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MASTER OF ARTS (ECONOMICS)
Term-End Examination
December, 2017

MEC-001 : MICROECONOMIC ANALYSIS

Time : 3 hours Maximum Marks : 100

Note : Attempt questions from each section as per instructions
given under each.

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

1. Consider the following pure exchange economy
with two goods and n consumers. The aggregate

n
endownment is givenby )" wij = (20, 80) and the
i=1
aggregate demand function for good 1 as a
function of the price vector p = (pl,p?) is given by

$ - 50

iq! 2
=1 p'(p + p?)
(@) compute the competitive equilibrium price
P/ pd.
(b) compute the aggregate demand function for
good 2.
2.  (a) Discuss the reasons why asymmetric
information can be a source of market
failure.
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There are two types of used cars available,
high quality and low quality, with the sellers
who know the quality. However, buyers
are unable to distinguish the quality.
Assume that the seller of a low quality car
will sell for ¥ 50,000 and the seller of a high
quality car will sell for ¥ 1,20,000. Buyers
are willing to pay ¥ 70,000 for a low quality
car and ¥ 1,50,000 for a high quality car. If
we assume the probability of obtaining a
high or low quality car is equal, how much
a car is worth ? Use your answer above to
explain why market failure has occurred.

Compare Cournot competition with
Bertrand competition for homogeneous
product industry comment on the key
assumptions and results of each.

Two firms face demand functions :

q;=90-2p; +py 42=90-2p,+p;.

They do not have variable costs. Compute
the equilibrium prices, quantities and profits
of the firms under cournot competition and
Bertrand competition. Explain the
differences, if any, of the equilibrium
variables that you computed.

Do you agree with the view that not every
pareto efficient outcome can be regarded as
desirable ? Give reasons in support of your
answer.

What is scitovsky set ? Explain in details
how does its use help explain efficiency
conditions for Pareto optimality.



SECTION - B
- Answer any five questions from this section. 5x12=60
5.  Consider the following version of the prisoners
dilemma game :

Player - 2
Cooperate | Cheat
Player - 1|Cooperate 15,15 0, 50
Cheat 50, 0 10,10

(a) What is each player's dominant strategy ?

(b)  Explain the Nash equilibrium of the game.

() Compare the Nash equilibrium with Pareto
efficient outcome of the game.

6. Suppose that the probability of meeting an
accident is 3%. The average cost imposed due to
itis ¥ 1,00,000. Assume that the average car driver

has preferences given by u(l) = /I

(a) Assuming that this individual earns
< 1,00,000 per year in income, calculate his
expected utility if he buys no insurance.

(b) Calculate the cost of this policy to the
insurance company. ‘

7. On the eve of a cricket match against Australia,
your initial wealth is Wo=1000 and the chance
of India winning is 50 : 50. You can bet at fair
odds, taking either side to win and betting any
amount of money you choose. You are an
expected utility maximiser and your utility
depends on your final wealth W and whether
India wins (P) or Australia wins (Y). Specifically,
u(W, P)=2W"% u(W, Y)= W*

(a) Show that at any level of initial wealth and
without any bet, you prefer India to win.

MEC-001 3 P.T.O.



10.

(b) Find the optimal amount, X, that you will
bet on India to Win.

(c) Having made the optimal bet, do you still
prefer India to win ?

Explain why the assumption of profit
maximisation theory is not reasonable. Which
model can be used to support your argument ?
Discuss its features.

There are a large number of commuters who
decide to use either their cars or the metro train.
Commuting by train takes 70 minutes irrespective
of the number of commuters taking the train.
Commuting by car takes t(X) =20+ 60 X minutes,
where X is the proportion of commuters taking
their cars, so 0=X=<1.

(a) What is the proportion of commuters who
will take their cars if everyone is taking her
decision freely and independently so as to
minimise her own commuting time ?

(b) What is the proportion of car uses that
minimises the total commuting time ?

A consumer consumes two goods, x; and x,, given
prices P; and P, . The consumer has an income Y

and utility function u(xy, x3) = Jmin [x, x2].

(@) Write down the consumer’s cost-
minimisation problem. Then derive the
Hicksian demand functions and
expenditure function.

(b) Use the duality theory to derive the indirect
utility function. Then derive the Marshallian
demand functions.
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11. Suppose a firm’'s cost function is differentiable.
Let x;(w, y) be the conditional input demand for
input i, where w is the vector of input prices and
y the output. Prove the following :

(a) %ﬁ—")su

(b) x(tw, y)=x,(w, y) for any constant t>0.
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TAT, (A9 )
|ATa qae
fewwr, 2017
w001 : Gaw (=|Afe) anfiew faverwor
qT :3 g2 HEHTT HF : 100

Ne: g% @E T (TR 79 & IW (@ |

s -&
Tq @ A fardl & weAl & W fag 2x20=40

1. 39 fagg fafr srdferaeen @ faar & : 3899 wad
‘o’ et iR S Tl ¥ | Tehel TR Huet wiRa ¢

iwij= (20, 80) | TE T ! HFHel W HIFA wiaw

i=1

FHERHAFEIATEL:

