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

Note : Attempt questions from each section as directed.

SECTION - A
Answer any two of the following : 2x20=40
1.  There are two persons (1 and 2) in an economy.

They consume two goods x] and xé [where
i stands for commodities]. Their initial

endowments of the good i (i=1, 2) are w) and

wh . If you know that they have identical

preference, compute the equilibria of the

Ny following :
a7 10.6, . \0.4
"Eg Max(x'l) (x’z)

Subject to P; xi + P x§ =Py wi + P, w‘z
Where the endowments of the agents are given
as,

Agentl: ypl =7, wl =5
Agent2: w? =3, w} =7
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2. (a)
(b)
3. (a)
(b)
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How do firms under Bertrand model arrive
at the equilibrium price ? In what way is
this model different from that of

Cournot’s ?

The linear demand functions faced by two

firms are given as

y1=a;~bpytcp;

Yp=ay+cpy—byp,

Show that quantities are always lower and

prices higher in Cournot competition than

in Bertrand competition.

Discuss the problem arising due to hidden

action and hidden information.

Consider a market where 100 persons want
to sell their used cars. There cars are of two
types, good and bad (in quality). Itis known
that only half of the cars are of good quality.
The owner of a good wants to get at least
Rs. 1,00,000 while the owner of a bad car is
willing to sell it for Rs. 50,000. The buyers
are willing to pay a minimum Rs. 60,000
for bad cars and Rs. 1,10,000 for good cars.
In this market, however, only the owner
knows whether the car is of good or bad
quality. If the buyer is willing to pay the
expected value of a car, work out the
equilibrium outcomes in the market.



4.  What problems would you encounter in making
social decisions if you want to implement the
following rule : an allocation X is socially preferred
to an allocation Y only if everyone prefers X to
Y?

To overcome the problems, what alternatives

would you advocate ? Discuss their features.
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SECTION - B

Answer any five questions from this section : 5x12=6(

5.  If the utility function of two goods x and y is given
as
U = xy?

(a) Derive the indirect utility function if p, and

p, are prices of x and y and m is income.

(b) Use the information in (a) and derive the

expenditure function.

6. Do you agree with the view that public goods
cannot be provided efficiently ? Give reasons in
support of your answer.

7. (a) Distinguish between pure strategy Nash
equilibrium and mixed strategy equilibrium.
When is a mixed strategy used ?

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

Player 2

Left |Right
Up 6,413
Down {(4,1){(2,2)

Player 1
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8.  Assume that there are four firms supplying a
homogeneous product. They have identical cost
functions given by C(Q)=40Q. If the demand
curve for the industry is given by
P=100—gq,
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 ?

9.  Veena faces the choice problem between two
gambles. In the first gamble, she wins 200 if a
coin comes up heads and loses 100 if the coin
comes up tails. In the second gamble, she wins
20,000 if the coin comes up heads and loses 10,000
if the coin comes up tails.

Assuming her initial wealth w is 10,000, find :

(a) If a risk-neutral Veena would accept either,
both or neither of the gambles.

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

() Compare and explain your results in

(a) and (b).

10. Discuss the approaches adopted by Pigon and
Pareto for analysing the problems of welfare
economics.
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11. Why is there a social cost to monopoly power ?
Suppose a production process gives rise to
negative externalities, would your answer on the

social cost of monopoly change ? Explain.
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ATa grar
feawae, 2012
TAZHI.-001 : Gaur refemen faversor
THq ;3 qU2 HHaH HF : 100

TN FEF YT @ TR 39 & I )

W - &
fordl & 9l & wwr <Sifem 2x20=40
1. fordll srefegereen & 1 safaq (1 iRk 2) &1 3 <) axqadi

x) AR b 13U HW ¥ 1 [SeT § F ey e @
T ]| TR HE i (i=1, 2) F IR FI B,
3R b B1 A M9 A i T T ww S R
@ Fefafaa w1 g sifysfaa st .

Max(x ) ()"

FH T: Py x) + Py b =P, w + P, wh
el sifaaietl @1 yRfve Hafq #1939 ¥FR 2,
A 1: ol =7, wh =5

33{&3?1‘1’?2 w%=3, w%::7

MEC-001 7 P.T.O.



