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Vote : Attempt questions from each section as per instructions

given under each section.

SECTION - A

Answer any two questions from this section :
2x20=40
Consider the following pure exchange economy.

There are 2 consumers and 2 goods. Consumer 1
has an endowment of 7 units of good 1 and 3
units of good 2, (i.e, w; =7, 3), while consumer 2
has an endowment of 3 units of good 1 and 7
units, good 2 (w,=3, 7). The consumers utility
functions are given by : u;=x;;+xy, and
U, =min{x,;, X5,} where x;; is consuinption of
good 1 by consumer i.

(a) Find the set of pareto optimal allocations of
this economy.

(b) Find the walrasian equilibrium.
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2.  Consider an industry with two firms. Each firm
has a constant marginal cost c'(q) =0. Let the
market inverse demand function be
P(Q)=100—Q where Q=q;+q,

Find :
(a) The competitive equilibrium level of
industry output.
(b) Compute optimal choice of output in
cournof equilibrium.

3. How economists utilise the concepts of efficiency
and equity to analyse choice issues ? Briefly
explain equity-efficiency trade off.

4. (@) What do you mean by hidden
information ? Suggest measures to mitigate
the problem of hidden information.

(b) Suppose that the market has 100 people
who want to buy a used car and 100 who
want to sell one. Further suppose that 50 of
the used cars on sale are lemons (bad) and
50 are plums (good). While the buyers know
that the market is selling good and bad cars,
they do not know which 50% are lemons
and which are plums. The reservation price
of cars are as follows :

(i)  Seller of a plum : Rs.2000

(if)  Seller of a lemon : Rs.1000

(i) Buyer of a plum : Rs. 2400

(iv) Buyer of a lemon : Rs.1200

(A) If a buyer doesnot know the
difference between cars, how
much he will be willing to pay ?

(B) Describe the equilibrium of the
market and identify how does
adverse selection happen.
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SECTION - B

Answer any five questions from this section : 5x12=60
5.  The marginal productivity of labour in a firm is
given as MPL=A (400 —-L).

(a) If A=0.2 and the real wage is Rs60/- how
many labour will the firm want to hire ?
What reason will you give for that result ?

(b) Suppose the wage is increased to Rs.75.
How many labour will be hired ?

(c) Keeping the real wage at Rs.60, how many
labour will the firm hire if A rises to 0.5 ?
Interpret your result.

6.  Suppose utility function of the consumer is given
as u (Xy, Xp)= X1°X3 -
X, =consumption in period 1
X, =consumption in period 2.
The consumer lives for two periods. In period 1
her income is Rs.1000 and in period 2 she has no

income. If the market rate of interest is 50%, find
the optimum consumption in each period.

7.  Suppose a farmer is deciding to use fertilizer or
not. But there is uncertainty about the rain, which
will also help the crops. Suppose that farmer’s
choice consists of two lotteries

1

10,<)

1
Fertilizer = (50 >

’ E ;
o 1 1

No Fertilizer = (30,5,' 20,5)

If the farmer is an expected utility maximiser and

has monotonic preference, what would he choose

if he were

(a) Risklover

(b) Risk neutral and

(c) Risk averse ?
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(b)

MEC-001

What is the meaning of inefficient provision
of public goods ? Explain how would you
relate this problem to market failure.

Suppose that there are two goods fish (F)
and transport (T), one private and another
public. There are N people in the town who
use these and the utility function of the ith
person is given as u;=(f,)?T. If the
production possibility frontier is given as
F2+3T2=1800, find the pareto-optimal
provision of T.

Consider the matching pennies game : (4+8)

Plays 2
Heads |Tails
Plays1|Heads|1, -1 | -1,1
Tails | —-1,1 |1, -1

Find the Nash equilibrium of the game.

Consider the following game :

(0,0)

64) (54)(@1,1)

(i)  Describe the game in its normal form.

(i) Describe all the subgame perfect
equilibrium of this game.



0. The utility function is given as u =x1/3y2/3 where

x and y are two goods. If the prices of x and y are

p, and py,and m is the income of the consumer

(@) Derive the expenditure function
E(px 4 py 4 u)

(b) Given p,=2, p,=3 and m=200 with the
above ut111ty Elunctlon, find the utility
maximising bundle of x and y.

1. Write short notes on the following :
(a) Producer’s surplus
(b) Boumol’s alternative theory of firm
(c) Hotelling lemma
(d) Second welfare theorem
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1. 39 Ty fafma srdeeaen © faer w81 399 2

99T 8 3R 2 # aequ ¥ ved sudEr & 9™

Hfd EY Tgel 9% ! 7 q91 QU g h 3 FHEAT

g1 [Fdfd w, = (7, 3)]. TR Ul BT GO o
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2. TH I H & wH § e Hiid @ ¢'(q) =07 |
IR ¥ fae™ 5T 9% € : P(Q)=100-Q, ST&l
Q=q;+q,,

EIGICTE
(a) SEN T HgT IR Wi
(b) FHA WA § G HT A T "R

3. 9O & gA=El & faveiwe A srefvmelt (g’ 3R
THAT h1 YN F1 TFG THER TET FW@ B2
AT - &1 & TH - YoHgd ] Gk =awe w1

4. (a) T IEHR ¥ F1 AYIR §? T F FRW
Hyrfaa Fwenstl & Fanu & 39 gast |
(b) W AINT H T ISR H @A SR F 100
TR © SR 100 A & [ FR I=1 Aed
F1 el @ e # =t S @ 50 BN T §
3R 50 3rsst g A €1 sharel B A A v € fE
et qUt ®N TUE § WS a8 T 9
& ®F-31 @ FR TE T 99R § Aa

UFH Ad 39 THR T

() TSt HR &1 faskar : ¥ 2000
(i) @S HR F a1 : T 1000
(i) 3TV FR F WU : T 2400
(iv) U FR & GITH : F 1200
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MPL=A (400~ L).
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B yuw srafy F gl M % 1000 off fog qE
Aty ¥ IHH! ™ YA B I g1 AER F A R
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(a) Sifew =
(b) SifEw frde

(c) SifEw | = ol

8. (a) HEGIME I & ITHIA TALGH h1 FA1 37
B? ofY 39 U &l IR &1 fawerar 9 fog
TR WIS Thd ¢ ?

MEC-001 9 P.T.O.



(b) WM wfST wt T (F) qon 9RaeT (1) @
e 71 g Tl @ SE0 U gt e
21 gl TR ¥ 3= w9 w3 arel @ ' N
T R T YA AT 1, = (£)2T B ST
T} A IeET WITEAT Ik F2+ 3T2 = 1800
B A1 wfide &1 T2 o7l yrauH o4 g ?

9. (a) W ToeHl % W & gd W g & -

U e
i T
Tgen faaret| o 1, -1 -1,1
= ~-1,1 |1, -1
TH TA H AV W SNiHfad A

(b) 39 IYE W fo=m & :

(64) (54)(1,1)
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() AT T WE H 39 T F faeww §)

(i) T9 D% ol ol Hge SU-T@i St e
Exd

10. T I&ga, x T y W Aufia syAifrar waA
?u=x1/342/3 A= F wAW pxﬁpr%I
ISIET HY S M R
(a) SHH! =T BT E(p,, p,, u) TG F

(b) A p,=2 3R p, =37 M =200 STHIT
HAfewrad T AT x, y FT HAISH F1 3017

11. 3 R "t feoforr forg
(@) SEH & Afafe
(b) ST H FH HT dhicash YA
(c) wfedn & wia: - ¥m
(d) o= &9 vz
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