. Economics 202

Problem Set 10

Normsl Form Games

For each of the games below, find the Nash equilibrivm (or equilibria). You should assume that each of
these games is a simultaneous move game, and that each player has all of the information contained in the

game matrix.
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Word Problems

9. George Shinn and the New Orleans Hornets are at it again. Last year they left Charlotte, and now

they are unhappy in the Crescent City. The team owners have met with leaders from Gotham
City, and they are thinking of moving the team to Gotham and renaming the franchise. They
would become the Gotham Bats!

In this question I am asking you to usc your knowledge of game theory to analyze what the
Homnets’ owner will do.

Assume that George Shinn (the owner of the Hornets) moves first. He can decide to place a
“threat to move” or he can decide to “stay in New Orleans”. Ifhe keeps the team in New Orleans,
then the city of New Orleans can choose to “renovate the existing arena” or it can choose to “do
nothing”, If the city of New Orleans renovates the Hornets’ arena, then the city of New Orleans
gets a payoff of (-25) and George Shinn gets a payoff of (100). If the city chooses to do nothing,
then the city gets a payoff of (20) and George Shinn gets a payoff of (50).

If Shinn places a “threat to move” then the city can respond by “building a new arena” or it can
“ignore the threat”. If the city builds a ncw arena then the city gets a payoff of (-200), and Shinn
gets a payofT of (400). Finally, if the city decides to “ignore the threat”, then Shinn may choose to
“move to Gotham” or to “stay in New Orleans”. If Shinn moves the Hornets to Gotham City, then
the owners receive a payoff of (250) and the city receives a payoff of (0). However, if the owners
decide to “stay in New Orleans™, then the owners receive a payoff of (-20) and the city receives a
payoff of (10).

a.  Draw the Extensive Form of this game. Cleary label all decision nodes, players, actions,
payoffs, and information sets.

b.  Write down all of the strategies for both players in this game. Create the normal form for
this game.

¢.  Find the Nash Equilibrium (Equilibria) for this game. Ifthe equilibrium (equilibria) is a
subgame perfect Nash Equilbrium, then mention this and explain why this is the case.
Briefly explain how you found your Nash Equilibrium (Equilibria).
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