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Instructions for Candidates :

rfft @ forw fader:

Attempt any four questions.
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All questions carry equal marks.
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Q.1(i) Explain how production possibility curve illustrates scarcity, choice and opportunity cost.
(if)"An increase in the demand for notebooks raises the quantity of notebooks demanded but not the
quantity supplied™ is this statement true or false? Explain. (9+9.75)
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Q.2

Q.3

(i) Describe the relationship between total revenue and the price elasticity of demand.
(Diagrams are required )

(if) Consider a public policy aimed at smoking, studies indicate that the price elasticity of demand
for cigarettes is about 0.4 .If a pack of cigarettes currently costs $2 and the government wants to
reduce smoking by 20%, by how much should it increase the price (10.75+8)
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(i) How does a tax on a good affect the price paid by the buyers, the price received by the sellers,
and the quantity sold?

(ii) In a supply and demand diagram , show producer and consumer surplus in the market
equilibrium.

(9.75+9)
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Q.5

Q.6
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(i) Explain the price effect, income effect and substitution effect of a price change for a normal
commodity using suitable diagram.

(if) Suppose marginal utility of good X is 20 while its price is Rs. 4 per unit and marginal utility of
Y good is 50 while its price is Rs.5 per unit .The individual to whom this information applies is
spending 20 on each good .Is he maximizing his satisfaction.? (12+6.75)
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(i) Describe the relationship between short run and long run average total cost.

(it) Draw a production function that exhibits diminishing marginal product of labour. Draw the
associated total cost curve .Explain the shape of the two curves you have drawn.  (9+9.75)
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Bring out the essential difference in the nature of equilibrium of a firm under perfect competition in
the short run and in the long run. (18.75)
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