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  Bruce Bueno de Mesquita can predict the future.


  From international terrorism to corporate fraud, from climate change to the Israeli-Palestinian conflict, Bruce Bueno de Mesquita has been predicting the future for decades. Using Game Theory (a theory based on the rationale that everyone acts in their own self-interest) he can foretell and even engineer events. His forecasts, for everyone from the CIA to major international companies, have an extraordinary 90% success rate. In this fascinating and immensely readable book he explains how you can use Game Theory to your own advantage – to win a legal dispute, advance your career and even get the best possible price for your car. Prediction will change your understanding of the world – both now and in the future.


  About the Author


  Bruce Bueno de Mesquita is Julius Silver Professor of Politics at New York University and a Senior Fellow at the Hoover Institution at Stanford University. A specialist in policy forecasting, political economy and international security policy, he received his doctorate in political science from the University of Michigan. Bueno de Mesquita is the author of fourteen books and numerous articles for journals, newspapers and magazines. He is a partner in a consulting firm focused on government and business applications of his game theory models. He lives in San Francisco and New York City.
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  KING LEOPOLD II, remembered today as Belgium’s Builder King, reigned from 1865 to 1909.1 A constitutional monarch who, like many of his contemporaries, longed for the bygone days of absolute power, he was nonetheless an unusually influential and activist king who helped make Belgians free, prosperous, and secure.


  Belgium’s good works during Leopold’s reign are almost uncountable. He oversaw the expansion of political freedom with the adoption of universal adult male suffrage in competitive elections, putting his country on a firm footing to become a modern democracy. On the economic front, he encouraged free-trade policies that guided Belgium to remarkable growth. In little Belgium, coal production, the engine of industry in nineteenth-century Europe, rose to such heights that it almost equaled that of France. Social policy too moved briskly ahead. Primary education became compulsory, and with the 1881 School Law, girls were assured access to secondary education.2 Moreover, Leopold’s policies provided greater protection for women and children than was then the norm in most of Europe. Thanks to legislation passed in 1889, children under twelve could not be put to work, and after they turned twelve their workdays were limited to twelve hours, a radical departure from prevailing policy of the time.


  When the Belgian economy was racked by a major economic crisis in 1873, Leopold helped improve the lot of the poor with pro-labor reforms, including granting workers the right to strike, a right that was still hotly resisted in the United States half a century later. He promoted truly ambitious public works projects, including massive road and railway construction designed to reduce unemployment, promote urbanization, and increase business opportunities. He was way ahead of Franklin Delano Roosevelt and Barack Obama in recognizing how to stimulate employment and economic prosperity by building up infrastructure.


  Leopold was a great reformer at home, a founder of Belgium’s long years of peace and plenty.


  But then there was the Congo.


  Though he never set foot in Africa, Leopold also ruled over the Congo Free State for nearly a quarter of a century (1885–1908). He built his personal wealth in the Congo first by extracting high-priced ivory from the region and then by exploiting the even more lucrative rubber trade that developed there. Unlike in Belgium, there was no chef de cabinet (roughly, prime minister), and no voters among the Congo’s approximately 30 million people to limit what he could do. Because it was his personal property, Leopold was free to exert the absolute rule he could not have at home. His “police,” the Force Publique, became the key to governing the Congo. Their job was to extract wealth for him (and for themselves) by ensuring the vast exportation of rubber to meet world demand. This band of butchers was led by a small number of Europeans who kidnapped and enslaved Congolese as soldiers who were in turn responsible for making sure that rubber quotas were met. Slave labor was the Force Publique’s preferred mode of production, so its soldiers set about enslaving Congolese men, women, and children.


  Leopold’s “police” received low salaries but could earn big commissions by meeting or exceeding their rubber quotas. Unrestricted by any law governing their conduct except, literally, the law of the jungle, and provided with a huge financial incentive through the commission system, these soldiers of sorrow, from the very bottom of the ladder to the very top, used whatever means they saw fit to meet the quotas. The incentives included not only riches for those who succeeded but the severest punishment for those who failed, including beatings and even death. To avoid this fate the police tortured, maimed, and often murdered those below them who threatened (or could be claimed to have threatened) rubber production. Rewarded for killing people allegedly engaged in antigovernment activities and needing to account for every bullet they spent, soldiers quickly took to indiscriminate mutilation of innocent souls as a way to boost their counts and thereby their fees, going so far as to chop off the right hands of women and children to provide evidence of their work on behalf of Leopold’s interests. Perhaps as many as 10 million people were murdered at the hands of the Force Publique in their pursuit of wealth for Leopold and, of course, for themselves.3


  In contrast to Leopold’s progressive policies in Belgium, virtually nothing was invested in improving conditions in the Congo. Roads were built only where they helped move rubber to market. Laws protecting women and children or worker’s right to strike were unheard of. Much as Leopold worried about protecting the security of his Belgian subjects, he worked to undermine the security of his Congolese subjects. Just about the only items exported to the Congo were weapons for the Force Publique, while vast riches flowed back to Europe. Indeed, it was this extraordinary imbalance in trade that eventually led to the revelation in Belgium that Leopold was growing rich through slavery and much worse. In 1908, the evidence of atrocities reached such a level that they could no longer be denied, and Leopold, with great reluctance, surrendered his control over the Congo to the Belgian government. The ministers certainly did not rule it well, but compared to Leopold, they were a significant improvement.


