Chapter 10

Thinking Strategically

I.  Introduction/Overview


A.  Interdependence

II.  The Theory of Games


A.  The Three  Elements of a Game



1.  players



2. possible actions (strategies)



3.  payoffs


B.  Payoff matrix


C.  Dominant strategy


D.  Dominated strategy


E.  Nash equilibrium

III.  The Prisoner’s Dilemma


A.  Payoff matrix


B.  Cartels

1. Economic Naturalist 10.1: “Why are cartel agreements notoriously 
  
    unstable?”



2.  Economic Naturalist 10.2: “How did Congress unwittingly solve the 


     television advertising dilemma confronting cigarette producers?”


C.  Prisoner’s Dilemma in Everyday Life

1.  Economic Naturalist 10.3: “Why do people often stand at concerts, even though they can see just as well when everyone sits?”



2.  Economic Naturalist 10.4: “Why do people shout at parties?”

IV.  Games in Which Timing Matters


A.  Decision (or game) tree


B.  The Ultimate Bargaining Game



1.  acceptance threshold


C.  Credible threats


D.  Credible promises


E.  Commitment problems



1. commitment device


F.  The strategic role of preferences



1.  preferences as solutions to commitment problems
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