No. of Printed Pages : 8 MEC-001

MASTER OF ARTS (ECONOMICS)
Term-End Examination
June, 2022

MEC-001 : MICROECONOMIC ANALYSIS

Time : 3 hours Maximum Marks : 100

Note: Attempt questions from each section as per

instructions given.

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

1. Consider an economy with two persons A and B,
and two goods 1 and 2. The utility functions of
the individuals are :

A .
U™ = x4 Xo4;
UP = (xyp X5 + 5)°
and the initial endowments of A and B are given
to be :

W, =(6, 2) and Wy = (2, 6).
(a) Draw Edgeworth Box and show the initial
endowment of the economy.

(b) Find the set of Pareto-efficient allocations
and show your result on the Edgeworth
Box.

(¢c) Find the competitive equilibrium of this
economy.
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2. A monopolist operates two plants : 1 and 2. The

marginal costs of the two plants are given by
360 — 14x — 2x2 and 310 — 15x — x2, with x
representing units of output produced in each

plant. If the price of this product is given by

396 — 4x2, construct the overall marginal cost

and determine profit maximising output in each

plant.

3. (a)

(b)

4. (a)

(b)

MEC-001

What do you understand by a pure public
good ?

Suppose there are only two individuals in an
economy. Their respective  marginal
valuation curves for a public good x are
given by MV, = 100 — 2x and MVy = 25 — x.
The marginal cost of providing the public
good is given by MC = 100 + 2x. Find the
socially efficient quantity of public goods.

Discuss the problem arising out of the
presence of hidden action and hidden
information.

Discuss the concepts of screening and
signalling under asymmetric information.



SECTION B
Answer any five questions from this section. 5x12=60

5. Suppose there are two goods, consumption C
with price = 1 and leisure R with price W = 8.
The endowments of the two goods are given
by C = 0 and R = 24. The utility function is
U(C,R)=21og R + log C.

How much labour should be supplied and how
much consumption chosen ?

6. A representative household’s consumption in an
economy is denoted by C, and C; for present and
future consumption. The market rate of
borrowing is given as 10%. Suppose the
household has current wealth W, = ¥ 100 and
future wealth W; = 120. Determine the total
present value of your wealth.

7. Two firms are deciding simultaneously whether
to enter a market. If neither enters, they make
zero profits. If both enter, they make profit of —1,
since the market is too small for two firms. If
only one enters, that firm makes high profits.
Such a game is summarised in the following

table :
Player 2
Enter Do Not Enter
Player 1
Enter (-1,-1) (10, 0)
Do Not Enter (0, 5) (0, 0)

What are the pure and mixed strategy Nash
equilibrium of this game ?
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10.

11.

12.

Suppose Anita’s utility function is

1000
is ¥ 36,000. However, there is a 50% chance that

she will face financial loss on being taken ill and
the income is likely to reduce by ¥ 20,000.

Y 1/2
U= [ j . Her initial income when healthy

(a) Find the expected value of her income.

(b) What expected utility will she have, given
the possible state of her health ?

(¢c) What is the risk premium she will be
willing to pay to cover the risk of sickness ?

Explain with a diagram the basic Williamson
model of managerial discretion and show that the
expenditure on staff is greater under this model

as compared to profit maximisation.

Would you prefer Pareto’s approach to welfare
analysis over that of Pigou ? Why or why not ?

Elaborate your viewpoint.

Write notes on any two of the following :

(a)  Producer’s surplus and Consumer’s surplus
(b)  Second Welfare Theorem

(c)  Hotelling’s Lemma

Evaluate Baumol’s model of alternative theory of

firm.
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Qe &
39 @UE & fH51 31 I91 & I 9T / 2x20=40
1. #H ofifse foh e srefeyaeen 4 A W@ B @ Ik @
3N 1T 2 3 I&C 8 | QI ARRA o ITARCT
Hod faiad & -
UA=X1AX2A;
UB=(X1B X2B+5)2
qAT A T B < Mafeh gmied 39 TR & TS @
W, =(6,2) W Wy =(2,6).

