy(q) =
1(9) { pel01] if g=1

Plot Player 1's BR function, p*(q), in a

(p.q)-diagram.
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PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(a) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(q) R(1-q)
q; T (p) 0,0 0,0
(2]
a B (1-p) 0,0 1,1
Player 1:

= Indifferent if g = 1= p € [0,1]
= Prefers Bif g< 1= p=0.

Player 1's BR function, p*(q):

p=0 if g<1
BRy(q) =
1(9) { pel01] if g=1

— BRi(q)

©c o o =
> o ® o

p (probability of T)

o
N

0.0

0.0 0.5
q (probability of L)

For which values of p is Player 2
indifferent?

1.0
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PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(a) Plot the mixed best responses and

_ — BRi(q)
find all NE (pure and mixed):
Player 2 1.0
- L(¢9) R(1-q) -
= 0.8
% T (p) 0,0 0,0 %
& B(-p) | 00 1,1 206
Player 1: a
S04
= Indifferent if g = 1= p € [0,1] 5
= Prefers Bifg<1=p=0. 50.2
: 0.0
p=20 if g<1
BRi(q) = { pel01] if g=1 0.0 0.5 1.0
’ q (probability of L)
Player 2: Write up Player 2's best-response (BR)
= Indifferent if p=1= g € [0, 1] function, q*(p)

= Prefers Rif p<1=qg=0.
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(a) Plot the mixed best responses and

find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
q; T (p) 0,0 0,0
E’“ B (1-p) 0,0 1,1
Player 1:

= Indifferent if g = 1= p € [0,1]
= Prefers Bif g<1= p=0.

=0 if <1
BRi(q) =3 © L7
pel0,1] if g=1
Player 2:

» Indifferent if p=1=q € [0,1]
= Prefers Rif p<1=qg=0.

Player 2's BR function, g*(p):

B qg=20 if p<1
BRQ(”)_{ gel0,1 if p=1

p (probability of T)

PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

— BR1(q)

=
o

o
o)

o
o

©
>

o
[N)

0.0

0.0 0.5 1.0
q (probability of L)

Plot Player 2's BR function, g*(p)
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PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(a) Plot the mixed best responses and

find all NE (pure and mixed):

Player 2
- L(q) R(1-9)
q; T (p) 0,0 0,0
E’“ B (1-p) 0,0 1,1
Player 1:

= Indifferent if g =1 = p € [0,1]
= Prefers Bif g<1= p=0.

_ p=0 if g<1
BRl(q)_{ pel01] if g=1

Player 2:
= Indifferent if p = 1= g € [0, 1]
= Prefers Rif p<1=q=0.

qg=20 if p<1
BR(p) =
2(p) { ge0,1] if p=1

—— BRi(q) BR>(p) ® NE
1.0 ®
~0.8
G
20.6
=
20.4
o
2
2 0.2
0.0{%
0.0 05 1.0

q (probability of L)
Write up all NE (pure and mixed).
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(a) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
E; T (p) 0,0 0,0
T
2 B(1-p) [ 0,0 11
Player 1:

= Indifferent if g = 1 = p € [0, 1]
= Prefers Bif g<1= p=0.

B p=0 if g<1
BRl(q)_{ pelo,1 if g=1

Player 2:

= Indifferent if p=1=-q € [0,1]
= Prefers Rif p<1=q=0.

- qg=0 if p<1
BR2(p)_{ e 1 o —1

p (probability of T)

PS3, Ex. 7.a: Mixed Strategy Nash Equilibria - (p,q)-diagrams

—— BRi(q) - BRa2(p) % NE
1.0 2 3
0.8
0.6
0.4
0.2
0.01%

0.0 0.5 1.0

q (probability of L)

Two Pure Strategy Nash Equilibria:

PSNE = {(T,L),(B,R)}

We find two Mixed Strategy NE (MSNE).
Both coincide with the PSNE:

(P*v q*) = {(17 1)7 (07 0)}
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PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and

find all NE (pure and mixed):

Player 1

Player 2
L(¢9) R(1-q)
(p) 1,3 1,0
B (1-p) 1 55

For which values of q is Player 1

indifferent?
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PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and Write up Player 1's best-response (BR)

find all NE (pure and mixed): function, p*(q).
Player 2

- L(q) R(l-q)

g T(p) 13 1,0

3]