  How could King Leopold II have ruled two places at the same time in such dramatically different manners?


  It’s easy to blame Leopold’s apparent split personality—a progressive in Belgium and a monster in the Congo—on some character flaw or on a diseased mind. It’s also easy to explain away his horrible rule in the Congo as typical racist behavior. These explanations feel good, but they almost certainly cannot describe the big picture. After all, just think about Mobutu Sese Seko, the Congo’s latter-day Leopold, the monster in a leopard-skin hat who ruled Zaire (largely what used to be the Congo Free State and is today the Democratic Republic of Congo) for more than thirty years (1965–97). During that time he bankrupted his country, stole billions of dollars for himself, and murdered hundreds of thousands of Congolese. Surely we cannot blame Mobutu’s murderous rule on racism. Was he crazy? Probably not, and besides, what are the odds that so many allegedly crazy people would rise to and then successfully cling to power for decades despite their awful rule?


  Leopold and Mobutu are far from unusual cases. Even today, the United Nations reports that people caught up in Sierra Leone’s diamond war have had their hands and feet cut off. Similar policies of mutilation, torture, and murder are reported in Zimbabwe and occurred in the genocide in Rwanda. And then we should not forget the Holocaust or, more recently, Cambodia’s Pol Pot, who ordered the murder of millions of Cambodians for such crimes as wearing eyeglasses (proof that they were educated and therefore probably a threat to the regime). Such monstrous rulers are not a thing of the past. Murder and misery have been mainstays of long-lasting leaders throughout history, a fact that remains as true today as a hundred or a thousand years ago.4


  It’s nice to think that leaders who provide peace and plenty rule for long, happy years, beloved by the people and content to do good for them day and night. But in fact those who want to run a country for a long time are ill advised to go around promoting peace and prosperity. Not that making people well off is inherently bad for leaders; it isn’t. It’s just that promoting corruption and misery is better. That was well understood by Leopold and Mobutu in the Congo, and is clearly understood today by the governments in places like North Korea, Zimbabwe, Turkmenistan, Chad, Syria … sadly, the list goes on.


  It so happens that leaders who are really good at giving their people life, liberty, and happiness are, overwhelmingly, democratically elected and therefore face organized political competition. It also so happens that they are routinely thrown out after only a short time in office.


  It’s true that Leopold ruled Belgium for forty-four years, but he was a constitutional monarch who had to work within the constraints of the democratic system that governed Belgium if he was to remain in power. Yet in looking at modern democratic governments, we see that doing right by the people is no guarantee of political longevity. During Golda Meir’s period as prime minister, Israel enjoyed a 9 percent average annual growth rate. She held office for just four years. Japan’s Eisaku Sato presided over a 9.8 percent growth rate, surviving as prime minister for less than eight years. Perhaps most famously, in 1945, after five years in office and less than two months after Germany’s surrender in World War II, Winston Churchill was tossed out as prime minister of Great Britain and replaced by Clement Attlee, despite having (allowing for slight exaggeration) saved the United Kingdom itself.


  Why, in contrast, do those leaders who make their subjects’ lives miserable typically die in their sleep or live out their retirement years lounging on a luxurious beach after being in office twenty, thirty, or forty or more years? It’s my claim, and it may seem controversial, that kleptocratic leaders are not inherently evil—at least not necessarily so—and that those who do a great job for their people in hopes of reelection are hardly fit for sainthood. They’re all doing the right things if they want to stay in power as long as possible. Leopold, despicable as he was, did what worked best for him in the politically unconstrained environment of the Congo, and he did what worked best for him in the constitutionally limiting environment of Belgium.


  The difference between doing a good job and doing a lousy job is driven by how many people a leader has to keep happy. Why doesn’t every leader allow cronies to loot and steal the way the Force Publique did? Large-scale democratic leaders can’t—they have to reward too many people to make theft and corruption work for them. In other words, the system does not effectively incentivize that strategy. Virtually all long-lasting (read authoritarian) leaders, however, really depend only on a very small number of generals, senior civil servants, and their own families for support. Because they rely on so few people to keep them in power, they can afford to bribe them handsomely. With such big paydays, those cronies aren’t going to risk losing their privileges. They’ll do whatever it takes to keep the boss in power. They will oppress their fellow citizens; they’ll silence a free press and punish protesters. They will torture, maim, and murder to protect the incumbent as long as the incumbent delivers enough goodies to them.


