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Instructions for Candidates

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

2. The use of Scientific calculator is allowed.

3. Attempt any Five questions.

4. Answers may be written either in Hindi or English,but the same medium should
be followed throughout the paper.
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Q1. Consider a monopolist with linear demand Q = 1200 - 15P and cost function TC(Q) =
(1/15)Q* + 5000.
(@) Calculate monopoly output, price, and total profit when the firm charges a single
price.
(b) Calculate consumer surplus and deadweight loss. Draw a diagram showing the
deadweight loss. (9+9)
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Q2. A monopolist serves two consumer types: Type H has demand Q1= 30 - 2P and Type

Q3.

L has demand Q. = 20 - 2P,. Marginal cost MC = 5. Both groups are equal in size.

(@) Under third-degree price discrimination (the monopolist can observe each
consumer's type and charges a uniform price to each group), calculate the price
and quantity for each type. Now, suppose types are not directly observable,
explain why Type H consumers would want to misrepresent themselves as Type
L.

(b) How can the monopolist prevent this misrepresentation using second-degree
price discrimination (self-selecting menus)? Explain the concept and the role of
the incentive-compatibility constraint. (9+9)
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(a) Define monopolistic competition and explain its key features.

(b) A firm operating under monopolistic competition faces demand P = 16 - 3Q and
total cost TC = Q2 + 16 (so MC = 2Q and ATC = Q + 16/Q). In long-run equilibrium
with free entry/exit, find equilibrium output and price, calculate economic profit,
identify the minimum-efficient-scale output, and compute the firm's excess

capacity. (9+9)
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State and prove the First Welfare Theorem.

In an exchange economy: UAXX,Y) = X®3Y%2, UB(XY) = X05.Y05 with WA = (12, 6)
and W8 = (6, 12). Find competitive equilibrium and verify Pareto efficiency. (9+9)
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Define different ways of getting social preferences. State Arrow's Impossibility
Theorem.

The problem with majority voting and rank-order voting is that outcomes can be
manipulated by astute agents. Explain with one example each. (9+9)
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Explain the free-rider problem in public goods provision. Why do private markets

fail to provide the efficient level?

For a public good G with quasilinear preferences Ui (x, G) = xi + Vi(G), suppose

v1(G) = 10-In G and v,(G) = 6:In G, and the marginal cost of producing G is 4.

(i)  State and derive the Samuelson condition (£ MRS = MC) for efficient public
good provision.

(i) Compute the Pareto-efficient level G*.

(i) Compute the level GN that would be provided if each consumer acted alone
(private provision), and explain why GN < G* — linking the result to the free-

rider problem in part (a). (9+9)
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Explain the Second Welfare Theorem and its implications.

Consider an exchange economy with two consumers and two goods. Preferences

are UAX,Y) = In(X) + In(Y) and UB(X,Y) = 2:In(X) + In(Y). Total endowments are X =

20, ¥ = 20, with initial endowments W* = (10, 10) and W8 = (10, 10). The planner

targets the allocation A = (5, 8), B = (15, 12).

(i)  Verify that the target allocation is Pareto efficient.

(i) Find the supporting price ratio Px / Py.

(i) Compute the lump-sum transfer (in numeraire) required so that, at those
prices, the competitive market delivers the target allocation. (9+9)
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