Question 4.9
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Calculate the market price and each firm’s profit assuming that firm 1 is the leader and firm 2 is the follower.
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This gives both firms reaction functions.

If firm 1 is the leader, its profit function will look like this:
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b) Do the same assuming firm 2 is the leader and firm 1 is the follower?[image: image6.wmf](
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c) Does firm 1 want to be leader or follower? Does firm 2 want to be leader or follower?

Firm 1 prefers to be the leader, because its profits are greater when it is the leader.

Firm 2 also prefers to be the leader, as its profits are also greater when it is the leader.

d) Both try to be the leader.
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