  The rub is that even when crony-dependent leaders want to do good deeds, they dare not pay for them with money promised to their essential supporters. Taking money from their cronies’ pockets is a sure way to get overthrown. Spend too much on helping the people, and the cronies will find someone new to take over the top spot, someone who will pay them reliably instead of “dissipating” money on the masses.5


  Like autocrats, elected officials are held accountable by people who want to know, What have you done for me lately?—except, for elected leaders, there are millions of such potential backers (or detractors, if not made happy), as opposed to hundreds. Democratic leaders have to act as if they care about the masses. Their campaigns are always an arms race in policy ideas: which candidate has (or appears to have) the best ideas about health care, about taxes, about national security, about education, and on and on. When a seemingly fit democratic leader is thrown out of office, it’s generally because his or her opponent is perceived to be just a little bit better—a remarkably positive condition, particularly when the alternatives are considered.


  So the explanation for Leopold the Builder King and Leopold the Monster has begun to fall into place. When rulers need the support of many—as was Leopold’s situation in Belgium—the best way to rule is by creating good policies. When leaders rely only on a few to stay in control—as was the case for Leopold in the Congo—their best bet is to make the few fat and happy, even if that means making everyone else miserable. But let’s take this a step further.


  Leopold, Mobutu Sese Seko, and Golda Meir were all powerful leaders, but (to state a most obvious but important fact) they were all people, too, and no different from the rest of us. Whether in government or business, we all want to keep our jobs, we all seek advantage in the accumulation of wealth or influence, and we all evaluate our self-interest, often ahead of such lofty ideas as the national interest or notions of corporate well-being.


  With this in mind, if we were to turn back the clock, could we not have made some educated predictions that Leopold, the very same man, would behave differently as the head of the Belgian and Congolese states? Could we not have surmised that Mobutu Sese Seko would rule in the fashion that he did? Or that Churchill would lose power when the attention of the British people turned to postwar reconstruction and domestic matters? Or, in a completely different setting, could we see how a corporate partnership’s structure might encourage its members to overlook fraud? And wouldn’t knowing these things ahead of time be of some potential value?


  I believe the answer to all of those questions is yes, which brings me to the very purpose of my work and to the principal claim of this book: that it is possible for us to anticipate actions, to predict the future, and, by looking for ways to change incentives, to engineer the future across a stunning range of considerations that involve human decision making. That’s not to say it’s easy, or that it’s a mere matter of anecdote and reflection—there’s hard science, theory, and some mind-bending arithmetic that come into play—but it is possible, and given what we’ve seen when humans in power run amok, whether in châteaus or boardrooms, it’s preferable to letting the chips fall where they may or to saving our better ideas, regrets, and outrage for when they usually appear—that is, when they’re too late.
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  Who am I that you should care what I think about these big questions? And why in the world should you take me seriously as a predictioneer?


  It so happens I’ve been predicting future events for three decades, often in print before the fact, and mostly getting them right. Don’t get me wrong—I’m no soothsayer and I have no patience for crystal ball gazers, astrologers, or even most pundits. In my world, science, not mumbo-jumbo, is the way to anticipate people’s choices and their consequences for altering the future. I use game theory—we’ll talk later about what that means—to do just that for the U.S. government, big corporations, and sometimes ordinary folks too. In fact, I have made hundreds, even thousands of predictions—a great many of them in print, ready to be scrutinized by any naysayer. There is nothing uncanny about my ability to predict. Anyone can learn to use scientific reasoning to do what I do, and I’m going to show you a bit of how to do it right here. But first, let me fill you in a little bit about how I got into the prediction business.


  I’m a political science professor at New York University, where I also run the Alexander Hamilton Center for Political Economy. The Center and all of my courses try to teach students how to solve problems with logic and evidence. The idea is to wean them from knee-jerk conclusions based on gut feel, personal opinions, simple linear reasoning, partisan preferences, or ideology. My colleagues at NYU and I are interested in training students to know how to address problems before they go out into the world. We don’t want them shaking things up without much insight into whether they’re helping to make matters better or worse.


  Besides being a professor at NYU, I wear two other hats. I’m a senior fellow at the Hoover Institution at Stanford University. There my job is to think about finding solutions to policy problems. That side of my research is about putting the ideas I teach at NYU to good use by writing op-ed columns, articles, and books, some very technical and some, like this one, designed to spread the word. My third hat is as a partner in a small consulting company Mesquita & Roundell, LLC. M&R, as we call it, also uses some of the game theory models I’ve designed to advise people in the national security community and also in the private sector.


  I didn’t set out to wear these three hats. The opportunity initially fell into my lap back in 1979 when an official at the State Department called me to ask my opinion about a government crisis in India. He wanted to know who was likely to be the next prime minister. At the time I was a professor of political science at the University of Rochester—where the application of game theory to political questions originated—and I had written my Ph.D. thesis at the University of Michigan about winning and losing strategies among India’s opposition parties. So the State Department official was asking me to be a pundit, to use my “expert” knowledge to speculate about the next Indian government.


