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1.      Two  parties  A  and  8   are  involved  in  a  property
dispute.  They  must  decide  independently  whether  to
hire  a  lawyer  or  not.  If neither  hires  a  lawyer,  they
agree  to  a  50-50  split  of the joint property,  with  no
legal  fees  involved.  If only  one party hires  a lawyer,
that   party   gains   an   advantage   through   legal
representation.   It  secures   more   than   50%   of  the

property-enough to cover the lawyer's fees and still
come  Out  ahead.  If  both  parties  hire  lawyers,  the

outcome reverts to an equal spl.it, but the total amount
to  be  divided  is  reduced  due  to  legal  costs.  Assume

that the lawyer's fee does not depend on the outcome.

Construct  payoff  matrices  as  instructed  below  that
reflects  the  strategic  choices  and  outcomes  described

above.   In  each  case,   specify  the  property  value,
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(.in) as tr tffT rfu ed in ch i5F qPrPei

(TT)  ed qrm fit * i} ft RIH{r  rqQqtlir`iq  £ TIT T#i

(q) fflFTTfin nd a. rfu th a fat a qth tfti- tfty'
6.      (a)  Describe  an  appl.ication  of auction  theory  in  the

context  of  telecom  spectrum  sales  or  online  ad

placements.                                                         (6  marks)

(b)  Two  players  are  engaged  in  a  war  of  attrition.
The prize  is  worth  €200.  Each player  can  choose
to  quit or stay.  Each  second  a player  stays  in the

game,  she  incurs  a  cost  of {20.    Model  this  as  a
game  and  identify  the  equilibrium.  Discuss  any
assumptions  made.                                        (12  marks)

(iF)  aRIqT tfqE5 ch a ft EEN try th ian qT
3in fin ch fi5T wh a fas a an fth
ch FTQ ed tin wh qmi

(RT)  a  TaR ffi  3Trfu i]ff wh wh BqT a wh gq a.i

gRIT{ tft ft Rs. 200 f I HEatF Taq{ ixp IT ed
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(c)  Discuss  whether' the  threat to  Fight  is  credible  or
not.

(d) Interpret the result in terms of entry deterrence in
oligopoly markets.                                           (18  marks)

VEFT Tfifi  (TaR  1 )  ch qa iTh in in iaT qa ch qiffl{

S rfu  (E)  ffiHT a " qT5{  (o) T5]T €`

rfe qa rfu tF{en a, ch th TFS  (tatR 2 ) ri (F) qT
fflqTin (A) ch Hah ¥i  gTenT ch TRrfu fin ifflaT i

(FT fa S q5@ ffi ffi TaFT I ch iin TTqT gr
t`=),

(0,  5)  ife  Taq{  vt5`  o  ch  =]aT  ¥i

(I,  1)  rfe Taq{  I  E ch graT a  3it tatR  2  F ch glen
-al

(4,  2 ) rfe TaFT  1  E ch FaT a  air Taq{  2  A ch glen
€1

(TIT) in a tFT fitF RT * fth qrmi
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percentage split in case only one party hires a lawyer,
and  the  lawyer's  fee.

(a)  The  game  represents  a  Prisoner's  Dilemma.

(9  marks)

(b)  The   game   does   not   represent   a   Prison6r's
Dilemma.                                                            (9  marks)

a qer A  Sit  8 i} rfu rfu ffiT fiiTra a I Gis ed RT
a iFT ffiHT in ffiT rfu ch ffiIr 5{iT a qT T@I  rfe
aE# S a its qaha qt¥ © a, ch a igiv ffi i} 50 -50
faqTffl q{ wh tt ¥, iae qae xp gas rfu Fti
€i ffi ifa vF tier rfu ch ffigr ffitaT a, ch qa trm

ap Hfaiafha ir Tmean a aiqu TTTta 5{aT €i tia ffi 5T
50% a rfu iin HTta ffit in a  -  ich rfu t@ Tiro
ch ffiq{ ed E} ft rfu i 3ft{ fi5{ aft an rfu i*tEiT
ii rfe iffi TTer Tffi ch ffigr ed ¥, ch qth rfu
ch HqFT ian ti ffi EFT in i, afa5T firfu th wh
wh q5a rfu ap wh ifr ifiT{uT iFT a wh €i HIT RE
fit rfu th Tiro qth qr fi`R Ffi ed €i

ffi rf  Its  `uiir`Irtlq,  iaqTFff  8ir  TRurif  ch  an wh

g]rmT giv fro irmi TatFT wh S, un ffl TF, rfe
fa vtfi. tTer rfu TRlen a, ch   ch fro ffT fiqTTffl,  3ft{
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qEha Eft Trfu life rmi

