
EE481 : Homework 2 Solution







How to give explanation for part b) and c) ?

b) Since it takes more time for firms to detect cheating ,

the cheating firm would be able to reap more profit .

This should make cheating become more attractive .

The critical discount factor ( minimum value of
discount factor required for a firm not to cheat ) Should

become higher .

c) Since there are now more firms sharing the cartel C joint -

monopoly profits ,
the collusion profit CTF I should be

lower .
However

,
each cheating firm would get relatively more

profit when they cheat CITY .
To sum up the effects

or.
is

This should making cheating
"

more
"

attractive .
Therefore

,

the critical discount factor increases
.


