
Assignment 

Principles of Micro Economics (BCP Vth SEM) 

1. What is Price Consumption Curve? Derive a demand curve from it for the normal and 

Giffen good? 

2. Why is an Indifference curve convex to the origin? Explain Consumer equilibrium 

with the help of indifference curve. 

3. An increase in the price of coffee from Rs.  40 per 100gram to Rs.  44 per 100 grams 

results in an increase in demand for tea from 300 units to 400 units. Estimate the cross 

price elasticity of demand and comment on the result 

4. A consumer consumes two products A and B . If he spents his entire income on A , he 

can buy 50 units of A and if he spents his entire income on B , he can buy 20 units of 

B. The market price of product B is Rs 50 . Find the following 

a) Income of the consumer 

b) Price of the Product A 

c) Slope of the budget line 

5. Explain Minimum support price policy of the government. What are its 

consequences? 

6. a)   Examine the relationship with the help of diagram and equations between TPL, 

APL, MPL?  

b) What are Ridge lines? Explain with the help of diagram 
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Multiple Choice Questions 

 

Choose the correct answer 

1. Implicit costs are:  
a) equal to total fixed costs.  

b) comprised entirely of variable costs.  

c) "payments" for self-employed resources.  

d) always greater in the short run than in the long run.  

  

2. Which would be an implicit cost for a firm? The cost:  

a) of worker wages and salaries for the firm.  

b) paid for leasing a building for the firm.  

c) paid for production supplies for the firm. 

d) of wages foregone by the owner of the firm.  

 

3.  If a firm's revenues just cover all its opportunity costs, then:  

a) normal profit is zero.  

b) economic profit is zero.  

c) total revenues equal its explicit costs.  

d) total revenues equal its implicit costs. 

 

4. Fixed cost includes:  

a) expenditures for the salaries of the administrative staff;  

b) expenditure for depreciation of fixed capital; 

c) energy costs for manufacturing;  

d) expenditure for general lighting. 

 

 A. (a,b,c) B. (a,b,d) C. (a,c,d) D. (b,c,d)  

 

5. When production volume is zero:  

a) the fixed cost is 0;  

b) the variable cost is 0;  

c) the fixed cost is higher than the variable cost; 

d) the variable cost is higher than the fixed cost.  

 

A (a,b,c) B (b,c,d) C (b,c) D (a,d)  

 

6. Calculate the average fixed cost (AFC), for a level of production Q = 20, knowing that the 

total cost function is: TC = 200 + 3Q + 2Q2 . 

a) 1060;  

b) 200;  

c) 20;  

d) 10. 

 



7. If the price elasticity of demand for a good is .75, the demand for the good can be 

described as:  

a) normal.  

b)  elastic.  

c)  inferior.  

d) inelastic.  

 

8. When the price of a product is increased 10 percent, the quantity demanded decreases 

15 percent. In this range of prices, demand for this product is:  

a) elastic.  

b) inelastic.  

c) cross-elastic.  

d) unitary elastic.  

 

9. If the price elasticity of demand for a product is equal to 0.5, then a 10 percent decrease 

in price will:  

a) increase quantity demanded by 5 percent.  

b) increase quantity demanded by 0.5 percent.  

c) decrease quantity demanded by 5 percent.  

d) decrease quantity demanded by 0.5 percent.  

 

10. Cross elasticity of demand is:  

a) negative for complementary goods.  

b) unitary for inferior goods.  

c) negative for substitute goods.  

d) positive for inferior goods. 

 

11. Engel curve for giffen good is  

a) Positively sloped  

b) Negatively sloped  

c) Horizontal straight line  

d) Vertical straight line 

 

12. Price effect is  

a) Income effect – substitution effect  

b) Substitution effect – income effect  

c) Income effect + substitution effect  

d) Income effect + substitution effect- negative effects 

 

13. Income consumption curve of an inferior commodity is  

a) Positively sloped  

b) Backward bending  

c) Downward slopping straight line  

d) Showing constant income effect 

 



14. The slope of a budget line is  

a) The satisfaction level of both the commodities  

b) The income level of the consumer  

c) The price ratio of both the commodities under consideration  

d) Price level of a country  

 

15. At the point of tangency the slope of indifference curve is  

a) Differ from point to point  

b) Is equal on the other side of the mid point  

c) Is the same  

d) Is increasing 

 

 

 

 

 

 

 

 

 

Answers 

1(c), 2(d), 3(b), 4(b), 5(c), 6(d), 7(d), 8(a), 9(a), 10(a), 11(b), 12(d), 13(b), 14(c), 15(c) 


