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1.

Write your Roll No. on the top immediately on receipt
of this question paper.

2. Answer any three questions from Part-A and any
two questions from Part-B.

) 3. Answers may be written either in English or Hindi;
but the same medium should be used throughout the
paper.
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2. HANT-U ¥ &=l 9 vt &1 IR 3R WnT—oft 3 s |y (i) Write the equation for the short run supply
TFA I ITR T | ' ) curve of the firm.

3. TE V- U ol IR et A fEE fondt ven s i SifSte, A

(i) Find out the shutdown point of the firm

A I AT WA TR € BT AR | .
and the shutdown price.
PART - A ) ) (iii) Write the equation of long run supply curve
of the firm if its long run cost function is,
1. (a) A family has monthly money income of %4000 C=0.5Q° — 12Q% + 80Q.
which it spends on food (x,) and other goods (i)
Draw and write the budget equations of the family Also determine the minimum efficient scale
for following cases : ) 7 . (MES) of the firm.
(i) If there is 10 percent food inflation in the ) . (b) What is Lerner’s Index? Explain the implications
current month and government announces of this index on price setting power of the firm. A
30 percent general subsidy on food items. firm faces an elasticity of demand (e, )~-2 for

N ) its product, calculate its mark-up over marginal
(ii) Suppose the government provides monthly

_ cost. (9+6)
food stamps worth 1000 for free to this ) )
family, how does the budget line change (%) o R W @ PR el T wee W
for the family?

(iii) How would this family’s budget constraint
SC =120 + Q% - 18Q% + 96
change if the government replaced the food Q Q Q

stamp program with a cash subsidy program

P.T.O.
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7. (a) Consider the following short run cost function of

a competitive firm,

SC = 120 + Q% — 18Q* + 96Q

6631 3

that simply gave this family ¥1000 in cash
instead ¥1000 in food stamps? Which

would the family prefer, and why?

(b) A consumer’s preferences for chocolates and other

goods is given by the following utility function:

U:f(x,y)=20\/;<_+y

where ‘x’ and ‘y’ represents chocolates and other

goods respectively:

(1) Show whether these preferences satisfy the

assumptions of well-behaved preferences?

(i) Are these preferences homothetic

preferences?

(iii) Draw the Engel’s curve for chocolates if
the prices of chocolates (P,) is ¥5 per unit
and price of other goods (P,) is %1

respectively. (9+6)

P.T.O.



6631 4

(%) v iar =t e 3 24000 B R 98 se (lx,)

I S (xz)ﬂﬁﬁmﬁlﬁﬂ%ﬁaﬂ“

Rufeal & v 38 aRar =1 swic weitewr s Ee 3R
forfag -

(i) 3R = wEW X 10 vl @ AR Ed
2 3N WER WE TgH W 30 WS R
afsast w1 VA R B

(il) W= oifoe foF war 3@ 9Rar = 7000 &
W w3 WHr AR A WA wl B, o =4
IRaR & WE a5l @ET A FA TSl B ?

(iii) 9 IRaR & ate wfowe A @ qeog e A
TR T IRAR A 71000 & HE WA D a9l
31000 e WA Wer Wl 27 I qRaR
fre Wi @ wEe waEn, Sk e

(@) wifercic 3R 7 TGN A waler Iusiear & FhEA
Freafafaa swifian wom g FufRa 2 2

6631 17

(iv) If wage rate rises from 0.4 to 0.6 per
unit of labour, calculate the substitution and
output effect on labour demand due to wage

rate hike.

(b) Explain the following properties of total cost and

profit functions:

(i) Total cost functions are concave in input

prices.

(i) Profit functions are convex in output

prices. (9+6)
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6. (a) The market for mineral water is a competitive

; . U=f{x,y)=204x+
market. A firm Alpha Inc. produces packaged (x y) Vx ¥

bottles of mineral water with the following WE x’ ARy’ wEAW Wi 3N I awgHA w
production technology : oty ® -
) ) (i) TE =aig fo a1 ¥ 909aN |g HEeR el adad

q=f(k,1)=min(Vk,2v1)
o A F W R B 7
where, q is quantity of water bottles produced in
thousands, 1 and k are labour and capital inputs T (i) 0 A TqE B €7

respectively.

