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GAME THEORY ENDED MY first marriage. My ex-wife had champagne tastes, but we were on a beer budget back in the day. I had just gotten my master’s degree at the university I was attending, and she just didn’t get the role after another audition.

To celebrate my graduation and cheer her up, we went out for dinner with our larger friend circle. After exchanging some conversational niceties, our focus shifted onto the menu. My ex-wife realized that the restaurant served her favorite dish, Moroccan lamb with a merlot glaze, sprinkled with cherry reduction sauce and paired with oven-roasted rosemary pears with gorgonzola cheese. In short, it had every possible high-end ingredient, with a price tag that kept the restaurant in business even if they sold two of the fancy mix a night. Let’s say it cost $150. (And in the ’80s, that was something.)

My ex-wife had a big decision to make: go for the lamb dish or not. In practice, this was a relatively simple choice. She had to decide whether indulging in the meal was worth the hefty price tag. Her to-order-or-not-to-order dilemma has little to do with game theory thus far.

But let’s not forget that she was not the only person in our group. Including the two of us, we were a party of ten, all agreeing to be gentle people and split the bill evenly. As my ex-wife and I were the ones who assembled the party, we patiently waited for everyone to make their order: American hamburger (no extra cheese); Greek salad; French fries; Italian sausage; Brazilian coffee; nothing, thank you; and so on. Everybody was considerate about what the others ordered. And then my ex-wife dropped the bomb, Moroccan lamb. Boom.

Now, from an economic point of view, her decision was smart. She could treat herself to the magnificent Moroccan meal for a tenth of its price. Analyzing her behavior from a purely strategic angle, what would you say? Did she make the right call? What do you think happened next?

Well, Newton’s third law kicked in, that’s what happened. For her action, there was an opposite and (almost) equal reaction. One of our friends called the waiter back. Suddenly, everyone seemed to discover that there was another page on the menu. French fries turned into Beef bourguignon and Italian sausages into risotto con porcini e tartufo. Our humble celebratory get-together started to resemble a vendetta feast of Russian mobsters. Where is our Dom Pérignon?

After bleeding the expensive side of the menu out of options, I finally asked for the bill. Once we split it equally, the result was $342 per person! My ex-wife made a mistake of both an economic and social nature. But was she the only one? Being irritated by her inconsiderate order and trying to make a point, everybody ended up paying much more than if they just bit the bullet and paid $15 each for her Moroccan lamb. What would you have done? What do you think my friend group should have done? I’ll let you decide.

My ex-wife decided that everybody was mean, including me who ended up paying for both our shares, and she had no interest in sticking around our group—or me—any longer.

The case of the restaurant shed light on the influence interactions of various decision-makers can have on each other.

How I Learned about Game Theory

I was a nerd ever since I was a kid. And when I say nerdy, I mean curious. I would disassemble my grandparents’ precious Zenith radio just to see what was inside of it. How did it work? Why did it work that way? I asked endless questions about gravity, and buoyancy. What fascinated me the most was not the laws of nature and science affecting them but how human beings were able to discover and describe them.

And then it was chess. My first love at the age of six. It was much more exciting than the radio, which was hooked up on a circuit of metal chords producing a predictable outcome. Or gravity, which, while it is a complex physical phenomenon, is fairly predictable. If you drop something in a space affected by gravity, it will fall down. The speed of the fall and force of the impact depends on the object’s size and mass, but it will fall, nevertheless.

Chess was different. The outcome of the game is unpredictable the moment two people sit down to play. Who wins depends on one decision at a time. And each future choice evolves as a function of the present one. Even as a child, I was fascinated by the strategic thinking involved in chess. And again, I was mostly drawn to the question, how did human beings invent such a complex game? What was their motivation when creating chess? How do the laws of chess play out on a larger scale?