& B(p) [ L1 | 55

Player 1 is indifferent if:

1=1g+5(1—q)
bg=4=qg=1
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PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
E; T (p) 1,3 1,0
1]
2 BQ@p) [ L1 55

Player 1 is indifferent if:
1=1q+5(1 - q)
bg=4=q=1
Player 1's BR function, p*(q):

B p=0 if g<1
BRl(q)_{ pel01] if g=1

Plot Player 1's BR function, p*(q), in a
(p.q)-diagram.
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PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
L(q) R(l-q)
T (p) 1,3 1,0

Player 1

B(l-p) | 1,1 55

Player 1 is indifferent if:

1=1q+5(1—q)
bgq=4=qg=1

Player 1's BR function, p*(q):

p=0 if g<1
BR =
(q) { pelf0,1] if g=1

— BRi(q)

©c o o =
> o ® o

p (probability of T)

o
N

0.0

0.0 0.5
q (probability of L)

For which values of p is Player 2
indifferent?

1.0
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PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and

find all NE (pure and mixed):

Player 2
L(q) R(1-q)
T (p) 1,3 1,0

Player 1

B(lp) | 1,1 55

Player 1 is indifferent if:
1=1q+5(1—q)
bg=4=q=1
e ={ "oy b 05
Player 2 is indifferent if:
3p+1(1—p)=0p+5(1—p)

Tp—t=p——
p= P=g

p (probability of T)

o
[N)

— BRi(q)

=
o

o
©

o
o

o
>

0.0

0.0 0.5 1.0
q (probability of L)

Write up Player 2's best-response (BR)
function, g*(p)
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(b) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(9) R(1-q)
i T (p) 1,3 1,0
E’“ B (1-p) 1,1 55

Player 1 is indifferent if:

1=1q9+5(1—-q)
bg=4=qg=1

p=0 if g<1
BR: =
1) { pel01] if g=1
Player 2 is indifferent if:
3p+1(1—p)=0p+5(1—p)

Tp=d4=p=o
p=4=p=7

qg=0 if p<4/7
BRz(p)—{ qelo,1] if p=4/7

g=1 it p>4/7

=
o

o
o

©
>

p (probability of T)

o
[N)

0.0

o
o)

PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

— BR1(q)

0.0

0.5
q (probability of L)

Plot Player 2's BR function, g*(p)

1.0



PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and

. — BRi(q) - BRy(p)===+ NE
find all NE (pure and mixed):
Player 2 1.0 .
— L(g) R (1-9) . -
g T(p) 1,3 1,0 —0.8 r
5 B(1p) [ 1,1 55 5 -
~ — 20.6 ;
Player 1 is indifferent if: a
©
1=1q+5(1—q) 504
bg=4=qg=1 2
5 0.2
BRl(q):{ p:%I f: qfi 0.0
peloa] i q= 0.0 05 1.0
Player 2 is indifferent if: q (probability of L)
3p+1(1—p) =0p+5(1—p) Write up all NE (pure and mixed).

4
Tp=4=p=—
p p=3

qg=0 if p<4/7
BRz(p)—{ qelo,1] if p=4/7

g=1 it p>4/7
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PS3, Ex. 7.b: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(b) Plot the mixed best responses and

] —— BRi(q) - BRy(p)==== NE
find all NE (pure and mixed):
Player 2 1.0 "
- L(q) R(1-9) — s
g T(p) 1,3 1,0 —o0.s8 :
5 B(1p) [ 1L,1 55 ° c
a ! i EO.G "
Player 1 is indifferent if: )
©
1=1g+5(1—q) £0.4
5g=4&q=1 £
q q O_O.z
p=0 if g<1
BRi(q) = { . 0.0
pel0,1] if g=1 0.0 05 1.0
Player 2 is indifferent if: q (probability of L)
3p+1(1—p) =0p+5(1—p) The pure and mixed strategy NE are:
4 4
p=4ep=2 (p*,q%) = {(0,0);(1,1); (pe [;,1) 4= 1)}

qg=0 if p<4/7
BRy(p) = gel0,1] if p=4/7
g=1 if p>4/7
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and

find all NE (pure and mixed):