() Uotad S SIS SN srefeyaEen i A
YHIGT <l ST |

(@) WG e o FH=I Hl @IWC 3R T5ad
ST T 37T IROMH S8 |

(M) 3| rfeawA % Uiwdel AT S gaT @Sy |
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2. U UHUSRAE! g HREH 1 Td 2 TaETed Ll
2 1 ¥ dF wrEHl Al Hwd  @rd
360 — 14x — 2x2Wd 310 — 15x — x2 &, &l x IIh
HIEH & IcUTET <hl ghT3aAT ol <uiaT & | Ife 39
I B oI 396 — 4x2 7, UY U ATTG I
Fmtor HifST K T3 FREH & A H Tfhan
T 91 Ic4Ted ol gt Hifsu |

3. (%) fosrg grdaifes a%q & M9 R T & ?
(@) uM AT foh 3referaen 4 shad g <R 2 |
3 Al <l WA a5 x o foIg HHia
AT a5 @ :
MV, =100 - 2x Td MVp = 25 - x

qrEafTe a5 IUed HUH hl HHG AR
MC = 100 + 2x 8 | HTAI-eh a%q hl HHITh
Y Y $HI T I Il AET |

4. (%) BN T Flar @ foft g JTEHEd H
uferfa @ 3 BH ol §HEn WSt
HIT |

(@) i TS o dad ATLIRN ShifHT 3R
fomfem w ==t fife |
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Qe @
39 @UE T 5] gier I941 & I v | 5x12=60

5. WH Wi foh @ a&qU &, 399 C e 1w = 1
BN @™ R o qer W =828 | 4
JEGAT hl gHiqE C =0 Td R = 247 | STAA@
B B

U(C,R)=21og R + log C
foran osm i egfd 1 S =fEe o fRae @ua
%1 =9 TR ST =fET 2

6. TH Ffawen § TH UMM qfEr Hi @uq H
FauH 3R Hios S @ud % Y €, W C, g
Tuiar ST R | SUR G SR @ 10% o T
2 | 9A e f ufer & wm gdam H@ufa
W, =< 100 ©d Hfoey gufd W, =120 2 | 3ot
TS T Pt IddH g Fuffa Fifs |

7. < HH TH A1 Fuig & @i E 7 99RO yay
1 T | Al gFl wH oW T R, 3% I Ay
B | Ife ST SR # YaW Lt 8, @ 3= -1
AT BRT, Fifh SR &1 BHT % ¢ 950 Biel 3 |

Jfe Shad T & Y9 AT B, dl 98 BH I ATH
FA & | T Wa AHfafgd arfeesr § gaifua
IERIRICIE
Tgeret 2

TS EENIERCT)
Ragaret 1
AT i (-1,-1) (10, 0)
FENIERET) (0, 5) (0, 0)

39 W9 i g R @ wHifa 39 e (Nash
equilibrium) FT g ?
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8. WWWW?@'&WWU:(%)UZ

2 | T g9 W 3T IRITH ™ T 36,000 B |

gTeA((oh, 39 ST <hl 50% TS & foh SR B9 W

30 foflw Jopam &1 AT ST 99 R o °

T 20,000 T FHHY B H HHEAT 7 |

(%) IGeh! AT HT TUfT g AT I |

(@) & 7 owifea @wren i foufd =, @R
TR IR @@ gnt 2

() 3| SHE % AEH B HAR B & € T8
fepam Siiftaw SAftRM ¢4 1 dar grft 2

9. TEuhE foos & U fafcme uied #I 3IR@ %
Ty TSy IR fem@msu o oy i Afehay s
H g W 3H Uied o dgd HHATE W Ed
At B |

10. T 319 Heaol favesor % Wl oo &l 9 4
QT YAl o ? b STdT 9d J@l 2
gfEeniv ot foega hifST |

11. F=fafaa & @ Tl g7 W fewfimt fofaw
(%) fmfar srfemiy Ta IuvihT STfemiy
(@) gTEu amsrl faga
() Brefew &1 WY

12. ®H % dehfcush G o STHIA YW T Jodrehd
HIT |
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