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o IR =2 =R
o Z25 N (player) : PAELLL B AE B 52 W 1) 3 57 R 38 % (people, firms,

countries, or other entities)

¢ KM% (strategy) : a decision or decision-plan chosen by a player, which
takes into account the behavior and likely reactions of other players

¢ izi (payoff) : Z5H NMKIE P BERIE M2 B A 2, 8% HEF KRR
» The payoffs for a player depend not only on the strategy chosen, but also
on what the other player does (strategic interaction)
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The players: Delta Airlines and United Airlines
The choice: cut fares by 50% or leave fares alone

— If both airlines cut fares, each airline’s profit =
$400 million

— If neither airline cuts fares, each airling’s profit =
$600 million

— If only one airline cuts its fares, its profit = $800
million; the other airline’s profits = $200 million

+ Draw the payoff matrix, find the Nash
equilibrium

Mash equilibrium:

both firms cut fares Delta Airlines

Cut fares

Don't cut fares

$400 million

Cut fares

United $400 million

5200 million

$800 million

oIz $800 million

Don't cut
fares

$200 million

%600 million

$600 million
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- B Fach candidat's
dominant strategy:

s =X P =%
ﬁﬁr H ;ﬁﬁﬁr = LR e Do not run attack Run attack ads
ads (cooperate defect
EA fUTE 10,5 15,0 (Coopee) et
Do not run no vutes_ lost R gains 1000
My & 6,8 12, 2 attack ads or gained votes
(cooperate) [ERRTA D loses
; - lost or gained 3000 votes
RioEe 3000 o
Run votes 2000 votes

attack ads

D gains D loses
CHE=VI 1000 votes 2000 votes
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