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Section  A

Answer  g\Il  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
.

indi`fference  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
1

{120?

(e)  What  is  the  Slutsky decomposition?  How  does  it

separate  the  income  and  substitution  effects  of a

price  chaffge?

®  Explain briefly the concept of expected utility and

its  rcjle  in understanding risk aversion.

P.T.O.
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Section  8

Attempt  any  tour   questions.

Each  question  carries   equal  marks.

2.      (.a)  Compute   the  .income   and  price   Qlasticities   of

demand for both goods. Using your results, c.lassify

the   goods   as   normal/inferior   and   substitutes/

complements.. (9)

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

given  by :  Q  =  10L -  L2

where   Q   =   Total   Output  (or  Total`  Product),

and  L=  Units   of  Labour  employed  (Capital   is

fixed).

(i)  Find  the  Marginal  Product  of  Labour

(MPL) and the Average Product of Labour

(APL).
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y = 2, fflTq (M) = 40; 3qant5aT (u) = xy. xilt
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(ii)  Determine   th\e   level   of  labour   ()   at

which   Total   Product   (TP)   r\eaches  `its

maximum_.       .

(iii)  Identify  the   level   of  labour   a't  which

Marginal   Product   (MP)  .and  Average

Product  (AP)  intersect. (6)

`{           3.      (a)  Define  and  derive  the  slutsky  equation.  Explain

graphically the substitution and income effects of

a  fall  in the price  of good x.                                (9)

(b) Using the following data, compute the substitution

and  income  effects:

I`ni.tial prices:  Price  of good x =  4,  Price  of good

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

Price  of x  falls  to  2.
I

(^9)
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4.      A  consumer  has  an  initial  endowment  of  (x],x2)  =

(10, 5).   Prices   are  P] = 2,   P2 =  1.

+

(a)  Write the budget con-Straint and find the equilibrium

consumption bundle if utility is

u(Xi, 'X2)  ='  Xix2. (9)

(b)  Suppose pi increases to 3. Compute the endowment

income  effect and illustrate using an offer curve.

(9)

5.      (a) Explain  the  concept  of  labour-leisure  trade-off.

How  can  it  be  analysed  using  consumer  choice

theory?                                                                               (9)

(b)  A  worker  has  24  hours  a  day,  wage  rate  w  =

{100 per hour, and non-labour income Mo = {500.

Write the budget constraint. Find the optimal hours

6468 11

rm fa,

tai#m wi an `3Fit`en I wi TTT+ .a aqFT 3fqT g I

2.      (iF)   an. qE5ch. ifr itr erizT 3itthiit fro whiflTTUT=Tr

tftyiana.TintFTwhwi,qgivthtTTrmAIFET{

air rfutrm/qF i} iit TR qffi-iT qrmi          (9 )

(H)  " RE ia5th ffi ffiT fflFfflfha iRETFTqRI ffiFillFT

£:  Q  =  10L -.L2  wh  Q  =  i5a  engEgr  (qT  q5a

3Eqia), air L  = rfu tfi Tts RE di Ere  (un {sxpzfu

a),

(i)  rm ffl RE sfflTa (th)  3it SHF ffl 8ha
`

trRT (th) RT ifei

(ii)  evF iFT qa tat ( ) ira trm ifu tR q5a 3qia

(an) tlfha RI iTqT Tgiv €i

P . T . O..



6468 10

(TT)   HfiTtrm th RE R  (qu3TTRT)  ch TRrfu Eiftr

rfu qaTFT ffiT qa dcitl^ii-ffl qff tft zaFT a ae rm

%1

(q)   vEfi` enin Eft 3m {ioo i, qq x ift fro {io a

Sit qq5  y tft fro  €2o €i ai@E fa ira ed

Ea eel  rfe  3mT agffi{  €i2o  a :enp a qa ffi

EEREE]

(i=)   ied 6FTqFT ffl in €7 qa fro S. qRqfa ifr 3"

3it HRTFrm irmq ch tra SRET 5en € ?

(q)  Hrfu 3qan 3ife iRE fiFT ch wh a RE

givthfflETurmchwha.FTTiftyi

'

ldtl

6468 7

of  leisure`  if utili`ty  is  U(C,  L)  =  C  X  L,  where

C  =  w(24 - L)  +  Mo  where  C  = w(24 - L)  +  Mo

here,  C = consumption  expenditure,  L = hours  of

leisure,  w=wage  rate  per  hour  and  Mo  =  non

labour income. (9)

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

run in production theory.  Explain the concepts  of

an   Isoquant   a,nd   an  Isocost   Line,   and   show

diagrammatically  how  a  producer  achieves  cost

minimisation by rchoosing the optimal combination

of inputs.                                                                            (6)

(b)  A Lfirm has  a  Cobb-I)ouglas  Production  Function

given by :

Q   =   ko.5LO.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

= {2 per unit. The firm must produce  100 iinits of

Output.

(i)  Write down the cost-minimisation condition,

expressing   the   relationshi.p   between

Marginal   Product   of  Labour   (MPL),

Marginal  Product  of  Capital  (MPK),  and

their.  respective  prices.

(ii)  Find  the  cost-minimising  combination  of

•Capital  and  Labour.

'

(iii)  Calculate   the   minimum   total   cost   of.

•producing  100  tinits  of output.                   (8)

(c)  Explain briefly how the cost function derived above

relates   to  the   firm's  Long-Run  Average   Cost

(LRAC)   curve. (4)

7,tl

I

r
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7.      (a) For  a  risk  averse  in,dividual,  show  .that  taxing  a

risky  asset  e.ncourages  investment  in  it?            (6)

(b)  De.fine  expected utility  and risk premium.         (6)

(c) Draw  a  utility  function  that  exhibits  risk-loving

behavior   for   small   gambles   and   risk-averse

behavior  for  la.rger  gainbles.

en <ffi,

rfu EN * T5at en I mwi 9iTTr 7* 3  3iqT g I
A
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