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nd a ice irfu
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5.     gaFT-qa i5Ti3a{ rimzITicaian.vqT ermtiap, ffi
wh ed iFT qlen TqFT fl in rfu i`

',

1.      (a) Explainthe freeriderproblem. Consider a case of       1\            W

two  individuals,  A  and B,, consuming both public         ¢,           ¢`)

and  private  goods,  where  person  A  `is  the  only

contributor to the public good. Illustrate the optimal
consumption for both individuals  ;nd  explain the

free-rider problem.                                                        (9)

(b) Will a monopoly ever Provide an efficient level of
output  on  its  own?        .                                                (9.)

2.,  tr  (a)  What  are  extemalities?  Explain  wh`y  the  tragedy

*±          of the  commons  leads  to  market  inefficiency?

(3+6-9)

6555

(RT)   VEFT v5rfeT5Tca i* H7Ier p =  loo -20 th qFT ch

a 3it 3Hdit fiwi RE aTTia Mc = 20 an al qFT

RE iTRER  HaiF  at  tR  =io  ffiT  VEFT  ian  tfi{

wh a, ch ff{ i} aia. GTfu H{r R' wh an th
S ffiffl Tfca enquiT, gil TTrm rm?       (9)

4.    (EF) qa wh gq f* Ba iaha ct± a. fa a
Gqin 3ir` a HFTFT a., qTaH tit iin wh gp its

iife?                                                         (9 )

(vi)  wh th  fflrfu wh  ctiquiu]chiti  fflfro th iTTrmdi

qfr ira giv an fi                                     (9)

5.     (tFT)  nITfin qTen{ S fro tit a gil Ir erT3EEE

ia{ T{ ira RT wh fi                              (9)

(RT)   TqFTRTqm wh en qTffl{ ffl qffl  ii++tiai€:fi:I:   Q=60-

p. qFT rm afro 6it th ffl]Ta vyE HFFT {io €.I

ffi ffir aiq Hfha en3Ega 3ft{ fro H{ fflT ffi

¥? wi a anT th troth api

(4.5+4.5=9)
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uA¢AJG)=#A+4G-±GZ,     UE¢B,G)=#8+2G-±G2

q5a EqaaFT an w = xA + xB + c(G) a, ri c(G)
= 3G  tllq.ulRcb  HFTFT eqaeT ed th ai7ia a[

(i) HaFT rfu i} iir, G ck xj a rfu Hfin
dPr RE H  (wenRT)  ch iTUTFT iftyi

(ii) HTfaifa-.wh i} itr qFTRTT iae 5T wh
ed gr'

MRsiA  +  MRSB  =  MC(G),

Fill

HTfahaiTTrm G*  ffTHFTrfhaRTa q5=iara{           ttw

in iREl

(iii) ri qth th qTRIT qrmi rfe G < G* th,
chfflTin7qi±  G>G*7         (3+3+3=9)

3.       (tFT)  TTFT rm iaT vqT HgqT TR  io  ch ed`€.  6it ed.

a Hdr Hfffi Etr i% itr E2 th ch dr %,
fflg ian th iRE a.I qfa x qpe an th
aT]Ta c(x) = x2 €, ch il TE Etr R RE-q5FTaen

in fflT a7                                                    (9)
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(b)  Two roommates, A.and 8, must -decide how much

of a public good G (a smart TV) ,to buy.  Each has

PriJvate cbnsumptibn xj and quasi-litrear 3titi|ity:

uA(#Afl=#A+4G-£G2,    UB(#„=#B+2G-±GZ

The total available, income is W = ¥A + XB` +` C(G),

where  C(G)  =  3G  is  the  cost  of -providing  the

public good.                                                         '

(i)  For each individual, compute the Marginal
Rate of Substitution (MRS) between G and

Xi.

I

(ii)  Using  the  efficiency  condition  for  Public

goods'                                                                 '

MRSA  +  MRSB  .=  MC(G),

i

find the soc'iall.y effici,ent level of jtbe public

good G*.

(iii)  Interpret  your  result.   What  h.appens   if

G<G*?WhatifG>G*.?       i.L

(3+3+3=9).
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3.      (a)  Suppos'e  that  10  people  live  on  a  street  and  that

each  of them  is  w`i_lling  to  pay  {2  for  each, extra
streetlight, regardless of the number of streetlights

provided.  If the  cost of providing x streetlights  is
given  by  c(x)  =  x2,  what  is  the  Pareto-efficient
nu`mber of streetlights provided?                             (9)

(b) A mongpolist  faces  the  demand  curve  P  =  100 -
20  and has  a  constant marginal  cost of MC = 20.

Suppose `the government imposes a specific tax of

{10  per  unit,  calculate  the  change  in  the  price

paid  by  consumers  after  the  tax?                          (9)

4.      (a)'`Stat.e and prove walras'  Law,  asstlming there  are

only  two   consumers  and  two   goods   in  a  pure

exchange  economy?                                                     (9)

(b)  How does Arrow's Impossibility Theorem challenge
the  assumptions  of welfare  economics.              (9)

5.      (a)  Explairi how an increase in price level impacts the

efficient otitput  level  in a monopnoly market.    (9)
\

(b)  The market demand curve of the monopoly market
is. given as:  Q=60-P.  Suppos-e the  average and the

marginal  costs  rare  equal  at  {10.   What  are  the
firm's profit maximization output and price levels?
Calculate  the  firm's  profit.                      (4.5+4.5=9)

®.'P

.V
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6.      Write  anote  on  any  three  of the  following:      (18)

(a) Rawlsian Welfare Function

(b.)  Social  and  Private  Cost

(c)  Two-part  tariff

(d)  Price Discrimination

(e)  Deadweight loss under Monopoly

I       (ffl)  rfutigs{HqRITchFTrsE REi iTqfan.,  A  ck B
ti wh tR ia" rm ift tltci.M@ch  6ife iaifi an.

iTH i+ wh. EFT wh ed a., rd rfu  A it
tlic.itlRcb HrmF S ha t} qm rfu rfu €1 aifr.
Ffawh i} itr wh arfu Gqfu aaTET rfu ift-TT5{
HqRIT ch RIP iiftri                                            (9)

(RI)  HT di T5Tife an wh arm a. vat arm ia{ ffiT
an3zgr ch?                                                          (9 )

(E)  qTerT fflT ae €.? ire th RE qTen{ th fflBaiaen
th  dr qfi a rfu a7                           (3+6=9)

(RT)  a wh, A 3it 8 ch qa fitife ffien f iaT Hrirfu
HTm G  (v5 wi an) iin th £] Hdr iFT
ira 3qha x; £ 3it ant-RE 3qrm £ :
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