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Note : Answer questions from each Section as per 

instructions given. 

Section—A 

Note : Answer any two questions from this Section.  

2×20=40 

1. (a) Utility function of an individual is given by 

                           3/4 1/4U ( , )f x y x y  .  

  Find out the optimal quantities of the two 

goods using Lagrangian method, given  

that price of good x is ` 6 per unit, price of 

good y is ` 3 per unit and income  

(I) of the individual is equal to ` 120. 10 
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(b) There are two commodities X1 and X2 on 

which a consumer spends his entire income 

in a day. He has utility function 1 2U X X . 

Find out the optimal quantity of X1 and X2 

if price of X1 and X2 are ` 5 and ` 2 

respectively and his daily income equals  

` 500.  10 

2. What do you mean by the concept of dynamic 

stability ? In Cobweb model under what 

condition equilibrium is dynamically stable, 

when there is linear downward sloping demand 

and linear upward sloping supply curve ? 20 

3. What do you understand by Walrasian dynamic 

stability ? Derive the time path of a 

disequilibrium point under Walrasian dynamic 

stability analysis. 20 
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4. The following production function is given : 

0.75 0.25Q = L K  

(a) Find the marginal product of labour and 

marginal product of capital. 4 

(b) Show that law of diminishing returns 

holds.  4 

(c) Show that if labour and capital are paid 

rewards equal to their marginal products, 

total product would be exhausted. 4 

(d) Calculate the marginal rate of technical 

substitution of capital for labour. 4 

(e) Find out elasticity of substitution. 4 

Section—B 

Note : Attempt any five questions from this  

Section. 5×12=60 

5. Describe long-run equilibrium condition of the 

firm and industry under perfect competition. 12 

6. (a) Establish the following relationship : 6 

1
MR = P 1 ,

pe
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where, MR = Marginal revenue 

    P = Price 

    ep = Price elasticity of demand 

(b) A monopolist has the following total cost 

function :  

                           TC =  10 + 5Q.  

 If the price elasticity of demand for his 

product is –2, find out what price he will 

fix for his product. 6 

7. Define the following terms and discuss their 

equilibrium conditions : 

(a) Monopsony 6 

(b) Oligopsony 6 

8. What do you mean by value judgment ? Write 

the general form of social welfare function. 12 

9. (a) What do you mean by St. Petersburg 

paradox ? Why are uncertain prospects 

worthless in utility terms than certain 

ones, even when expected payoffs are the 

same ?  6 
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(b) What is a lottery ? Differentiate between 

simple and compound lotteries. 6 

10. (a) Explain the dominant strategy. How is a 

stable equilibrium reached when a firm 

pursues its dominant strategy ? 6 

(b) What is Nash equilibrium ? Does the 

equilibrium in a prisoner’s dilemma game 

is a Pareto optimal ? 6 

11. Describe the types of contingent strategies and 

payoffs.   12 

12. Derive the equilibrium under Bertrand price 

competition. Explain Bertrand paradox. 12 
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20 

0.75 0.25Q = L K

]
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