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2.      Attempt any five questions.
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1.       ga iTFT-Tr5r tfr fwh ft 5vt fit lip PefiRFT tqFT tlI  anFT

8T5frorm i

2.    asthifami3Fq*i

3.      enft  Hdi  TR  tTrm  3fqT  ¥`

4.    iH in-t]=ffiTtrffl 3anqTianianvffl ermti ap, ffi
enPr Gdi EFT qitzFT PEFT a in ffltr I

1.      (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)

(c) Given the following normal-fom 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 a

Player A               Left

Up                        (4,3 )

Down                    (1,2)

.\..

*,+
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(b) Suppose three bidders are participating in a second-

price  auction  with  independent  private  values:  A
(Rs.60),  8  (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 th'e outcome efficient? Justify your answer.

(6 marks)

(c)  How   can   auction   design   influence   bidder
behaviour?  Give  a  practical  example.    (6  marks)

•(EIT) fflha tuTffi ch qR`Thfa qR` fan fflha tuTffi EFT

wh Tdi tFHT qdr ffi{ ed i.7

(iF) TIT rm th © ¥ wh ian iF ifr HTq
iEL-RI RE ti ant in I A Gis.60), B ais.90),
3ft{  C  (Rs.  100).

(i). Hfa © tfqT an enngiiT?

P.T.O.
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(E) RT-qu RE-an an Sit irfu-RI ife-an
an th ganT q#i Hfa fi EtEan an un q{
ed q#l

(RT) vtFT Een Hffrofi dr i± far iiHrctRqtl +Sire se
T[{ faFR TR:i a-Sire fa S q5@ ffi ffi lap
ffl a-rm €1

Player 8

Player A

U

(i)  fflha tuTan rfu giv im qR`

(ii)  ent]FT ifr TUTRE rf tft tqTen q¥i

(iii)  HRI  Hffroffi  ffi  ti  giv  rfulct,tlu^Icr,`ul  a  tan
uns?

6.      (a) Define a mixed strategy. Why might players choose

to  use  mixed  strategies?                              (6  marks)

4929

(tF)  rfe ith # S  tlq,.tl.iitltli  fflT £7  ed-ai5ffha
iffi S Ea tan  rgivqlrqtl  iin T5maT €  7

(-RT) ch Hrh wh ffiT HT 3TQS €7 rfu giv ch
qEqFT ed i} far Euq5T ch tan fin iHTen £7

(TT)  {iHrtlRqtl  iTTma-FT  ed  ch  ae  gr,  TTgr  wh
tuTffi  t} IF{rF GFEFF EFT ch qR  3it  rfu

giv (ife ae a) th qEfflT ri¥i +-3ife ha a.
q5@ ffi ffi fan ffT SL 3TTt5. €i

Player a

#               Player A                Left

Up                        (4,3)

Down                    (1,2)

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

P.T.O.
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Nash equilibria.   The first entry in a pay-off vector
is  row  player's  pay-off.

Player a

Player A

P

(12  marks)

(EF) Hdi d ira 3ft{ rd as a firfu tuTffi fflT
¥7  rfu t* ft PEFT G€T5{uT rmi

(RT) '@HrtlRqd ch S, an iap ifr ft wh Ffrm
THaF i¥fflF q± 3it enft qa un rfu giv im
q¥i  a-3ife  aifE{ ti  q5@  Hfaf±  iffa  iap  ffT
a-3ife ¥1

Player 8

Player A

P

X

(3,2)

Y

(0,0)

tie

qt'

\
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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 8

Player A

U

D

(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)

P.T.O.
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Ewe fflq =H TlffR ¥ fiHi€tll`  (g]TfflT fa ti T5@ HRE
iap 1 ffl FT a)

ife lap  1  N IiaT €  3ft{ lap  2  o grt]T a.(4,  0)

rfe iap 1  N g]t]T a 3it iap  2 E g]IT a(2,  3)

rfe iap I  I =rm € 3it iap 2 o glen €(2,  0)

rfe iap  1 I g]aT €  3ir lap  2  E graT €  (1,  1)

(tF) rfu  3TIr  3fi{ grmFifrHTq fi55F Tffi in a ifiT       -A
ith qRl

(RI)  in ffiT ch Fie rfu ch T5F qR  I

(TT)   HT  enTi]T S ifu rfu E} to vtFT Taffllr`iq qrm £?

giv T]q ffiT wh Fwh  3TT} Gi]r fl Eftr ail

(q) Hfin iuTffi ffa ilffiR qTffl{ ti rfu ch Hrfu ffi{
di ¥ arm Eu ed ti RT-rfe ira iPr egiv ch
ifa HffR mTffitT ffi{ wh ¥,  iwh its i}  3Trffa
3frfu qfr iFTffl qrm`

(1,1) (2,3)

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  player  who
waits longer wins the prize;  if both wait the  same

time,  the prize  is  split.

1j=

p                   (i)            Derive   the   equilibrium   condition  under
complete information.

(ii)           Explain how mixed strategies can arise in this

game.

(iii)          Briefly comment on the real-.world relevance
of this  game.                                          (12  marks)

(ffl)  ilca Ta€TaT rfu di tqTRIT qRI qa ap HffroTff ifr
life tit tsa enTT. rfu £? rfe enq¥qE a ch 3TRdi EFT

ch qf`'
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(.RT)   loo i} I{tq5TI a iir aE ti th iap iFT ed a. fa
G¥ fan ir iffi ir tFt]T i I Hfa ien ch rfu
ifr Rs.c ffiT ed G5m Tar f i ch iap rfu
HTq aEF rfu tfi{aT a, aa IRET{ th a; ife an
iap HFm HqzT tlffi rfu ed €, th B{tq5R tit
iaenfro tR fch rm %i

(i)   ilf  fflTqFTIt  E}  3frfu  giv th  ice  i"
taftl

(ii)   RlrsE EN fat EH de ti frm TUTffi tan
tJFT a wh ¥`

(iii)    EH rfu i} qTrfu 5fin a HTriffirqffl TR H.in
fi fan qPrPei

4.      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  (0).

The  payoffs  are  as  fol.lows  (the  first  entry  in  a  pay-

off vector  is  Player  .1's  pay-ofty

4929

If Player 1  chooses N and Player 2 chooses 0: (4, 0)

If player 1  chooses N and Player 2 chooses E:  (2, 3)

If player 1  chooses I and Player 2 choo.ses 0: (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)

:pff fty Tod  (fag  I ) ed di gr3TTET S  eFTEIT ftRE a.

irfu (I) ffi{ di a qT ifu qti EF{ di (N) I Etr th
a aTa, VEIT tindfa Hach  (ion 2 ) qa ffl EFten A fit
aTen{ ti rfu  (E)  5en € " qT5{  (o)  T5]T ¥i
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