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1.7 () Suppo_sé there are two consumers A and B who
~ consume 2 goods X and Y in a pure ‘exchange
| _‘ eé’onomy. Their utility functions are U L= 2X,t Yy

and Uy = X_Y.. respectively. If the initial
endowments of the two goods are [(X, =2, Yo~ 10)
Xy =8, Y, = 10)]

(i) Plot the initial endowment point 18 e
Edgeworth box. |

(ii) Derjve the consumption contract cur'® a
 plot.it.

-
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(i) el th.e competitive equilibrium allocation
and price ratio.

(w) Verify if the competitive equ111br1um
allocation is fair or not. (9.5)

(‘b)'A hou‘smg developer wants to build houses on a
piece of Tand locafed next to an airport. However,
the noise pollution from the planes that land at the
airport reduces the value of houses and hence the
profits of the developer. If X denotes the number
of planes that fly per day and Y be the number of
houses the developer builds. The profif functions
of the airport and the developer are as follows :

7, = 56X — X2

Ty =_'7OY =N XY

% (i) If no bargains can be struck between the
airport and the developer and each can
.decide its own level of activity, how many
planes '(X'*) will fly to maximise the profits
of the airport? Find the maximum profits?

(ii) Given that X* planes fly, how many houses

~will be built to maximise profits of the

developer? Find the maximum prof1ts. of

the house developer.

w'r:Shbandnu College Library
M(ka]I New Dalhl-19 ’ P.T.O.
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)08 jand planes at the airport beCaUq
they lmposc an externality on the dev"[oper
Find the optimum number of houses bU11
and the profits made by the developer up der

such a rule.. .eonbandnu,College Libra,
Kalkaji, New Delhi-19

(iv) Suppose there is no ban on planes landing
at the a:rport If a smgle firm buys the
developer s land and the alrport how many
planes will be flown and houses built to

maximise joint profits? = 9)

(3) et e & % T A ok B ¥ S ge R
.aﬂaw?fz aiﬁa?f X 3k Y'weqﬁﬁﬁ'aﬁ%]
Ba%wﬂﬁmamm —2x +Y aﬂTU =X Y

%'m'“ﬁaﬁaﬁ%mmaaaw% (X, =2
10 (=5, y 5=10)]
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Y
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(a) The output of commodities X and Y, as a function

L

of homogeneoys inputs (L and K) is expressed it

ferms o v . . -
. f the fOHmvmg production functions .

i “HLKy  y=alf k¥

15 {l -
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where L 18 labour-hours ang K- is capital-hours

devoted in production of x and Y, Initial

endowment of labour ang capital (in hundreds of

hours) are as follows:
(Lx=50, Ky=50); (L, =50, K, = 50)

(1) Find the equation of the prdduction contract

curve for the commodities X and Y,

(i) Find the market equilibrium allocation of I,
- and K used in production of X apd Y, and
~ the equilibrium price ratio (P/P)).

(111) At ‘the’ equlllbrlum level of productlon find

the ratio K/L (factor intensity) used in the
_ productlon of X and Y.-

T T R

(f\’/) It is glven that the production p0331b111ty
frontle_r (PPF) corresponding to the
production contract curve derived in part
(i) above exhibits increasing rate of product
-transfdrma_tion (RPTM), 'i.e., the PPF is
strictly concave to the origin. Identify the
~possible source of increasing RPT, |

2 2-12)
Deshbandhu College Librar\r (ke
Kalkaji, New Delhi-19
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(b) Moral hazard and adverse selection are problem,
of imperfect information in insurance markets.
Distinguish between them with reference to the

problems faced by companies offering health
insurance policies. Also, in the same context,
suggest a way of mitigating the problem of (i)

moral hazard and (1) adve’rse selection. (6 5)

(3 ) mﬁum (L@IK)%ww%mﬁaﬁﬁ

Xsﬂ?YWWﬁwﬁv@ammﬁr%mﬁ
i’rma%rﬁmm%

X=2 LxKx Y= 4L KPP

_'aa S — ﬂ%%aﬁIK XsﬂtY%mﬁmﬁa
ol - a%%lwaﬂtﬁﬁma?ﬁaﬁ (ﬂaﬁ';’r'aﬁ

¥) ® ¥R ¥ : Deshbandh ege L1

- Kaikeji, New Beihi o
Ly —50 K —50) (L =50, K, —50)

(i) W@XWY%WWWWW
Hﬁaﬂmma‘ﬁﬁm

() X S Y % Serem ¥ v 1, s K F T
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(a)_An_ individual’s inverse demand function for
fice commodity- X is given by: P_= 10 — Q,, where the
Per .ulli_f market price P_ captures his marginal
Willingness to pay for commodity X. Assume there

Are 10 individuals with the same demand curve.

g = P.T.O.
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(i). Find and plot the market demand curve fq,

X if it is a private good.

(i) Find and plot the market demand curve for

X if it 15 a pﬁblic good. If the margina]

- cost of providing the‘ public good X is

Rs. 10, find the efficient quantity of public
good provided.

(iii) State the condition for Pareto efficient

allocation of"

(a) two private' goods (X and Y) between
" two individuals (A and B), and

(b) one public good (G) and .one pr.'ivate
good (Y) between A and B. Compare
the two conditions.  (2+4+3.5=9.5)

_(b) In a ma;ket two ‘types of sleepmg mattresses
are sold" those of hlgh quahty (H) and those of
low quallty (L) Buyers with limited information
on quality are unable to identify one type from
another unless they have purchased one and used
it ’_foi’ some time. If quality was perfectly
identifiab_lé, buyers would be willing to P2y
Rs. 25,000 for an H type and Rs. 18 000 for an L

- -niualdnu, Coliegu Liwvia
Kalkall, New Belhi-10 -
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type of mattress, In ()¢ presence of asymmelric

information, buyers are WI”III]_‘

Lo pay an average
price. Manuftacturery of matiregy

SCS can also offer

product warranty, which ig relatively cheaper for

the H type manulacturery, Suppose offering
entails net cogly of Rs. 5,000
and Rs. 9,000 to 1 type

a product warranty

and L type many lacturers
respcctwuly The product Wmmnly itself does not

enhance’ quality of the mattress produced. It is

merely used as g signal of quality.

(1) Will offering a ‘warranty serve as an
effective signal for separating equilibrium

in the market for mattresses? Explain.

- (i) If the proportion of H-type mattresses in
the market is n, 0<n<, what values
N0 “of 77 achleve a poolmg equ111bru%m‘? _
 ~oshbandhu 68ege 1 o
<uikall, New Beini- 18
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vector (4,10). Their utlllty functlons are U =X Y
U, = X,Y, and U_ = (Xc)”2 Y

(i) Define a ‘fair’ allocation. Does the initial
endowment of A, B and C represent g

‘fair’ allocation? Explain.

