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Abstract

In the present note, we have discussed the growth strategies to enhance the overall business of
a company using game theory. An optimal game theory solution happens when one of the
companies participating in the game reaches the maximal outcome. Business and growth
strategy is an emulsion of not only the innovation of the company but also the ability to access
the moves of the competitors.
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1. Introduction

Business and growth strategies are a long-term vision that the management creates for the
company and requires the joint and active participation from all the decision-makers in the
organization to orchestrate that vision. Business strategies can differ drastically based on the
size of the organizations i.e. the strategy of a small business would be very different than that of
a large corporation. To achieve a goal for any business, the optimum allocation of resources
both human and physical is the basic requirement. For the stability, output, and growth of the
business, it is imperative for the management to take some crucial decisions. Management’s
role is very important, they can improve the probability of success for an organization by their
strategies.

The business strategy should be crafted taking into account the short and long-term prospects
of the business to enhance the profit margin of the business and in turn create value for the
shareholders. While there are no cookie-cutter ways to develop business or growth strategies,
there are some important and essential stages that successful businesses have had followed:

* Laying out the plans i.e. short as well as the long term by the leadership of the business.

 Sharing the plans or vision with the different team within the company so that all the
employees contribute towards achieving the target set by the business.

Business or tactical planning is a short-term method while strategic growth planning is a
long-term method for evaluating the steps towards the accomplishment of the business goals.
However, the management and leadership should have milestones checks to make sure that the
strategy is on track and tweak or completely pivot the strategy if it doesn’t achieve the desired
milestone results.

This leads us to the most important question: what does business and growth strategy means
and entails?

Starting from a small-scale business to a global multinational, the seminal and progressive
decisions taken for the development of the vision of the company and creating shareholder
value is called business and growth Strategy.

In this modern age, business and growth strategy can be best understood by game theory i.e. an
applied mathematics solution tool. It is remarkably useful to evaluate the competitive
landscape i.e. a strategic problem where players (marked as parties) make interdependent
decisions. To design one's owns strategy each player is supposed to consider the possible
decisions and strategies that other players can and would make. The superior decisions of the
players that might be similar, contradictory or mingled will decide the outcome. While using
game theory strategic setting, two types of players emerge - independent and competing.

2. Game Theory

Game theory is often used across multiple verticals such as military strategy, economics,
mathematical modeling of strategic interaction among rational (irrational) agents i.e. rationality,
philosophy, oligopoly market, poker game, business management and many more. Business
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strategy makers use it to predict about the planning or thinking of their collaborators or
competitors. Overall it’s a powerful tool to predict the outcomes or consequences of the
competitor's interaction and how the landscape should shape up.
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The decisions taken by a market contestant will have direct effects on the other players. Hence,
affecting the actions of the other players. Under certain rules between two or more players that
are involved in this game, its outcomes or quantifiable consequences are modeled on game
theory and the solution is called backward induction. In terms of game theory, a well-known
mathematician John Forbes Nash Jr (Noble Prize, 1994) proposed that “if each player has
chosen a strategy, and no player can benefit by changing strategies while the other players keep
theirs unchanged, then the current set of strategy choices and their corresponding payoffs
constitutes a Nash equilibrium”.

3. Benefits of Game Theory

In the present note, | intend to highlight only the benefits of game theory in the business and
growth strategies that provide a hypothetical framework. In case, the shared interests of the
companies/players are not violated there is no harm to cooperate with the competitors and
achieve the goal.

There are three basic components that are seminal to the game theory:

» Game: Let us take two or more companies as the players whose actions are results of known
circumstances.

« Strategy: Under the known circumstances i.e. the set of strategies that the players would use
during the game time. Therefore, the companies will decide the action plan as per the
circumstances in the game.

» Outcome: Outcomes of each set of strategies depends on the expected gain accepted by
participating players. When both the players reached consensus/decisions then an outcome is
obtainable and the solution is optimal.

There are several assumptions about strategizing the game theory problem. All the players take
actions strategically in their self-interest and watch carefully the moves of other competitors.
Every player understands the payoffs in a positive as well as a negative strategic context.

Let’s take hypothetical example of a company solving its business problem using game theory
and help determine the desired outcomes. Let us create a business and growth strategy using
game theory for multiple companies as different players.

An established company, A is planning to increase its business and wants to introduce a new
product in the market. The business and growth strategies can help predict the revenue that the
upcoming product can bring under certain circumstances by setting a game. It is quite possible
that the competitors B1 or/and B2 (maybe more than one) may launch similar types of products
in the market in the near future. The most important question to ask; what are the thought
processes of competitors? What are the competitor's motivations, strengths and weaknesses?
Using this information the management team at A can plan preemptively to tilt the game in its
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favor and increase the business of the new product. This framework adopted by the A
leadership will give the optimal profit in this case and is solvable by game theory.
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In the present example, the number of Players for the competitive companies is two. Each
Player is aware of the rules of play and will move rationally and intelligently to zero sum game
i.e. sum of the gains and losses is equal to zero. If Player A gains (number of customers) for his
company then the Player B will loss (the same number of customers) for his company.

Assume that two firms A and B are competing. Suppose Player A of a Company has adopted
three strategies Az, Az and Az and Player B of the competitor Company had strategies B; and
B, in response to Player A strategies. Secondly, Player B of a Company adopted two
strategies B; and B, and in response to it Player A of the competitor Company had strategies
A1, Az and As. Then the mathematical model of the above may be represented as follows:

Player A:: :_s Player B-i

Ak Ak Ak B 17(

Move 1 | min‘max (A); Bi, Ba)
S > .

! —
b\'\

Move 2 min'max (Az; B1, B2)

Move 3 | min‘max (Az; B, B2)

B j

Figure 1. Two Players Game Theory Model of Business 1
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Figure 2. Two Players Game Theory Model of Business 2
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4. Conclusion
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The solution of the model is given below:

e The best strategy for the Player A depends on the outcome of min/max (Ai; Bi, By),
min/max (Az; B1, B2) and min/max (As; By, B,). For example in (Az; By, B2), (Az; B1, B))
and (As; B1, By), the maximum number is attained by (As; Bs, B,) then the best strategy
for Player A is As.

e The best strategy for the Player B depends on the outcome of min/max (B1; A1, Az, A3) and
min/max (Bz; A1, Az As). For example in (B1; A1, Az, A3) and (By; A1, Az Ajg), the
maximum number is attained by (By; A1, Az, As) then the best strategy for Player B is B..

Case in point - the success in the game depends upon the business leadership’s attitude and how
they use the game. The above game provides the optimal solution. In the last, we can
conclude that achieving profitable growth in any business is heightened if the business has a
positive growth strategy and strong execution infrastructure.

In case, the number of players exceeds to more than two then the solution through game theory
becomes difficult but is solvable too.
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