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(a) What is rationality in economic decision-making?
How is it operationalised in game-theoretic models?
(6 marks)

(b) What is meant by best response function? How is
it used to identify a Nash equilibrium? (6 marks)

(¢) Given the following normal-form game, use iterated
elimination of dominated strategies and identify
the Nash equilibrium (if any). The first entry in a
pay-off vector is row player’s pay-off. (6 marks)

Player B
Player A Left Right
Up 4,3) (2,5)
Down 1,2) (3,1)
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(b) Suppose three bidders are participating in a second-
price auction with independent private values: A
(Rs.60), B (Rs.90), and C (Rs. 100).

(i) What will each bidder bid?

(ii) Who wins the auction and what price does
he pay?

(iii) Is the outcome efficient? Justify your answer.

(6 marks)

(c) How can auction design influence bidder
behaviour? Give a practical example. (6 marks)
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Player B
Player A L R
U (2,-2) (0,0
D (1,-1) (3,-3)
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(a) Define a mixed strategy. Why might players choose
to use mixed strategies? (6 marks)
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Player B
Player A Left Right
Up 4,3) (2,5)
Down (1,2) 3,1

2. (a) What are strictly dominated and weakly dominated
strategies? Provide one example for each.
(6 marks)

(b) In the following game, derive the best response
functions for both players and find all pure strategy
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Nash equilibria. The first entry in a pay-off vector

is row player’s pay-off. (12 marks)

Player B
Player A X Y
P (3,2) 0,0
Q (L,1) 2.3)
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Player B
Player A X Y

P (3,2) (0,0)
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5. (a) Compare and contrast the First-Price Sealed-Bid
Auction and the Second-Price Sealed-Bid Auction.

Discuss the optimal bidding strategy in each.
(6 marks)

(b) Consider the following payoff matrix for a strictly
competitive game. The first entry in a pay-off
vector is row player’s pay-off.

Player B
Player A L R
U (2,-2) (0,0)
D (1,-1) (3:-3)

(i) Find the mixed strategy Nash equilibrium.
(ii) Interpret the strategic logic of the solution.

(iii) How is equilibrium related to maximization in

strictly competitive games? (12 marks)
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Q (1,1 (2,3)

(a) Explain the Median Voter Theorem. How does it
apply to models of electoral competition? Use
diagrams if necessary. (6 marks)

(b) In a war of attrition over a prize worth ¥100, two
players decide how long to wait. Each player
incurs a cost of ¥c per minute. The playér who
waits longer wins the prize; if both wait the same

time, the prize is split.

@ Derive the equilibrium condition under
complete information.

(i) Explain how mixed strategies can arise in this
game.

(i) Briefly comment on the real-world relevance
of this game. (12 marks)
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An incumbent firm (Player 1) can Invest (I) in
expanding capacity or Not Invest (N) at the beginning
of the game. After observing this, a potential entrant
(Player 2) decides whether to Enter (E) the market
or Stay Out (O).

The payoffs are as follows (the first entry in a pay-
off vector is Player 1’s pay-off)
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If Player 1 chooses N and Player 2 chooses O: (4, 0)
If Player 1 chooses N and Player 2 chooses E: (2, 3)
If Player 1 chooses I and Player 2 chooses O: (2, 0)

If Player 1 chooses I and Player 2 chooses E: (1, 1)

(a) Construct the extensive form game tree with
proper sequencing and payoffs.

(b) Solve the game using backward induction.

(c) Is the investment in capacity a credible deterrent
to entry? Justify your answer using the equilibrium
path.

(d) Explain the economic intuition behind how
commitment strategies can affect market entry and
the role of first-mover advantage in this game.

(18 marks)
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