(1) Will peffectly competitive trading bgiWeen
A, B and C result in a ‘fair’ allocation?

Explain.. ‘ (4.5+2=6.5)

(b) A perfectly competitive market exists for wheat.
The inverse demand is P = 200 - Q where P is -
the prlce of wheat and Q is the total quantity of

wheat. The private total cost for the unregulated

market is C = 50 + 80Q + 0.5Q2. The productwn

of wheat creates an externality where. the total
external cost is EC =0.5Q2.

(1) Solve for the unregulated competltlve

o TR f3C111111b1‘1um of wheat and the socially |
- - _Optlnjlal level of wheat.

' (if) Derive the Pigouvian tax (per unit of output
of wheat) ‘that results in the social
optimum, _ ' ' (6)

~ Deshbandhy College Linm.y
*\aﬂ(&ll New Deljy)- 18,

e
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(¢) Suppose the productioy POssibility curye (ppe

) for
commoditics X ang y I8 given by 2x2.

F Y%= 1900,

() I consumers alwaysg

prefer consumption
bundles in which X

= 3Y, what will be the
optimum production levels of X and Y?

(1) What commodity price ratio (Px/Py) will

result in the optimum level of production
of X and Y? (6)

(3r) Wﬂﬂﬁﬁﬂﬂmﬂﬁﬂﬂﬁﬁiﬁ2ﬂﬁx
Y. F T TR D wE 3 =R A, B AR C
UG Wuﬁm%waﬁaﬁrﬁw (4,0) 21
ST SwERer s U, = XY, U, = X,Y, K
U, = X)"2+Y, 2

(i) v T’ et = R R A, B
ik C = AR a'q’\a'{?ﬁ Th fﬁwa{, -
w1 R ek 37w

(i) w0 A, B ok CF a0 W wE ¥ s
| .EINR EF:T yfomr ‘SRE’ ara‘z-r_r_“m? FAAEA
- _<hbandnu,College Linrary

2 -19 .
'r{aI.Kai!. New '.lhl ./' - P.T.O.
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SECTION B - )
Desnoandnu.College Library
Kalkaji, New Belhi-19

5. .(a) Consider the following lobbying game between two

firms. Each firm may lobby the government in

hopes of persuadi-ng it to make a decision that is
favourable to the firm. The two firms, F1 and F2,
independently and Simultanepusly decide whether

to lobby (L) or not (N). Lobbying entails a cost of
1.5, Not lobbying Costs nothing. If

s ——

government makes 3 decision that favours firm

#+.. B2, ;yielding zero, to firm F1 and 3

Z Fihal Ly,

- O to firm Fo.
if" firm Fi-16bbies and F2 does not, the
government makes decision in favour of FI which

vields x to firm F1 and zero to firm F2.

Assume
that x > 25 The normal form of this game is:
F2 ]
L .
L ; -5, -5 x—15, O
F1 N 0, 15 10, 10

(€)) Determine the pure-strategy Nash
€quilibrium of this game.
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(i) Compute the mixcd—slrutcgy N
Nagh

\ . cquilibrium of this game.

(ii1) Given the mixed-strategy Nash cquilibriy
_ 3 m
computed in part (i), what is the probability
that the government makes a decision that

favours firm F1?

(iv) As x rises, does the probability that the
government makes a decision favouring

firm F1 rise or fall? = (1+6+2+1=10)

(b) An.electric utility company provides electricity
to a small town. The demand for electricity is
p(q) =10-0.1q, and the company’s costs are

C(q) = 1 +0.5q. Deshbandnu.College Libragy
Kaikaji, New Delhi-3g,—

(i) Does the electric utility company exhlblt

the propertles to be a “natural monopoly”‘?

(ii) Find' the unregulated monopolist’s profit-

maximizing price, output, and profit.

(iii) The government passes a law that requires |
utility to practice Marginal Cost pricing (i.e.
p = MC). What is the regulated monopolist’s
output and profit?
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(1v) What is the lump-sum subsidy that the
regulator must provide the electric utility

company to practice MC pricing without

Operating at a loss?

(v) Compute the consumer surplus from the

Pricing strategies in parts (ii) and (iii).
Deshbaldhﬁ.ﬁziiege Libra@ (1+342+1+42=9)
Xalkajl, New Delhi-1¢ i
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. Kalkap ‘New Balhi-19 |
6. (a) The bicycle market is populated by two firms, Atlas

cycles (A)- and Hero cycles (H), facing total
demand p =14 —q, where p is the price and q
denotes total quantity On the costs side, firms
are perfectly symmetric, with TC, 5:2¢g,,'1 = A, H,

(all monetary values are in thousands of rupees).

P.T.O.
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(b) Each of N people chooses whether or not to follow

22

(i) Assume that firms simultaneously choose
their outputs. Compute the marke¢
equ111br1um (prices, quantities and ]')l’Oflts

of A and H). Deshbandnu, COHQge Li
Kefkali, New Delhi-19

(i) If A enters the market first, chooses itg
output and in the next time period, H enters
the market and chooses its output. Compute
the market equilibrium of this sequential
game (prices, quantities and profits of A
and H). L (5+5=10)

the protocol of wearing masks washlng hands and

maintaining social distancing to avoid the spread

of a viral infection. Following the protocols costs

each a fixed amount (= c'? 0). The protocols are"

effective. i'n__prote.c‘ting people from the spread of
the viral infection if and only if at least H people

follow them, where 2 < H < N; if-the protocols

-are not effective, each faces a hlgher risk of

catching the infection which gives each one 2

disutility (= d > ¢ > 0). Each person ranks .

outcomes from best to worst as follows: (a) any

e R,

r‘"‘.‘\““:’ﬂ‘?ﬁ—.\;r;‘;h.\‘ AR oy P g 7
7 net! K i 2

brar

P S e PR L Sy e TN LU
S TS gl Ak Sl 3
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outcome in which the protocols are effectjve and
she does not follow them; (b) any outcome in which
the protocol is effective and she also followed
them; (¢) any outcome in which the protocols are
not effective and she did not follow them: (d) any

outcome in which the protocols are not effective

and she followed them.