Player 1

Player 2
L(¢9) R(1-q)
3,2 1,2
0,1 1,2

For which values of q is Player 1

indifferent?
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and

find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
5 T(p) 3,2 1,2
2 B(-p) [ 01 L2

Player 1 is indifferent if:

3g+(1-q)=(1-q)

qg=0

Write up Player 1's best-response (BR)

function, p*(q).
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and

find all NE (pure and mixed):

Player 2
- L(q) R(1-q)
E; T (p) 3,2 1,2
T
2 B(p) [ 01 1,2

Player 1 is indifferent if:

3g+(1-q)=(1-aq)

qg=0

Player 1's BR function, p*(q):

BRi(q) = { pe[0,1]

p=1

if g=0

qg>0

Plot Player 1's BR function, p*(q), in a
(p.q)-diagram.
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
q; T (p) 3,2 1,2
E’“ B (1-p) 0,1 1,2

Player 1 is indifferent if:
3¢+ (1-q)=(1-q)
q=0

Player 1's BR function, p*(q):

BRi(q)— | PELI I a=0
W=y p=1 if g>0

— BRi(q)

=
o

©c o o
> o o

p (probability of T)

o
N

0.0

0.0 0.5
q (probability of L)

For which values of p is Player 2
indifferent?

1.0
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(c) Plot the mixed best responses and

find all NE (pure and mixed):

Player 2
- L(9) R(1-q)
i T (p) 3,2 1,2
2 B(p) [ 01 12

Player 1 is indifferent if:

3¢+ (1-q)=(1-q)

q=0
BRi(q)— | PELA T a=0
WI=3 p=1 if g>0

Player 2 is indifferent if:

2p+(1—-p)=2
p+l=2=p=1

p (probability of T)

o
[N)

PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

— BRi(q)

=
o

o
©

o
o

o
>

0.0

0.0 0.5 1.0
q (probability of L)

Write up Player 2's best-response (BR)
function, g*(p)
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(c) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
L(q) R(l-q)
T (p) 3,2 1,2

Player 1

B(l-p) | 0, 1 1,2

Player 1 is indifferent if:

3g+(1—q)=(1-q)

q=0
BRi(q)—{ PELI i a=0
WI=3 p=1 if g>0

Player 2 is indifferent if:
2p+(1—-p)=2
p+l=2=p=1

qg=0 if p<1
BRy(p) =
2(p) { ge0,1] if p=1

p (probability of T)

o
[N)

PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

— BR1(q)

=
o

o
o)

o
o

©
>

0.0

0.0 0.5 1.0
q (probability of L)

Plot Player 2's BR function, g*(p)
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(q) R(l-q)
5 T(p) 3,2 12
T
= B(p) [ 01 1,2

Player 1 is indifferent if:
3¢+ (1—q)=(1-q)

q=0
BRi(q) = pelf0,1] if g=0
war= p=1 if g>0

Player 2 is indifferent if:
2p+(1-—p)=2
p+l=2=p=1

BRQ(”){ .

if p<1
if p=1

o
o

o
IS

p (probability of T)

o
N

©
o

0.0 0.5 1.0
q (probability of L)

Write up all NE (pure and mixed).
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
- L(9) R(1-q)
i T (p) 3,2 1,2
2 B(-p) [ 01 12

Player 1 is indifferent if:

3¢+ (1-q)=(1-q)

q=0
BRi(q) = | PEO i a=0
WI=3 p=1 if g>0

Player 2 is indifferent if:

2p+(1-p)=2
p+l=2=p=1

BR2(P):{ ZZ[% 1

if p<1
if p=1

o
o

o
’

p (probability of T)

o
N

©
o

0.0 0.5 1.0
q (probability of L)

Three Pure Strategy NE (PSNE) exist:
PSNE = {(T,L),(T,R),(B,R)}

What about Mixed Strategy NE (MSNE),
(p*,q%)?
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PS3, Ex. 7.c: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(c) Plot the mixed best responses and
find all NE (pure and mixed):

Player 2
L(9) R(1-q)
T (p) 3,2 1,2

Player 1

B(l-p) | 0, 1 1,2

Player 1 is indifferent if:

