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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.  Consider a pure exchange economy with 2 goods

(X and Y) and 2 consumers (A and B) having
utility functions :

Consumer A : u, = (x,)?y,, who is endowed with
(2, 6) of the commodities;

Consumer B : ug=xgyg , who is endowed with
(4, 2) of the commodities.

Compute the market equilibrium price and
quantity combinations of the consumers that will
result in efficient allocation of resources.

MEC-001 1 P.T.O.



2.  Suppose there are two types of used cars : good
and bad. A good car if it is known to be good, is
worth Rs. 3000 to a buyer and Rs. 2500 to a seller.
You are told that the supply of cars in that market
is fixed and possible buyers are infinite. A bad
car, on the other hand, is worth Rs. 2000 to a
buyer and Rs. 1000 to the seller. There are as
twice many bad cars as good cars.

(a) What would be the prices of bad cars and
good cars, if there was perfect
information ?

(b) What would be the price of used car if
neither buyer nor seller knew whether a
particular car was good one or bad one and
all agents are risk neutral ?

(c) Assume buyers cannot tell if a car is good
or bad. Which would be the market price
for used cars and how many good cars
would be offered ?

(d) Consider that there are two good cars to
every bad car; but buyers cannot tell if a
car is good or bad. Which would be the
market price for used cars and how many
good cars would be offered ?

3.  There are 2 firms in an industry facing market
demand : Q=3200—1600P. Their costs functions
are as follows :

Firm1: TC; (qq)=0.25q, and

Firm2: TC,(q,)=0.5q,. Solve for the cournot
output levels, market price and profit levels of the
firms.

4.  Discuss the views of Pigou on the theory of social
welfare. Make a case to refute his arguments.
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SECTION - B

Answer any five questions from this section :

5x12=60
5.  Anindustry with n=100 identical firms faces the
10000

inverse demand curve T =T and total cost

function :

50 + (q;)>

(a) Find the long run equilibrium, quantity and
the price of the industry.

(b) Suppose that the government imposes a
license fee of 15. Find the new long-run
equilibrium of the industry. '

(c) Suppose that the government imposes a
per-unit tax of 4.50. Calculate the short run
equilibrium.

6.  An industry is having one dominant firm with

zero production cost and 50 competitive firms,

2
each with cost function : 1Ci = |:(q,) K } The

market demand faced by the industry is
Q=1000-50P

(a) Calculate the price set by the dominant firm
(b) Calculate output levels of all firms

7. Aconsumer has the following utility function with
income (I) and market prices Px and Py :
u=10X%3 Y07, Using this,

(a) derive the indirect utility function
(b) derive the expenditure function.
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8.  Suppose 10 people live on street and that each of
them is willing to pay Rs. 2 for each extra dustbin,
regardless of the number of dustbins provided. If
the cost of providing dustbins is given by C (x) =
what is the pareto efficient number of dustbms to

provide ?
9. Consider the pay-off matrix of a game given
below :
Player 2
Player 1 ! 0
A 1,1 3,3
N 2,4 4,2

(a) Find all the Nash equilibria of this game.
Which player(s), if any, would have a
dominant strategy ?

(b) Suppose that player 1 moves first by
choosing either A or N. players 2 observes
player 1’s action and then chooses 1 or, O.
For every action combination, the player’s
pay-offs are the same as in the above
pay-off matrix. Draw a tree of this new
game. How many strategies does player 1
have and what are they ? Find all the sub-
game perfect equilibria of this game.

10. If John's utility function over his utility function
isu(y)=Y.

(a) What are his preferences towards risk, risk
averse, risk neutral or risk loving ? Give
reasons in support of your answer.
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(b) John drives to work every day and has to
spend money to pass through the toll gate.
He thought of devising a way to evade
payment. However, he knows that there is

1
ay probability of being caught at the gate

in a given day if he cheats and the cost to be
incurred by him towards payment of fine is
Rs. 36. If his daily income is Rs. 100, what
is the maximum amount he will be willing
to pay for one day at the toll gate ?

