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A branch that is not followed by another choice node 
leads to one of the potential outcomes of the game. Each 
of the potential outcomes of the game is labeled with 
the payoffs earned by each player in that outcome. The 

entire specification of choice nodes, branches, and payoffs is called a game tree because it 
resembles a tree.

Figure 3.1 illustrates a game in extensive form between two players—a citizen and the 
government—going from top to bottom. The choice nodes are identified by the name of the 
player making a choice at that point of the game. Branches are shown as lines that link choice 
nodes to other choice nodes or to one of the possible outcomes in the game. The “prehistory,” 
or background, to the game is that the government has caused a negative change in the envi-
ronment of the citizen that resulted in a transfer of some benefit from the citizen to the 
government. For example, the government might have introduced a tax hike leading to an 
increase in revenue for the government and less income for the citizen. It is at this point that 
the game displayed in Figure 3.1 begins.

The game starts at the topmost choice node, the initial node, with the citizen deciding 
whether to exit, use voice, or remain loyal. If the citizen decides to exit, then the govern-
ment gets to keep the benefit that it seized in the game’s prehistory, and the citizen opts for 
some substitute. This is outcome 1 (O1). If the citizen chooses to remain loyal, then the 
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A game tree is the entire specification of choice 
nodes, branches, and payoffs that comprise an 
extensive form game.