3g+(1-¢q)=(1-aq)

qg=0
BRi(q) = | PELA I g=0
nI=9N p=1 if g>0

Player 2 is indifferent if:
2p+(1-—p)=2

p+l=2=p=1

B qg=20 if p<1
BRQ(”)_{ ge0,1 if p=1

p (probability of T)

o
N

— BRai(q)------ BRy(p)==== NE

e
o

o©
’

°
o

0.0 0.5 1.0
q (probability of L)

PSNE = {(T% L)v(Tv R)7(57 R)}

The three PSNE are contained in the two
mixed strategy NE (MSNE), (p*, ¢*):

{(pel0,1),g=0);(p=1,€(0,1])}
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PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE = {(517 t1

), (s2, t2)} Can we reduce the bi-matrix?
t1 (q9) t(1-q)

s1 (p1) 2,1 3,0

5 (p2) 1,2 4,3

s3 (1-p-p2) | 0,1 03
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PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE = {(s1,t1),(s2,t2)} For which values of q is Player 1
indifferent?

t1 (q) t(1-q)
S1 (pl) 2, 1 3, 0
52 (p2) 1,2 4,3
S3 (l—pl—pz) 0, 1 0, 3

IESDS: s, > s3, thus s3 can be eliminated
and 1-p1-pp =0=pp=1-—p1

Player 2
- t1(q) t(1-q)
g s (p) 2,1 3,0
£ s2 (1-p1) 1,2 4,3
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PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE = {(s1, t1), (s2, t2)} For which values of p is Player 2
t1 (q) t (1-q) indifferent?
st (p1) 2,1 3,0
s (p2) 1,2 4,3
S3 (1—p1—p2) O, 1 0, 3

IESDS: s, > s3, thus s3 can be eliminated
and I-p1-pp = 0= pp=1—p1

Player 2
- t1(q) t(1-q)
?1; s1 (pl) 2,1 3,0
f S (1—p1) 1, 2 4, 3

Player 1 is indifferent if:
29+3(1-q)=qg+4(1-q)

1
=1—g=qg=—
q q q 5
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PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE = {(s1,t1),(s2, t2)} Plot Player 1's BR function, p*(q), in a
t1(q) t©(1-q) (p.q)-diagram.
S1 (pl) 2, 1 3, 0
s2 (p2) 1,2 4,3
S3 (l—pl—pz) O, 1 0, 3

IESDS: s, > s3, thus s3 can be eliminated
and I-p1-pp = 0= pp=1—p1

Player 2
— t1(q) t(1-q)
q; 51 (Pl) 2, 1 3, 0
£ S2 (l—pl) 1, 2 4, 3

Player 1 is indifferent if:
2q+3(1-q)=q+4(1—-q)
1
a=1-9=4q9=3
Player 2 is indifferent if:
p1+2(1—p1) =3(1—p1)
P1:1—P1:>P1:%

m



PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE = {(s1,t1),(s2, t2)} —— BRi(q)
t1 (9)  t (1-q)
s1 (p1) 2,1 3,0 1.0
s2 (p2) 1,2 4,3 =
s (1-pr-p2) | 0,1 0.3 208
IESDS: s, > s3, thus s3 can be eliminated .4?0.6
and 1-p1-pp =0=po=1—p; 3
©
Player 2 2 0.4
- t1(q) t(1-q) s
q; S1 (Pl) 2, 1 3, 0 502
£ S2 (l—pl) 1, 2 4, 3
0.0 —
Player 1 is indifferent if: 0.0 0.5 1.0
2g+3(1—q) = q+4(1—q) g (probability of t;)

1 Plot Flayer 2’s BR function, q (p)
=1—qg=qg=—
q q q 2

Player 2 is indifferent if:
p1+2(1—p1) =3(1—p1)
1
P1:1—P1:>P1:§
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PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE = {(s1, t1), (s2, t2)} —— BRy(g)-- BR>(p1) 8 NE
ti(q) t(1-q)
s1 (p1) 2,1 3,0 1.0 %
s (p2) 1,2 4,3 - :
s (1-pi-p2) | 0,1 0,3 - 0.8 g
IESDS: s, > s3, thus s3 can be eliminated  2'0.6 ;
and 1-p1-pp =0=pr=1-p; 5 : 2 3 ’
Player 2 2 0.4 i
~ t(q) b (1-q) s |
g st (p1) 2,1 3,0 a0.2 i
£ S (l—pl) 1,2 4,3 i
0.0/ ———
Player 1 is indifferent if: 0.0 0.5 1.0
2g+3(1—q)=q+4(1—q) g (probability of t;)

Write up all NE (pure and mixed), both

1
9=1-9=q= 2 in the reduced game and in the full game.