  It happened that I was on a Guggenheim fellowship at the time, working on a book about war. I had just designed a mathematical model for that project, as well as a little computer program to make calculations that were important for solving that model. The computer program provided a way to simulate decision making under stressful circumstances such as sometimes lead to war. It looked at the choices people could make and calculated the probability that they would get what they wanted if they chose one course of action (say, negotiations) or another (like war), weighting the probabilities by an estimate of how much the decision makers valued winning, losing, or intermediate compromise outcomes. Of course, it also recognized that they had to work out how others might respond to the choices they made.


  Like every model, it needed data. The State Department’s phone call about India came in just as I was trying to figure out where to get data to feed into my war and peace model. The timing was perfect. The phone call got me thinking that maybe war and peace decisions really aren’t that different from everyday political confrontations. Sure, the stakes are higher—people get killed in wars—but then any politician seeking high office or about to lose high office sees the personal political stakes as pretty darn high. Probably all of us make similar calculations about how to advance our own well-being in any complex situation involving big risks and potentially big rewards, whether that involves politics, business, or daily life.


  The State Department was pressing me for an answer and I wanted to help them. I also wanted to see how well my new model worked. I decided to find out whether the model could really be a useful tool to sort out the political infighting in India. Linking that model to Indian politics was a huge “Aha!” moment for me, one that would change the rest of my life.


  I grabbed a yellow pad and picked my own brain, putting together the information the model needed. I wrote down a list of everyone I thought would try to influence the selection of India’s next government. For each of those people (political party leaders, members of India’s parliament, and some members of critical state governments) I also wrote down my estimate of how much clout each had, what their preference was between the various plausible candidates for prime minister, and how much they cared about trying to shape that choice. With just one page of my yellow pad filled with numbers, I had all the information the computer program needed to predict what would happen. I plugged those data into my little program and crunched the numbers overnight. When the computing was done the next morning—computers were slow in those days—I pored over the hundred or so pages of calculated values to see what the model’s predictions looked like.


  I thought I had personal insight into what was going to happen in India. My “pundit” knowledge had led me to believe that a man named Jagjivan Ram would be the next prime minister. He was a popular and prominent politician who was better liked than his main rivals for the prime minister’s job. I was confident that he was untouchable—truly unbeatable—in the political arena, and not just in the sense of his caste status. He had paid his political dues and it seemed like his time had come. Many other India watchers thought the same thing. Imagine my surprise, then, when my computer program, written by me and fed only with my data, predicted an entirely different result. It predicted that Charan Singh would become prime minister and that he would include someone named Y. B. Chavan in his cabinet, and that they would gain support—albeit briefly—from Indira Gandhi, then the recently ousted prime minister. The model also predicted that the new Indian government would be incapable of governing and so would soon fall.


  I found myself forced to choose between personal opinion and my commitment to logic and evidence as the basis for coming to conclusions about politics. I believed in the logic behind my model and I believed in the correctness of the data I had jotted down. After staring at the output, working out how my own program came to a conclusion so different from my personal judgment, I chose science over punditry. In fact, I told colleagues at Rochester what the model’s prediction was even before I reported back to the State Department. When I spoke with the official at State he was taken aback. He noted that no one else was suggesting this result and that it seemed strange at best. He asked me how I had come to this judgment. When I told him I’d used a computer program based on a model of decision making that I was designing, he just laughed and urged me not to repeat that to anyone.


  A few weeks later, Charan Singh became the prime minister with Y. B. Chavan as his deputy prime minister, with support from Indira Gandhi. And a few months after that, Charan Singh’s government unraveled, Indira Gandhi withdrew her support, and a new election was called, just as the computer-generated forecast had indicated. This got me pretty excited. Here was a case where my personal judgment had been wrong, and yet my knowledge was the only source of information the computer model had. The model came up with the right answer and I didn’t. Clearly there were at least two possibilities: I was just lucky, or I was onto something.


  Luck is great, but I’m not a great believer in luck alone as an explanation for results. Sure, rare events happen—rarely. I set out to push my model by testing it against lots of cases, hoping to learn whether it really worked. I applied it to prospective leadership changes in the Soviet Union; to questions of economic reform in Mexico and Brazil; and to budgetary decisions in Italy—that is, to wide-ranging questions about politics and economics. The model worked really well on these cases—so well, in fact, that it attracted the attention of people in the government who heard me present some of the analyses at academic conferences. Eventually this led to a grant from the Defense Advanced Research Projects Agency (DARPA), a research arm of the Department of Defense (and the sponsors of research that fostered the development of the Internet long before Al Gore “invented” it). They gave me seventeen issues to examine, and as it happened, the model—by then somewhat more sophisticated—got all seventeen right. Government analysts who provided the data the model needed—we’ll talk more about that later—didn’t do nearly as well. Confident that I was onto something useful, I started a small consulting company with a couple of colleagues who had their own ideas about how to predict big political events. Now, many years later, I operate a small consulting firm with my partner and former client, Harry Roundell. Harry, formerly a managing director at J. P. Morgan, and I apply a much more sophisticated version of my 1979 model to interesting business and government problems. We’ll see lots of examples in the pages to come.


