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Instructions for Candidates
1. Write your Roll No. on the top immediately on receipt
of this question paper.
" ‘ 2. The question paper consists of twe parts i.e., Part A
and Part B. ’
3. Answer to question 1 from Part A is compulsory and
)
! answer any four questions from Part B.

: 4. Answers may be written either in English or Hindi;
but the same miedium should be used throughout the
paper:
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Section A

Answer all parts. Each part carries 3 marks.

(a) Explain how a budget constraint changes
when the price of one good decreases. Illustrate

diagrammatically.

(b) Distinguish between perfect substitutes and perfect
complements. preferences. Give, suitable utility

functions.
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(c) Define the marginal rate of substitution (MRS)

and explain how it relates to the slope of the

indifference curve.

(d) A consumer’s income is ¥100, the price of good
X is 10 and of good Y is %20. Find and draw the
budget line. How will it change if income rises to

.
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X (e) What is the Slutsky decomposition? How does it
separate the income and substitution effects of a

price change?

(f) Explain briefly the concept of expected utility and

its role in understanding risk aversion.

P.T.O.
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Section B

Attempt any four questions.

Each question carries equal marks.

2. (a) Compute the jncome and price elasticities of
demand for both goods. Using your results, classify
the goods as normal/inferior and substitutes/

complements, ©)

(b) Suppose a firm’s short-run production function is

given by: Q = 10L - L,

where Q = Total Output (or Total Product),

and L= Units of Labour employed (Capital is

fixed).

(1) Find the Marginal Product of Labour
(MPL) and the Average Product of Labour

(APL).
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(ii) Determine the level of labour () at

which Total Product (TP) reaches ‘its

maximun.

-

(iii) Identify the level of labour at which
Marginal Product (MP) and Average

Product (AP) intersect. (6)

al 3. (a) Define and derive the Slutsky equation. Explain
4 graphically the substitution and income effects of

a fall in the price of good X. )

(b) Using the following data, compute the substitution

and income effects:

Initial prices: Price of good x = 4, Price of good

y = 2, Income (M) = 40; utility function (u) = xy.

n

1 Price of x falls to 2. ‘ )
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4. A consumer has an initial endowment of (x,x,) = e @’

10, 5). Prices are p, =2, =1. , I . s
(10, 5) Py P, 1381 IR goa’ @1 e’ AT | 7% 957 & a9 w2

(a) Write the budget conitraint and find the equilibrium ‘
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consumption bundle if utility is

u(x,, X,) = X;X,. ‘ 9)

(b) Suppose pi increases to 3. Compute the endowment
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%100 per hour, and non-labour income M, = Z500.

Write the budget constraint. Find the optimal hours
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of leisure if utility is U(C, L) = C x L, where

C = w(24-L) + M, where C = w(24-L) + M,

here, C = consumption expenditure, L = hours of
leisure, w=wage rate per hour and M, = non

labour income. , 9

6. (a) Distinguish between the short run and the long

run in producﬁon theory. Explain the concepts of
an Isoquant and an Isocost Line, and show
diagrammatically how a producer achieves cost

minimisation by choosing the optimal combination

of inputs. (6)

(b) A firm has a Cobb-Douglas Production Function

given by :

Q = k0.5 L0.5

where, Q = Output produced, K = Units of
Capital used, L = Units of Labour employed, ,

P.T.O.
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Price .of Capital = ¥4 per unit, and Price of Labour 7. (a) For a risk averse individual, show that taxing a
= Y2 per unit. The firm must produce 100 units of risky asset encourages investment in it? (6)
output.

(b) Define expected utility and risk premium. 6)
(i) Write down the cost-minimisation condition,

' . ) D  utili . PR
expressing the relationship between (c) Draw a utility function that exhibits risk-loving

) behavior for small gambles and r’isk-avefse
Marginal Product of Labour (MPL),

behavior for larger gambles. (6)
Marginal Product of Capital (MPK), and
their respective prices. : 1
- r 4
. ( 0
(ii) Fi_nd the cost-minimising combination of r )
_ A o IeR AT 1 yRE T 3 S
Capital and Labour. . ot
(iii) Calculate the minimum total cost of 1 (W) o B v avg 9 S e S 2 A e o e

producing 100 units of output. ®) #Y wRaffa o 3"\3( TH JRE T MW ¥ e
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(¢) Explain briefly how the cost function derived above )
(@) ot v 3R ot wRaRer SReE @ S SR saE
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relates to the firm’s Long-Run Average Cost

(LRAC) curve. @
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