(20p +80p )p
i(p)=
Zx P p'(p’ + p)

(a) T TEEA FIA (p!/p?) F e B
(b) T H THA T FEH H Al B
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2. (a) == W fw feE yor SHedl H sHfEfd
HISIR S fawerdr &1 SR o9 et ¢ |

(b) T FER FI GO FN I9ASH § : IA T[OEI
At 3R ufen, fheg ST TuEE 1 I9 Had
foshar T B 1 a1 FRI Y U H WS T
T =fem SR fagar 3@ T 50,000 § =
wean & 3R afgan =1 faskar € 1,20,000 =
21 wier ufem & fo T 70,000 qen sfgan &
T T 150,000 M 1 TR B FFA g1 AR
FR ¥ 3= T1 ", fere F wifigwand g9
3 oY forelt R 1 W o HE R AW 2 A
39 I 1 TN 9 gHFN T Tl SR =i
fawet B T R

3. (a) UIEY IEE AN A T F FOIl IR 9 ufa
TH & g F T A w & ArIars
3R aftomf v A oft w

(b) A FH F FHY  TITTH T
q;=90~2p; +py, 4p=90-2p,+p;
wuf @t g afiadl @ & ¥ I wged
HiTdl, Sared iR @9 H1 iEHed O iR
¥ i aFi & favia wL | tiwfera vt 7
T afg P iR & A TR T ot F
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4. (a) AW fTUR | v ¥ f vdw & 2w
Wﬁaﬁawﬁmﬁ%’

A IWFUH A Ah <
(b) Wiawh wq=a T Tas 2 fowr wfEd wwesy
for 4 anvifeea +1 e iR 1 =ren o
3 g yer yam faa s #
s -T
WES AR WA TFATA R ¢ ‘ 5x12=60

5. a3 H gfaw yfowm & e yfoese w faem =

fodfta faart-2
, e E|
wo faendt- 1[wsdm | 15,15 | 0,50
Ex 50,0 | 10,10

(a) A% faard =t voa gfa w0 @it ?
(b) U EA T AV WA THIAC |
(c) %mﬁ%ma@?%wﬁu

MEC-001 8



6.  qHA T v (W) 3% B | W IRoTH ey
e arelt 3irad e €1,00,000 §1 SfEd ®R AT

1 o wed € ul) = V1

(a) afs % = o R H  1,00,000 FHE E AR
it T U o IHH ST T A W ?

b) SR W T A v W e
T ?

7. onefam ¥ fawg fde 9  T6 @ 9&A A0S

~ YR HUE Wo=1000 3R yRa & fasrit 2
WA 50 : 50 ¥ 1 39 Ayl v o U et
oty & T €, 39 I ) Uit ot o Fyifa &
A 1 379 wena a1 srafera swhfiran &t stfehad
1 IR § 3R 9 snumt AW Wug F AW W adt
e # oo (P) @ seeferan & fawrg () W ff
2 s ww R

u(W, P)=2W¥, u(W, Y)=W*

(@) <uid fF wifus Gt 3o ff & ok =8 w
T A1 319 v @t faerg 9|

(b) % T W TH X @ B W AT 9K R
fasr g | oA S TR

(c) TR WA R F 1% o F1 39 WK i faera
e ? |
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10.

ARy T sifueram @y 1 At =i sitfere goi ==
B ? A9 A9 q & 9 ¥ foy wfqwm &1 w9
HE? 3T YaEH F1 T T |

T2 a1 fR 319t R &1 7 e & Fofg e 9
et =it fowmer e @1 B ¥ amn ¥ 70 fae
R E e e anh sod T s @ E | SR I
H O W9 £(X) =20 +60 X, 5@ ‘X’ g FR FI
HT F1eT A 1 U I T, 0<X<1.

() I A @I AR D
e w3l 1 fanamr U 19t SR R e
I, A T8 ST A G9Y A9 T G ?

(b) R YA KW AA H F AU FA A
Aty 1 ATH FT Yhal & ?

Toh IR Q) S, v, R x, F I FE R,
TR HHd SHAE: Py IR P, €1 SuviE w s Y ®
AR FHH ST B u(xy, xp) = Jmin [xq, 15]
g

(a) 39 IUHIKI & FATH ARG gHET F T
Feafd & |

(b) Toeia g fagia 1 wam =R stycae SeRfim
AT Y LA D | ITRT FANT H AR
AT Herd Siskfed B |
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11. & F NG FoA HOHd ¢ | STH! EHE ‘¢ H 9
G T WA xy(w, y) B 1 FE w G ST HAA
iy qe y 51 Seed 1 & fe@ma w1 @ fag
Y
9xi(w, y)

(a) TWT-SO.

B)  x(tw, y)=x(w, y), TR 3 t>0 =1 FE o
Skl
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