  It’s easy to see if predictions are right or wrong when they are precise, and almost impossible to judge them when they are cloaked in hazy language. In my experience, government and private businesses want firm answers. They get plenty of wishy-washy predictions from their staff. They’re looking for more than “On the one hand this, but on the other hand that”—and I give it to them. Sometimes that leads to embarrassment, but that’s the point. If people are to pay attention to predictions, they need real evidence as to the odds that the predictions are right. Being reluctant to put predictions out in public is the first sign that the prognosticator doesn’t have confidence in what he’s doing.


  According to a declassified CIA assessment, the predictions for which I’ve been responsible have a 90 percent accuracy rate.6 This is not a reflection of any great wisdom or insight on my part—I have little enough of both, and believe me, there are plenty of ivy-garlanded professors and NewsHour intellectuals who would agree. What I do have is the lesson I learned in my “Aha!” moment: Politics is predictable. All that is needed is a tool—like my model—that takes basic information, evaluates it by assuming everyone does what they think is best for them, and produces reliable assessments of what they will do and why they will do it. Successful prediction does not rely on any special personal qualities. You don’t need to walk around conjuring the future, plucking predictions out of thin air. There’s no need for sheep entrails, tea leaves, or special powers. The key to good prediction is getting the logic right, or “righter” than any way that is achieved by other means of prediction.


  Accurate prediction relies on science, not artistry—and certainly not sleight of hand. It is a reflection of the power of logic and evidence, and testimony to the progress being made in demystifying the world of human thought and decision. There are lots of powerful tools for making predictions. Applied game theory, my chosen method, is right for some problems but not all. Statistical forecasting is a terrific way to address questions that don’t involve big breaks from past patterns. Election prognosticators, whether at universities, polling services, or blogs on the Web (like Nate Silver, the son of an old family friend) all estimate the influence of variables on past outcomes and project the weight of that influence onto current circumstances. Online election markets work well too. They work just the way jelly bean contests work. Ask lots of people how many jelly beans there are in a jar, and just about no one will be close to being right, but the average of their predictions is often very close to the true number. These methods have terrific records of accuracy when applied to appropriate problems.


  Statistical methods are certainly not limited to just studying and predicting elections. They help us understand harder questions too, such as what leads to international crises or what influences international commerce and investments. Behavioral economics is another prominent tool grounded in the scientific method to derive insights from sophisticated statistical and experimental tests. Steven Levitt, one of the authors of Freakonomics, has introduced millions of readers to behavioral economics, giving them insights into important and captivatingly interesting phenomena.


  Game-theory models, with their focus on strategic behavior, are best for predicting the business and national-security issues I get asked about. I say this having done loads of statistical studies on questions of war and peace, nation building, and much more, as well as historical and contemporary case studies. Not every method is right for every problem, but for predicting the future the way I do, game theory is the way to go, and I’ll try to convince you of that not only by highlighting the track record of my method, but also by daring to be embarrassed later in this book when I make predictions about big future events.


  Prediction with game theory requires learning how to think strategically about other people’s problems the way you think about your own, and it means empathizing with how others think about the same problems. A fast laptop and the right software help, but any problem whose outcome depends on many people and involves real or imagined negotiations is susceptible to accurate forecasting drawn from basic methods.


  In fact, not only can we learn to look ahead at what is likely to happen, but—and this is far more useful than mere prediction and the visions of seers past and present—we can learn to engineer the future to produce happier outcomes. Sadly, our government, business, and civic leaders rarely take advantage of this possibility. Instead, they rely on wishful thinking and yearn for “wisdom” instead of seeking help from cutting-edge science. In place of analytic tools they count on the ever-present seat of their pants.


  We live in a world in which billions—even trillions—of dollars are spent on preparations for war. Yet we spend hardly a penny on improving decision making to determine when or whether our weapons should be used, let alone how we can negotiate successfully. The result: we get bogged down in far-off places with little understanding of why we are there or how to advance our goals, and even less foresight into the roadblocks that will lie in our way. That is no way to run a twenty-first-century government when science can help us do so much better.


  Business leaders do no better than their political peers. They spend fortunes doing financial analyses of their expected gains and losses from this or that deal, but they spend virtually nothing analyzing how their counterparts on the other side of the table think about their own gains and losses. The result: companies have a good idea how much a business is worth to them before they try to buy it, but they don’t know how much they need to pay for it. In my experience, they often pay far too much, or, to look at the other side of the coin, they sell for much less than the buyer was prepared to pay. Too bad for their shareholders.


  How can anyone make prudent choices without first thinking through how others will see those choices and react to them? Yet that is how most big decisions are made, blind to anyone else’s point of view. Plowing ahead without much thought to what motivates our rivals, whether in business or in government, is a surefire way to make a mess of things, leaving us to muddle through at best, our hopes pinned to shortsighted decisions.


  Decision making is the last frontier in which science has been locked out of government and business. We live in a high-tech age with archaic guesswork guiding life and death decisions. The time for peering into tea leaves or reading astrological charts should be long over. We should leave entertaining divinations to storefront psychics and open the door to science as the new basis for the big decisions of our time.