Find the pure strategy Nash equilibrium of this
strategic game. Clearly explain how you establish

that a profile is a Nash equilibrium profile. €)]

(&)aﬁmwaﬁ,waﬁ%m)sﬂ;aﬁ

e (H) 81 W€ 8, | A0 p=14—q &0

AT FRAT U W6 R, WA p e R ek q |A A=

ﬁmélmwwﬁ@m%wﬁa%

TC,=2q,i=A, H. (&% Afw 7w e v ¥ )1

(i) L R R JSTYET H TG
F B SR Gge (aﬁa@r,waﬁ R - 3R
W & FAw) HOAE WL

(i) af* A el WK ¥ AW FH B, [ FGA
Ww%aﬂzw@wﬁﬁ,ﬂw

Deshbandny.Callege Library
Kaikaiji, New Dalhi-19_+" ,
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%aﬂtaﬁmwﬁmu
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Kelkaji,New Belh-19" - -
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T WHiiS W W YE OE AW GqET w ge

wnqnwm%m%_mﬁwﬁaaﬂa—gﬁ;
wmw%@?mél

Deshbanrdnu,College | i*::yy
Kalkaji, New Belhi-1y

7. (a) A firm sells goods in two markets, market 1
and market 2. The inverse demand in market 1 is

p, = 200 — q,, and the inverse demz_lnd in market

21sp,

= 100 —2q,. The marginél cost of production

is constant and equal to Rs. 40.

(i) If the firm behaves as a price taker

(ii)

(iif)

(perfect comf)etition), what would the
equilibrium prices and quantities be in each
market? What is the consumer, producer

and total surplus?

If the firm acts like a monopoly and
charges different prices in each market,
how much would it charge in the two
markets? What is the consumer, producer

and total surplus now?

If the government does not let the
monopolist charge different prices, what
price will the monopolist charge? Find the

consumer, producer and total surplus.

P.T.O.
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(iv) Compare the total surplus in parts (i), (i)
(4+6+4+1=]5)

and (ii1).

(b) There au N people sitting in a room. Each one ig

1skcd 10 bm,ss an integer between 1 and 100 ang

write it “confidentially on a paper. The average of
all the numbers written on the paper is taken and
the person(s) whose guess is closest to 2/3 of the
average is/are the winner(s). Find the Nash
equilibrium action profile of this game. How will
your answer change if the winner(s) will be the
player(s) whose guess is closest to 2° tlmes the

mean of the guesses? @

A i

(37) vF W A TR, TOR 1 AR qOR 2 A Tege I
31 Ao 1 ¥ TR W p, =200 — g, ¥, AAW
2 # = AT p, = 100 - 2q, B N A A |
anmf@n%aﬂ?zmw‘-r%w%l

2 ”ﬁﬁm“ﬁm(@mmm
ﬁmﬁ%,ﬁ_mwﬁwﬁ
A T B Fostrer, eaew AR I

A w37 Deshbamdhu, Gallege L0 f
| ‘3""“31! New Relhl-18-
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Lol Deshbaldhu Collage Library
Kalkaji, New Belhi- 19
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g. (a) Consider Hotelling’s model of a straight highy,,

S. of length = 100 kilometres, where consumerg A
uniformly distributed along the highway, Suppose

there are only tWo stores (S1, S2) that sel] Water

cans on this highway, located at a distance of 30
kms and 65 kms from th

Each consumer has a transportation cost equal t,

0.03d2. where d is the distance travelled to the

e beginning of the highway‘

nearest store.

nalkall, NGW BGIH- 1g
(i) Calculate the demand (as a function =

prices P,, P_z) for the two stores.

(i1) Assume that production costs are zero and
that the stores aim at maximising revenue
from sale of water cans. If the two stores
compete in prices, find the prices charged

at Nash equilibrium.

(ili) Suppose a new government réguiation |
restricts the stores from charging different
prices for water cans. Instead, the store
owners are given a chance to choose their
locations on the highway simultaneously.
If thfay_chooée the same location, they split l

the business evenly: Wh_erc will S, and S, 3
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locate at Nash equilibrium? Is the Nash
equilibrium location choice of S, and §, -

socially optimum? Explain.

(iv) If a third store (S,) also decides to locate
on the same highway and the 3 store
owners choose their locations on the
highway simultaneously, find the Nash
¢quilibrium of this game.  (3+6+4+1=14)

(b) Suppose a shopping arcade has only 2 stores é_elling
tablet PCs. One sells Lenovo tablet PCs at a
 price = P:; while the other sells iBall tablet PCs

- at a price = P;. Both tablets are prbduced at a
" marginal production costs of Rs. 10,000. For the
consumers, both tablet PCs are p.erfect substitutes.
Each store’s set of actions is the set of possible
prices P, (nonnegative numbers). The low-price

- seller gets the entire market; if they chafge the .

same price, they split the-markét.-;

() What is the Nash equilibrium of this price

game? Explain.

(i) Suppose both stores déci'de to include one
more element in their set of actions :

Deshbsngny Efioge Librer: -
Kaliall, New Bslhi-19 P.T.0.
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p = 20,000 or Free;

i ¢., charge @ price per tablet po -
Rs. 20,000 and advertise that if the product
is available cheaper at the other store, the
customer can have it" for free. Find the

Nash equilibrium.of this game. Explain,

Deshbanmdnu,College Lrbrary (5)
Xzlkaji, New Delhi-19 -

(1) 100 ﬁs@ﬁﬁaﬁ@ﬁmﬁémémm
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(S1, SZ)ﬁ‘Gﬁ‘{Hmﬁmqﬁ%%%aaﬁé F

o o e ¥ 30 R AR 65 TR Rl U W
fRorer 21 WS IS B ARGET AR 0038 &
wsﬁﬁr%,aﬂdﬁmﬁw@iﬁﬁ:@—@gl

(i) @ I & o (ﬁn@f' PLP2RTE |
T @ T X) HAOET W

(i) W%%aﬂmmm—g s e 1
T % Fot A B A T A A T
%z afe aFy E‘I‘( ‘cﬁ‘ﬁﬁ ¥ et F@ ¥ a}
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(iii) mﬁm%wwmﬁmmﬁ
qﬁ%ﬁé%ﬁqm-m%w%
W%I%%W,@Tmﬁaﬁaﬁqmmq
Wﬁmmwﬁmﬁqﬂﬁmmgl
Hﬁ%@ﬁ%ﬂﬁ%?,ﬁrﬁwaﬁw
m%ﬁwﬁaaﬂ%ﬁ%lﬁwmwm s
SZarafr”%ma?r?amsuﬂzszm%W
M g 1§ Toeaw 27 T

(iv) e = A DR (S3) R T o
ey 7 Pt 3 2 ok 3 @ e v
| TR WA W G ¥, W 5w o S
e T T Deshbandil,C8loge LibrE

