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Abstract

The dilemmas of business conduit can find answethe analysis of strategic games. These offeerdifft variants
of decision which can be included or not in ethicahduit in business. Appling the games theoryjrmssmen are
supposed to make decision between “cooperation™@ade” in their business relation and can analymecost for
their decision.

Keywords: Prisoner's dilemma, the farmer’'s theory, the thetiit for tat”, cooperation in business, ethias i
business.

The game theory deals with the mathematic anabfsiee conflicting situations through which
the most rational strategies are set up for eadiicipant or player, having opposed interests, in
an open frame of precise rules.

The game theorywas drawn up by the mathematician John von Newmadrtlze economist
Oskar Morgenstern (1944), John Nash, John Harsamgi Reinhard Selten winning for the
research within the game theory the Nobel PriZEO9@4.

According to the game theory — through game we rstaled the schemes of those situations
with conflicting character in which the intellecticapacities of all the partners intervene and the
role of the accident is limited through the latseray of behaving.

The game’s component elements are the followinguaession of foreseen accidental acts
which have a succession of rules previously setaupumber of people involved in the game
which are called partners, parties or adversaaasymber of numeric functions, equal with the
number of partners, defined on the successioheo$trategic game acts.

The essential principle of the game theory consistselecting a way of action in such a
manner that it should take into consideration tebaviour of the adversary which affects the
most the result expected.
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A main concept of the game theory is thatsbhtegy— defined as an assembly of rules,
actions of a player, each representing an answbetadversary’s strategy.

Solving a game — consists in setting up the optstrategies of the players which, when the
game is repeated for many times, ensures the bssite average result.

The optimisationin the context of game theory includes in the sgrablem aspects of
maximisation and minimisation (that is the settung of the maximum value in a minimum
aggregate determination of the minimum value ineximum aggregate).

The salesman canteract strategicallyin a considerable variety of ways and an importdnt
these have been studied using the mechanism gjatime theory. Starting from these premises,
we will see how it functions and how it can be ugsedhe study of the economic behaviour on
the market with imperfect competition (duopoly digopoly), as well as in the study of the
ethical behaviour in business which provides a icmmable diversity of situations of strategic
interactions, which allow the salesmen to act tgkimo consideration the reactions and the
strategies of the other salesmen.

The game requires the matching of costs and berfefitall the possible strategies adopted
by one of the players, with the possible strategfethe competitor, and the gains of each player
will depend on the other player’s strategy. Theatgheset of possibilities resulted is analysed in
order to set up aequilibrium which occurs when each player obtains bptimum Therefore,
the main idea is that each firm has a set of gi@sefrom which it will choose the most
advantageous one, taking into account both it$egfyaas well as the competitors’ strategy. The
strategy chosen will be the one maximising the mumh gain and is minimising the maximum
loss.

Imagine that you have to choose between cooperatitigthe members of the group you
belong to and having in view your own interestsjobcould be to the others detriment. Such
conflicting situations are everywhere, for exama, employee can be tempted to stand out,
shadowing the other members of his team whichivaitin the image of the team; a manager may
want to get a bigger part of the company’s prafit én every situation, the individual can earn
more having in mind his own interests; but if easdmber of a group has in mind only his own
interests, in the end all of them will obtain woresults than if they had cooperated one with
another.

The idea thahaving in mind his own interest can sometimes baddiantageoydeading to
results opposed to those desired, represents s diasocial and ethical dilemmas, in such a
dilemma what is good for one is bad for dfi.each has in mind the biggest benefits for hifnsel
then each will obtain the smallest benefithe analysis of these ethical dilemmas is comated
on the relations between the purposes the indilsduave in mind and it is meant to evaluate the
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competitive or collaborating nature of their beloavi as well as the conflicting or harmonious
nature of the relations among them. This kind &trens can be studied in its most abstract from
through conceiving some “games” with two or morenpetitors.

The game theory is based on an example of a siggrtee called the prisoner’s dilemnia
The original discussion of the game took into cdesation a situation in which two prisoners
who were partners in committing a murder, startbbing questioned in separate rooms. Each
prisoner has the possibility to confess the murtterefore, to involve the other one or to deny
having participated to crime. Even though the mohen suspect them of committing a serious
crime, the proofs that they have allow them to thekr trial only for committing a minor crime.
The only chance to accuse them of committing th@maime is to convince one of the two
arrested to testify against the other. The twostéeck are completely isolated from each other,
without any possibility to communicate. Each of thespected criminals — be it A and B — is
presented by the policemen with the same alterestitioth A and B being informed that the
same offer has been made to each of them. If obtleem testifies against the other, both will
walk with a lighter conviction for committing a n@ncrime (let’'s say one year in prison). If each
accuses the other, both will be convicted for tlesinserious crime, but they will get — due to the
collaborating attitude during investigation — asldsarsh conviction (let's say five years in
prison). Finally, if only one of them testifies &gt the other, then the one confessing will be
acquitted, while his accomplice, who kept the siterwill get the maximum conviction (let's say
ten years). But the dilemma is this: if they botimfess, each will get a conviction of 5 years. If
none of them confesses, each will get only 1 yegrison.