  Curious about how this can be done? The chapters to follow explain how precise predictions can be made. We will see, through illustrative examples from the worlds of national security and business and everyday life, that the problems of war and peace, mergers and acquisitions, litigation, legislation, and regulation—and just about anything else that does not rely on the hidden hand of market forces—can be reliably predicted.


  We will see ways to use science, mathematics, and, in particular, the power of game theory to sort out behavior and improve the future. I hope to share with you this cutting-edge world of thought, whose potential, to many, may seem to verge on the mystical. But there is no mystery or mysticism in good prediction. To demonstrate this for you, I will suggest, in Chapter One, how a modest amount of strategic reasoning can help you save hundreds and maybe thousands of dollars the next time you buy a car.


  1
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  WHAT WILL IT TAKE TO PUT YOU IN THIS CAR TODAY?


  “GAME THEORY” IS a fancy label for a pretty simple idea: that people do what they believe is in their best interest. That means they pay attention to how others might react if they choose to do one thing or another. Those “others” are anyone believed to be a prospective supporter or opponent. Looking at how their interests intersect or collide is basic to assessing potential outcomes of decision making. To get a good grip on what people are likely to do requires first approximating what they believe about the situation and what they want to get out of it. By estimating carefully people’s wants and beliefs, anyone can make a reliable forecast of what each and every one of them will do. And if you can predict what will happen, then you can also predict what will happen if you alter what people believe about a situation. This is, in short, how we can use the same logic both for prediction and for engineering the future.


  I’ll provide a more detailed examination of game theory in the next two chapters, but first, as promised, let me illustrate what I’m talking about with the example of how best to buy a new car.


  A new car purchase is a costly bargaining experience for most of us because most of us are bad at it. A little strategic reasoning can go a long way to improve the experience. If you follow the ideas here, you will not only have a happier time buying a car, you’ll also pay a lot less money.


  New cars are mostly bought in one of two ways. Most of us go to a dealership, test-drive a vehicle, maybe fall in love with it, and engage in a most unpleasant negotiation over the price. A smaller number of us hate that experience enough that we buy cars through the Internet. This usually means getting price bids from a few local dealers and then going to one of them to get the car. That’s slightly better, but there’s yet a better way to buy cars that I urge you to try.


  What’s wrong with the most popular means of car shopping? Pretty much everything. To start with, you, the buyer, invest your time, and probably the time of some family members as well, at a car dealership. The salesperson knows that few people enjoy dealing with them. They know that they rate near the bottom of anybody’s scale of occupational trustworthiness. (The Jobs Rated Almanac weights occupations by numerous factors and reports that auto sales ranks 220th out of 250 occupations.1 Apparently it’s worse to be a taxi driver, cowboy, or roustabout, but not by much.) But there you are subjecting yourself to the salesperson’s pitch, standing before a car dealer in his or her place of business, feeling compelled to haggle over the price, probably to your embarrassment and certainly to your disadvantage. The whole time you’re talking to the dealer you’re revealing information that sets you up to pay too much.


  Being there is what game theorists call a “costly signal.” It’s a costly signal because your expenditure of time and energy announces that you want to buy, that there’s a good chance you’ll buy from the dealership you’re visiting rather than go elsewhere, and, especially if you have kids with you, that you want to get out of there as quickly as possible. That first step, then, your simply being there, translates into strengthening the salesperson’s hand in getting a good price. They believe you’re ready to buy, and you’ve done precious little to dissuade them. Score one for the dealer, none for you.


  Now as it happens, costly signals are usually good things for you. They show you’re serious about what you are saying and doing. That can give you credibility, as we will see in later chapters. Unfortunately, costly signals can have just the opposite effect when you’re a shopper. They announce your eagerness to buy, and that makes it tough to get a good deal.


  The situation was bad enough when you walked in the dealership door, but it only gets worse once a conversation begins. Although you’ve probably done homework online and know something about the invoice price of the car you want, there’s a great deal you don’t know that the dealer does know. When you say you want a gray car, or a blue one, or yellow, you don’t know whether you’ve picked the hottest color in the greatest demand or a color that hardly anyone wants. You may not even know that there can be a price difference of many hundreds of dollars between choosing, say, red or yellow because the dealer treats that choice just the way options are treated—as one more place to pile on costs. You don’t know enough about the local supply and demand to have a good retort when Pat, the salesperson, tells you the vehicle you want is in short supply. Translation: The invoice price on the Internet? Forget it—that’s not going to happen for the car you want. Score another point for the dealer, and still none for you.


  As anyone who’s ever bought a new car knows, Pat will almost certainly ask you, “What will it take to put you in this car today?” Now you’re cornered. If you name a really low price, Pat, who has been playing up to you, looks hurt or loses interest, or maybe even becomes just a little rude. Control of the discussion is now fully out of your hands. You feel bad about the lowball offer, you want to establish your good faith, and so you come back with a number close to what you’re actually prepared to pay because you want to keep the conversation going. So Pat has gotten you to put a credible price on the table. Now, after praising the offer, Pat announces that this is a price that can be taken to the sales manager for approval. This is when the price gets jacked up a little bit more to close the deal. Rather than worrying about what the sales manager will say as you sit at Pat’s desk, sipping dishwater-thin coffee from a paper cup, ask yourself, Is it possible that Pat does not know the vehicle’s price?! Hard to believe, since that’s what Pat does all day—sell cars.


