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"Game theory studies interactive decision-making where the outcome depends on actions of all participants. When choosing your course of action, you must consider others' choices and recognize their thinking about yours." =================================== "A brilliant economist Avinash Dixit explains game theory's impact on
daily life. According to him, 'Nash equilibrium' would make John Nash a rich man if he got a dollar for every time someone mentioned it. Dixit describes the concept of games where participants must think ahead to outsmart each other. He claims that this process can be complex and subtle, but game theory is a science that studies strategic
interactions in various activities like sports, business, politics, and even biology." =================================== "[n 1920s, John von Neumann started game theory with his book on 'zero-sum' games where two players had strictly opposed interests. John Nash built upon this by studying more realistic cases with common
interests and rivalry for multiple players. Other theorists like Reinhard Selten and John Harsanyi extended the scope to complex games with move sequences and asymmetric information." =================================== "A central idea in game theory is 'Nash equilibrium,' where all players choose their best response to
others' actions, resulting in mutually consistent strategies. Nash used advanced math techniques to prove the existence of this equilibrium, which has been applied in biology to study evolutionary stability. The Prisoner's Dilemma illustrates the concept: two prisoners must decide whether to betray each other and face punishment or stick together
and receive a lighter sentence." =================================== "Game theory helps us understand strategic interactions in everyday life. By considering others' actions and thinking about their thinking, we can make informed decisions. Avinash Dixit's work demonstrates how game theory is not just an academic concept but
has practical applications in various fields. The Nash equilibrium serves as a framework for analyzing complex situations and finding mutually beneficial solutions." The concept of finking in relationships is deeply rooted in the prisoner's dilemma, where individuals weigh their personal gain against the potential consequences for others. In a situation
like Yossarian's, where death would not significantly impact the outcome but would be better avoided, the dominant strategy is to avoid death. This translates to real-world scenarios, such as competing stores undercutting each other's prices, where consumers benefit from the lower prices but the sellers sacrifice their individual interests. However,
this dilemma can also arise in everyday life, making it essential to find strategies for resolving these situations. One approach is to employ a long-term perspective, relying on future cooperation to prevent finking. This tit-for-tat strategy can be effective, as seen in Saudi Arabia's role as a swing producer in OPEC. Moreover, recognizing the importance
of internal cooperation and fairness within groups can lead to instincts or social norms that promote cooperation over cheating. The innate sense of justice observed among human subjects in game theory experiments may stem from this biological drive.You need to commit to your theory to get better deals in bargaining games.
Commiting yourself to a firm final offer leaves the other party with the last chance to avoid a mutually disastrous breakdown. This can increase chances of getting better deals. Credibility is key, though - just declaring to be firm may not work. Members of labor unions use strong mandates to keep their leaders in check, making it credible they won't
accept lower offers. Government officials can take a tough stance by pointing out that congress would reject any less favorable terms. A child will get what it wants if it cries loudly enough. Thomas Schelling studied how to make commitments believable and came up with strategic moves like threats and promises. These ideas have many applications
in diplomacy, war, and other areas where strategy plays a big role. Information is key in situations where people have different beliefs about something. For example, you could see how much money you are willing to risk on a new business idea to prove your belief in it. If you put enough of your own money at stake, that becomes a credible signal of
your valuation. The study of information economics has helped clarify many things about corporate governance and industrial organization, as well as law and biology. It's an important field that was recognized by the Nobel Prize in 2001 for its pioneers, George Akerlof, Michael Spence, and Joseph Stiglitz. Aligning interests is crucial to avoiding
scandals like Enron. Companies have many shareholders who don't personally supervise their operations. They need ways to motivate workers and managers to maximize shareholder value, which can be done through incentive schemes. Hiring supervisors to watch over employees and managers can help, but it's not foolproof.And there's still the
question of who will oversee the top management. Thus, the significance of incentive systems that connect the goals of employees and executives with those of shareholders. Game theory and information economics have offered essential insights into these matters. Naturally, we don't have flawless solutions; for instance, we're only now realizing how
senior management can tweak performance metrics to boost their own pay while harming both shareholders and workers. This is a contest where shareholders and the government must discover and implement stronger countermeasures. From Intuition to Prediction While reading these examples, you likely thought that many game theory lessons are
clear. If you've played similar games before, you've probably guessed effective strategies. What game theory does is organize and formalize such instincts. Then, general principles expand these insights across many related scenarios, simplifying strategy calculations for new games. It's actually beneficial if an idea seems obvious once properly
explained; on the contrary, a science that takes simple ideas and reveals their full potential is more valuable. In conclusion, I suggest some further reading for those intrigued by my examples. General interest: Dixit, Avinash, and Barry Nalebuff. Thinking Strategically: the Competitive Edge in Business, Politics, and Everyday Life. New York: W.W.
Norton, 1991. Schelling, Thomas. The Strategy of Conflict. Revised edition. Cambridge: Harvard University Press, 1980. Elementary textbook: Dixit, Avinash, and Susan Skeath. Games of Strategy. New York: W.W. Norton, 1999. Advanced textbooks: Fudenberg, Drew, and Jean Tirole. Game Theory. Cambridge, Massachusetts: MIT Press, 1991.
Myerson, Roger. Game Theory: Analysis of Conflict. Cambridge, Massachusetts: Harvard University Press, 1991. Business applications: Brandenberger, Adam, and Barry Nalebuff. Co-opetition. New York: Doubleday, 1996. McMillan, John. Games, Strategies, and Managers. Reprint. New York: Oxford University Press, 1996. Political science
applications: Brams, Steven. Rational Politics: Decisions, Games, and Strategy. Reprint. Boston: Academic Press, 1989. Ordeshook, Peter. A Political Theory Primer. New York: Routledge, 1992. Applications to law: Baird, Douglas, Gertner, Robert, and Randal Picker. Game Theory and the Law. Cambridge, Massachusetts: Harvard University Press,
1994. Biology: Maynard Smith, John. Evolution and the Theory of Games. Cambridge, England: Cambridge University Press, 1982. Classic books about game theory: Luce, R. Duncan, and Howard Raiffa. Games and Decisions: Introduction and Critical Survey. New York: Wiley, 1957. Von Neumann, John, and Oskar Morgenstern. Theory of Games and
Economic Behavior. Second edition. Princeton, New Jersey: Princeton University Press, 1947. Request publishers to restore access to 500,000+ books. Image not available for Color: To view this video download Flash Player Avinash K. Dixit is Emeritus John J.F. Sherrerd University Professor of Economics at Princeton University, where he taught his
popular freshman course in game theory. He is among the world’s leading economists, having made groundbreaking contributions in several major fields as well as in game theory. He is the author of many books, including Dixit/Nalebuff: Thinking Strategically (Norton, 1991), Dixit/Pindyck: Investment UnderBarry J. Nalebuff, Milton Steinbach
Professor at Yale School of Management, applies game theory to business strategy, notably as co-founder of rapidly expanding company Honest Tea, and has authored influential books including those with Princeton University Press in 1994 and Norton in 2009. ===================================