-

| o Ralkali, New Bslni-1g .
(@) T AR v W e X 2ae-02 o A
Fae 2 WR 1 TH M e - PC Y = P,
W SOl €, Walh gE Jdeie ducte - PC @Y SR
=PBWaﬂﬁT§l.ﬂﬁf€aﬁfiﬂmm,000”€@
! AN Ieae @R W foRar S 21 ST @
fg, 3 2m@c PC & fiwew ) v@E =R R
fharstt =1 A g Swal o A 2 Pl (IW-FeE

P.T.O.
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R Bl
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P =20,000 a1 7 go;

a, Wi 2aee PC = #FE = ® 20,000 3k
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sEl & fow Fdw

1 wm—w@ﬁaﬁﬁwﬁqwﬁﬂ?ﬁawwm
FrgFAen feifa |

Ju—

ﬂﬁuﬁfa‘amﬁﬁﬁluﬁﬁﬁm%ﬁﬁfa‘rwﬁzﬁm

QT |
goft e W T 3 B
< - T IR S a1 R R v v ¥ A, wifeR
3N IR 1 AILEH Uk B B ey |
(a) (i) Suppose there is a one- time increase in the
- productivity of research represented by an
increase in & where & represents the
productivity of research. Explain in the
context of the Romer model, what happens
to growth rate and level of technology over
time? (Explain with diagrams)
(i) Consider the level of per capita income along

the balanced growth path given by the

following equation —
y*(t) = (sK/n+gA+d)“”‘“ (1-S,) dsg/g, L(t)

The notations have their usual meanings as
in the Romer model of endogenous growth.

. -H.LJﬂU,CO“(‘JQU TIRILD |

~alkaji, New Delhi-18_»
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®) (i)

(i)

() ()

3

Find t}e value of sy that maximizes output

PCr worker along the balanced growth path
1e, y*(1) . What happens to the cconomy when
it exceeds the value ? (3.5+4)

In the context of the Solow model with no
technical change, what is the saving rate that
maximizes steady-state consumption per
worker? (Assume that consumption is equal
to output minus investment). What is the

marginal product of capital in this steady-
state?

Deshbamdhu.cmge Library
Kalkaji, New ®elhi-19

Examine in the context of the Solow model
the short and long- run effects of a one-time
bermanent increase in the stock of labour.

Assume that g (growth of technology)=0 and
n (population growth rate) > Q. (4+3.5)

Assume that the marginal cost for g
monopolist is a constant j.e., c. The demand
curve is linear and has the form Q= a-pp
(where a, b are positive Constants), Q, P have
their usual meanings and a-bc > 0. Find the
profit maximizing equilibrium (both price and
quantity), level of profits and consumer

" P.T.O.



lus if the good were priced at marging
surp lus

L‘(\SI .

(it) Classily the following goods as rivalrous an
ton-rivalrous and by the extent to which they
are excludable - trade secret for Coca Cola,
music from a compact disc, a lighthouse that
cuides ships. Explain the role of the market
and the government in providing each of the

ooods in the previous question. (4.5+3)

(37) (i) e Sife fR AFEUE @l IIEShdl § Ush |R
# g g8 8, Wl & A dfe s wher R
SEl SIFEUT sl Icdraehdl =T WiAFfea e
£l IR AleA & ded # Wee Wi & g =
Y fas@ SR WAt & ') & T o

27 (sl & A )
”ai'.m:U,COHGQG IR
Kalkaji, New Belhi-19

(i) Frafeitas whaen gr1 Ry 17 dqfe feme o
T WA A g R e W AR R

Y = (sy/ntg,+d)art-e (1.8 ) 8s,/g, L)

S R @ e e %m ¥ dehaeT &

%“-‘ﬁ%{m&ﬂ@fﬁfﬁww;r-'x‘wa.-;atﬁfu R S I —
L e g 1 che Lo - Al -
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R el Serer o st e 2
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¥, S Tt Rer - aro < By s
S SR R (A S e e smeere
wﬁ%%wé)lww—mﬁ@
H AT I w27

Deshbaadhis C3licge !

Kalkafl, New Balhi-1v ﬂ

el Aed = waef MH & Wi | U a1 &)
R 9fE & siereiforR 3R SRt Wl @5
HAET R AT A B S (M o) =
0 IR T (FEE e w®) >0,

o A o vw ERER @ fre S e
fork 2 At @ W % W R sk zmw w
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(ii) FrfeRes wrgsll = RER o I -wRgg o
s A i Al R T T Y g
%-aﬁaﬂaﬁwaﬁmwm,w%
Ber ¥ 09, v RS W wmrey B
qnmhmﬁlﬁaﬁmﬁmaﬁaﬁ
ST F A AR IR WER D sy o

T Hifeel
Desnbandnu,College L%i-:-f‘a‘r_g
Kalkaji, New Balhi-19 -

2. (a) Explain why, following a monetary expansion, the

exchange rate always overshoots its new long-run

equilibrium value. (7.5)

(b) Under the extended asset market approach to
exchange rate determination, how does the
increased risk of foreign bonds impact the value
of the domestic currency relative ¢, foreign
currency (the initial impact)? Hgqy, would this
impact further affect the Expecteq Appreciation
(EA) of the foreign currency (assuming that the
expected exchange rate in the spq Market remains

unchanged) and the Risk Premium? (4+3.5)
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(¢) (i) ‘By running large deficits, the government
can attract funds from abroad, which can then
be used to stimulate private domestic
investment. However, such action would be
unwise, since the foreign countries are bound
to respond unkindly to this beggar-thy-

neighbour policy.” Is this true or false?

Comment. Tesnoandnu,College Library
s Raikaii, New Delhi-19
(i1) What do you mean by stabilizing and

destabilizing stabilization? (5+2.5)

(1) @ & =, s fer @ 9, A w =3m
I Y e e e @ AR e St 21

(3) e = Frfon & fore Frefe wReafy o g
@ wed, faedt @i W oWer g WRw R @
(v ) e ey R e B
AT 7 T8 W R T Y SRl wavan (FT) =
R A T FEN (T8 A ¢ B =R T
ufer fafwa o sRafda w 2) sk e N

(@) (i) ‘= W TR, WHER RN ¥ o i
T FhA &, R 3w Ao R faw )

P.T.Q.
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(i) Rudeww @ fer ol SRR et & SireR

‘“E I I %? TR T, 1 o

. . ' '::—‘\
Deshbandhu, Collage Library
dalleap, Now Bainledy, -

3. (a) Consider an economy where:
The official budget deficit is 4% of GDP.
Debt to GDP ratio is 100%
The nominal interest rate is 10%
The inflation rate is 7%

(i) What is primary deficit/surplus ratio to
GDP?

(1) What is inflation - adjusted deficit/surplus
to GDP?
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(ili) Suppose instead that output begins at its
natural level and output growth remains
constant at the normal rate of 2%. Will the
debt-to-GDP ratio go up or down over
time?