  You have now given Pat almost all the important information that was in your hands. Meanwhile, you have learned very little about the true state of the market. You may believe that Pat is working on your behalf with the sales manager, telling the manager what a good customer you are and how nice your family is. My guess is that they talk about last night’s football game or how lousy that coffee is, and then Pat emerges with a price.


  After some haggling over minor details, hands are shaken and a deal is struck. You feel efficacious. You got a “good” price that you will boast about to your friends. Pat assures you that this is so—and maybe it is, but then the nature of any sale is that the buyer and the seller are both happy with the price; otherwise there’s no deal. You really do not know that you’ve gotten the best price for the car, just as the salesperson does not know that you paid the most you were prepared to pay. But Pat controlled the agenda, revealed little, and worked your price up. That is one more point for the dealer and maybe, just maybe, one for you too. The winner: the dealer by at least 3 or 4 to 1.


  Now, the Internet can work much better. There is lots of useful information to be had, including information that car dealers don’t want buyers to know. It’s a great source for finding out a car’s invoice price, for example, and Internet car purchase services generally guarantee that you’ll be contacted by two or three dealers who at least know that you’ve already done some online comparison shopping. Still, making a deal requires going to a dealership. Once you are in the dealership, everything that happens in the first way of buying cars is now going to happen again, except that Pat already knows you’re interested at the price quoted online. Maybe Pat says the exact car you asked about isn’t available. Sure, it could be special-ordered, but that will take a long time. Maybe Pat offers you a seemingly good deal on a different car and the information gained on the Internet fades in importance. How about a similar car with a few extras—maybe a sunroof, a super-duper sound system, special trim, whatever—that you really don’t want? At least that car is on the dealer’s lot, if only for just a little bit more money. Or maybe you close the deal on the car you asked about at the price quoted online. Well, you’re probably closer to the lowest price the dealer will take, but in all likelihood you are not there. After all, they don’t quote a price to you that they expect you to bid up from; they anticipate you’re going to look for ways to cut their price. It must have some give left in it.


  So, how else can you buy a car? Here’s what I recommend so that information flows to you and very little information flows the other way; so that beliefs change in your favor and not in favor of the seller; so that prospective sellers are compelled by self-interest to reveal their lowest price (their reservation price, as economists call it) and you are not.


  It is always advantageous to control the agenda in a negotiation. In the car-buying context, that means constructing the conversation so that the seller puts her best price on the table knowing that it will not be accepted right now no matter how good it is. To achieve this, the seller needs to be told the game you are playing, including that you’re serious about buying a car. The game goes like this:


  Do your homework and decide exactly what car you want to buy. You may go to dealerships for this purpose—I do not, it’s too easy to get sucked in—or you may search online to find the car that best fits your needs. Decide what you value. Is it safety over performance? Style over comfort? Is the color important enough that you’ll pay a premium for one rather than another? Know what options you want and how the options are bundled (sports package, safety package, sound system, etc.). When you know what car you want, including the options, the color, the model, everything, then and only then let your fingers do the walking. Find every dealer that sells the car brand you want within a radius of maybe twenty to fifty miles of your home. For most of us, urban dwellers that we are, that will be a goodly number of dealerships.


  Telephone each dealership in the radius you picked. Don’t worry about having to bring the car to a distant dealer for servicing. The manufacturer provides the warranty, not the dealer. Ask to be connected to a salesperson and tell the person precisely what you are doing. Here is my typical spiel: “Hello, my name is Bruce Bueno de Mesquita. I plan to buy the following car [list the exact model and features] today at five P.M. I am calling all of the dealerships within a fifty-mile radius of my home and I am telling each of them what I am telling you. I will come in and buy the car today at five P.M. from the dealer who gives me the lowest price. I need to have the all-in price, including taxes, dealer prep [I ask them not to prep the car and not charge me for it, since dealer prep is little more than giving you a washed car with plastic covers and paper floormats removed, usually for hundreds of dollars], everything, because I will make out the check to your dealership before I come and will not have another check with me.”


  If you are making your first call, be sure to tell the salesperson that you will tell the next dealer the price you’ve been quoted. After the first call, make sure the future salespeople know that you will be repeating whatever is the lowest price offered to you so far. That way, future dealers know what price they must beat, and the dealer you are currently talking to knows that if he wants to have a shot at selling you a car, he had better quote his lowest price. Pat’s hands are really tied. Trying to eke out a higher price just means a worse chance of selling you a car. That advantage hardly ever arises when you go to a dealer and give Pat complete control. Instead, you have set up an auction in which everyone knows that they have one chance to make the best bid.


