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B. A. (HONOURS) ECONOMICS
(BAECH)

Term-End Examination
December, 2024

BECC-105 : INTERMEDIATE MICRO
ECONOMICS-I

Time : 3 Hours Maximum Marks : 100

Note : Answer questions from each Section as per

instructions given.

Section—A

Note : Answer any two questions from this Section.

Each question carries 20 marks.  2X20 =40

1. (a) Anand i1s assumed to live in two time
periods, 1 and 2. His consumption and

income in time period 1 are C; and Y; and
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in time period 2, C2 and Yz respectively.
The prevailing market rate of interest is r.
Find the equation for his intertemporal
budget line. In a diagram, clearly show his
endowment set, intercepts and the slope of
the budget line. In the same diagram,
clearly show the shift in the budget line

due to the increase in the rate of interest.

10

(b) Assume that Anand has well-behaved
preferences and that he was a borrower
before the increase in the rate of interest
and became a lender after the increase.
Would he be better-off or worse-off after
the increase in the rate of interest ?

Discuss with the help of a diagram. 10
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2. Explain the law of variable proportions and
explain the relationship between the marginal
and the average productivity of the variable
mnput (labour). A firm’s total production

function is given below :
X =30L-17-25

where X is the output and L is the number of
labourers employed. Find the maximum
number of labourers employed in the first and
the second stage of production. Draw a

diagram. 10+5+5

3. Ahmad’s utility function for two commodities

X, Y is as follows :

1 1
UX,Y)=X2Y?2
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Suppose Ahmad’s income 1s ¥ 300 per month

and prices of good X(Py) and good Y(Py) are

respectively ¥ 3 and ¥ 5. Find his equilibrium
consumption bundle. If price of X declines to T 2
while price of Y and his income remain the
same, what will be the new consumption bundle ?
Explain Slutsky’s method of decomposing price
effect into income effect and substitution effect

using a graph. 5+5+10

4. (a) Discuss the first and the second welfare
theorems. Can you say that a Pareto
optimal solution 1s both efficient and

equitable ? Justify your answer. 8
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(b) “In a two-commodity and two-consumer
pure exchange model, show that a non-
competitive equilibrium 1is inefficient.”
Elucidate this statement with the help of

an appropriate diagram. 12
Section—B

Note : Answer any four questions from this Section.

Each question carries 12 marks.  4X12 =48

5. (a) Define consumer surplus. Suppose the
demand function of a consumer is as

follows :
Q=150-2P
where Q and P are respectively the

demand and the price of a commodity. The

initial price is ¥ 3 and it falls to ¥ 2. Find
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consumer surplus with the initial price and
also the change in the surplus after the

price change. 5

(b) For a convex indifference curve, explain
equivalent variation when the price of
commodity X (taken on the horizontal axis)
increases while the price of the other
commodity (Y) and the income of the

consumer remains the same. 7

6. Derive the short-run supply curve of a
representative competitive firm. What will be
the short-run supply curve of the industry if
there are n identical firms ? Mention the factors
that determine the long-run supply curve of a

firm. 4+2+6
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(b)
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Define returns to scale. Consider the

following production function :

Q=AK*1}

where Q is the output, K and L are capital
and labour respectively. What restrictions
do we need to impose on the values of a

and B to get various types of returns to
scale ? Explain your answer. 6
Define elasticity of substitution. Find

elasticity of substitution for the above

production function. (Assuming f=1-0.)6

8. With appropriate diagrams, analyze the three

types of technological progress. Also bring out
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the relationship between the three types of
technological progress and marginal rate of

technological substitution. 4+4+4

9. Define the concepts of expected value and the
expected utility. Explain their application in
determining the attitude of an individual

towards risk. 12

10. (a) Determine the equation for the expansion

path of a production function given by

11
Q=12K?2, where Q stands for the output

produced using factors and K and L priced
at ¥ 4 and ¥ 16 respectively. Assess the
equation of expansion path of this

production function. 6
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(b) What will be the minimum cost of

11
producing 500 units of Q, where Q = 5K2 1.2 ?

Assuming that the factor prices remain the

same as in part (a). 6

11. Find the optimal consumption bundle in case of
quantity tax and an equivalent income tax.
In which of the two tax regimes is the
consumer better off ? Explain your answer with

a diagram. 12

Section—C

Note : Answer both the questions from this Section.

Each question carries 6 marks. 2x6=12

12. Explain any two of the following : 3+3
(a) Shut down point
(b) Homogeneous production function
(¢) Properties of profit function

(d) Conditional input demand function
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13. Distinguish between any two of the following :
3+3

(a) Weakly preferred and strongly preferred

set
(b) Implicit and explicit costs
(¢) Cardinal and ordinal preferences

(d) Partial equilibrium and general

equilibrium
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