(ff ) itIT ir th th Efaan ch rfu €i

(RT)  in tan ffi #m ch .Ffi rfu f I

2.      (a)  Define  rational  choice  in  the  context  of  game
theory.  How  does  it  influence  strategic  decision-

making?                                                               (6  marks)

(b)  Expla.in  the  concept  of dominant  and  dominated
strategies with the  help  of an  example.  (6  marks)

(c)  Consider  the  following  normal-form  game    (the
first entry in a pay-off vector is row player's pay-
off):

Player a

Player A Left RIcht

Up (8,  6) (4,10)

Down (2,4) (3,  5)
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FT rm RE ed a.I

(i)    a PEFT turitPe in th IRE fro qPrPei

(ii)   rfu giv aTtT qrm  8ft{ Tfin th in
Efiftl

5.      A  firm  (Player  1)  must  decide  whether  to  Enter  (E)

`     a  market  or  Stay  Out  (0).

If it enters, the incumbent firm (Player 2)  chooses to
Fight  (F)  or  Accommodate  (A).  Payoffs  are  defined

as  (the  first  entry  in  a  pay-off vector  is  player  1's

pay-ofty:

(0,  5)  if Player  1   chooses  0.

(1,1)  if Player  1  chooses  E  and  Player  2  chooses  F.

(4,  2)  if Player  1  chooses  E  and Player 2  chooses A.

(a)  Construct  the  game  tree  in  extensive  form.

(b)  Solve  the  game  using  backward  induction.

P.T.O.
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(iii)  fflRE Hffroha fu S giv 3ft{ aticntl.icn<`H ifr
rfu ffl rfu in £7

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

(b)  Consider  a  unidimensional  issue  space  [0,1]  and
two  political  candidates  A  and  8  who  want  to
maximize votes. Voters are uniformly distributed.
Both  candidates  simultaneously  choose positions.

(i) Model this as a strategic game.

(ii) Find the Nash equilibrium and interpret the result.

(12 marks)

(tF)  RE TaETen wh 5T wh ENI qa iffi alanGfu
t} ffi a Era aTT in a? rfe 3ma¥qqFT a ch 3TRE

ffl rfu qrmi

(iF)   ¥E di tTRIT tQ7FT (0,1 ), 3ife Tdi tar ri ch aT5iT
wh wh  th  `il`ni\it]cti-  -e`i\¢qiti  A  Sit  8  TR  ffiiTR

rmi iTffirm vEfi-HFFT FT a fi`TTRI ¥i an eH^iqql`

4-45_6-

(i)  Identify  dominant  strategies,  if any.

(ii) Perform iterated elimination of strictly dominated
strategic.s.

(iii) Find the Nash equilibrium. (6  marks)

(ff ) in " i} fat ti fifro fitRT ch qfi`ndha qRIi
qa  `u||r`ircich  fife  th TR tsa rmTF €TRTT  £?

(RT) rm 3ir Hga wh TUTan th eraenT{OTT ch vtF eET5{OT
th © a RE EN`

(TT)    @HrtlRqtl rmTF-H5T{ ifr in T]r iaRT fry  (glTaFT
fa ti (qEth ffi ffi Taq{ ch iin iTqT :pr
-;?):

taq{  8

TatR A fr ve

an (8,  6) (4,10)

iJTFT (2,4) (3,  5)
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(i)  mTTft tuTan ch qch, rfe ch€ ai

(ii) Hen xp TUTRE ffiT g]{iga GxpT tftyl

(ii`i) aft giv rm

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

to  use  mixed  strategies?                              (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)

Players

Player A Left Right

Up (4,-4) (0,0)

Down (2,-2) (6,-6)

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

(iii)  How  is  equilibrium  related  to  maximization  in
strictly  competitive  games?                      (12  marks)

(ffi) fflin T]Tan ch qRthha qrmi Taqti ffiha tuTffi
tFT wh ed ffiT fitRT ffi gF ed ¥7

(RT) vffl S Hffroha in ifr tr ii.tii€ii€itl g]rmF gil
q{ ia" tfitr (FT fa ti qEfi Hfaf± iBH Taq{

•  ch iin TTqT FT a)

taq{  8

TaHA aF FT

3Tq' (4,  -4) (0,0)

i3TFT (2,-2) (6,  -6)

(i)  fflha T]Tan rfu giv iTitT qENir'

(ii)  HqmaFT th TITRE ed th qTRIT diiiri
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