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player B’s best replies). Thus, player B’s best reply to player A’s refraining is for her to steal. 
We indicate this by drawing a circle around the 4 in the top right cell of the payoff table.13 
We show this in Figure 4.5. What is player B’s best reply if player A steals? We are now just 
looking at the bottom row in the payoff table where player A chooses to steal. If player B 
refrains, she will get a payoff of 1, and if she steals, she will get a payoff of 2. Thus, player B’s 
best reply to player A’s stealing is for her to steal as well. We indicate this by drawing a circle 
around the 2 in the bottom right cell of the payoff table. This is shown in Figure 4.6. We have 
now identified the best replies for player B to any choice made by player A

Recall that a Nash equilibrium is a combination of strategies, one for each player, where 
each player’s strategy is a best reply for that player. To locate any Nash equilibria, we therefore 
need to find cells in the payoff table in Figure 4.6 in which both payoffs are marked as being 
produced by best replies. As you can see, the one cell in which both numbers are marked as 
being produced by best replies is the one in which both players choose to steal. Thus, the 
strategy combination that represents the unique Nash equilibrium in our State of Nature 
Game is (Steal; Steal).14 The expected outcome of the game is that both players steal and the 
payoff to each player is 2.

An interesting feature of this particular game is that both players choose to steal (because 
they are better off doing so) no matter what the other player chooses. When this occurs, we 

13. We circle the best replies for player B rather than underline them as we did for player A for presentational purposes only. 
By doing this, we are able to easily distinguish the best replies of each player.
14. In this particular game, there is only one Nash equilibrium. Other games with different payoff structures, however, may 
have no equilibria or multiple equilibria—there is no rule that there will always be a unique equilibrium.

Solving the State of Nature Game IIIFigure  4.5

Note: Player A’s (the row player’s) payoffs are shown first in each cell; player B’s (the column player’s) payoffs are 
shown second. A comma separates the payoffs for the players in each cell. Payoffs associated with the best replies 
for player A are underlined. Payoffs associated with the best replies for player B are circled.
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Refrain 3, 3 1, 4

Steal 4, 1 2, 2