11. Critically examine the arguments put forth by
Boumol in his model of alternative theory of firm.
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THEH-001 : GeH Ivefvmen faveraur

Tqg : 3 g2 fgHaTT 37F : 100
e  FEF YT G GR35 8

UTT -
78 9 9 Rl 2 ued 7 #| 2x20=40
1. U foys fafrma saeen 9 1 susir (A 3R B) qan
T 3R (X TE Y) ¥ 1 3usiinedi % SUfiTar werd #i
o1 H9e1 39 TR € -
YT A uy = (x4)? Yar (2, 6)
YT B ug=xgYyg, (4, 2)

ISR 8 HIAT A0 R SR o Y€ gAre &
HiHed L |
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2. T YRR H 7@ Y FR 9K § et @ € ;o=
3R o0 1 T | A TF FR TS5 8 A TSR ST
Hed A . 3000 Ha1 2 e fagea @t e | 9%
%. 2500 % TEE B 39 IR H FW HI oMY gdf
frutfa ¢ formg Shanetl +1 wen sreifaa & gt €1
T 0 FR 1 shdl JIHM . 2000 Te fashar gox
M ¥ 1000 ¥1 F& ®R A o0 R TS IR H
I 2 : 1 %)

(a) afc YUl TSR HSF T G gAY B A 3=
3R TGOS FR H1 SR HIAd T4 B2

(b) Ffg s TR foskar 1 & sifem dew & 9o
3% forelt oft R & o=t o1 o[l B9 T THER
TRl B W FFE qd TG FR HT R AT F L ?

(c) IfShal ! HR F TSB! A1 A T HT Tl =1
gya 7 & @ T fordt QU R 61 wimd
B2 fwet st R fashl & faw 9w =t
STt ?

(d) T3t R o FHWI T ST 2: 18 3R Sl 1
el R & oT=st o1 @0 B &1 Ial € gerar |
TR 30 QO R % SNIR | S Hd 91 B ae
foraHT oT=8T &1 ot & fou Uwr =1 SITa ?

MEC-001 7 P.T.O.



3. UMY QA wH E 99 ST GHY AR HIT Fed
2 : Q=3200—1600P

3T AFTA e HAY: 39 YRR E ¢
FH1: TG (qy)=0.25q; 3R
®H2:  TC,(qy)=0.5q,.

FAl Yfa9E & SIIER EHl & IR &R, ATH-TR
3R AR ST T HT 3T & |

4. Gmfos-am fava W 9] & faari &1 == & 39S
Tl & Ge & T B |

g -9
39 9T § Y Ui I & Y : 5x12=60

5. U& I W n=100 GHEY ®H T a9 A qUY

P—m faeim i o & | 1% A AT wed B

TC (q) = M R Y

(@) ar A <red-wifers Hger, Hivd SR SaR F=
g ?
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(b) I WERE. 15 & GAM AR Yooh AR F
2@ e & Hel-hifers T Gge W YW=
qm?

(c) A TR %. 4.50 Ft TR Afd-361E X & &9
¥ aga A T @ Ie-hifersh e W
TS B ?

6. foet sam o = g wH € S9! e oma I
2 3k 50 yfqequlcres wF € 5 @ &1

2
wem 1C; = [(q")é] g fafde ¥

eI 1 I 9% © : Q=1000—50p
() TEA wH F wq fuifa sl ?
(b) |ft HH & IR W Ahfd

7. SUMIET I 3E (1), 3R F% X A Y Fi AR HAd
ShHRT: Pxerﬂ"{Py%l

ST ST B § - u=10x03 Y07
T &R & T

(a) T AT we Stisfad
(b) I HEA 3Miferd HY
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8. Tohdl el ® 10 =afd T € oI @ 9t vk erfafie
FS T % 1T 2-2 0 7 ®1 TR 1 9fe HeH
T 1 o C (x) =22 B @ fFa F3em a1
T 92T 281 g gt ?

9. fordl ga =1 faem g @ TR ¥

faerre 2
faaret 1 1 O
' A 1,1 3,3
N 2,4 4,2

(a) 39 YA & G AW HIAT 1 HL | RIA@ Eerred
ool YOI 3791 T ?

(b) HFA o fo vgen faaret A 9 N % =2 %1 vt
=Te =T © | GO fEeTe 39 =l 7 foran &
13O =erdl € | 9t =1e FaeHl | 399 gfaem
TH e U TS 3 | 39 U A T FeNHN Afoha
w{| Ted Taare =1 fhat wHifel gav #
IR A F 2?7 39 Y@ F WqUl Yo H fafeq
Gt ITYA  STHRfeTd H |
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10. ST STAAT e TS H ST werd A 2
u(y)=Y,
(a) S SEH Joredr 41 % ? g Sitad faqa @
1 SfEH deey 1 fR sifew ) o7 S &
987 § HROT T

(b) S W T I THA S 1 e B ST Tl
¥, 98 3T/ F9 HI THE 5 @ e

9§ AT & fh Tohe ST &t wifgeran iiﬂaﬁt

iR T %, 36 2rm1 3 S | E. 100
R I8 AT F F €9 H Aftwan fhat afer s
S &I TAR M ?

11. 3 w4 ¥ dfcos gfaum & g & «idia g1 @
Y Th1 1 SIS FHIET |
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