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(b) Draw and explain the shapes of indifference curves
in case of

(i) Perfect Substitutes
(i) Perfect Complements (8,4)
(a) Why is the supply curve of labour backward
bending? Explain with the help of a diagram.

(b) Suzy has 100 hours per week that she can devote
to working or enjoying leisure. Her hourly wage is
Rs.50.

(i) Draw her budget constraint.

(i) What will happen to her budget line if her
wages increase to Rs 100 per hour.
4.8)

(a) Define an indifference curve. Explain why two
indifference curves never intersect each other.

(b) Explain a budget constraint. How will a budget
constraint shift when

(i) the price of good X falls

(ii) the price of good Y increases

P.T.O.
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(iii) The money income of the consumer
increases. Explain how the shift affects the
slope of the budget line. 4,8)

SECTION C

Answer any two out of the three questions.

7. (a) A firm ABC is in equilibrium with marginal product
of labour, MP; = 5 and marginal product of capital,
MP, = 10 when price of labour, P, = 2 and price
of capital, P, = 4. Assume that P increases to
P, = 5. Should the firm continue with its present
technology of production or not? Explain your

answer.

(b) Explain how a producer chooses the least cost
technology to produce a given level of output
of any product. What is the role of relative prices

P, /P, in making this decision? (6,6)

8. (a) What-are the shapes of the AVC, ATC, AFC, and
MC curves? How are they related with each other?

Explain with the help of diagrams.
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SNo. Price of Oranges Quantity of Wheat
1 30 100
2 40 120
3 50 140

Are oranges and wheat substitute goods or
complements? Give reasons for your answer.

(c) Explain the concept of efficiency with the help of
the production possibility frontier? (4,4,4)

2. Suppose we have the following market demand and
supply functions

Qp = 1000 -~ 2P
Qg = -100 + 0.5P
(Qp = Quantity demanded, Q, = Quantity supplied,

P = Price)

(a) Solve for equilibrium P and Q. Calculate consumer
surplus and producer surplus at equilibrium. Draw
graphs to illustrate.

Now suppose that a tax of Rs. 50 per unit is
imposed by the government on the buyers.

P.T.O.




2916 4
(b) Solve for the new equilibrium P and Q.

(c) Explain the effect of tax in such a situation using
a diagram. (6,4,2)

3. (a) What is a Production Possibility Curve (PPC)?
Explain why under the usual assumptions, PPC is
bowed outward (concave to the origin). What will
be the shape of the PPC if the opportunity cost of

Good Y in terms of Good X is constant?

(b) 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 higher
burden of tax: buyer or seller? Explain why.

(6,6)

SECTION B

Answer any two out of the three questions.

4. (a) With the help of a diagram explain whether the
following statement is true or false:

All Giffen goods are inferior goods but all inferior
goods are not Giffen goods.

—— e e
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() @gem P MR Q & Tow e wwEwl JIAT W UL Gl , (b) What is the condition for profit maximization by a
!

N R ) Y- | firm in a perfectly competitive industry? Use

| diagrams to explain your answer. (6,6)
& forv sm@ dOr AR )

S S i . T 9. (a) What is long-run competitive equilibrium? Explain

the process through which and industry achieves

{HC T =T o Sl el | long-run competitive equilibrium.

(@) 7T Ege P 3R Q & Rw ew wwEy (b) What are the possible reasons for shift in the
industry supply curves in the long-run and in the
: -run?
(@) Y el § H D W AN TR AN H ITNT FD short-run? (6,6)
T TG (6,4,2)
SECTION D
b ~

Answer any three out of the four guestions.
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g l .
RISy T AR SRS o SIFER W wrex i ’ 10. (a) With the help of a diagram show that in case of

. 3R FoRn B B (Ve & forg saaw) Rk wwg X w ‘ long run equilibrium of a competitive firm,
s | LAC=LMC=AR=MR.
ol % o Y o SRR Wee ReR 8, W e e |
R =41 BEN } (b) Derive the short-run supply curve of a firm under
a perfectly competitive markét. (3,3)
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11.

12.

13.

Explain why in short run equilibrium of the perfectly
competitive firm, price is equal to marginal cost, while
in the long run equilibrium, price is equal to marginal

cost as well as average cost. (6)

With the help of a diagram show a firm earning super
normal profits, stating clearly the conditions of

equilibrium. . (6)

Explain the shut-down point of a firm with the help of
a diagram. 6)
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SECTION A

Answer any two out of the three gquestions.

(a) Differentiate between Positive Economics and

Normative Economics using examples.

(b) Using the midpoint method calculate the cross-
price elasticity of demand between oranges and

wheat if the following information is given :

e
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