(1v) Explain cyclically adjusted deficit.

Deshbandnu Cellege Library  (2+2+2+1.5)

Kalkaii, New Delhi-19
(b) Explain how each of the following would affect

the demand for M1 and M2 :

(M1 répresents currency and checkable deposits,
M2 represents M1 plus money market, market

accounts and short term time deposits)

(i) Banks reduce penalties on early withdrawal

from time deposits.

(ii) The government forbids the use of money
market funds for check writing purposes.

(iii) The government legislates a tax on all ATM

transactions.

(iv) The government decides to impose a tax
on all transactions involving any short term
government securities (1.5+2+2+2)

= PLTLO,
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deficits”. Explain this statement,

(c)

istortion as a cost of inflatigy

(i) Explain tax d
(4+3.5y

(37) wﬂﬁa{m@ﬂwﬁaﬂﬁaﬁ;
iR awie Wil dahe Wl IR H 4% 2

S & S ST 100% 2

e o X 10%
w|_ms R 7% _ﬂanthNdﬁU,c i8ge ib@
Kalkaji, New Balhl-19

(i) @ e Iee @ fog i e/ st

I T B

(i) Rl @} - awd W, Se | e
et / SR 7

(i) = AT & 38 T Ieared S R
W W g A 3 ok ST g 2% W
T W R R @ 2 a 3e-g-wen
IO T ® G FHY AT S e !
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(iv) WW%W@%W@WH%I

() Wﬁaﬁwﬁrﬁaﬁamwmﬂrwzaﬁw
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1 Deshbandny. College Library
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(i) e R ARG Ay o
Hfore |

@) (i) Distinguish between credit- driven buhbles

4. : ;
and optimistic expectations driven bubbleg

(ii) What are the various practices commerciy]
banks use to solve asymmetric informatigy
(3.5+4)

problems?
(b) (i) Distinguish between Friedman’s and Phelps’s

versions of the fooling model?

(i) What is a macroeconomic externality?
How do long-term agreements impose a

macroeconomic externality on the economy?
Deshbandhu,Céflege Linrary, )

- Kalkaji, New Dalhi-19 =
(¢) (i) What are the common elements of the original

and the New Keynesian approaches?

R e R e T B

(i) Explain using the New Keynesian model

why small nominal rigidities have large
(2.5+3)

macroeconomic effects.
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(a) (i) ‘We see convergence among some sets of

countries but a lack of convergence among
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(i1)

(b) @@

(i1)

(iif)

(c) (i)

14

. , .
(he countrics as a whole” Show wi the e
¢
of a diagram how the nco classicy| Hrnwp
: th

model explains this phenomena, What ol
1¢r

prcdiclions docs this model make?

Docs this prediction of the neoclassical mode|
explain the differences in growth rates acrogg
the countries of the world? Discuss.

(4.5+3)

What are the determinants of expected

profitability of investment?

Explain the relationship between social
infrastructure and each of the following-
investment share of GDP, average years of

SChOOllng- ,.ullu.uUilguV N ..nj

nalkaji, New Balhl-19.

What are the determinants of social
infrastructure? (3+3+1-5)

If the positive interest rate differential 10
- . 0
favour of a foreign monetary centre is 4%
‘o at 8
per year and the foreign currency 1° 8

forward discount of 2% per year, roughly hoV
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(37)

15

much would an interest arbitrageur earn from

the purchase of foreign three-month treasury

bills if she covered the foreign exchange risk?

(ii) Write a short note on ‘Crawling Peg System’.

(i)

(i)

(4+3.5)

T AW D T R ® A AT e ©
AT R W ¥ e & w A TE JRG
wErEEl A @ & = - wfafteq fawm s 34
T Sl IR A ST 2| FE AU I FEA
WiasqaniiEr swear 27

T 79 - WifReT e o AF WA glar &

A ¥ faehE o A e o areAn et 27 W

= Deshbandhu, fﬁ?’:v\?l—"“r”“ :
"w[u@jl NC—'\J 8%5”5 13 i

ﬁémaﬁaﬁrmwm%ﬁaﬁmw%?

aEiee TR B AR PR ¥ @ R
& A T B T W - ww R I
@1 faw fowm, = e @ e )

arforer gfFare @ & Pl = @
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ol @ faw fdw 3632 3
I W WN-13 9 A 8 IR Ry 1y Py (b) Consider a 2X2 exchange economy. Show that
. LICY
FFF fafye T S the tangency of indifference curves to the same
I a1 line 2 ‘nsure Pare Sfficiency.
“Wﬁ\m’ﬂ‘#: *| udget line does not ensure Pareto efficiency

mm—wwmaﬂaﬁmﬁawwmﬁm,%
mﬁm&mmwﬁﬁmaﬁm

Part A

(2) Rani and Mani have 10 glasses of Iémonade (L)
and 10 slices of pizza ‘(P). which they divide
between themselves. Each has the same utility
function: u = max(L, P). Furthermore, one slice of
pizza and one glass of lemonade give the same
utility to both of them. Find the Pareto efficient
allocation. In a diagram, show the Pareto efficient
allocation and the contract curve. Is this allocation

an equitable distribution? (4+2+1.5%7.5)

What conditions do we need to impose on

preferences to ensure a unique and interior

solution? (5)

(c) “If we want to find a way to aggregate individual

preferences to form social preferences, we will
have to give up one of the properties of a social
decision mechanism described in Arrow’s theorem.’

Discuss. (3)

() TR SR A F E g TR R w0 fewm (L) 7w

fawan & 10 wigw (P) 1 R 3 Jm & 3 3% 2
WRE F TF A IWAE G 2 0= max(L, P).
W Fo, B &1 % gaa @ A = @ o
firema 3R A T ST 3 ¥ WS wwE e
A W NG A, WA FW FGCT 0 @Y aH
@) = q® sEeT wF W R @7 |

P.T.O.
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production possibility frontier.

4

"
P, W

ﬁﬁwumﬁmmwﬁmtﬁlﬁm@&m
Wh%ﬂﬁﬂ!ﬁﬂmaﬁaﬂmﬁm%m

mﬂﬂﬁﬁmﬂilwﬁﬁqw@mw -
gﬁmﬁ%mﬁmﬁwmﬂﬂm

FH BN FaEEar 27

I SRS T % o AR T

N TEA T F CH A Ao e T, D w R
# Wi ¥ affe amifr Fois @7 @ o ¥ A v
= Be enm’ == #we

2. (a) Consider a two-input (capital K and labour L) and
two-product (X and Y) economy with the initial
allocation of K and L between X and Y. Derive
the efficient allocation points in the Edgeworth-

box diagram and also find the corresponding

(5)

(b) Five persons A, B, C, D, E constitute a society

having preferences regarding four alternatives P

q, r and s.

