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MEC-001 : MICRO ECONOMIC ANALYSIS
Time : 3 hours Maximuin Marks : 100

Note : Answer the questions as directed.

SECTION - A
Answer any two questions from this section. 2x20=40
1. (a) Why would you consider Pareto efficiency
conditions in multimarket equilibrium of an
economy ?
(by Suppose that a pure exchange economy
consists of two consumers A and B and two
commodities 1 and 2. The endowments of

I 2
two goods are wy = (wA:mG (I)A:}O) and

wp = (’”113=8‘ ‘”é:‘i)'

[f the utility functions are :

| )o.os ( ) )0.05
and

UA=( XA X

A
11025 1 5 \0.75
up=lx) ()
Solve for the walrasian equilibrium in this
model.
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2. Let there be two firms (1 and 2) in an industry
with firm-1 as the leader. The market demand of

their product is given as P=30-Q with
Q=Q;+Q, and marginal cost (MC)=12. Find
the stackelberg solution of the model. How does

the solution compare with cournot model ?

3.  (a)

MEC-001

In the context of asymmetric information,
differentiate between the problems of

adverse selection and moral hazard.

An employer plans to hire a worker for
producing an output and would like to sign
a contract with him. The value of the output
W)=f (e €)

Where e =effort exerted by the worker ;

e =chance factor.
Further, it is known that e=1 when worker
does the work and e = 0 when he shirks with
shirking (e=0), the value of output
produced would be 100 with probability

1 3
n and 60 with probability Ik On the other

hand, when he exerts efforts (e=1), the
value of output produced would be 100 with

3 ]
probability " and 60 with probability T

Assume that the employer is risk-neutral
and chooses to maximize his expected
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profits. The worker is risk-averse and his
utility function is u= .x, where

x =earning, i.,e, wage less of cost of efforts.

The cost of effort is given to be 10 whene =1

and 0 when e=0. Let there be a negotiation

proposal that has provision to Pay w =80 if
y=100; and w=70 if y=60.

(i)  If the employer plans to pay fixed-
wage, i.e, w is independent of y, what
level of effort will the worker choose
if he agrees to sign the contract ?
Which fixed-wage contract will the
employer choose ?

(i) If the employer proposes to pay all
output to the worker, i.e, w=y, will
the worker still shirk ? Will the
contract acceptable to the worker ?
Explain.

(ili) Comment on incentive compatible
constraint and participation constraint
of (a) and (b) above.

4.  Consider the Pareto efficiency conditions for the
provision of a public good. Show that if the sum
of the marginal rates of substitution adds up to
more than the marginal cost, then more of the
public goods and less of the private good should
be produced.
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SECTION - B
Answer any five questions from this section. 5x12=60

5.  Sunanda’s utility depends on her income so that
u (y)= \/} . She has received a prize that depends

on the roll of a pair of dice. If sherollsa 3, 4, 6 or
8, she will receive Rs. 400. Otherwise she receives
Rs. 100.

(a) What is the expected pay off of the prize ?
(b)  What is her expected utility of the prize ?

(c) How much would you have to pay Sunanda
before the dice is rolled so that she gives up
the prize ?

(d) Sunanda is given the option of an
alternative prize of Rs. 169 without the
conditions of rolling the dice. Will she
accept this alternative ? Give reasons in
support of your answer.
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6.  Consider the following game played by player-1
and player-2

0

(a)  How many sub games.are there in this game ?
(b)  Compute the sub game perfect equilibrium

of this game.

7.  Take a consumer with two period time horizon.
His utility function is given as U=C, Cg‘ﬁ. The

income stream flowing to him during the
period 1 and period 2 is y; =800 and y, = 648. If
the market rate of interest is 8% per period,
determine his optimal consumption values in the

absence of permanent SdV'iIlgS.
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10.

11.

12.

1 2
Given the utility function u=x3 y3, where x and

y are two goodsand’ p, and Py denote their prices.
If M is the income of the consumer, derive the
expenditure function.

A revenue maximising monopolist requires a
profit of at least 334. Her demand and cost
functions are p=100-4q and ¢=50+20q.
Determine her output level and price in the
equilibrium. Contrast these values with those that
would be achieved under profit maximising
cbjective.

Consider a protit function given by
Max XN ,
m(P)= yi (F) E_VZYi Py Pi- Use the envelope
i=1

theorem to show that input demand function is

d (P
)= 550

The short run cost function of a firm is given as
C=0.03 ¢>—0.6q°+10 q+6. Find its short run
supply function.

Differentiate between (any two) :

(@) Public goods and merit goods

(b) Cobb-Douglas and CES production
functions

(c) Slutsky and Hicksian approaches to effect
of price change.
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TH.T. ( 37edvTre )
LEIGRCEE 1
A, 2011
A I.-001 : GeA ALYTEA faverdur
THY : 3 g2 HIFTT % ;100

FE: 9 F IR FARGTIER ST

T - &
T UMW A gl weet % 3w 220240

1. (a) TRl sioforaten & Oeeiansi Gqa 5 oY W)
HerAar viat 9 FEeR o s ?

