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‣ You had a quarrel with your boyfriend/girlfriend/partner; the relationship is tense right now 

‣ You can admit it’s your fault, though you might not think so. So if you do this, you feel not that good, 
but still the relationship is back on track 

‣ You can wait for your partner to admit it’s their fault, and if they do that you will feel really good, and 
the relationship is back on track 

‣ But, there is also a possibility that neither of you break the ice, and you two break up. You feel so bad.
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Game Theory



‣ Normal form game: three key aspects 

‣ Payoffs 

‣ Players 

‣ Actions 

‣ In the previous example 

‣ Payoffs: you feel good or not 

‣ Players: you and your partner 

‣ Actions: admit or wait
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Game Theory

(your payoff, his/her payoff)
Your partner

Admit Wait

You
Admit 2,2 1,3

Wait 3,1 -100,-100
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Dominance: It’s Always Better To Do So
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Best Response: It’s Good Enough Given Your Information



‣ Every one chooses dominate strategy
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Solution: Dominant Strategy Equilibrium



‣ Nash Equilibrium is when all plays’ best responses meet 

‣ Best response is a function of the other person’s choice

7

Solution: Nash Equilibrium
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Solution: Nash Equilibrium
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Solution: Nash Equilibrium



‣ Sometimes there is no discrete Nash Equilibrium, but there could be a probability-based mixed 
strategy Nash Equilibrium
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Mixed Strategy Nash Equilibrium
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Mixed Strategy Nash Equilibrium
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Mixed Strategy Nash Equilibrium



15

Mixed Strategy Nash Equilibrium
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Different Types of Games



17

Dynamic Games With Complete Information
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Static Games With Incomplete Information
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Static Games With Incomplete Information
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Dynamic Games With Incomplete Information
Player 1 is a potential entrant to an industry that 
has a monopolistic incumbent, player 2. If player 
1 stays out (O) then the incumbent earns a profit 
of 2, while the potential entrant gets 0. The 
entrant’s other option is to enter (E), which gives 
the incumbent a chance to respond. If the 
incumbent chooses to accommodate entry (A), 
then both the entrant and the incumbent receive a 
payoff of 1. The incumbent’s other option is to 
fight entry (F ), in which case the payoff for each 
player is −1.

Now consider a straightforward variant of this 
game that includes incomplete information. In 
particular imagine that the entrant may have a 
technology that is as good as that of the 
incumbent, in which case the game above 
describes the payoffs. However, the entrant 
may also have an inferior technology, in which 
case he would not gain by entering and the 
incumbent would lose less if fighting occurred.


