


Consider a duopoly with Cournot (quantity) competition. Let firm 𝑖's profit be quadratic: Π𝑖 = 𝑞𝑖(𝑡𝑖 −
𝑞𝑖 − 𝑞𝑗), where 𝑡𝑖 is the difference between the intercept of the linear demand curve and firm 𝑖's 
constant unit cost (𝑖 = 1, 2) and 𝑞𝑖 is the quantity chosen by firm 𝑖 (𝑎𝑖 ≡ 𝑞𝑖). It is common knowledge 
that, for firm 1, 𝑡1 = 1 (firm 2 has complete information about firm 1). Firm 2, however, has private 

Information about its unit cost. Firm 1 knows only that 𝑡2 = 3
4
 or 5

4
 with equal probabilities. Thus, firm 2 

has two potential types, which we will call the "low-cost type" (𝑡2 = 5
4
) and the "high-cost type" 

(𝑡2 = 3
4
). The two firms choose their outputs simultaneously. Find a pure-strategy equilibrium. 