The following table shows how each

3632

5

person ranks these alternatives from the best to

the worst, going from top to bottom.

Person A | Person B | Person C | Person D | Person E
p 3 s P r
q r q r s
r q P q P
s p r s q
(1) If rank-order voting is followed then which
will be the least liked option? Explain your
answer,
(ii) Suppose pair-wise voting is followed. First

consider p versus q, then consider the
voting between the winner of this first
contest versus r and lastly the voting
between the winner of the second contest
versus 8. Which alternative is the final
winner? Consider a different voting order,

Suppose we start with voting between p

P.T.O.
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6

and s. Then there is g vote betweep the
winner of this first contest and q and lastly
between the winner of this second contesgt

and r. Who will be the final winner?

(i) What do the answers in part ii illustrate?

(5+5+2.5=12.5)

() K (§R), L (39) ® X, 71 Y & o7 wwivres ey

a}mwﬁ-m(gﬁKaﬂtmL)ﬁ&-m
(X,Y) W ReR w1 oo -dww e ¥ e
Frae fagal & Fela = 9w @ R I I

AWEAT 9F W W |

uig @féd A, B, C, D, E 9R feedl p,q, r a4 s &

Fay ¥ I0aE A A H ST w31 R o
a3t 2 e YER WE A o e @ FW
2 A A o o g w3 Py &

@ 2

3632 7

FPcrsun A | Person B | Person C | Person D | Person E
p b i : S
q T q ¥ d
r q p 4 P
" p r 5 q

(i) aR T@-sitke afn & awe B e R A

R T T B W 9 e # A
BAN? U IEX F ARl BRI

W A AR weeE e W 31 wEE p
vd q W AR W, w58 vee wfEdRE @
RS 79 ¢ B WO WS W R X ud 3
¥ za® wiafer B Bew T s 3 99 T
X w1 AEE IR R 27 v s
AR W W AER W W A 8w p oA
s ® d9 AT ¥ T I T R wd
wfdifier & fsar @ q @ 99 oF W ¥ @
wREfEr & foe @ ¢ @ 99 v @ B

st sk e Bn?
P.T.O.
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(b) There are two types of electric pencil-sh

8

(iii) wmn%‘faqwmmm&i?

(a) Draw a suitable diagram and cxplain why ‘the
re

Wwill be too little of the public good supplied iy ,

voluntary equilibrium relative to an efficien;
provision of the public good’. (7.5

arpener

1

producers. “High-quality” manufacturers prodyce

very good sharpeners that consumers value at

Rs. 15. “Low- quality” manufacturers produce not-

s0-good ones that are valued by consumers at
Rs. 9. Assume that high-quality manufacturers and
low- quality ones do not switch between qualities.
At the time of purchase, customers can neither
distinguish between a high-quality product and a
low-quality product nor can they identify the
manufacturer. However, they can determine the
quality of the product after the purchase.
Consumers judge the quality of pencil-sharpeners
available in the market on the basis of the averageé
quality sold. If q is the fraction of high-quality

and 1-q that of low-quality pencil-sharpeners,

632 9

consumers are willing to pay the weighted price,
the weights being the fraction of the high-quality
and the fraction of the low quality sharpeners.
Both types of manufacturers can manufacture the

product at a constant unit cost of Rs. 12.50.

(i) What will be the equilibrium value of
q, the fraction of high-quality pencil-
sharpeners? Show your result in a

diagram.

(ii) Suppose the cost of production of low-
quality pencil-sharpeners remains the same
(Rs. 12.50) but the cost of high-quality
pencil-sharpeners increases to Rs. 13.
Additionally, producers can also switch
between the qualities. What would be the
market outcome? (3+5=10)

(37) v Ivge R v SR ww S By e
T P GIN WU D G X QARow Gy A
qAWAE o i A9 95T w6 enm
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(i) W A o - T @ e - @
JemEr A AW #9E (Rs.1250) @A 2,
AT T - U A Afae - Iried A
A T 13 TR AEfE, feen W @
g W g #x 75a F) Aww 1 A w4
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4. (a) A cinema hall is located next to a factory. The

efficiency of the workers is negatively affected
by the loud music in the hall. The cost function of
the hall (C,) and that of the factory (C,) are as

follows.

C,=5x* and C,= 2y’ + 4xy

x and y are the outputs of the hall and the factory.
The output price of the hall and factory are Rs. 150

and Rs. 90 respectively.

() Suppose the hall decides its output
independent ot the factory’s and the factory
decides its output based on the hall’s. What

will be the output of both units?

P.T.O.
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(1) Suppose the factory and the haly decig
ide

output of the
tactory with inlcrnulirc

to merge. What will pe the

hall and the
d

externaliy? (2.5+5=7 5)

are sharing g flat.
They need a water t‘.ilter and it costs Rg. 80 per
unit. The water filter (F) is a public good in thig
case. F = 1 if they get the filter and 0 if don’t get
the filter. Their utility functions are as follows,

UL (M) = (1+F) M, and Us (F, My) = (2+F) M,

U, and U are the utility functions of Amar and
Saurabh respectively. M, and Mg are Amar’s
expenditure and Saurabh’s, expenditure on private
goods respectively.

(1) Find the reservation price of each flat mate
for the filter.

(1) Suppose the endowment of Amar is
Rs. 100 and that of Saurabh is Rs. 75 to
spend on the filter and private goods. The
price of a unit of filter is Rs. 80. Suppose
both the flat mates want to share the price
of the filter equally. Will they be able to

purchase the filter? Justify your answer.
(5+5=10)
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W= Sx2 WM C,= 2y + 4xy
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H IWET A FAN: Rs. 150 IR Rs. 90 21

(i) == e 5 o Pwed ¥ =wT T Fw
I T B B A Bl W B I
IAE H FUK T/ AT IAE 79 HE 21 A
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1 @ W ¥ A B (F) v ek g 2
F=1 3R 32 foheet e # 3R 0 3nR freer =&y
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Uy (F. M) = (14F) M, o ‘

Us (F, My) = 2+ F) M,

U, 71 U % S T FH D IR e |

T M wE mwm%ﬁﬁaﬁsﬁm
ﬁﬁ?ﬂ%ﬂﬁiﬂa?u

(i) W%Wuﬁmqﬁz:}zmmmm!
T |

(i) = e B R A e Bl 100 @ T
1 R 75 w9 2 S o Reex o ek A
W Ed T @ o 1 feer & v TwE @
FHT 80 THX B | AW ARI B A we o
free? o #E A T T A A FE T |
#1 T 3 fheey @le UQd? o IW H
sifoeg fag w1 o

Part B

Consider a monopolist with the following cost Q)

and the inverse demand (P(Q)) functions.