Seeking answers to these questions over the next decades was one of the best decisions of my life. On my journey, I came across Sun Tzu, Jon von Neumann, Oscar Morgenstern, John Nash, and others. Even though I couldn’t grasp every concept right off the bat, I was thrilled. A deep passion fueled my willpower to learn more about strategic thinking. I was devouring the written explanations of the sometimes jargon-filled pages. But as much as I wanted to advance my knowledge, I couldn’t understand the complex mathematical formulas. Not even the simple ones.

I was diagnosed with dyscalculia. In the mid-’70s, to even get this diagnosis was a miracle. This learning disability was barely recognized in those times. I was extremely lucky to have a progressive doctor. But as a child hungry for knowledge—mathematical knowledge—I felt devastated. In a fraction of a second, my dreams of becoming a great strategic thinker vanished.

When I got home, my mom embraced me tightly.

“I will never be a great mathematician like John Nash!” I cried. “Or a great general like Sun Tzu!”

My mom held me tighter. Her heart was even heavier than mine. After a few moments, she released me and picked up the worn copy of The Art of War and she read me Sun Tzu’s words: “If you know the enemy and know yourself, you need not fear the results of a hundred battles.”

Suddenly, that deep burning passion hit me again. I wasn’t going to give up on my dreams! This was an obstacle, yes. But I knew my heart. I knew my enemy: numbers. The shadow of hundreds and thousands of battles didn’t scare me anymore. I decided that I wasn’t going to be defeated, so I focused on strengthening my math skills, one division, one multiplication at a time. My mom was my champion, my fiercest ally. She sat by my side tirelessly, patiently, going over and over the addition table. By the time I was in the second grade, I was up to the same speed as my classmates. When I reached fourth grade, I could solve the complex algorithms in my beloved books on game theory.

My early diagnosis of dyscalculia was a blessing in disguise. If I wasn’t so keen on learning about strategic thinking and calculations at such a young age, my learning deficit would have showed itself at some point in school. I would have been labeled a child with special needs, or simply dumb. Had I had a shortsighted doctor or a less caring mother, I wouldn’t be writing this book for you today. I feel an immense gratitude for their help. I owe many thanks to my mentors, Sun Tzu, John Nash, Jon von Neumann, and Oscar Morgenstern.

I would like to shout out to you, who has or might know someone who has dyslexia or dyscalculia. It’s not a death sentence. It’s a barrier. An additional challenge we didn’t ask for but we got it. By no means does this make you “dumb” or “less than.” You can achieve just as much as those who don’t have these obstacles. It will take you more work, yes. But it’s not impossible. And the benefits of rigorous study and practice will compound in your life. You will learn discipline, master focus, and you won’t be a stranger to growth under adversity. These are such valuable life skills! Stay strong, work hard, and remember, “victory usually goes to the army who has better trained officers and men.”

Why I Wrote This Book

I have a lifetime invested in the study and application of game theory principles. Being able to assess decisions based on cold mathematical calculations helped me make more informed, better decisions. In some aspects of life, one should follow their heart. These areas include relationships, friendships, and what wall paint color to choose. But the majority of major life decisions require rational, deliberate, and strategic thinking. Emotional responses to these problems lead to unpredictable outcomes at best. More likely, they bring chaos into our lives. Which areas am I talking about? Finances, work-related decisions (including what career to choose), health choices, purchasing options, political activity, and so on. Even the life areas that initially rely on emotions call for rational thinking after a while. Whom to marry? Which friendships are worth pursuing? Where do you draw boundaries? This list is not exhaustive.

I learned invaluable lessons from the great strategic thinkers of the world. And I would like to pass down their knowledge to you in a more digestible and relatable way. I recommend that you read the work of every single author I mentioned above. Their work can be hard to follow unless you have a strong mind for numbers. My book is a primer, an anteroom for the heavy guns of the big guys. I tried my best to make my writing engaging, relatable, and useful. You will be able to apply the game theory principles presented in the following chapters in your everyday life even if this is the only book you read on the subject.

