EXTENSIVE GAMES WITH
PERFECT INFORMATION:
THEORY
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EXTENSIVE GAME WITH PERFECT
INFORMATION
Definition
An extensive game with perfect information consists of:
® a set of players,

® a set of sequences (terminal histories) with the property that no
sequence is a proper subhistory of any other sequence,

® a function (the player function) that assigns a player to every
sequence that is a proper subhistory of some terminal history, and

® preferences over the set of terminal histories for each player.
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a set of sequences (terminal histories) with the property that no
sequence is a proper subhistory of any other sequence,

a function (the player function) that assigns a player to every
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information, with player function P. For any
nonterminal history h of T, the subgame T'(h)
following the history h is the following extensive
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BACKWARD INDUCTION

e Backward induction works as follows.

® One starts at the very last subgame;

® in that last subgame, one finds the
equilibrium;

® the subgame is, then, replaced with the
respective equilibrium payoffs;

® the process continues in the penultimate *
subgame and so on and so forth until you
reach the very first subgame.
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® the subgame is, then, replaced with the
respective equilibrium payoffs;

G

® the process continues in the penultimate *
subgame and so on and so forth until you
reach the very first subgame.
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