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Game Embedded Strategy ©GEMS 
Patrick A McNutt 

 
Drawing on the new book on the Tx3 Framework, Patrick has explored how Game 
theory can be used to directly play-out scenarios to determine which strategic options 
are optimal.  This is important for making the step from strategic option to strategic 
decision. The tool-box presented in this paper can apply to business strategy at 
different levels; corporate, divisional or regional, etc, all of which have one starting 
point – the goals of the organization.  Once known and understood, management 
seeks to implement strategies that will achieve those goals.  Tactics determine how 
each of the strategies is played out on a day-to-day basis. 
 
The tool-box is a process that starts with requiring decision makers to understand 
organizational goals.  It then moves to requiring an understanding of the industry in 
which the company operates and the factors effecting the industry and its future.  
Through this analysis opportunities and challenges should present themselves.  These 
in turn present strategic options, which may benefit from being played out as a game 
theory context – the next stage in the process.  Game scenarios, will help determine 
which of the strategic options is optimal. Furthermore, game theory can help add 
insight into what factors are important in undertaking the chosen strategy such as; 
where to compete, what is the price sensitivity of the market, how does the firm 
structure itself to compete effectively.  The process ends with a strategic decision 
being made, given the outcome of strategic game-playing. 
 
The tool-box incorporates game theory.  There are many industry analysis tools and 
many models for deriving business strategies.  You will continue to meet these as you 
progress through the MBA. Management should use whichever models and tools they 
are comfortable with, depending on which stage the company is at in the tool-box 
process.  In his new text Porter’s 5 Forces model and the Value Net are used to 
support a view of the organization with management as players in a dynamic non 
cooperative game.  
 
Chandler’s thesis is that structure follows strategy. In other words, it is the behaviour 
of management, observed as strategy by competitors, that determines the market 
structure. If a firm’s strategy is to be carried out, or implemented, individuals working 
within the firm must know about the strategy and its operational requirement for tasks 
and actions, and their coordination .How the firm responds to problems of 
information, innovation, coordination and commitment in a game will determine its 
long term position in an industry 
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Within a Tx3 Framework there is a game embedded strategy (GEMS) which has the 
following important characteristics: 
 

 
A Game Embedded Strategy (GEMS) 

 
Strategy Question: What Market Should We Be In? 

 
A company should NOT be in a market where the identity of the nearest 
competitor is not known OR if the identify is known but not the likely 

reactions. 
 

 
Dimensions of GEMS 

 
Profits are captured by management as players. Porter’s 5 Forces strategy 
focuses on the threat to industry profits, value net identifies new opportunities 
for profit, a game embedded strategy enables management to act to capture and 
retain profits. 
 
A game embedded strategy is more likely to be ahead of the game in terms of the 
next strategy adopted in oligopoly markets. 
 
Participation in a game requires management to pay attention to signals, to 
camouflage their type and to be both consistent and coherent over the life cycle 
of the game. 
 
 

Determining the preferred market will depend on a host of factors discussed 
throughout the textbook from sustaining competitive advantage, strategic 
positioning in the market to playing the non cooperative game of competition. 
Management’s best response will ultimately depend on the unique set of 
circumstances it faces, although management may differ by type and may differ on 
the threats facing the firm or how the firm should respond. 
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