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c. Solve the game in Figure 4.22 for all Nash equilibria. What is the expected outcome of 
the game?

d. Does either the European Union or the United States have a dominant strategy? If so, 
what is it?

So far, you have solved the Free Trade Game assuming that it is played only once. In reality, 
though, countries often trade with each other many times and engage in multiple rounds of 
trade negotiations. We now examine the Free Trade Game assuming that it is played over and 
over again. In order to answer the following questions, you should first read Box 4.1 “Can 
Cooperation Occur without the State” on pages 140 to 144 at the end of this chapter. The 
European Union and the United States must now decide how to play the Free Trade Game in 
each round. Let’s assume that both countries play grim trigger strategies. In the present context, 
recall that a grim trigger strategy means that a country will continue to reduce tariffs as long as 
the other country reduces its tariffs; but if the other country ever imposes new tariffs, it will 
impose new tariffs in the next round and in all future rounds.

e. Using the payoffs from the Free Trade Game, what is the present value of reducing 
tariffs?

f. Using the payoffs from the Free Trade Game, what is the present value of imposing new 
tariffs?

g. Is there a discount factor, d, at which it is possible to sustain the strategy combination 
(Reduce Tariffs; Reduce Tariffs) as a Nash equilibrium in this repeated Free Trade Game if 
the European Union and the United States use grim trigger strategies? What is this 
discount rate?
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