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GAME THEORY GOT ITS NAME BECAUSE SOME OF ITS
EARLIEST TOPICS WERE GARES LIKE POKER, .,
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: P TO WIN A HAND?

FACH PLAYER IN A GAME HAS TO THINK ABOUT WHAT ALL THE @THER PLAYERS ARE THINKING,

THAT'S WHAT DISTINGUISHES THE INDIIDUAL
OPTIMIZATION WE STUDIED IN PART ONE, . FROM GAME THEORY
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WHEN ECONOMISTS STUDY GAMES, THEY ANALYZE
ALL THE STRATEGIES OF ALL THE PLAYERS,

... BUT TO ECONOMISTS, A GAME IS ANY SITUATION WITH

INTERDEPENDENCE BETWEEN MULTIPLE PLAYERS,

BLETE DESCRIPTIO

INTERDEPENDENCE MEANS THAT WHAT
NAPPENS TO ONE PLAYER DEPENDS ON

WHAT THE OTHER PLAYERS DO,
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OF COURSE, GAME THEORY IS NOT JUST ABOUT ROCK PAPER SCISSORS,
1T ALSO COVERS DEADLY SERIOUS TOPICS
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CARE CUTTING MAY SOUND SILLY, BUT IT APPLIES ANY TIME YOU NEED TO

DIVIDE THINGS FAIRLYT
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IN ADDITION TO MAOBERRM
SOLUTIONS LIKE THE MOVING
KNIFE PROCEDURE, .,

f FAIR DIVISION PROBLEMS APPEAR ALL OVER THE PLACE:

e

IN DIVORCE SETTLEMENTS

DOW'Y WORRY, § _
READ ABOUT THIS 5.

e IN AN ECONOMICE
L ARGH, HOW DO BOOK!
AT : B DRV WP THE
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1D LIKE To s .
A BRISD HEARY, ... THERE'S AN
FACK ANCIENT SOLUTION 1O

THE CAKE-CUTTING PROBLEM:

DVERFISHING BY USING & SYSTEM.
OF TRADABLE FISHING FERMTS.. -

THIS LEADS US TO OUR FIRST INTERESTING GAME THEORY QUESTION.

IS IT BETTER TO BE
THE CUTTER OR
, THE CHOOSER?
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ACTUALLY, THE ANSIWER IS IN yOUR HEAD .., AND IN THE OTHER PLAYER'S HEAD!
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YOU'RE PROBABLY BETTER OFF BEING THE CHOOSER,

[ BUTIF YOU PON'T KNOW MUCH ABOUT THE OTHER PERSON,
ESPECIALLY IF THEY DON'T KNOW MUCH ABOUT YOU!
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THE BOTTOM LINE—AND THIS IS TRUE
EVERYWHERE IN GAME THEORY—IS:




ECONOMISTS WHO STUDY GAMES FOCUS ON TIWO QUESTIONS
THE FIRST GAME THEORY QUESTION IS )

CAN WE
PREDICT THE
OUTCOME OF
A GAME?

THIS i WHAT WE CALL &
; POSITIVE QUIESTION,
BECALISE 17 DEALE Wit WHaT'S
RETUELLY GOWG TO
..... HEPPEN 8 A GAME,

ONCE WE FIGURE OUT HOW TG PREDICT THE OUTCOME OF A GAME,
WE CAN MOVE TO THE SECORMD GAME THEORY QUESTION:

IS THE
PREDICTED

OUTCOME

GOobD?

THIS 15 WHAT WE CALL 4
POBMATIVE QUESTION,
BECAUSE IT DEALY WITH WHAT

SHOIILE HAPPEN,

THIS QUESTION IS CENTRAL TO ALL FAIR DIVISION PROBLEMS: EL LR e
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UNFORTUNATELY, IT'S NOT ALWAYS CLEAR WHAT MAKES AN OUTCOME FAIR,
AND THAT BRINGS US BACK TO THE BIG QUESTION .




UNDER WHAT
CIRCUMSTANCES DOES
INDIVIDUAL OPTIMIZATION
LEAD TO OUTCOMES

THAT ARE GOOD FoR
THE GROUP AS
A WHOLE?
LIRS WAT EXACTLY
: DOES "GOOB” mEsN,

ANYWAY?

CHAPTER 7

PARETO EFFICIENCY
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