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Game Theory: Coca-Cola and Pepsi on Advertisement
An advertisement is one of the success factors that firms use to maintain their competitive edge (Vakratsas & Ambler, 1999). Companies increase awareness among consumers on their products and services with an objective of increasing revenue and profit. Coca-Cola (my employer) and Pepsi company intend to launch massive campaigns globally through different media of advertisement. Being the biggest players in the soft drinks industry, Coca-Cola's move is closely monitored to identify the possible consequences of a player’s action. Some strategies are evaluated and the optimal strategy that better suits the goals of a firm is chosen (Rasmusen, 2007). 
Coca-Cola is considered the most popular in the soft drink industry with products such as Sprite, Fanta, and Coke among others. A close competitor to Coca=Cola is Pepsi in the soft drinks industry with products such as Mirinda, Pepsi Cola, Fayrouz and among others. The two companies intend to launch advertising campaigns globally for their products.  In this case, the decision to advertise by Coca-Cola would affect the decision of Pepsi to advertise. The research and development department of the Coca-Cola Company have developed the possible consequences of launching advertising campaigns towards the close opponent Pepsi. The payoff matrix is shown below.




Table 1: Payoff Matrix for an Advertisement
	Pepsi
	Advertise 	Don’t advertise 
	20,10
	30,0

	12,16
	20,4


Advertise 
 Coca-Cola
Don’t advertise
Table 1 summarizes the possible outcomes of the advertising game between the two close competitors. The first number each cell denotes the payoff of Coca-Cola company while the second number indicates the payoff for Pepsi company. The payoff value depends on with the firm’s decision on whether to advertise or not and the consequences of their decision. If the two companies decide to launch the global campaigns, Coca-Cola will make a profit of 20, while Pepsi will make a profit of 10. If Coca-Cola makes the advertisement and Pepsi do not advertise, Coca-Cola will make a profit of 30 while Pepsi zero. Also, when Coca-Cola decides not to advertise, and Pepsi decides to advertise, the profits for the firms would be 12 and 16 respectively. Finally, if both companies choose not to make the advertisement, Coca-Cola would make a profit of 20 while Pepsi will make a profit of 4. 
The Choice of Strategy
Coca-Cola should launch the advertisement campaigns since it does the best by advertising regardless of what Pepsi does. Thus, Coca-Cola should initiate the advertising campaigns. If Pepsi advertises, Coca-Cola earns 12 only, but on the advertisement, the company makes 20. Thus, advertising is the only dominant strategy for Coca-Cola. Similarly, the dominant strategy for Pepsi is adverting since it does best by advertising regardless of what Coca-Cola does. Therefore, the rationality concept among the firms will see into it that the two companies launch advertisement campaigns. Both competitors have a dominant strategy, and the game outcome is referred to as equilibrium in dominant strategy. Dominant strategies become easier to analyze since the layer’s optimal strategy can be established disregarding the possible actions that the other player is likely to undertake (Rasmusen, 2007). 
Similar dominant strategies for the two firms give Nash equilibrium (Rasmusen, 2007). In this case, Coca-Cola and Pepsi achieve Nash equilibrium by advertising. Thus, each player does the best they can give the competitor’s choice of strategy. The Nash equilibrium between Coca-Cola and Pepsi is stable, and the players do not have the chance to change plans. For instance, modifying the payoff of Coca-Cola when the two companies do not advertise to a payoff of 40, Table 2 would be;
Table 2: Payoff Matrix on Advertisement
						Pepsi
				Advertise		Don’t advertise
	20,10
	30,0

	12,16
	40,4


Advertise 
Coca-Cola
Don’t advertise.
The change of payoff for Coca-Cola when the two companies decide not to advertise does not alter the Nash equilibrium. Thus, the viable strategy for the two companies is still to launch the advertisement campaigns. This type of equilibrium where a player does not have an incentive to change the strategy for the player’s benefit is common to strategies that are dominant to both players Rasmusen, (2007). Firms earn the highest at the Nash equilibrium. Coca-Cola does not have the incentive to raise the prices and hence it is at equilibrium. The Nash equilibrium concept relies on individual rationality. Therefore, a player’s choice of strategy heavily depends on the rationality employed by the opponent and not individual rationality only.
In conclusion, Coca-Cola should implement the best strategy on advertisement to compete with Pepsi since there is no other option to benefit the company given the payoffs. Thus, the distinct advertisement should be employed since the competitor will have to launch advertisement to remain competitive too. Coca-Cola should conduct research on the best advertising strategy for the products.
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