3632 15

C =25+ 20 and P=100-20Q

Where Q is the monopolist’s output and P is the

market price

(a) What is the slope of the average cost curve? Can
you make a comment on the nature of the

monopolist market in this case? (5)

(b) Find the monopolist’s output, price and profit.
(3)

(c) Do you think that the government should intervene

and regulate the monopoly? Justify your answer.
(3)

(d) What will be the total output and profit with the

regulation? Explain your answer with the help of

a diagram.. (5)

ffafeam wm (C(Q)) R =& w1 (P(Q)) =l &
WY UH UHINER W R w0

C=25+2Q and P=100-2Q
T8t Q THIRER & IWET T P AR FWE R

P.T.O.
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6. (a) The inverse demand function in a duopoly market |
is P=300-Q, where Q = Q, +Q,, Q is the total |

output and Q, and Q, are the output of firm 1 and
firm 2 respectively. Each firm has a constant
marginal cost of Rs. 30 per unit and zero fixed

cOsts.

(1) Suppose both the firms decide their outpul
simultaneously. What are the quantities
chosen by each firm? What are the market

price and profit of both the firms?

3632 17

(i1) Suppose now that the firms decide their
output sequentially and the first firm is the
market leader and the second is the
follower. What are the quantities chosen
by both the firms? What are the market

price and profit of both firms?

(i) Draw diagrams for the above two cases.
Compare the market price in part i with

that in part ii. (5+5+5=15)

(b) Consider Hotelling’s model - a street of length
one, consumers uniformly distributed along the
street, each consumer having a transportation cost
equal to 2t, where t is the distance travelled.
Suppose there are two gas stations, one located at
1/4 and the other located at 1. Find the demand,

price and profit for the two gas stations, (&)

(3r) v @R AR ¥ SeEd T I F 2 P =300-Q
W& Q=0Q,+Q. Q ¥ Ik ¥ 7w Q, W Q,
FAUE B | AN BH 2 H IR B TS B Al
fur qrara AR 30 T WY TS T R dwE =

21

P.T.O.
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Consider the following 3#3 game matrix.

|
E c R
u 33 21 20
M 1.1 1.1 1.0
D 21 42 L

(a) Define Nash equilibrium and find the pure strategy

Nash equilibrium for this 3x3 game. (5)

(b) Define strictly and weakly dominated actions. Are
there any strictly or weakly dominated actions in

the given game? Explain your answer. (3)

(c) Remove the dominated actions and get a 2x2 game

matrix. Find the Nash equilibrium in a mixed

strategy format. (5)

(d) The market demand function in a duopoly market
is Q = 140 — p, where Q is the total demand and

p is the price. The marginal cost of production is

P.T.O.
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ffEfei 3x3 d Waw w fmr w13

20
zero. Firm 1 is the existing firm and h
its output (q,) Firm 2 is contemplatin

as decidﬂd’
Firm 2

. g entry_ If
enters then it must incur g sunk cogt K
]

after which it is allowed to choose q (output
2 of|

firm 2). Compute the threshold value of K,, abg
which Firm | prefers to deter Firm2’s entry

()

L c R

U 33 21 2,0
M 1,1 1,1 1,0
D 2,1 42 11 ;

(37) 3 dqge A R Y o T 3x3 AP WO TG

@)

W AW GgET AT -L
7 v ghw T A R X | e
¥ 7 7 vd gdw v R #7 o I A e
ol
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(®) s fraal =Y #er ¥ A 2<2 AW AT WA
fafim oy weg A Aw G T AT

(7) wfree e ¥ aww A T Q= 140 p B,
Q g i & o p Forw F 1 I R AT T
T 4w A W R R I S ey
w forr 2 T WA 2 WM W RER wR @ R AR
w2 W 3 A IR K, I P A R

q, (W 2 T EE) T R FPE A @ 2
K, ® s o @t o =, s 3w W

w2 @ wRfe @ AF we w2

(a) Suppose three players play a game with a selfish
motive or try to maximize their own payoffs. Each
of them announces an integer between | and 6
(both integers included). If the three integers are
different, the player whose integer is the closest
to 2/3 of the average of the three integers gets
Rs. 6. If two or even three integers are the same
then Rs. 6 will be divided equally among the
announcers of the integer/s closer to 2/3 of the
average of the three. Is there a Nash equilibrium

in this game? (%)

P.T.O.
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(b) Do vou agree with the Statemeny ),

at a mg
no '
does not have a supply Curve Polig

?7E .
I'xm“'" Yo
answer, ur

(5)
(¢) The marginal cost of the monopolist jg R
equal to the average cost. Assume the monol;;)]]-(?.
sells its goods in two different markets SEpara:c:
by some distance. The demand curve i markets
| and 2 are as follows.

q, =70 -p,and q, = 70 - 2 p,

where q, and q, are the quantities demanded in

market 1 and market 2 respectively and p, and p, .

are prices in markets 1 and 2 respectively.

(i) Find the equilibrium price and quantities in

both the markets. Draw the diagram.

v . nd
(i) Compare the price elasticities of dem?

in both market 1 and market 2.
(5+5:|()}

@
(31) wﬁm%mmwﬁmﬂwﬁm
¥ @ e @ S

m%iusﬁ%wﬁmlsﬂtéﬁﬁ“qﬁ@w
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shmmi(aﬁ'qvﬁmmﬁﬂi)luﬁﬁm?ﬁm
e - g ¥, A o ferendt 1 it A o
m%z/aﬁmmi,ﬁémﬁﬁﬁﬁil
afe 3 a1 & ol A A A v 6 W AT B S
® 2/3 @ & qis & Jeaws F A FEH
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87

T AT TE FAT | q5Ad 2 & wEawE w1 ol
g A8 Bl 27 HGAT IR FHAW |

T& SRt & dFnT 96 10, ' 2 o R see
ANE ® W 81 A o & OISR F9Ar I 3
T - HAT AR X A9 B A HO @ A Few A

B AR 1 AW 2 X WA IF W YR T
q, =70 - p and q, = 70 - 2 p,

WET q, W AU q, FAW AIR | I A9 2 F wqH
T WA R qA p, T p, FAE: WO 1 AR 2 F
LA
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SECTION A
W &
Answer briefly any six of the following questions.
frafafas ¥ @ frdl B8 vl @ S I Afte
(5 s v

I. Explain why the share of the population that works in

the research sector is less than optimal in the Romer
Model?

