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Step 1. Copy ordinal 

preferences for state 

A.

State A! Outcome! State B!

   7!! SQ! ! ! 7!

   6!! Nego!! ! 5!

   3!! AcqA!! ! 8!

   8!! AcqB!! ! 2!

   2!! CapA!! ! 6!

   5!! CapB!! ! 1!

   4!! WarA!! ! 3!

   1!! WarB!! ! 4
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Step 2. Copy ordinal 

preferences for state 

B.

State A! Outcome! State B!

   7!! SQ! ! ! 7!

   6!! Nego!! ! 5!

   3!! AcqA!! ! 8!

   8!! AcqB!! ! 2!

   2!! CapA!! ! 6!

   5!! CapB!! ! 1!

   4!! WarA!! ! 3!

   1!! WarB!! ! 4
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Step 3. Determine the 

best decision for the 

actor at the bottom of 

the game tree.
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Step 4. Determine the 

best decision for the 

actor at the next 

highest level of the 

game tree.

We assume that 

the actors are 

predicting like 

we are, by 

looking ahead 

and thinking 

backward.
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Step 5. Determine the 

best decision for the 

actor at the next 

highest level of the 

game tree.
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Step 6. Determine the 

best decision for the 

actor at the next 

highest level of the 

game tree.
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Step 7. Determine the 

best decision for the 

actor at the next 

highest level of the 

game tree.
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Step 8. Determine the 

best decision for the 

actor at the top of 

the game tree.
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Step 9. Trace 

unbroken path from 

the top of the game 

tree to an outcome 

at the bottom. This 

outcome is the 

predicted (or 

equilibrium) 

outcome.

The broken paths 

are important 

"counterfactuals", 

a.k.a. "off the 

equilibrium path" 

decisions.


