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Infinitely repeated games

For a firm, natural to have



When a firm evaluates getting a payment of a 1000



If the firm puts

Do individuals evaluate the future like firms?

Definition

We define the



those that have skills having a significantly lower discount rate.



Experimental evidence: Ruffle and Wilson (JEBO 2019)

A lot of studies: they find different results, but in general discount

Officers: 50%; Non-officers: 90%!

Infinitely repeated games



finite repetition is the repetition of NE in each stage game

More interesting question: can play A in first period be part of an



In first period: Play A
In second period: If first period outcome is (A,A), play C, otherwise

In first period

is played in the first period.

in the final periods if one of the

Same logic is going to apply when we repeat the game an infinite

When the game is repeated a finite number of times, we have a

This first result can be shown by backwards induction.
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Infinitely repeated games

Game repeated infinite number of times so need formula on infinite

Infinite game so cannot use backwards induction: no clear end to

Look at every history and check there is no profitable deviation

Infinitely repeated games

Consider infinite repetition of the following stage-game

Infinitely repeated games

Play C in the first period and in every period so long as no one ever
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Infinitely repeated games

In markets where there are a small number of firms, numerous case

The “lysine price-fixing conspiracy” was an organized effort during

Cartel including an american firm, two japenese and two Korean

105 million in fines and three year sentence
for executive of American firm

The lysine cartel was the first successful prosecution of an

Cartel was denounced by the manager of the american firm under

The idea of the leniency program is that the first informant does not
get a fine whereas later one get full penalty (in the US)

This case inspired film “The informant”



2 firms choose their price

Consumers purchase from least expensive firm and split equally
across firms in case of ties

Profits are given by revenues minus costs:

monopoly profits

All firms compete aggressively and make zero profits

If the game is infinitely repeated, can have collusion

In the infinite repetition of this game, if
at every period the firms all price at the

those in which all firms played the monopoly price in the past
those in which at least one firm did not



If follow equilibrium strategy, share monopoly profits with the
other firms, get:

all profits, but after that get zero. So firm prefers not to deviate if and





Unlawfully monopolised the supply of diamonds and conspired to fix,

Difficult to go through different channel because of guarantee of

deviators by flooding the market

there are only a small number of firms





For a firm, natural to have





Justifies behavior saying: I continue smoking today (because

monthly contract, flat-rate
annual contract, flat-rate

On average users who choose flat-rate contract (monthly or annual)

health benefits.

Model with present bias can explain these findings



individual discount rates in Denmark: A field experiment.

Ruffle, B. J., & Wilson, A. E. (2019). Tat will tell: Tattoos and time


