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Answers to Questions for Review 

11.1  The new competitive output and price are 1,600 and £2. The new monopoly output 

and price are 800 and £6. The Cournot reaction curves will shift towards the origin 

and will each run from 1,600 to 800. (You may work out that because they will each 

be ⅔ as far from the origin as they were initially, they will intersect at a quantity 

equal to ⅔ of the initial Cournot equilibrium of 800, that is 533.) 

 

11.2  The new competitive output and price are 2,000 and £4. The new monopoly output 

and price are 1,000 and £9. The reaction curves will shift towards the origin and will 

each run from 2,000 to 1,000. (You may work out that because they will each be 

5/6 as far from the origin as they were initially, they will intersect at a quantity equal 

to 5/6 of the initial Cournot equilibrium of 800, that is 667.) 

 

11.3  Using the equation QY = 1400 – 200.PY + 100.PZ, Y’s outcome at these prices is as 

shown below. Its profit-maximizing price here is £8. 

PY QY TRY STCY Y’s profit 

£ per 

co

py 

Copies per 

term 

£ per term £ per term £ per term 

10   800 8000 2600 5400 

9 1000 9000 3000 6000 

8 1200 9600 3400 6200 

7 1400 9800 3800 6000 
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11.4  SMCDOM will shift upwards. However, as S10F shifts to the left, DDOM,ARDOM and 

MRDOM will actually shift to the right. One would expect all firms to end up supplying 

less at a higher price. 

 

11.5  (a) Each firm would now have a dominant strategy: for Billabong this remains using 

the same amount of organic cotton and for Quiksilver it is using more organic 

cotton.  

(b) So there will be one Nash equilibrium in the top right-hand box.  

(c) With each firm playing its dominant strategy, the outcome would be the top 

right-hand box. Even if Quiksilver did not trust Billabong to do its sums correctly, 

Quiksilver would still use more organic cotton. 

 

11.6  (a) Each firm would now have a dominant strategy: develop cheaper-to-run bulbs.  

(b) So there will be one Nash equilibrium in the top left-hand box.  

(c) With each firm playing its dominant strategy, the outcome would be the top left-

hand box with a combined payoff of £250m. This is less than the total of £320m 

which applies in the top left-hand and bottom right-hand boxes. However, this is not 

a prisoner’s dilemma case, because each player would do better if they both played 

their dominant strategy than if they both played their other strategy. 

 

11.7 (a) No: the combined payoffs would vary between £83,000 and £85,000.  

(b) No. Old will still find that whatever New chooses, it should choose the opposite, 

while New will still find that whatever Old chooses, it should choose the same.  
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(c) No. It follows from (b) that if the outcome is one where they choose the same 

medium, then Old will regret its choice, while if the outcome is one where they 

choose different media, then New will regret its choice. 

 


