
ASSIGNMENT 

Introductory Micro Economics (Generic Elective – I) 

Note: Each question is approx. 5 Marks. So attempt accordingly and draw 

the diagram where ever required 

 

1. What is the difference between positive and normative statement? Give 

examples. 

2. Explain how the binding price floor affects the market outcome. 

3. How is the concept of efficiency related to the Production Possibility 

Frontier? 

4. When my income was Rs 10000, I spent 40% of my income on food, 

when the income doubled I spent only 20% of my income on food. 

Calculate my income elasticity of demand for food? 

5. It is observed that at the existing equilibrium demand is highly inelastic 

while the supply is highly elastic. If the buyers have to pay a tax of Rs T 

for each unit they buy, who will bear the high burden of tax, Buyer or the 

Seller? Explain with diagram 

6. Does a change in consumers’ tastes lead to a movement along the demand 

curve or a shift in the demand curve? Does a change in price lead to a 

movement along the demand curve or a shift in the demand curve? 

7. You have the following information about good X and good Y:  

Income elasticity of demand for good X is 3  

Cross-price elasticity of demand for good X with respect to the price of 

good Y is 2. 

Would an increase in income and a decrease in the price of good Y 

unambiguously decrease the demand for good X? Why or why not? 

8. What is efficiency? Is it the only goal of economic policy makers?  

9. Name two types of the market failure. Explain why each may cause 

market outcomes to be inefficient. 

10. How do the elasticity’s of supply and demand affect the deadweight loss 

of a tax? Why do they have this effect?  

  



Internal Exam - Introductory Economics (GE) 

Do any five questions. Each question carry 5 marks. 

1. When my income was Rs 10,000, I spent 40% of my income on food, 

when my income doubled I spent only 20% of my income on food. 

Calculate my income elasticity of demand for food? 

2. It is observed that at the existing equilibrium demand is highly inelastic 

while supply is highly elastic. If the buyers have to pay a tax of Rs T for 

each unit they buy, who will bear the higher burden of tax, buyer or 

seller? Explain. 

3. Explain how the binding price floor affects the market outcome. 

4. Explain the relationship between size of the tax and the tax revenue using 

Laffer curve. What happens to the deadweight loss when the size of the 

tax increases. 

5. What does consumer surplus measure? How does a lower price affects 

the consumer surplus? 

6. Calculate the price elasticity of demand using the mid-point method from 

the following information. 

Price 20 30 

Quantity 90 60 

Would your result be different if instead you considered total revenue 

approach to calculate price elasticity of demand? 

7. Draw a typical indifference curve for two  goods that are 

a) Perfect  substitutes 

b) Perfect compliments        5 

 

8. It was observed that when the price of coarse grain declined its quantity 

demanded also declined. Does this imply that coarse grain is necessarily 

an inferior good? Why or why not? Explain the concept of income and 

substitution effect.         10 

 

9. If the government wants to encourage people to save more, would a 

policy of higher interest rates always achieve this objective? Explain 

using the indifference curves.  

           10 

 

  



Multiple Choice Questions 

 

Choose the correct answer 

1. Price elasticity of demand measures responsiveness of 

  a.  quantity demanded to changes in price. 

  b. quantity demanded to changes in income.  

 c. price to changes in quantity demanded.  

 d.  price to changes in demand.  

 

2. If the price elasticity of demand is 0.33, then  

 a. demand is inelastic.  

 b. demand is inelastic over that price range.  

 c.  demand is elastic.  

 d. demand is elastic over that price range. 

3. If price falls by 1 percent and quantity demanded rises by 2 percent, then the price 

elasticity of demand  

 a.  is inelastic over that range. 

 b.   is 0.5.  

 c.  is elastic over that range.  

 d.  cannot be calculated from this information.  

4. If price rises and total revenue rises, then the price elasticity of demand over that range is 

 a.  elastic. 

 b.  inelastic. 

 c.   unit elastic.  

 d.   equal to 1.  

5.If price falls and over that price range demand is inelastic, total revenues will  

 a.  remain constant. 

  b.  fall. 

  c.  rise. 

  d.  fall, then rise. 

6. If the demand for Good A is perfectly inelastic at all prices,  

 a.  quantity demanded does not change as price changes.  

 b.  the law of demand is violated.  

 c.  the demand curve is vertical at the given quantity.  

 d.  All of the above. 

7. A consumption point inside the budget line  

 a) is unaffordable.  

 b) shows that the consumer spends income on only one of the goods.  

 c) shows that the consumer has chosen to spend all of his or her income on both 

products.  

 d) is affordable and, because it is inside the budget line, means that all the person's 

budget has been spent.  

 e) is possible to afford but has some unspent income. 

 



8. Moving along an indifference curve the  

a) consumer prefers some of the consumption points to others.  

b) marginal rate of substitution for a good increases as more of the good is consumed.  

c) marginal rate of substitution is constant. 

d) marginal rate of substitution is equal to 0.  

e) consumer does not prefer one consumption point to another. 

 

9. What does the long-run average cost curve show?  

a) the lowest average cost to produce each output level in the long run  

b) the interaction between average fixed cost and marginal cost  

c) the distinction between long-run fixed and long-run variable costs  

d) the lowest average marginal cost of producing each output level at any time.  

e) Answers A, B, and C are correct. 

 

10.When the average product is at its maximum,  

a) total product is at its minimum.  

b) total product is also at its maximum.  

c) the marginal product is negative.  

d) it is equal to the marginal product.  

e) the marginal product is increasing as output increases. 

 

11. A perfectly competitive firm maximizes its profit by producing the output at which its 

marginal cost equals its  

a) average variable cost.  

b) marginal revenue.  

c) average total cost.  

d) average fixed cost. 

 

12. A perfectly competitive firm is definitely earning an economic profit when  

a) P > ATC.  

b) P > AVC.  

c) P < ATC.  

d) MR < MC. 

 

13. When a firm doubles its inputs and finds that its output has more than doubled, this is 

known as:  

a) economies of scale.  

b) constant returns to scale.  

c) diseconomies of scale.  

d) a violation of the law of diminishing returns. 

 

14. When the total product curve is falling, the:  

a) marginal product of labor is zero.  

b) marginal product of labor is negative.  

c) average product of labor is increasing.  



d) average product of labor must be negative.  

 

15. When marginal product reaches its maximum, what can be said of total product?  

a) total product must be at its maximum  

b) total product starts to decline even if marginal product is positive  

c) total product is increasing if marginal product is still positive  

d) total product levels off 

 

 

Ans – 1 (a), 2(b), 3(c), 4(b), 5(b), 6(d), 7(e), 8(e), 9(a), 10(d), 11(b), 12(a), 

13(a), 14(b), 15(c) 