(b) TA T TR et g fafa srefegereen #
T IYUHRT A IR B IR < oy 1 3R 2 F
E\Taﬂﬁaﬁﬁﬁﬂﬁ%

oa=( 0 -10, 03 -10) ot
wB=(®é= 8, o);z- 4)3&@%@%%
3R

005 0.05
uan) ()

| >0.25 ( ) )0.75

UB=(XB
T Aied H SefEed e 8 €61 i |

MEC-001 7 P.T.0O.



2. eita o foredt sam # € w1 ek 2 € oI el
T -1 T F T H T 3Th IOG  STeR AT
P=30-Q WY &, Q=Q,+Q, R Hmia arm
(MC) = 12. AT T LI THIYH I HIT9C | TH
AT i I Hied & 1 HY e 2
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sTeafaa g % Hedl |, ufowa = o) Afaw
Hehe i THETS F TR Tl T HINC |
w13 frdie oot feRd T % SR w4,
gl TR 1 FaTd 9 T i AT S
T 3R 30 Tey H I 1Y FRAH R FHER
HTAT TR & 1 ST () F AF=f (e, €) T
e : e = HIHR 51T foman T gy

€ = ATl FRH |

3T, 9% 91 § T e =1 99 SR 18 a1 €
3R e=0 9 FR HW G ST T T OST
RH (e=0) & 91y, FAfHq e =1 99,

%uﬁm%malooaﬂi %mﬁwaﬁm&q
60 BTN | GO OCF 99 98 o Ll € (e =1),

a’rﬁfﬁamwnﬁ,gﬁw%%wa

o 1 .
100 3 gifaesar ZEEW:@O@W q &ifag

o e Sifem-aee 8 o 3T gonfyg
I = AT T T T S S | RER
SifEw-yfdga § X 3T ST Her
u=Jx B, 5@l x =% eﬁzﬁ?‘[ (309 — FqH
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AFA) | WATE 1 &Td 10 § 91 e=1 3R 0
ST e = () HIF ST o =@l weeian wears & sl
TR T T WEHA &, 2397 w = 80, 15 iy = 100;
AR w =70 g =60

() Az feem i@ (fixed) A <3 =1
mm%&’t?ﬁ?{w,yﬁpﬂﬁ.ﬂ%?ﬁ
FHET {78 TI9 R B 9 F AR
qE FOEH T TR HE Al TS 8
St €2 e e w fuifa- g
FHILATH A ?

(ii) 7 Frirara s =t |t fTa (output)
3T H T IS A § AU w=y
@ FER A off w9 ST ?
AT HUATH], TR Tl TP BT 7 TI

I |

(i) ITEE (a) R (b) F FONHEF W
0y 3R gewfitar sty W feogot
Fifaa |

4. ST TR % FEEE '] T gamar w6 w e
sifaa  geize & afe wiawemm w1 dmg <0 @&
AR, Heid T ¥ iy B ® 99 st
gt st 3iR ol e @ W fafida S
=i
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39 9 A fepl gie w9 % SR Gfe 5x12=60

5. gAQ I SUEINT, SEh! o W sk st ® @
u(y)z\/} | 397 TH T HI A w7 S E A

9|l 1 FgEA (roll) R R wear 1 Al oz wE @
3,4, 618, A & @ SH 400 T. fHan sr=en a%
100 %. St WIftd R |

(a) T 1 YA A1 (pay off) F1 2

(b) ST TIH F Tae H YAy STATar o9 7 7

(c) U W YHN W U8 IRl AT FH HM A
T il o8 3T H A BB T |

(d) T ! o Ui Y AT Stuiq 36 v W e
o f9A1 169 T. & SehfcTs 39 T F &
oo fear s 8 1 o= 9% 59 fashes ) WiER
F M ? AT IR I g Ifua wron 4@
HifeTg |
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faedt - 1 iR faerd - 2 g0 @et T e T
I foar Fifa :

(b) 39 TS FH ITIA 01 W TR Hife |

7. fod Feafs 3udan W faum wifen fewer
YEFHRTA T Il FT 81 gHET IuAfar wer
U=C,C0 %1 srafu 1 wd wrafu 2 % e o wra

B S STy, =800 ARy, = 648 AT T T
AR & Ufd srafy 8% €, a1 T AEd b oAvE o
T R ST A A fwon i
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1 2
A ST fF T ST wem u=x3 y3 ¥ el
x &Ry T gy € @R p, W p, T Al F 9
&1 ?TEMsmﬁamaﬁaﬂa% aﬁmwﬁq&*

HifoT |

3T SATYFHTHIRTN THITUFR FAcH 334 & 1Y Tl
Tt =TEd ¥ 1 SHS W TS AN Wl €
p=100~4q 3R c=50+20q Tga= H ITF IEA
W TS g & FERo IfSg | 31 9[i &) gad 3T
T i et Wit ey SAftama et IqRva &% S
HI ST |

TH Y Fed ) faur wifae S % v yen ©

Max N
w(P)=yi (P) eyz}’x

¥ﬁm9ﬁawm%wﬁﬁ'maﬁﬁq%m

TIT’TW%

H & TYHI TR TR el €

C=0.03 g% —0.6¢2 +n,q+6mmagsﬁrf‘—ﬂawﬁ

HEA T I |

SR T IS (fag &7 )

(a) ST SEqL T FoEER a5y |

(b) HlF-TIoW TF W § T IUET Tl |

(c) Ho& ulEda &l qifaa A & Gy o W]
e ferfaaa gfesmn
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