2. ()
(b)
3. ()
(b)
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FILE (Bertrand) WIEA ¥ ofqia wH, "ge
Fmd F WA FR w §? Ag A, HIG
(Cournot) Hied & ¥ furt ??

3 wH & gH@ M e aw JiT w3
YHR &

y1=a;—biprtcp;

yp=a,+cp;—byp,

feamu fr adte wiowyl &1 gE #, SR
whrequt # wfmmd @da 1 ol imd 3=
i

oo FEars 3 weR I & HRU IHA
ATt AT St = HIC |

et awR A W@ 100 =afd § S ST QO
FR AT F TF ¢ A wR-Q fHE @ €
Sufq (ot &1 gfe) ¥ T=st AR wUE | 98
T & fir fakh 50% gt fd ga 3 @ et
& st frer it €1 o= R &1 AT AT
FT & HH ¥ FF 1,00,000 & F & 9= =@@
2 Safh U ®R HT Wi, T HR H A
50,000 . B & 3= 1 §ogH ¢ | Seh TWUER
WUE HR F g A 60,000 & R =1
FR ¥ fAT1,10,000%. 3 F 753 & | FAlH
39 ISR | TuEd &t gfie ¥ fad mfas &
Sl ® 6 wie d R oSt ® ol @i W
e Afc TiER FR F1 T qed e
FT 1 3ogH 8 A AR § Ggard IR &
Tl T |




4.  wmEIS A @d T9g A9eh) fome wwemet w1 g
FLA e, Al A frfafed fam ) arp s
= : fordl oTEed Y &t e §, wefes gfe
AT X ol WgfHwar § St § afe e B Y @
e § X 1 qrerfienar @ 2
THES ® 7 FO F fow ey R foeedt w1
fermad 8?2 gAent fastyaned &1 ==t Fifvw)
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U - @
7g 9 | fR= urer g9 & IR S 5x12=60
5. fz 31 el x ANy % YA werd 39 YER §
U = xy?
(a) Ay STATE wed &1 wi| wifSe 3fg p,
Wpy,x»ﬁyaﬁmaﬁimmal
(b) () ® & T I H WA HIAC SR TR
1 gt HifST |

6. T A9 39 faan § weHd § % wesf aegeil wl
FYHAT e T Al foRa S HHAT? ST ST A
qfte, 3fea wrel 9 HifSu|

7. (@) s W, T e diR i
Hae & R ) e wifwe |l s

=T AT Tl R S g 2
(b) Trefafad wier & |9 A9 Sqer! &1 9
LRI
faaet 2
faeE ad | T™
FW [(5,4)](1,3)
= |4 1)@, 2)
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8. WM wif i Tt wm o ¥ < wwwnm (werd)
IR F S FA TR wAET @ wa,
C(Q)=40Q ¥ afg & & feru win a3 7 -
P=100~gq,
afg fmfa, aﬁFﬁ(Cournot) m%ff?r#rw‘ﬁﬂn
ST (Output) FT 1 FET | GROMT S8R F9q
FEM? Tk B F oy ¥

9. Wﬁ@mﬁrﬁﬁqﬂ?@hoice)ﬁmﬁw
%l%ﬁﬂ@@ﬁﬁﬁ,ﬁﬁ%ﬁ@ﬂﬁwaﬁ%@m%
aﬁagzoosﬁﬁﬁaﬁtw&éaam%aﬁamooaw
ST | a wearstt A faws ) soren w 3e
AT A FE 20,000 T S sk Tor amd w
10,000 &. B |
maﬁq%aﬁmﬁmﬁwmﬁfw,moooaa‘r,
YdT <Tisq
(a)  AfS Sfam -y o, 2 wEefori = wheih
RIS R Cocaill

(b) eI % Hey § Iher Frofg we 2rm At g
SHHIAT ®& U = Jw &2

() (a)aﬁx(b)%aﬁvﬁuwﬁﬁwﬁmsﬁz
TR 97 FifSu |
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10. “hedol (&H) areforaeen 1 arensl & fave e &
WWaﬁTﬁ@mwﬁQﬁiwﬁﬁﬁaﬁml

11, UTETER uiR % W g and w6 g7 A
AR T SeUTe TIRAT, THRICAS SRIeh i Sgm
T D, A T CHIYRR T FESS ARG TSI
IW FEA TR ? AUA
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