How This Book Will Help You

I learned the ideas and strategies mentioned here five decades ago and have relied on them all my life. I am not a millionaire, but I live comfortably. I have a supporting, loving, smart, compassionate, and caring wife, two children who mean the world to me, a dependable circle of good friends. In my work, I was respected; I had a good relationship with my superiors, colleagues, and students. I have a good life. My peace of mind is not disturbed by sleepless nights, agonizing about regrets, bad decisions, or missed chances. I can claim with certainty that I owe many of these blessings thanks to the strategic principles I am about to present to you.

In the chapters that follow, I will introduce you to game theory. I will share step-by-step strategies and plans for smarter decision-making that will benefit you for a lifetime. The book is not an academic research paper; rather, a reference and practice guide. You will come across plenty of practical advice as I describe how to apply strategic thinking in your daily choices in an easy-to-understand way. How do you find consensus in choosing a date location with your significant other? What’s the best choice to get free money? How do you maximize your gains when hunting? How do you flip coins successfully?

The fields I incorporate—mathematics, economics, politics, social sciences, philosophy, and cognitive psychology—are all important to familiarize yourself with. This book will give you a synthesis of the best practices these subjects have to offer you, a growth-oriented decision-maker. These practices have been around long before I even learned how to write. Please attribute the smart things on these pages to the geniuses who discovered, unpacked, and penned them down. If you read anything silly, that’s probably my mistake.

There is no one right way to learn strategic thinking, but this book will present the best method I know. And that’s game theory. My examples will come in handy to anyone searching for step-by-step strategic tools for improvement, whether your goals are work, money, relationship, or human interactions related. As long as your learning target involves human decision-making, this book will be helpful.



	[image: ]

	 
	[image: ]





[image: ]


​









Game Theory Basics
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GAME THEORY IS THE study of strategic decision-making; a framework for using mathematical models to understand the behavior and motivation of competing, rational players.​[iii] Robert Aumann, the 2005 Noble Prize winner in Economics, defined game theory as “a mathematical formalization of interactive decision-making.”​[iv] Let’s pause here for a moment. These definitions are starting to get gaudier and gaudier.

In simple terms, game theory is the formalized description of what happens between rational decision-makers. I would like to emphasize the word rational. It carries the assumption that players want to maximize their benefits, no matter what. It is a safe assumption, right? Actually, later in this book, we will see that people are not always rational about strategic decisions.

You may think that only high-stakes poker players or a mastermind of political intrigue like Karl “The Architect” Rove would use game theory. Or a super-competitive sports coach who clandestinely video records the opposing team’s practice drills or fudges a birthdate to have an older player in the wrong age division. Friends, enemies, small-scale or large-scale influencers, politicians, gamers, and average people like me all benefit from understanding game theory. But here comes a tricky part. As a player, it’s difficult to assess what would be beneficial to the other players. Often, you don’t even know what you want to achieve.

The classic assumption here is that the reward we’re shooting for is money or victory. But this is a reductionist view. There are plenty of other satisfying benefits a player can get from playing “the game”: pride, positive feedback, influence, more social media followers, etc. Similarly, there are negative consequences that players risk when engaging in “the game,” such as lost time, failure, lowered self-esteem, or fines.

When other people are involved in playing the game, it seems like an impossible task to predict their next move. This is where the assumption of rational decision-making comes in handy; our best bet is to assume that everybody else is just as intelligent, selfish, and victory oriented as we are. Don’t expect they will let you enjoy your Moroccan lamb dish while they rock-paper-scissors for the last piece of French fries, happily chipping in to pay for your monster meal.

Game theory was coined in 1940 by John von Neumann and Oscar Morgenstern. Its importance has grown ever since. A good metric supporting this statement is that since the 1970s, twelve leading economists won the Nobel Prize in Economic Sciences for their contributions in game theory.​[v] If you’re a budding economist with great ambitions, there is an aspiration for you.

Game theory is present in multiple fields where logic is the governing factor: business, finance, economics, politics, sociology, and psychology. It provides strategic thinking patterns, moves, and explanations to help you develop exceptional decision-making skills. The principles presented in this book—the famous and the lesser-known—will help you make educated guesses and decide the best strategy in competitive situations.
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