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• Marlo:etprke: p'= r,,hi• + rJfn c 

• Per-fi rmprolits: .-• - ~ 

• Note: a,Ngrowslarge, p' -+cand.-·-+O, a,in PC 

• lf firmscoope,ate: m>><q • Nq( a -b(Nq)-c)----;q' • ~ 

• p"=~.higherthanp' . 

"' "' "' ~ , highertha n ,r' 

• But whycan"teach fir m do th is? Because NE cond it ion isnots.1t isfiod 

ma,"' "~ ma>,cO.(•-b((N->J'li,' +o.)-,) ~,'~~ 

• So the profi ts from deviat ing are : ,,-d = {n+ ~fU,-,J' 

• What if.,,,. repea t thegame? 

2-pe riod Cou rnot ga me 

• Second period: unique NEi n thesesubgames(play theNE) 
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Fi rmicoopetat.,.asloog asitob,.e,vesallot..,,firmscoope,ating. lf aootae<"firm 
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Con,iderfirm i(sym metricfo,al l otherfirm,) 
Thereare twore levantsubgames fo,firm i 

• Afterape,iod inwhichcheat ing(eithe,byhimselforthe otherlirm)hasoccurred 

• P,oposedst,ategyprescribes~ayi ngq• forever(by a ll firms) 

• Th;sisNEofthe,ubgame: playi ngq• is;ibest-responsetootherfirmsplayi ngq• 

• ThissatisfiesSPEcond itions 



• After a pe riod whe n no cheating has occurred 

• Proposed strategy prescribes coope rat ing a nd playing q<, with discounted PVof 
payo~= ,r</ (1 - 6) 

• The best othe, possible strategy is to play BR,{q~;) = q1 this period, but then be 
facedwithq, = q' forever 

• This yields discou nted PV = ,rd+6(1r' / (l-O}) 

• In order for q< to be NE of t his su bgame, require 1r' / {i -,I) > ,rd +,1(,,- '/(l OJ) 

• ,,- </ (i - 0) > 1r" + O( ,,-'/{l - ,I)) 

• This value increases with n(i, e., col lusion is harderto maintain asthe numbe,of 
firms grows) 
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Consider firm i(sym metri<: foral l otherfir ms) 
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