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Recap: Backward induction

Player 1

Player 2 Player 2

Player 1

2, 4 8, 3 3, 2

1, 0 0, 1



A limitation of backward induction

Player 1

Player 2 Player 2

3, 2 2, 3 4, 1 0, 1



Another Limitation of Backward Induction
Player 1

Player 2 Player 2

4, 1 0, 0 5, 1 1, 0

Player 2

3, 2 2, 3



Problem with Nash Equilibrium
Entrant\Incumbent F A

E -1,-1 1,2

O 0,3 0,3
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Subgame
• A subgame in an extensive-form game 
– begins at some decision node, say A, with a 

singleton information set
– includes all the  successor nodes [decision and 

terminal nodes] of A
– If includes one node from an information set, 

then includes all the nodes of that information 
set.

• Proper subgame = subtree (of the game tree) 
whose root is alone in its information set

• Notion of movement: whenever it is clear. 



Example

Player 1

Player 2 Player 2

Player 1

2, 4 8, 3 3, 2

1, 0 0, 1



Another Example

Player 1

Player 2 Player 2

4, 1 0, 0 5, 1 1, 0

Player 2

3, 2 2, 3
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