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MEC-001 : MICRO ECONOMIC ANALYSIS 

Time : 3 hours 	 Maximum Marks : 100 
Note : Attempt questions from each section as per instructions 

given under each section . 

SECTION - A 
Answer any two questions from this section. 2x20 =40 

1. An economy comprises two consumers, 1 and 2, 
with two consumption goods bi-cycles (b) and 
wheat (w). Both consumers have the same utility 
function (b, w) = bw. Bi-cycles and wheat are 
produced by two firms which use only labour 
according to the production functions. 

CD 	b = \r/T, and w = 0.5 \Ft, 
Both firms are owned by consumer 1, and 

CD consumer 2 owns 200 units of labour. Cr.) 
(a) Find the production possibility frontier for 

this economy. 
(b) Find the competitive equilibrium. 
(c) Find competitive equilibrium if every 

consumer owns 100 units of labour and 
owns one firm. 
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(d) Find the pareto efficient allocations for this 
economy. 

2. 	A consumer's preferences over a single good x and 
other goods y is represented by the utility function 

p. (x, y) = log (x) + y. If the price of x= p and price 
of y =1, and income m > 1, 

(a) Derive the Marshallian demand for 
x and y. 

(b) Derive the indirect utility function. 
(c) Use the Slutsky equation to decompose the 

effect of an own price change on the 
demand • for x into an income and 
substitution effect. 

3. 	You are asked to solve a public good problem with 
2 agents. Agent i has utility function a, 
log (g 1  + g2) + x, where g, is the amount of the 
public good contributed by agent i and 
xi  = amount of private consumption of agent i. 
The budget constraint of agent i is x, + g i  = w i 

 where w, is the initial endowment of agent i. 
Assuming w i  > a i  for each agent, 
(a) compute the Pareto — optimal level of public 

good provision for this economy. 
(b) Describe the voluntary contribution 

equilibria for different values of a 1  and a2 . 
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4. 	Consider the market for used cars. There are 100 
cars for sale, half of them are bad while the others 
are good. The owner of a bad car is willing to sell 
it for any price above 400 but the owner of a 
good car is only willing to sell it for at least 

1000. The bad cars are worth 600 to buyers, 
and some are worth 1200 to them. 

(a) At a Pareto efficient allocation which car 
will be sold ? 

(b) If buyers cannot observe the quality of the 
car for sale, how much would they be 
willing to pay for a car ? 

(c) Which cars will be sold in equilibrium in this 
market ? 

(d) Suppose that the fraction g of the cars in 
the market are good. If buyer still cannot 
observe the quality, how large must g be for 
cars to be sold in equilibrium ? 
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SECTION - B 

Answer any four questions from this section. 4x10=40 

5. 	(a) Distinguish between pure strategy Nash 
equilibrium and mixed strategy equilibrium. 
When would you use mixed strategy 
equilibrium ? 

(b) Find all the Nash equilibrium of the 
following game : 

Player 1 

Player 2 
Left Right 

Up (5, 4) (1, 3) 
Down (4, 1) (2 , 2) 

6. Assume that there are four firms supplying a 
homogenous product. They have identical cost 
'functions given by C (Q) = 40 Q. If the demand 
curve for the industry is given by 

= 100 — Q, 
find the equilibrium industry output if the 
producers are cournot competitors. What would 
be the resultant market price ? What are the 
profits of each firm ? 

7. Rita faces the choice problem between two 
gambles. In gamble one, she wins 200 if a coin 
comes up head and loses 100 if the coin comes up 
tail. In gamble two, she wins 20, 000 if coin comes 
up head and loses 10,000 if coin comes tail. 
Assuming her initial wealth w is 10,000 find : 
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(a) if a risk neutral Rita would accept either, 
both or neither of the gambles. 

•(b) What would be her decision on the gambles 
given her utility function U = 	? 

(c) Compare and explain your results in 
(a) and (b). 

