
BOEING AND AIRBUS NASH EQUILIBRIUM

This may appear to be the ration-ale behind the Boeing Company's Though both Boeing and Airbus engaged in
successive puzzling activities in the.

Think of the Boeing-Airbus duopoly game of entry deterrence analogous to that of the "nuclear deterrence
game", largely introduced in the late 20th century between the United States and the USSR. So Pipetran
should commit immediately and irrevocably to a contract to build small. Where Airbus moves first, it was able
to choose an action that lead to a higher payoff. Then the expected payoff to the row player is equal to 8 1-x y.
The United States has persistently complained about Airbus subsidies and, in , an agreement limiting further
financial support was reached. In the aircraft game, if the companies move simultaneously or Boeing moves
first , Airbus ends up with a lower payoff than when they move first. A Nash equilibrium in a game occurs
when each player chooses a strategy that gives it the highest payoff, given the strategies chosen by the other
players in the game. What is the difference between a simultaneous move game and a sequential-move game?
So XYZ has a dominant strategy of  It communicated this information by issuing a public statement
announcing that it had limited aspirations in this marketplace and had no plans to grow beyond its initial small
size. However, their rational pursuits of shareholder value-maximizing self-interest, risk-aversion, and prudent
uncertainty innovation management leads each firm to pursue a strategic action that may ultimate destroy joint
value of the Boeing-Airbus duopoly. Appearances have become so deceptive that business intelligence itself is
now a booming industry. The Nash equilibrium solution is "Know-How", "Know-How" , that is, Airbus and
Boeing each invest in technological innovation and "know-how". For example, the game of Chicken presented
in Table  What is the Nash equilibrium in the following game? The other Nash equilibrium is out,out. The
likelihood of a cooperative outcome is improved when the players are patient, their interactions are frequent,
cheating is easy to detect, and the one-shot gain from cheating is small. Armed with this information, their
optimal strategy is to "fold" the minute you start raising the stakes. A notable big business game of an
analogous structure to the "battle of the sexes" dilemma Appendix B is "standards setting". In other words,
expected market behavior and actual market outcomes converge. The following table shows the annual profit
in millions of euros that each firm would earn at different capacities. All traffic on the network flows between
A and C, using B only as a point to interconnect with the other airline. In game-theory terms, Boeing's payoff
for leaving the new market untapped was positive, Airbus's payoff was negative. The annual profits in zillions
of dollars associated with each strategy are summarized in the following table where the first number is the
payoff to Value Jet and the second the payoff to Delta : a If Value Jet and Delta choose their strategies
simultaneously, what strategies would the two firms choose at the Nash equilibrium, and what would be the
payoff for Value Jet? However, players may have to use mixed strategies at the equilibrium. Such a
competitive landscape clearly invites game-theory modeling, where decisions by one player are dependent on
the moves expected of the other player. Since the return is uncertain, for the decision of investing or not, we
need to find expected returns of that investment. This type of game clearly has a first mover advantage and, if
firms succeed in making early announcements which commit them to a strategy, they will do better. As
companies employ more and more sophisticated public relations methods, competition takes place
increasingly behind a smokescreen. It would earn 16 million euros by moving first, the same amount it would
have earned at the simultaneous play game in part a. This is essential not only to learn what the right way to
play the Boeing-Airbus duopoly game is, but also to understand existing possibilities and consequences of
legitimately breaking the rules of the game to achieve breakthroughs in technological innovation and
"know-how" in aircraft manufacturing. Nalebuff, the Boeing-Airbus duopoly is a complex mix of two types of
gaming - 1 "rules-based", wherein the firm's rules of engagement on how they interact are changed such as
technological innovation exhibitions, social media preemptions, contracts, loan covenants, or trade agreements
, and 2 "jazz-based", wherein the firms interact in unstructured improvisational styles without any external
constraints on creating value for their shareholders. Consider the best response functions: If ABC chooses 


