












































Microeconomics Prelim  2006 
Answer Keys 

5.  

(a) The game is as follows: 
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(b) The backward-induction solution is marked by thick arrows below: 
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(c) The structure of the game is as follows: 
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Suppose that Anna is the true mother and she thus values the child more than Bess does: CA > 

CB.  At the last node Anna will choose “match” if CA > B and “don’t match” if B ≥ CA. In the 

first case Bess’s payoff will be − F, while in the second case it will be CB − B which is negative 

since B ≥ CA and CA > CB. Thus in either case Bess’s payoff would be negative. Hence at her 

decision node Bess will choose “accept” (Bess can get the child at this stage only if she bids 

more than the child is worth to her). Anticipating this, Anna will assert her claim at the first 

decision node. Thus at the backward-induction solution the child goes to Anna, the true mother. 

The payoffs are CA for Anna and 0 for Bess. Note that no money changes hands. 

(d) Suppose that Bess is the true mother and she thus values the child more than Anna does: CB > 

C

B

A.  At the last node Anna will choose “match” if CA > B and “don’t match” if B ≥ CA. In the 

first case Bess’s payoff will be − F, while in the second case it will be CB − B, which will be 

positive as long as CB > B. Hence at her decision node Bess will choose to challenge and bid any 
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amount B such that  CB > B > CA. Anticipating this, at her first decision node Anna will give up 

(and get a payoff of 0), because if she asserted her claim then her final payoff would be − F. Thus 

at the backward-induction solution the child goes to Bess, the true mother. The payoffs are 0 for 

Anna and CB for Bess. Note that no money changes hands. 

(e) As pointed out above, in both cases no money changes hands at the backward-induction 

solution. Thus Solomon collects no money at all and both Ann and Bess pay nothing. 
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