8. Discuss the approaches adopted by Pigou and 
Pareto for analysing the problem of welfare 
economics. 

9. Why is there a social cost to monopoly power ? 
Suppose a Production Process gives rise to 
negative externalities, would your answer on 
social cost of monopoly change ? Explain. 

10. The production function of firm is given as : 

Q = K0 .5  1,05 . 

Payment to labour (w) =1 and that of capital 
services (R) =1. Assuming that the amount of 
capital is fixed at k = io , derive the firms's short- 
run average cost curve and explain its shape. 
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SECTION - C 

Answer all the questions from this section : 2x10=20 

11. Write short notes on any two of the following : 

(a) Envelope theorem 

(b) Hidden information. 

(c) Actuarially Fair Premium 

12. Differentiate between (any two ) : 

(a) Profit function and cost function. 

(b) First and second welfare theorem 

(c) ISO cost and ISO grant functions 

MEC-001 	 6 



7117. (3T 	)w 

icl TRIAir 

?Ow-, 2011 

74.*-001 : TRIT 3411WRW ctqc)qui 

c`1 41q : 3 W2 	 3TraWd71 3fT :100 

3)F : 	37cr 	%FT I 	vivtH 	drH -?// 

2x20=40 

1. 	ict) 31 	TTt 37*WIT, 17-4 2 3 t 371 1̀47 

-WO 	(b) 	(w) f I 1.1.1 TTINTITA 

373-117 thol µ (b, w)= bw  R I 	I 

doiiccr) 	t 	td"- 11:1'0 aTKR*Tc1 14 

31171 Ttf I 34 	 t : 

b = IG 	w = 0.5 fl; 

	 1414lW 7Q1711 1:1ff 31:PW'qffr t at 	zrritwrr 

tiRi 200 T*It 5317 t I 

(a) C4P1 	oist) 'qziT z 	+If ? 

(b) 17ETtlut 14-09 alt-*-f-eff 

(c) tirq 	(41Fctrig** -crrg 100-1001*71 

"cr Bch 	t-curiircf 'efUT c 	t" r qzr1 

~lrn ? 

(d) 7:F aTztarITETT 14 	 WffT juS 3iE9' 7TU 

W11 

MEC-001 
	

7 	 P.T.O. 



2. 	-3,:riNTrr -crT7qx72.1174-p?r7Tg yt 	 
dtlq 4 111 t-h(1-1 µ (x, y) =log (x)+ y. gRI IT 	 t 
	 x chl 	Ta p 1-1T y c --t1:17 =1 3317 3M 

m > 1 t : 

(a) x 3-11-{y .4. 	riaigl 1:611.  47(1-1 fffqif{7 a1Z I 

(b) 3-T97:RI 641)PR-11 141cl-I 7110 oh 

(c) 7;Ta- 	4P-I 1101 r 314TT 	 317:91 
bra 14 trftq-d-i 	3-11 4T 4R 1;rfaT-21TE3 31.1"Q -14 
fq374ff of; 	 I 

3. 	31-fiTW-di3-ff 	cf-) 	APich 	 TfriFfT 

tdti 3TRT-*--di 	d44P111 41(11 : 

ai  log (g1 + g2) + xi  ‘3M gi  = i 37:f afirwth gm 3-q--1 
la, 770, AT x.=.ticni 	tI dichi 

4, 1%.T xi + gi  = wi  I 111'1 wi 511tRTi TfitT9. 	 

t I qrq 	3-119Tw-df* R-Rw i  > ai  HI-e4: 

(a) 31.0w:fq-P.TT -ka all-111Z 	lch 710 A1197 

aTtwr-aff 

(b) a l  31IT a2 * fdf 4-n-1* oq, 	Thrgrff 

14-09 	024Itsql 	I 

MEC-001 	 8 



4. 	.7t 	ITT f4qT{ cb I 	 100 chi( fq--A* 
R-R Th-7 ti -B-714 3Trqh (go.i t 	31-rqh 

1.) 	cult *r 	te ate z 400 74 3TRTT 'FT-4 11' 

	

trT A7.4 	*17 t f 	3 	,,h1( *r Tirr-Fw 
ch ,-1 	-7:1 	10001491 z4I ql t I (5(1 01 colt 1ff 
4,i wzt.) 	600 t 	 3th 	1200 

wirq cvicati 

(a) t.) tAt 3T%.11-tz 3-Trtea. 	Gin 	0-i41 	 

`.one? 

