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MASTER OF ARTS (ECONOMICS)
(MEC)
Term-End Examination
December, 2025
MEC-001 : MICRO ECONOMIC ANALYSIS

Time : 3 Hours Maximum Marks : 100

Note : Attempt questions from both Sections as

per instructions.

Section—A

Note : Answer any two questions from this
Section. 2%x20=40

1. State the Pareto efficiency conditions for the
provision of a public good. Show that if the
sum of the marginal rates of substitution is
greater than the marginal cost, then more
of the public goods and less of the private
goods should be provided.
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2. Consider an industry with two firms each

having a marginal cost C'(q)=0. Let the

market 1inverse demand function be
P(Q) =100 — Q, where Q=¢q; +q5.

(a) What i1s the Bertrand equilibrium level
of output ?

(b) If firm 1 acts as a leader and firm 2 as a
follower, what is each firm’s output in

the Stackleberg equilibrium ?

3. A monopolist has a cost function of C(y)=1y.
It faces the following demand curve :
0, forp>20
D(p) = @, for p < 20

(a) Find the profit maximizing output.

(b) If the government could set a price
ceiling on this monopolist to force it to
act as competitive firm, what price
should it set ? What output will the firm

produce in such situation ?

4. (a) Discuss the importance of the two
Fundamental Welfare Theorems.
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(b) What 1s a social welfare function ?
Discuss the importance of the Bergson-

Samuelson social welfare function.

Section—B

Note : Answer any five questions from this
Section. 5x12=60

5. Critically examine the alternative theory of
the firms given by William Baumol.

6. Consider a lottery with three possible
outcomes : ¥ 100 will be received with
probability 0.1, ¥ 50 will be received with
probability 0.2 and T 10 will be received with
probability 0.7.

(a) What is the expected revenue of the
lottery ?

(b) What would a risk neutral person be
willing to pay to play the lottery ?

7. (a) Distinguish between  pure-strategy
Nash equilibrium and mixed-strategy
Nash equilibrium. When 1s a mixed

strategy used ?
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(b) Find all the Nash equilibria of the

following game :

Player 2
Left Right
Player 1 Up (5, 4) (1, 3)

Down (4, 1) 2, 2)

Write short notes on the following :

(a) Merit goods

(b) Hotelling's lemma

(¢) Consumer’s surplus

Consider a consumer with a 2-period
horizon. His utility function is U=xx,,
actual income 1s y; = 10,000 and expected
income in second period is y, = 5,250. If the
rate of interest is known to be 5% per
annum, find his optimum consumption
expenditure.

What is the theory of the ‘Second Best’ ?

Prove the theorem with the help of a

diagram.

A-35/MEC-001

Downloaded from www.IGNOUBABA.com



[5] MEC-001

11. Discuss the approaches adopted by Pigou
and by Pareto for analysing the problem of
Welfare Economics.

12. Consider the production function :

1-
y =[xy, x9) = a7

Obtain the input demand functions :

x1(p, wy, Wy, ), x9(p, Wy, Wo,0)
The profit function n(p, w;, wy,a) and the
supply function y(p,w;,wq,0). Here y is
output, x;,x9 are the inputs, p is output
price; wp,w, are the input prices and w is

profit.
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