(iii) afe =iferoe @ FE (P,) 35 Wi 3T SR 3
(i) Write the equation of long run cost function a1 e (p,) 4 AR T 2, A

for the firm. .
& v oaw 9% =\

(ii) Write the equation of long run supply curve

of the firm.
2. (a) A consumer equally prefers 2 cans of Coke or
(iii) If the firm sales each bottle at market ) ) one bottle of Pepsi and has 120 to spend on
price of 220, pays rent on capital, v = %0.1 these two goods.

per unit of capital and wage rate, w = 0.4
) o (i) Represent the consumer’s preferences with
per unit of labour, calculate equilibrium
. appropriate utility function and draw the
capital and labour demand and total output PPIOP ¥

of the firm. demand curve for Coke.

P.T.O.
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(i) Find the optimal consumption bundle chosen substitution (RTS) is unambiguously diminishing for
by the consumer when a can of Coke costs ‘ the following production function:
¥5 and a Pepsi bottle costs T8 in the
Q = 15K2L2 + K23 (9+6)
market.
. : &) f=fofas Semes ol % @ v@w @ g, w8
(iii) If the price of the Pepsi bottle rises to ) ) (=) L

wiawer 3R wRET A ()@ Fufkor S

¥12, calculate the price effect, substitution

effect and income effect of rise in price
1

oS

on Pepsi consumption. A |
(i) Q:[K2+L2}
(b) A farmer produces 6 quintals of wheat and 4
quintals of potatoes annually. He consumes both (i) Q = AKeL!=
the goods and his preferences over these two goods - .

e s 2 2
are described through a utility function, () Q = 16 K* + L + 8 KL

5 3 (@) doeiienl wfeaa @ 99w (RTS & s@ &
U=t(w.p)=wipt: R wE W st T o S s S e
(i) Find his optimal consumption of wheat and ) ‘ e et @ e it Tge WR s
potatoes if the market prices of Wheat (P,) Fife s foe st afvers ot @«
and Potatoes (P ) are 1200 per quintal (e ) Ffafas Seame wawe & fow w1 w1

and ¥600 per quintal respectively. A TR W R

Q = 15K2L? + K2L?

P.T. 0.
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PART - B

5. (a) For each of the following production functions,
determine their returns to scale and elasticity of

substitution (o).

A
(i) Q:[K2+LZ}

(i) Q = AK“L'™®

(i) Q = 16 K2 + L2 + 8 KL

(b) Explain the reasons for diminishing marginal rate
of technical substitution (RTS) and its implication
for the shape of the isoquants. Determine the in

put limits for which marginal rate of technical

6631 i

(i1) If the price of potatoes (Pp) rises to 3900
per quintal and of wheat remains unchanged,
calculate price effect, substitution effect,
ordinary income effect and endowment
income effect of rise in potato prices on

its consumption by the farmer. (9+6)
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dollar per kilogram. The probability of sun is three-
fourth, and the probability of a hurricane is one-
fourth. Marry’s indifference curves are given by

the following formula:

(i) Calculate certainty equivalent of Merry’s

uncertain consumption bundle.
(ii) Calculate her risk premium.

(iii) If she can purchase flood insurance for a
premium of 40 cents for each dollar of
promised benefit. How much insurance will

she purchase? What will she pay for it?

(iv) Calculate the value of insurance.

(b) What is hedging? Explain with the help of
appropriate diagram that strategy of hedging
ensures better outcome under uncertainties.

(9+6)

6631 B

3. (a) Jatin’s income in the current period is 10,000
and it will be 20,000 in the next period. He spends
his entire income on consumption of goods in both
the periods. The inter-temporal preferences of
consumption in the current and future periods are
described through the utility function, U = f(c,, ¢,)
= min(2¢,, ¢,). Where, C, and C, are the units of
consumption in the current and future periods

respectively.

(i) Find Jatin’s optimal consumption units in
each period, if he can borrow or lend at 10
percent interest rate. State whether this
person is net borrower or net lender in the
current period? Assume prices in the

current and future periods, p, = p, = 1..

(ii) If the interest rate rises to 15 percent, find
his new optimal consumption units in each
period. Calculate the price effect, substitution
effect, ordinary income effect and endowment
income effect of rise in interest rate on his

current consumption?

P.T.O.
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(i) Is there any welfare effect of change in

interest rate in part (ii) above for this

consumer? Give appropriate explanation.

(b) Why overtime wage hike rather than general wage
hike is a certain way to increase labour supply?
Explain with the help of appropriate diagram.

(9+6)
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4. (a) Merry can spend $500 to buy food if it’s sunny
but will lose $400 if there’s a hurricane (due to

property losses from flooding). Food costs one

B. L0,



