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[This question paper contains 8 printed pages.]
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Instructions for Candidates

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

2. All questions carry equal marks (18 marks each).
3. Attempt any five questions.
4. Use of a simple calculator is allowed.

5. Answers may be written ¢ither in English or Hindi;
but the same medium should be used throughout the

paper.
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(a) Explain the free rider problem. Consider a case of
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 and explain the
free-rider problem. )]

(b) Will a monopoly ever provide an efficient level of
output on its own? €2

(a) What are externalities? Explain why the tragedy
of the commons leads to market inefficiency?
(3+6=9)
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(@) T TwitsRaE & wE P = 100 — 20 W 9% B
8 3 St iR @i am MC = 20 2% 1w
AT TWEHER TAF THE W 00 1 T 8w w
T B, WS qE IJuAGET B S R AR i
ﬁﬁmmﬁﬁm,wﬁmaﬂm? (9)

(%) o5 W gu & ye R siemer ¥ @aw &
I I S A S, SIo o W SE g0 g
g ? ‘ (9)

(@) W FEEE T FHeAUE ST o st
H HY G IR B (9)

(F) THRER R ¥ O W) W GeRd GO ASeYe
W W DY WG I B (9)

(@) TR SISTR ST STOIR W97 o Refeiiae: Q=60-
P. W A StEa 3R Qe SR e 9 <10 B
T H AN ACEHT HSCYE IR A WR T B

T? W W W W AT i
(45+4.5=9)
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1 1 (b) Two roommates, A and B, must decide how much
— — 2 -3 — 2 .
UA(x“" G) =%, +46 =56, Up(tp, G) =25 +2G ~ 3G of a public good G (a smart TV) to buy. Each has
. private consumption x, and quasi-linear utility:
o ST A W = x, + x, + C(G) 8, %8 C(G) : '

= 3G UAWAe A SUTET U @ AR Bl

1 1
(xA,G)=xA+4‘G“""Gz, UE(xB,_G),=xB+ZG—_Gz
UA 2 l 4‘

() v =i & fre, G 3R x, & 9 AiReeneT
R Gd W (THARGE) W A AR

The total available income is W = x,; + xy + C(G),

(i) 3 fre Rafy 1 ST where C(G) = 3G is the cost of providing the
(i) W A A D) ,

public good.

@ T,
(i) For each individual, compute the Marginal
MRS, + MRS, = MC(G), Rate of Substitution (MRS) between G and
. : Y o2 ..
WA G G* ST UM €7 ¥ S W) W % b ,
I SR , (ii) Using the efficiency condition for public
' , goods, '
(iti) s R = =wEn KR AR G < G* B, x
q @ BA? AR’ G > G*? (3+3+3=9) \ MRS, + MRS, = MC(G),

H

4 » | find the soc'iall'y efficient level of ‘th_e; public
3 (%) 99 AT fF vH 95w W 10 A B 3SR I good G*,
A 7w SReT Weare & o 2 3 @ R 2,
@R et @ eare @ AR x Eease o
AR o(x) = x2 B, W N T Weense 9 R - qaea
HEm o 8! (9)

(iii) Interpret your result. What happens if
G <G*? What if G > G*? =
(3+3+3=9).
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(a) Suppose that 10 people live on a street and that
each of them is willing 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) = x?, what is the Pareto-efficient
number of streetlights provided? )

(b) A monopolist 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 consumeis after the tax? ®

(a)'State and prove Walras’ Law, assiming there are
only two consumers and two goods in a pure
exchange economy? ®)

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

(a) Explain how an increase in price level impacts the

efficient output level in a monopoly market. (9)

(b) The market demand curve of the monopoly market
is given as: Q=60-P. Suppose the average and the
marginal costs -are equal at ¥10. What are the
firm’s profit maximization output and price levels?

Calculate the firm’s profit. (4.5+4.5=9)
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6.

Write a note 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

() W TR WA T e HRW A =R, A IR B
& Wi W AR AR W edehe sk el @Rl
WE & GAFl o WA R 8, oEl ok A &
WIS AW § QRTER o I el Siae 21 aWl
=il & R Te8 Sew ST TaEy SR - TEE
TRAT W T (9)

(@) o0 T THRER N F0 AT F TH FEW T B
JICTE M7 (9)

(%) I N S B 7 e o TS SISTR S ST

AR T A T 27 (3+6=9)
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