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bottom (Figure 8.6b) represents the situation in which they confront a Repressive 
Government. The payoffs shown in the two games are cardinal payoffs.

Step 2. Solve the Separate Games

If you solved these games correctly using backward induction in Chapter 3, you will know 
that the SPE when the Reluctant Terrorists are faced with a Responsive Government is 
(Negotiate; Negotiate) and the expected outcome is Good faith negotiations. When they are 
faced with a Repressive Government, the SPE is (Violence; Repress) and the expected out-
come is Terrorist act. The problem is that the Reluctant Terrorists don’t know which game 
they are actually playing.

Complete Information Terrorism GameFigure  8.6
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The subgame perfect equilibrium is
(Negotiate; Negotiate). The expected outcome is
Good faith negotiations.

The subgame perfect equilibrium is (Violence; Repress).
The expected outcome is Terrorist act.
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