The dilemma of the prisoner does not have any isolufudging only from the point of view
of selfish interest, which does not take into actdhe other’s interest, the confession is the only
rational solution for each of the two under invgation, and if each behaves rationally from the
perspective of his own interest, both will losecampared to what they would have achieved by
cooperating.This is how the following of only their own selfigiterests leads to results worse
than those achieved through cooperation

This situation can be analysed also from the pofrntiew of moral behaviour. There are
several situations in real life which strikinglyseenble the dilemma of the arrested men. Each of
us can realise the fact that it is more advantagjeioua building on fire or on a sinking ship, to
escape as soon as possible, running to the fit@eto the saving boats and trying to overpass all
the others. The result? More will die because oig@aviore lives would be saved if people went
in an organised way to the exit or to the savingt®oSimilarly, two countries engaged in an
arms race would have more to gain if, by stopphng, twould spend less resources to produce
and upkeep such mass destroying arms, but nomeewf makes the first step because it does not
want to be left behind, thus becoming vulnerable.
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The oligopoly market can resemble very much the ¢aovicts. Sometimes the oligopolists
too are in a “prisoner’s dilemma”. We assume thatapproximate the situation of the convicts
with two firms A and B which sell the same prodactd are in a fierce competition. The
competition between them is so fierce that eacthem earns 10,000 m.u. profit. Recently the
two firms have decided to join a corporation, wheaeh of them agrees to raise the prices and
once raised, not to sell cheaper than the othéhelf cope with the deal, each firm will gain a
profit of 50,000 m.u., but if one of the firms cepeith the agreement, and the other does not, the
latter will obtain a profit of 100,000 m.u., ancethirst firm will obtain 5,000m.u. Obviously, if
both firms break the agreement, both will be in $iteation from where they started — gaining
10,000 m.u.

Most of the economists foresee that the firms &l up by being in the situation mentioned
last, gaining the profits before entering a corporaand they will be again in competition, a
situation they did not want to get out of.

In applying the game theoryNash equilibriumcan be determined, an equilibrium which is
set up for the pair of strategies for which the &fwice is optimal, giving a chance to B, and the
B’s choice is optimal by giving a chance to A.

We have to mention that no participant to a ganamMsnwhich strategy the other player will
choose, then when he has to choose his own strdiagygach player will have some feelings on
what the other player will choose. Therefore, tlasiNequilibrium can be interpreted as a pair of
expectations on the choices of each player.

Another example of game is that in which therearly gains for both players — the mixed
strategies. Thenixed strategys the one in which each player chooses the coatibm of games
and sets up a set of probabilities for each styat€ge Nash equilibrium of the mixed strategy
refers to an equilibrium in which each salesmanoske the optimum frequency to play his
strategies with, due to the frequency choices efatiner salesman.

The prisoner’'s dilemma is still not an appropriatedel of economic relations. Much more
closed to the reality of the partnership in bussnasd of the ethical behaviour is another kind of
social dilemma described by Peter Singer, replatimg story of the two criminals with the
history of two farmers.

Max is a small agriculturalist whose crop must liek@d. On the horizon there are black
clouds. If he does not get help, Max will not béeaio pick the crop on his own before the storm
comes, and the crop left on the field will be IGdterefore, Max asks his neighbour Lyn — whose
crop is not ready to be picked — to help him. Iel@nge, he promises her that he will help her
when her crop is ready to be picked. Obviouslys to Max’s advantage to be helped by Lyn.
But what does she get instead? If Max keeps hisig®she is in advantage because it is difficult
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for her to pick the crop alone. But if Max breake agreement, then Lyn will lose helping Max
instead of cleaning the land of weeds. Max’s pnobis therefore to convince Lyn that he is
trustworthy.

In business, Max and Lyn can sign an agreementhwifithey break, Max will have to pay
his neighbour certain damages and compensations.ifBueither of them wish under any
circumstances to sign an agreement, Max’s only @has to win Lyn’s trust. If he ahs already
had the reputation of a trustworthy man, there dottilbe any problem. But how could he win
such a reputation? In a small community, whose neesknow each other very well, Max’s
chances to win and moreover to keep a good repuatétrough lies and cheats are minimal so
that being a real trustworthy man is the only sggtthat can give results.

Singer considers that there is a similitude betwienConvict’'s Dilemma and thearmer’s
Dilemma both being two aspects of a general problem.Arnested Dilemma is a non-repeating
situation. Each of the two criminals has to de@ddy once if they cooperate or compete against
each other — and the decision, once made, canwet dther consequences than the alternative
provided by the investigators. No matter the cqnsaces, the two acolytes will never be in the
same situation. Whereas Max and Lyn are neighbmupsisiness partners and they will probably
have the same relation for long time. There is ntloa@ probable that they will need each other’s
help in the future too. This fact is introducingh@w variable, extremely important in setting up
by each person of what is in his own interest. Wi of them know that if they help each other
in a crisis situation, and one of them does natrrethe favour, then, in the future too, probably,
many years ahead, they will not help each othgmare. Therefore, on long term, the refuse to
keep his promise would cost him more.