  Dealers don’t like getting these phone calls. Their typical first response is, “Sir, you cannot buy a car over the phone.” My reply: “Well, I have purchased many cars this way, so maybe I can’t buy a car from you over the phone, but I know I can from others. So if you do not want to sell a car to me, that is fine.” That is the end of the conversation with a few dealers, but not many. The common follow-up is a line salespeople like to use on the showroom floor when you tell them you are shopping around. “Sir, if I quote a price to you, the next dealer will quote fifty dollars less and you’ll buy it from him.” Pat has reverted to the standard approach and is now trying to regain control by making me feel I should be willing to pay an extra $50, as if I owe at least that to good old Pat. My response: “That’s right. I’ll buy it from the other dealer. So, Pat, if you can quote me that fifty dollars less, this is your opportunity to do so.” Then they often say, “Believe me, come in, we have the best prices in town.” The reply, “Good, then you should be happy to quote the price to me now because you are confident it is the best price. The only reason not to tell me the price on the phone is because you think it will be beaten.” If the conversation has continued—and it does with a substantial portion of dealerships—Pat will quote a price.


  I arrive at the lowest-priced dealer, check in hand, just before 5:00 P.M. to close the deal. If there is any change in the terms I leave immediately and go to the second-best offer, and so forth. I have only once had to pay the second-best price quoted to me.


  I have found that the quoted prices vary tremendously from dealer to dealer, literally by thousands of dollars. I have personally purchased Toyotas, Hondas, and a Volkswagen this way. Some of my students at NYU have taken up this method and bought cars this way too. It’s a nice little payback for their huge tuition bill. They and I have always beaten the price quoted on the Internet with this method. I even purchased a car for my daughter this way when I was three thousand miles from the dealership (she was going in at 5:00 P.M.). The price was so good that it was $1,200 less than the same dealership quoted to me for the same car on the Internet. How do I know it was the same car—I mean really the same car? The price was so good that I asked the salesperson for the VIN (that is, the vehicle identification number), and he gave it to me.


  Why does this method work? Game theory is about strategizing in your dealings with other people. Part of strategizing involves realizing that the other person is doing the same. Pat, the salesperson, is thinking about what to say to get a better price from you. You have to think through different ways to respond to Pat’s arguments. The central concern is to anticipate how Pat is likely to reply to you if you say a really high price, a really low price, a moderate price, or, as I recommend, no price at all. Let Pat put the price on the table knowing that lots of other dealers will be given the same opportunity and that you have no intention of keeping Pat’s offer a secret. When Pat is asked for the dealership’s best price, Pat knows that this is the one and only chance they will have to sell you a car.


  Salespeople want you to feel good about them. They want you to feel you are letting them down if you hold out for that last fifty dollars or if you question their sincerity. They believe this will weaken your resolve. Please remember: These are the people who invented “dealer prep”! They just want the best price they can get. They have no plans to be your friend.


  The telephone approach solves all of these problems. On the telephone, body language is eliminated from the equation and you, not the seller, are in control of the conversation.2 You have set the sequence of moves and defined the game. They know that you will speak to enough dealers that anyone who is on the cusp of a manufacturer’s incentive, for instance, will give you a really good price. They reveal information to you however they reply. The fact that some of them leave the conversation early is a good thing—it saves you time. You have not lost an opportunity. They know their market; that is part of their business. You have given them an incentive to be truthful. They are better off for it, and most assuredly so are you.


  When you buy a car this way, that day at 5:00 P.M. you make a deal that is as close to the seller’s minimum price as you can ever hope to get. You are in charge of the negotiation and entitled to feel really good about the deal you struck.


  You may be surprised to learn that buying cars and negotiating international crises are not all that different. In fact, I’ll show you how we go from buying a car to negotiating the North Korean nuclear threat. But before we do that, it’s time to dissect game theory a bit to reveal the principles that allow us to anticipate and shape the future.


  2
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  GAME THEORY 101


  WHEN PEOPLE TALK about science, subjects like chemistry and physics leap to mind. Political science certainly does not. But science is a method, not a subject. It is a method that relies on logical arguments and experimental evidence to figure out how the world of things—and of people—works. The scientific method certainly applies to politics just as it does to physics. Still, physics and politics are quite obviously entirely different subjects. One of the ways they differ is crucial for understanding everything that is to come. You see, the world of physics is pretty much about how particles interact. Now, the central feature of particle interactions is that photons, electrons, neutrons, or their constituent quarks never anticipate crashing into one another. Consequently, there is no strategizing behind the collision of particles.


  Studying people is ever so much more complicated than studying inanimate particles. Just think how different interactions are between quarks and Quakers, electrons and electors, protons and protesters. People, and in fact just about every living thing, seem to have a survival instinct. Genes act as if they want to get passed on, bacteria find hosts, cockroaches flee my shoe, and ordinary people look out for what they think is good for them and try to avoid what they think is bad for them. That includes cooperating with friends and fighting with foes. Like the physicist’s particles, people interact, but unlike the physicist’s particles, people interact strategically. That is what game-theory thinking is all about.
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  FIG. 2.1. Defense and Trade Policy in the National Interest
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