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Existence of Subgame Perfect Equilibria

THEOREM: Every finite extensive form game has a subgame perfect equilibrium.

PrOOF: Let I' = (X, P,C, A,p,u) be a finite EFG(as usual we index the players by i € I and their
information sets by j € J*). Consider the finite sequence of games: (Fk)é{zo = (X, Px, Ck, Ak, Dk, uk)fzo
(K € N dependent on I" will be specified later), defined recursively as follows:

I'y=T,
and for 0 <k < K —1:
Zi+1 ={y € X\Z : T’y is a minimal subgame of I},
X =X\ |J SW)
YEZpi1
ZhA1= Tk | Xpgro
Py =Py N X1,
Piy1j =Pl N Xp1,
Ui :aﬂq@a
Pr+1 :pk|C'0’
up+1(y) = Z Py, (y, z)u(z), where b, is some equilibrium of T',,.
2€7),
The K is defined as the lowest index k, such that the above recursive formula gives the trivial outcome

(i.e. the whole game is minimal).
The above algorithm produces also a behavioral strategy profile for I', defined as:

K
b= x X by.
k=1y€eZy
(observe, that the above cartesian product make sense, i.e. defines a strategy profile for I').

We claim that such a b is a subgame perfect equilibrium for I'. The proof will be done by induction
with respect to K. For K = 1 the statement is trivially true, because the only subgame is the whole
game, so any Nash equilibrium is subgame perfect. Now suppose that the statement is true for any game,
for which K = m. We will show that it also holds for K’ = m+ 1. Indeed, consider the player i’s expected
payoff, coming from playing the behavioral strategy profile d* € B' against b~" of other players, which
was obtained via the above algorithm:
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(because b|p, is a NE of T, Z Pb%w i|rm)(y)um(y) = E(bi’b—i)(ui).
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So we conclude that b' € Bi(b~%) for all i (i was arbitrary), so b is an equilibrium of I and also, since it
coincides with equilibria for all subgames (by construction), it is a subgame perfect equilibrium. O



