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Indian Institute of Technology Kharagpur 
Date: 27/04/2012 (FN) Time: 3 hours Full Marks: 50 No of Students: 30 
End-Spring Semester: 2011-12 Department: HSS Subject No: HS50002 

Subject: General Equilibrium and Welfare Economics 
Five-Year Integrated M.Sc. in Economics 
Instruction: Answer all the questions. 

1. Comments on the following statements with justification/proof: 3x6=18 

(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

Direct transfer of cash always makes the target group better off, particularly 
when compared with provision of subsidy. 

As compared to imposition of taxes, assigning property rights is a better 
approach to control negative externalities. 

When the ratio of public sector output to private sector output is constant, the 
share of public sector expenditure in total expenditure also remains the same. 

Persuasion of personal goals by the bureaucrats always leads to an excessive 
size ofbureaucracy. 

.• 

Presence of agents facilitates the principals by reducing transaction costs. 

When the cost of public good is shared by the beneficiaries, they reveal their 
true preferences in Nash equilibrium. 

1. Answer the following questions: 

(a) Elucidate the recent debate on acquisition of farm land for various 
developmental projects by using the Kaldor-Hicks compensation principle. Is 
the Scitovsky paradox relevant in this context? 

(4+3) 
(b) Explain why the policy requirements for equity and efficiency frequently 

conflict? Can greater emphasis on market forces reduce such conflicts? Justify 
your answer. 

(3+3) 
(c) Prove that public good provision with a proportional income tax 

disproportionately benefits the poor. Will the poor be better off if the level of 
public good provision is determined by majority voting? 

(3+3) 
(d) While the demand side approach emphasizes low returns to schooling as the 

reason for parents not being interested in sending their children to schools, the 
supply side view seems to ignore the parents' perceptions about the benefits. 
Discuss how Banerjee and Dutlo reconcile the two views based on evidence. 

6 
(e) In what ways is the market for healthcare different from the market for a pure 

private good such as bread? Is failure of the healthcare market to attain Pareto 
efficiency the only reason for the need for non-market institutional alternatives 
(such as the government)? Justify your answer. (3+4) 
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