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Instructions for Candidates

1.  Write your Roll No. on the top immediately on receipt

of this question paper. .
S8

{ 2. This paper contains a total of 7 q{ies,tions. Candidates

are required to answer any FIVE questions.
§ 3. All questions carry equal marks.
4. All parts of a question must be answered together.

5. Answers may be written either in English or Hindi;
but the same medium should be used throughout the

}
)
i paper.
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1. (i) Explain the relationship between competitive

markets and pareto efficiency using the
fundamental theorems of welfare economics.

©)

(i) Explain the concept of Production efficiency and

Product Mix efficiency. )
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Derive the government spending multiplier. Also

explain the balanced budget multiplier? - (9)
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C =85 + 0.5Y,

I =285 G=60; T=-40 + 0.25Y
weT I Y, = Y-T

qer . Y = C+I+G
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How does the banking system create money and
what is the role of the required reserve ratio in

this process? )
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Look at the following data for country A :
C =85 + 0.5Y,

I =285 G=260; T=-40 + 0.25Y
Disposable Income: Y; = YT

Equilibrium income: Y = C+1+G

(a) Calculate the equilibrium income
(b) Calculate tax collection in equilibrium

(c) What is the level of Government’s Budget

Deficit or Surplus in equilibrium? 9
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Markets may not always be pareto efficient, thus
warranting the need for public policy. Explain
two such cases of market failure which require

government intervention. )

How can externalities be addressed using
market-based solutions by the public sector?

Explain with two such examples. 9
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3. (i) Derive the demand curve for public goods. Also
derive the collective demand curve for public

goods from individual demand curves. )

(ii) Explain graphically the distortions associated with

public provision of private goods. %)
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4. Write short notes on any three :

(i) Free Rider Problem
(i) Taxes as Automatic Stabilizers
(iii) Coase Theorem

(iv) Difference between Absolute and Differential

tax incidence. (6x3)

-
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(i) How does elasticity of demand and supply affect
the changes in price and quantity on the incidence

of a tax? ©®

(ii) “Efficient policy should therefore minimize this
burden, referred to variously as excess burden,
deadweight loss, or efficiency cost.” How can
the analysis of excess burden in tax policy aid in

choice between different goods in the economy?

®
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