RN F R T N FTEUT 8T F T Fy A s
w1 o watem @ oW w9y 27

You are given the following information about an
economy :

Saving-output ratio = 20%
Capital-output ratio = 2
Expected rate of growth of output = 6%

Discuss the possibility of steady growth for this
€Conomy in g simple Harrod model.

T X e @ R ¥ P e & T

T -
T ST = 209

3982 3

T - I FI = o
IR A gfE B o w = 4,

TE WYURY T ¥ 3w SN % fom R @ wner
™ H i

How does Friedman’s ‘fooling model’ explain the
occurrence of business cycles? What do you think
would be the shape of the long-run supply curve under

the assumptions of this model?

WIEAT oA T AR W A wer 9 e 39
A B7 AR A T 2 gE e A A @ ae
AR I 9% W AER T Y

Suppose that a foreign exchange trader observes the

following exchange rates
$1 = €1 in New York
€1 = £0.88 in Frankfurt
£0.80 = $1 in London

Show that there is a possibility of profitable arbitrage

and calculate the profit on a $1000 investment. Explain

the market mechanism by which consistent cross rates

i ies would be
among the three pairs of currencl

established.
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L

YA ?
g1 = =g A €1
€1=%Fwe # £0.88

qET A £080=91

ﬁm’%mmafama%ﬂm%aﬂzmooo%ﬁam
wmaﬁmﬁlwwﬁaﬂwﬁﬁwﬁm
THA F A AR F A9 wER FE e emfe

Consider an economy under a fixed exchange rate
system with

Nominal GDP = § 220 million

Money Supply = $ 50 million

Velocity of circulation of money, V = 4

Money Multiplier, m = 5

Use your understanding of the monetary approach to
BOP and find the effect on BOP of the economy, this

situation would lead to, given that monetary authorities

Will keep the domestic component of monetary base
constant,

What do youy think would happen if the economy W4
under a flexip|e exchange rate system?

3982 5

ﬁﬁﬁﬂﬁﬁmﬁﬂm%mwmwm
g

AFEE SRS = 220 ffee S
T 9T = 50 fiferr 3w

O & AT WA, V= 4
T I, m=5

A & oo Wi sfeao & e W ow owm w®
IR rfeaear & AN | W F U T, 98 Rafy &
e o Hifdw sfted Aiftw stur @ W wew @ R
@M

SIhT T oI & fof 3R rderaen sk fafeem =t womed
@ W8d B @ @ e’

Explain why in a world where the Ricardian
Equivalence proposition holds, a long sequence of
deficits and an increase in government debt would

have no effect on the accumulation of capital.

oren X e v ¥ gl § e R g W
e 2, o i S w2 A g
® W W A wE AE O
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. What causes bank panics and why do they Wotsen

: e o |
financial cTises:

s el WA D T W T AR A Rl wowe @y gy
& wn 27

In the steady-state there is no ‘capital deepening’
and only ‘capital widening’ occurs. Explain this
statement by elucidating the concept of steady-state
in the Solow model with no technological progress.

oo - e NS ‘GO TR Y BYT 8 3N e ‘g
foeR B 21 o FeE W Ao A aren ¥ R - e
F FEUR F WL A FC T HAT A AR

SECTION B
LCERC
Answer any three of the following questions.
(15 marks each)

Pt % 3 fdl i ol @ I AR 1 (15 S )
9. (; 5
(@) In the Solow framework, consider an economy
with technological progress and o = 0.5. At the
Initial steady state, its output per worker 18 growing
at the rate of 49 per annum. Now, Suppos¢ at

3982

time t =

ermanently |
p tly increases to 6%, Usin

that

effective worker

7

0, t
he rate of technological progress

g the equation

of capital per
along the transition path to the

determines the growth rate

steady state examine:

(1) Whatwill be the immediate impact on the
growth rate of capital per worker and
growth rate of output per worker?

(i) What happens to the long-run equilibrium

(b) (@)

(i)

growth rate of the same set of variables?
(4+3.5)

Suppose that an economy has a production
function Y = AK, (where A is a positive
constant), the savings rate is 's” and the rate
of depreciation is "d’. Show that in this
economy, government policies that increase
‘s> permanently will lead to a permanent

increase in the growth rate of the economy.

What constitutes the social infrastructure of

an economy? Using the concepts of production

and diversion, explain how governments can

peouraging investment.

play a decisive role in ¢ ‘
(4+3.5)

P.T.O,
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10.

(a) Bring out the difference ip the design of monet
h ne ary

?ollcy under money growth targeting and
inflation targeting, Explain how a central bank that

follows the Taylor rule wil| stabilize economic

activity and achieve its target inflation rate in the

medi .
um run “;5}

(b) Show how the profit-maximizing behaviour of 2

monopolistic firm in the presence of even small
menu costs will lead to large business cycles and
will have adverse consequences for society. Is

the loss to society avoidable? How? (7.5)

() o gfe T SR FEehi FeiE & T69 AEw

R & TEE ¥ FR Wy A W
oM = I S A T A I A T
A B R wow s v A ¥
TR A W B

(@) fray CeIRIER T - R S

2o 2 e i o o s R

wmwwmmwg?ﬁ?
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11. (a) Use the Extended Asset Market Model to discugg

the portfolio adjustments and movement ip the
exchange rate when there is an —

(i) increase in the expected appreciation of
foreign currency;

(if) an increase in the domestic interest rate.

(7.5)

(b) Show that under the assumptions of perfect capital

mobility, constant prices and fixed exchange

rate while monetary policy is completely ineffective

in changing output, fiscal policy is extremely
effective. (7.5)

(%) fRw o=t wEee ® oo @ & e fasRa
TREqfy SR 2R &1 I9EnT o IR e w #
FaaT WE BT B -

(i) foedtr oz =t snfer afe ¥ 9fE;
(i) =g =e = A & |

(@) feward for qof goft wfediere, feom et s P
fafem =0 9t uwone @ wEw wafE wfEw A I
a7 A 9} W A T 2, TwEd A FE
WE 2

3982 11

2. (a) Consider the following Production function fo
T

ideas in the Romer mode|

A =8L
L

A Where § is a positive constant,
A 1s the number of researchers and is a constant

fraction sg of the total labour force.
If the labour force is growing at the rate of n,

(1) Show that along a balanced growth path,

growth rate of A is n.

(i) What will happen to the growth rate of A
if there is a permanent increase in s.?

(3+4.3)

(b) Using the government budget constraint, examine
what determines the evolution of debt to GDP
ratio over time. Also, explain how higher this
ratio, larger is the potential for catastrophic debt

dynamics? (1:5)

() o R ¥ e & g we W R
oL, w5 T e R 2,

; . EoficaIle]
Lhﬁmsﬁaﬁm%ﬁ?@”m

fReR 3T s B
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