Player 2 is indifferent if:
p1+2(1—p1) =3(1—p1)
1
P1:1—P1:>P1:§
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PS3, Ex. 7.d: Mixed Strategy Nash Equilibria - (p,q)-diagrams

(d) PSNE ={(s1, t2), (32, 2)} —— BRu(q)— BRa(p1) ® NE
t1(q) t(1-q)
. 8
s1 (p1) 2,1 3,0 1.0 A
s (p2) 1,2 4,3 508 E
S3 (1—p1—p2) 0, 1 0, 3 “5 i
IESDS: s, > s3, thus s3 can be eliminated 50-6 i
and I-p1-pp =0=pp=1—p1 2 i * '
20411
Player 2 o :
- t(q) t(1-q) Z02l1
q; s1 (p]_) 2,1 3,0 Q i
£ ) (l—pl) 1,2 4,3 0.0 *
0.0 0.5 1.0

Pl 1 is indifferent if: o
ayer 1 is indifferent i q (probability of &)

2 3(1 — = 4(1 —
q+3( q) = q+4( q) In the reduced game, three NE exist:

(p1:q") = {(0,0),(1/2,1/2),(1,1)}

And in the full game: [(pf, Py), (q*)] =

1
=1l-g=q9g=—
q q q 5

Player 2 is indifferent if:
p1+2(1—p1) =3(1—p1)

p=t-m=pm=2 {lo0.05](53) (3)] 0@,



PS3, Ex. 8: Mixed Strategy Nash
Equilibria - analytical solution




PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Find all (pure and mixed) Nash equilibria in the following game:

L(q1) C(g) R(@-q1-9)
T (p) 4,1 2,3 0, 4
B(1-p) | 23 1,2 5,0
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Find all (pure and mixed) Nash equilibria in the following game:

L(q1) C(g2) R(1-91-92)
T (p) 4,1 2,3 0, 4
B(1-p) | 23 12 5,0

Hints:

. Highlight the best responses in the matrix.

. Find the relationship between g; and g for which Player 1 is indifferent.

. Write up the best responses for Player 1: p*(q1, q2), i.e. BRi(q1, q2).

. Pairwise find the probabilities p for which Player 2 is indifferent, e.g. between L
and C, then L and R, and finally between C and R.

5. Write up the best responses for Player 2:

A W N =

BRa(p) = (a1 (p), a2 (p)) = :{(O,X) :x €[0,1]} ;: =2/3
(0,0 p>2/3

6. Find the NE (pure and mixed). In a Mixed Strategy Nash Equilibriumm (MSNE)
both players must be indifferent between their respective pure strategies.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

1. Highlight the best responses in the
matrix:
L(q1) C(92) R(1-q1-q2)
T (p) 4,1 2,3 0,4
B (1-p) 2,3 1,2 50

Which Pure Strategy Nash Equilibria
(PSNE) exist?
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

1. Highlight the best responses in the
matrix:
L(q1) C(92) R(1-q1-q2)
T (p) 4,1 2,3 0,4
B (1-p) 2,3 1,2 50

No Pure Strategy Nash Equilibrium
(PSNE) exist.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

L(q1) C(g2) R(1-g1-92)
T (p) 41 2,3 0, 4
B(1-p) | 2 3 1,2 50

No Pure Strategy Nash Equilibrium
(PSNE) exist.