Unlike the simple game, in which there is only tbeoperate” or “compete” alternative — the
only rational solution of the selfish being to akkahe other — the repeated game, with several
halves, offers a larger spectre of possible stiadegot being so obvious which of them is the
most profitable.

Obviously, the repeated game provides an imponariety of possible strategies. Can we
establish which of these is more advantageous? tlhié question that Robert Axelrod tried to
answer the question, obtaining a range of importdistoveries regarding the nature of
cooperation. He restated the Prisoner’s Dilemma game whose purpose is to accumulate as
many points as possible (or as much money as pesdit order to see which strategies give the
best results, Axelrod organised a tournament wiseneeral creators of computer simulated
strategies registered, each strategy being comflo200 times with each of all the other
strategies, but with itself also, at the end of ¢faene adding the points accumulated by each
participant.
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Axelrod redefined the game as follows: each playger choose one of the “cooperate” or
“betray” movements instead of years in prison (&ss, the better), the competitors accumulate a
certain number of points (the more, the bettemegiaccording to the following rules: “mutual
cooperation” or mutual - 3 points; “betrayal attairippoints; “punishment for mutual betrayal: -

1 point; finally, “the fool’s reward”, O points.

There were 14 participants, some of them with \saghisticated strategies. The tournament
was won by the shortest and simplest strategynigaaly two rules:

- at the first movement, always cooperate;
- for each of the following movements reply witke ttame movement your adversary made.

Suggested by Anatol Rapoport, a well-known psyadfisioand specialist in game theory
from Toronto, this strategy was call@dt for Tat— in an approximate translation, but faithful
“eye for eye” because it replies the adversarjpéndame manner. If he is kind and cooperates, he
will get an answer by accepting the cooperatiomhéf opponent is selfish and attacks, there will
be a counter strike.

The creators of some sophisticated strategies baea very intrigued by the fact that a
simple childish style of game could win the tourmsm Axelrod organised the second
tournament, with 62 competitors who were prevelgthe efficiency of the gamt for Tat so
that everybody tried to win against it. Blit for Tatwon again in a decisive manner.

Why did Tit for Tat manage that well? First of all, Axelrod thinks, aese it is so friendly
and nice which offers cooperation. Even if it is@ithis strategy obtains much better results than
mean, hostile strategies which start by beingselfThis fact is not available only foit for Tat
All nice strategies obtained, as a whole, bettsulte than the mean strategies. Generalising and
applying the results of his analyses in the fiefdewolutionist biology, Axelrod reached the
conclusion that all the beings inclined to coopenaith their mates have higher chances within
the natural selection than the selfish beings. @laes Axelrod’ key discoveries:

1. Having in mind his own advantage, Tit for Tatipseall the other nice strategies be in
advantage too. In other words, the number of pactumulated by Tit for Tat and other nice
strategies they play with is maxim because alldlstgtegies start by suggesting cooperation and
continue cooperating until the game is over, gdlyen&ce strategies help each other.

2. In a total contrast with nice strategies, meeaategies cancel each other’s chances of success
when they play against each other. All the gamesean strategies end up with very bad results.

3. When nice strategies compete against mean g#ajethe nice strategies are doing well
because they react at the first hostile actiomefadversary.

From the perspective of the analysis of theseegjiatgames, it results that the selfishness
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must be avoided both in business as well as in et@ution processes because, applied
constantly, it proves a self-destructing stratemydil the competitors, but the clear rejection of
selfishness does not match the full stating of gmsity, that many people associate with
morality. Tit for Tat gives good results because it is a “nice” stratezpdy to cooperate; but
“kindness” does not mean weakneg#:for Tatis ready to react whenever the adversary tries to
be aggressive. Consequently, what should a busnasdo if he wants to react rationally?

He should take into consideration the friendly teigges, based on trust, honest
communication and fair treatment of all the empésjeassociates, competitors. The positive,
constructive attitude has, on long term, clear athges.

Therefore, the main principle of the game consistselecting a way of action in such a
manner that it should take into consideration bedtaviour of the adversary that affects the most
the result desired. The game theory does not alpaysde the warranty of the best choice, but it
facilitates the decision process especially ifniphasises general welfare and not the individual
advantage on short term.

We finish by mentioning that the game theory carabemportant instrument of synthetic
analysis of the consequences of the conflictingtia@hs in conditions of risk and uncertainty,
providing thus the possibility of a more exact iptetation of the strategic interactions that take
place within the market.

Studying the game theory determined a long stringesearch in a field which proved to be
very vast. Out of this string, there are detachimgre and more the research that this theory
makes on the subject of conflicting situations, Igsiag more and more the cooperation,
negotiation and ethical behaviour among the salasme
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