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12.

13.

Explain how is the short-run supply curve derived for

(a) A Competitive firm
(b) The competitive market

Can this curve be downward sloping? Give reasons.
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Explain the concepts of Economies and Diseconomies
of scale. 6)
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SECTION A (@E &)

Answer any two out of the three questions.

(a) If markets are usually a good way to organize
economic activity, why do we sometimes need

government?

(b) What would be the effect of a price ceiling of (i)
Rs. 150 and (ii) Rs. 80, in a market with the
following demand and supply curve

Q.= 1000-5P (Q,is quantity demanded and P is
price)

Q, = 5P (Q, is quantity supplied)
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10.

11.

SECTION D (@S )

Answer any three out of the four questions.

AR & & el WA y¥A @ IR @il

What is normal profit? Why in the long run, firms in
a perfectly competitive market earn normal profits?
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(i) Does a competitive firm’s price equal the
minimum of average total cost in the short-run,
long-run, or both? Explain using a diagram.

(i) Under what cénditions will a firm shut down
temporarily? Explain using a diagram. 3,3)
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9.
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(a) Discuss the concepts of break-even point and shut-
down point. Is it possible that a firm will continue
to operate even when it is making losses?

(b) Why is the long-run average cost curve U-shaped?
Is it possible for the LRAC curve to have a flat
bottom? (6,6)
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(c) Does a floor price fixed by the government always
change the market outcome? Give reasons for your
answer. (4,4,4)

() aft s sFER W i niefafr it el @
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2. (a) When my income was Rs. 10000 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.

P.T.O.
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3.

(b) Diamonds are an item of conspicuous consumption.
Why does the Indian government not levy a high
rate of tax on the sale of diamonds to reduce their
consumption and to generate revenue?

(c) What are the alternative policies that a government
may use to control drug abuse? Explain using
diagrams. (4,4,4)
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(a) Explain graphically the concepts of consumer
surplus and producer surplus. Consider a market
for apples. What happens to consumer and
producer surplus with the increase in the supply
of apples?
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CUIECTEC H I
0 0
1 7
2 12
3 15
4 16
5 16

8. (a) Show how short-run supply curve can be derived
for a perfectly competitive profit maximizing firm.

(b) ‘If the total variable cost of production is the sum
of the marginal cost of each additional unit of
output, we can calculate the marginal cost by
taking the total variable cost of production and
dividing it by the quantity of output produced.’ Do
you agree or disagree with this statement? Give
reasons in support of your answer. (6,6)

P.T.O.
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SECTION C (@®s =)

Answer any two out of the three questions.

q X @ ol & yI B IR @l

7. (a) What is the relationship between total product,
marginal product, and average product curves?
Explain with the help of diagrams.

(b) Explain the concept of diminishing returns. Does
the table given below indicate a situation of
diminishing returns? Explain your answer. Estimate
total product if 6 units of labour input are used.’

Labour Units Total Product
0 0

1 7

2 12

3 15

4 16

5 16

(6,6)
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(b) How does a tax on a good affect the price paid
by the buyers, the price received by the sellers,
and the quantity sold? (6,6)
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SECTION B (W )

Answer any two out of the three questions.

d F @ B @t ge & IR el

4. (a) Define Indifference Curves. Explain the properties

of an Indifference curve?

(b) Do you agree with the statement that for a
consumer to maximise her utility her indifference
curves should intersect her budget constraint? Why
or why not? Explain.

P.T.O.
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A consumer consumes two goods X and Y. Suppose
the price of good X decreases. Explain the income
effect, substitution effect, and price effect

(a) When both X and Y are normal goods.
(b) When X is an inferior good.

(c) Draw the demand curves for good X when X is a
normal good and when X is a giffen good.
(5,5,2)
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6.

(W) g X & fw AT oF N, 99 X TF 9ME g
B IR W X v Ao g e

(a) Explain the equilibrium condition of a consumer
with the help of the indifference curve and the
budget constraint.

(b) Ashok buys only two goods, hot dogs and
hamburgers. The price of a hot dog is Rs. 1 and
the price of a hamburger is Rs. 2, and his income
is Rs. 20. Explain the slope of a budget line.

(i) Draw the budget constraint for Ashok.

(i) Suppose Ashok chooses to consume 6
hamburgers then what is the maximum
number of hot dogs that he can buy? Explain
with the help of a diagram. (6,6)
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