2. Find the relationship between g; and
qo for which Player 1 is indifferent.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

L(q1) C(q2) R(1-q1-q2)
T [ 41 2,3 0, 4
B(l-p) | 23 1,2 5,0

2. Find the relationship between g; and
g» for which Player 1 is indifferent:

Player 1 is indifferent if:

4q1 +2g2 =2q1 + 92 +5(1 — q1 — q2)

7q1 +6qg2 =5
+6 5
a1 7<12—7
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

L(q1) C(g) R((1-q1-q2)
T (p) 41 ] 23 0, 4
B(lp) | 23 | 12 5,0

Player 1 is indifferent if:
4q1 +2q2 = 2q1 + @2 + 5(1 — q1 — q2)

7q1 +6g2 =5
+6 5
a1 7CI2—7

3. Write up the best responses for
Player 1: p*(q1, q2) =
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

L(q1) C(g2) R (1-q1-q2)
T (p) 4,1 2,3 0, 4
B(1-p) | 23 1,2 5,0

Player 1 is indifferent if:
4q1 +2g2 = 2q1 + @2 + 5(1 — g1 — q2)

7q1 +6g2 =5
+6 5
q1 7<72—7

3. Write up the best responses for
Player 1: p*(q1,q2) =, i.e.

1 Q1+ %qz > %
BRi(q,q2) =% [0,1] qi+Sq =2
0 fh-l—%CIz < %
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

L(q1) C(g2) R (1-q1-q2)
T (p) 4,1 2,3 0, 4
B(1-p) | 23 1,2 5,0

Player 1's best responses: p*(q1, q2), i.e.

1 Q‘1+%CI2 > %
BRi(q,q2) =< [0,1] qi+ Sq =2
0 a+iep<3

4. Pairwise find the probabilities p for
which Player 2 is indifferent, e.g.
between L and C, then L and R, and
finally between C and R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:
L(q1) C(g2) R(1-q1-q2)

T (p) 4,1 2,3 0,4 p+3(1—p)=3p+2(1-p)
B(1-p) | 2,3 1,2 50 1-p=2p
Player 1's best responses: p*(q1, q2), i.e. p= 1
3
1 g1+ %C& > %
BRi(q1,q2) = [0,1] CIIJFgQZ:% If p < 1/3 prefer L; if p > 1/3 prefer C.
0 a+iep<3

4. Pairwise find the probabilities p for
which Player 2 is indifferent, e.g.
between L and C, then L and R, and
finally between C and R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:

L(q1) C(q2) R(1-q1-q2)
T (p) 4,1 2,3 0,4 p+3(1—p)=3p+2(1—p)
B (1-p) 2,3 1,2 50 1-p=2p
1
Player 1's best responses: p*(q1, q2), i.e. p= 3

1 q1+$q2 > %
BRi(q1,q2) = [0,1] a1+ %qz = %
0 QL+ Sqp <3

4. Pairwise find the probabilities p for
which Player 2 is indifferent, e.g.
between L and C, then L and R, and
finally between C and R.

If p<1/3 prefer L; if p > 1/3 prefer C.

Player 2 is indifferent between L and R if:

p+3(1—p)=4p

3==6p
_ !
P=3

If p < 1/2 prefer L; if p > 1/2 prefer R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:

L(q1) C(g2) R (1-q1-92)
T (p) 4,1 2,3 0,4 p+3(1—p)=3p+2(1—p)
B(1p) | 23 | L2 50 1-p=2p
1
Player 1's best responses: p*(qi, g2), i.e. P=3

1 an+Sp>2
BRi(q1,q2) =< [0,1] @1+ Sq2 =2
0 CI1+$CI2 < %

4. Pairwise find the probabilities p for
which Player 2 is indifferent, e.g.
between L and C, then L and R, and
finally between C and R.

If p < 1/3 prefer L; if p > 1/3 prefer C.

Player 2 is indifferent between L and R if:

p+3(1—p)=14p

3=6p
_1
P=3

If p < 1/2 prefer L; if p > 1/2 prefer R.

Player 2 is indifferent between C and R if:

2
3p+2(17p):4p<:>2=3p®p=§

If p < 2/3 prefer C; if p > 2/3 prefer R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:

L(q1) C(g2) R (1-q1-92)
T (p) 4,1 2,3 0,4 p+3(1—p)=3p+2(1—p)
B(1p) | 23 | L2 50 1-p=2p
1
Player 1's best responses: p*(qi, g2), i.e. P=3

1 an+Sp>2
BRi(q1,q2) =< [0,1] @1+ Sq2 =2
0 CI1+$CI2 < %

5. Write up the best responses for
Player 2: BRy(p) = (a5 (p), a5 (p))

If p < 1/3 prefer L; if p > 1/3 prefer C.