(b) 	7§ftgT{i cbit i quigrif '71:1t• TIM la 

	

3"F tor, 	fit 	f-*--4*r-{ 	*Err 
	 ? 

(c) .1111( Tfrei #2,it -4 0-i* ebi met, 44, 11 ? 

(d) 1:17 	 'Wr g 3#1 aTWf 7NTI7T 

31ch Trrerur *r 3Plh 	trrt ti qlTIR 

	

Tf-quff * 	 g air 37*-1( fir 	-q-rr-q? 

MEC-001 	 9 	 P.T.O. 



~TfrT -171 

rr 	3rd t.tiI 	 4x10=40 

5. 	(a)7-Z ?ifcm 1-s•-f #7-9.  AT(did7pTt 

7:cr-cz 	377 frrf-5m -fwf c*) ,4 31--r ? 

(b) 	r T1 3T1-&0" t 	 Ttg. 	711 ci 	: 

tgc,05 2 

• tsii • ql 
4..grii* 1 

(5, 4) (1, 3) 

(4,1) (2 , 2) 1 

6. tilt t-h 	-) t-I4-R,-,t4 7 	3-17ft 	t I 39t 

rimcf 	r) 0-111 t : C (Q) = 40 Q I qk 	 

	

irrrf 4.K1-1 = 100—Q t I irc 3c41qct) 	Mr04)1 

dt-t-Ilq-1 	? 	gqi1 14 citziR 	

azrf trft ? 	414 .0 ft-TiT 	 ? 

7. frdTt WRT 	14 -q-zri .141 Trlwrrairr-T-m t l LIcir 

7:ftrik7u-r7-4 -7443-7-47T -3-4200 - tail7 

377:{2.11 100 -ef 	1* 14 73t4 17-{ 20,000 a-d 

.FrIT 3t-{ 3P4trr 10,000 	Ttfi trt t I qk 

	

74.cif9.  w =10,000 	: 

(a) -WTT:r fad   M 	 312.17 

ft4-24 111-  

MEC-001 	 10 



(b) d 1-14$111 4hC11 U = Ivsj 	ci 	aid 

.1-10111 

(c) 3 (a) 3 (b)* drtii 	q(1-110-Ich *1 4 1 

8. 014 aTO7TT 	TR:IRT[4 roRt.,)4u1 t 	 1ft 3-h 

-ftth 	wr au -r cf.) 

9. 7-*-fiT-*-t -q-rrwr crit 	 mpict Wtalt? Trrff 

	

, 	.) actin 	-147r 	 qmilf3-111 k1 ,71-1 

t I 	 3117-4.  T*-TftT-*-1-{ 

faisrw tTr-Turr 3rclura7 61 , 11 ? .1- ►1 ? 

10. ict) 	30-11q1 	t : 

Q = K0.5 L0.5 

31r1 	(w) =1 	tA 	-srf—d-qm (R)=1 

q 't• 	k =10 t c 

3-117iff ciPid a9b 01,-41 	? t a cqiesqf q.)*  I 

MEC-001 	 11 	 P.T.O. 



Wf7T- 

* 72.77- 	* drtt fry I 	 2x10=20 

11. tccrull 	: 

(a) (Envelope) 3frizT I 

(b) 	 TO71 I 

(c) 011 41MR-11g -sf-Ea 	.14-11 3#791 

12. &77# 14 14 	: 

(a) . 131----ch—e-i 	C 1NId 4101 I 

(b) 3f2114 	fg-d17 P-Yrr 944 I 

(c) crq .t1 1-1 1-1 ( 4-11u1 th09 I 

MEC-001 	 12 


	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8
	Page 9
	Page 10
	Page 11
	Page 12