Player 2 is indifferent between L and R if:

p+3(1—p)=14p

3=6p
_1
P=3

If p < 1/2 prefer L; if p > 1/2 prefer R.

Player 2 is indifferent between C and R if:

2
3p+2(17p):4p<:>2=3p®p=§

If p < 2/3 prefer C; if p > 2/3 prefer R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:

L(q1) C(g2) R (1-q1-92)
T (p) 4,1 2,3 0,4 p+3(1—p)=3p+2(1—p)
B(1p) | 23 | L2 50 1-p=2p
1
Player 1's best responses: p*(qi, g2), i.e. P=3

1 an+Sp>2
BRi(q1,q2) =< [0,1] @1+ Sq2 =2
0 CI1+$CI2 < %

Player 2: BRy(p) = (a7 (), a3 (p)) =

{(x,1=x):x€[0,1]} p=1/3

If p < 1/3 prefer L; if p > 1/3 prefer C.

Player 2 is indifferent between L and R if:

p+3(1—p)=14p

3=6p
_1
P=3

If p < 1/2 prefer L; if p > 1/2 prefer R.

Player 2 is indifferent between C and R if:

2
3p+2(17p):4p<:>2=3p®p=§

If p < 2/3 prefer C; if p > 2/3 prefer R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:

L(q1) C(g2) R (1-q1-92)
T (p) 4,1 2,3 0, 4 p+3(1—p)=3p+2(1—p)
B(1p) | 2 3 1,2 5,0 1—p=2p
Player 1's best responses: p*(qi, q2), i.e. p= %

1 q1 + gch > %

BRi(q1,q2) =< [0,1] g1+ 3q=2
0 QA+ Sqp <3

Player 2: BR;(p) = (4} (p), a3 (p)) =
(1,0) p<1/3

{(x,1=x):x€[0,1]} p=1/3

Note: if p = % tu(C) > w(L) = ur(R)
Ferp_l.3F2_ 143 _4+0
P22 2 2

5 4 4

= - > - = =

2 2 2

If p < 1/3 prefer L; if p > 1/3 prefer C.

Player 2 is indifferent between L and R if:

p+3(1—p)=14p

3=6p
_1
P=3

If p < 1/2 prefer L; if p > 1/2 prefer R.

Player 2 is indifferent between C and R if:
2

3p+2(17p):4p<:>2=3p®p=§

If p < 2/3 prefer C; if p > 2/3 prefer R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:
L(g1) C(g2) R(1-91-92)

T (p) 4,1 2,3 0,4 p+3(1—p)=3p+2(1—p)
B (1-p) 2,3 1,2 50 1-p=2p
1
Player 1's best responses: p*(qi, g2), i.e. P=3
1 q1+%q2>g If p < 1/3 prefer L; if p > 1/3 prefer C.
BRi(q1,¢2) =< [0,1] qi+32q2 =3 o )
0 a1 + %qz < % Player2-is-indifferent-betweenLand-R-i:
_ _ PpE3E=p) =
Player 2: BRy(p) = (a7 (), a3 () = 2 P) =59
p3 =50
(1,0) p<1/3
{(x,1—x):x€[0,1]} p*1/3 ﬁ‘=z

Player 2 is indifferent between C and R if:
Note: if p= 1 : us(C) > ua(L) = up(R) 2
2 3p+2l-p)=4pe2=3pep=7

If p < 2/3 prefer C; if p > 2/3 prefer R. 0



PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

Player 2 is indifferent between L and C if:
L(g1) C(g2) R(1-91-92)

T (p) 4,1 2,3 0, 4 p+3(1—p)=3p+2(1—p)
B (1-p) 2,3 1,2 50 1—p=2p
1
Player 1's best responses: p*(qi, g2), i.e. P=3
1 q1+%q2>g If p < 1/3 prefer L; if p > 1/3 prefer C.
BRi(q1,q2) =< [0,1] @1+ Sq2 =2 o )
0 a+ %qz < % Player2-is-indifferent-betweenLand-R-i:
_ _ PpE3E=p) =
Player 2: BRy(p) = (a7 (p), 45 (p)) = P P) =40
p3 =50
(1,0) p<1/3
{(x,1—x):x€[0,1]} p=1/3 ﬁ‘=z
(0,1) pe(3:3) ,
(O :xe1)  p=z3 (iRpelerkitpotiaprefer s
(0,0) p>2/3 Player 2 is indifferent between C and R if:

Note: if p = 5 : t2(C) > (L) = uz(R) 3p+2(1—P):4p®2:3p®P:§

If p < 2/3 prefer C; if p > 2/3 prefer R.
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

6. Find the NE (pure and mixed). In

L(1) C(92) R(1-q1-q2) MSNE both players must be

T (p) 4,1 2,3 0,4 indifferent between their respective
B (1-p) 2,3 12 50 pure strategies.
Player 1's best responses: p*(q1, q2), i.e.
1 @t iq >3
BRi(q1,q2) =< [0,1] g1+ 3q=2
0 G+ 2@ <3

Player 2: BRy(p) = (Qi‘(p),qi(p)) =

(1,0)
{(x,1=x):x€]0,
(0,1)
{(0,x) : x € [0,1]}
(0,0)

p<1/3
0} p=1/3
pe(3:3)
p=2/3
p>2/3

a
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

6. Find the NE (pure and mixed). In a
L(1) C(92) R(1-q1-q2) MSNE both players must be

T (p) 4,1 2,3 0,4 indifferent between their respective
B (1-p) 2,3 12 50 pure strategies.
Player 1's best responses: p*(q1, q2), i.e. = MSNE, Case 1: p=1/3:
1
1 q+ie>? BR2<7):{(x,l—x):xE[O,l]}é
BRi(q1,q2) =< [0,1] qi+Sq=2 6 3 5 ) )
0 g+ Sq <3 21-x>2=BR (BRf):l z
7 7 X +7 X 7 1 2(3) # 3
Player 2: BRx(p) = (qf(p),qg‘(p)) = q1 @
(1,0) p<1/3
{61-x):x€0,1} p=1/3
12
(0,1) pE (57 §)
{0.x):xe@U}  p=2/3

(0,0) p>2/3
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

L(q1) C(g) R(1-q1-)

6. Find the NE (pure and mixed). In a
MSNE both players must be

T (p) 41 2,3 0, 4

indifferent between their respective

B(l-p) | 23 1,2 50

pure strategies.

Player 1's best responses: p*(qi, g2), i.e.

1 Q1+%q2 > ?
BRi(gi,2) =19 [0,1] qi+9q2 =2
0 CI1+$CI2 < %

Player 2: BRy(p) = (qf(p%qg*(p)) =

{(x,1=x):x€[0,1]} p=1/3
(0,1) pe(3.3)
{(0,x) : x € [0,1]} p=2/3
(070) P>2/3

= MSNE, Case 1: p=1/3:

~
a @

o (m(3) 1+

= MSNE, Case 2: p=2/3:

6 5
x +=-(1-x)>=
T~ 7

[y

5 5

+7 = - e X==

\/ 7\/ 7 6
q1 92

5
= BR; (0, 6) =[0,1] >

How many NE are there in total?
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PS3, Ex. 8: Mixed Strategy Nash Equilibria - analytical solution

6. Find the NE (pure and mixed). In a
L(g) C(q2) R(l-gq1-92) MSNE both players must be
T (p) 41 2,3 0, 4 indifferent between their respective
B (1-p) 2,3 L2 50 pure strategies.

= MSNE, Case 1: p=1/3:

Player 1's best responses: p*(qi, g2), i.e.

6 5
X -(1—-—x)>=
1 q+Sa >3 N
BRi(q1,q2) =< [0,1] g1+ 9%q =3 o @
0 CI1+$CI2 < %

- o (o (1)) =14

= MSNE, Case 2: p=2/3:

Player 2: BRy(p) = (qf(p%qg*(p)) =

{(x,1=x):x€[0,1]} p=1/3 v+?v ?<:>x:g
(0,1) pE (1 2) q1 a2

{(0,x) : x € [0,1]} p=2/3 5 2
(0,0) p>2/3 = BRy (0,*) =[0,1] > 3

= BR> (%) = (07 %) is a unique MSNE:

e @l ={[(3) (02)]}
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