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1.      Write  your Roll No.  on the top  immedia.tely on receipt  of this  question paper.

2.      The  question paper  consists  of six  questions.  Answer  any  five  questions.

3.      All  questions  carry  equal  marks,  18  marks  each.

4.     Ah.swers may be whtten either in English or Hilldi;  biit the  same medium should        '
be used `throughout  the `paper.
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1.        (i)  The following table shows thenumber of units of wheat and cloth that two
countries: hdia and Bangladesh -can produce in one day using all their
available resources :

Country wheat (inits/hay)'     -. Cloth (ults/day)
India 40                        .¢. .20

L Bangladesh 30 10
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(a)  Which country-has the absolute advantage in the production of each
goo d?                                                                                                                         (2)

(b)  Which country has the comparative advantage in each good?         (3)
?J

(ii)  Using the above data,- draw a Production Possibility Frontier (PPF) for India
and Bangladesh on separate diagrams. Show the trade-off between'wheat
and cl_gth, and explain how specialization according to comparative advantage
can lead to gains from trade.                                                                                 (4)

(iii)      (a)  Distinguish  between  public  and  private  approaches  to  regulating
extemalities. Explain in.detail 'one example of each.                            (5)

(b)  Explain how  Pigouvian taxes  an`d tradable pollution permits  help
correct  negative  externalitie.s.  Support  your  answer  with  suitable
di agram s.                                                                                                              (4)

(i)  What  are  the  economic  effects  of  a  tariff  for  an  importing  country?
How  do  economists  respond  to  arguments  given  in'  support  of  trade
restrictions?                                                                                                                  (6 ,4)

(fi)  Maria  spends  one-third  of her income  on  clothing.  What is  her income
elasticity and price elasticity of demand for clothing?                                   (4)

(iii)  If.Maria's taste changes and she decides to spen.d only one-fourth. of her
income on clothing, how does her demand curve change? What is her income
and price elasticity now?.                                                                                        (4)

(i)  The supply and demand. equations are given as following :

Qs  =  2P,  QD  =  300-P

(a)  I.f  the  government  imposes  price  ceiling  of  $90,  what  are  the
price, quantity demanded, quantity supplie`d and size of shortage or
surplus.                                                                                                                      (3 )

(b)  If  the  government  imposes  price  floor  of  S,90,  what  are  the
price, quantity demanded, quantity supplied and size of shortage or
Surplus.                                                                                                                            (3 )
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(c).  Instead of a price control, the government levies a tax on producers
of S`30  per unit  .What-are .the  price,  quantity demanded,  quantity
supplied and size of shortage or surplus?                                               (3)

(ii)  Below is the value (willingness to pay), Rohit places on per unit bottle of
water

Value of first bottle $7

Value of second bottle $5

Value of third bottle $3

Value of fourth bottle $1

(a)  From this information, derive Rohit's demand schedule.  Graph his
demand curve for bottled water                                                              (3)

(b)  If the price of a bottle of water is $4, how many bottles does Rohit
buy? How muc`h cQI}srimer surplus does Rohit get from his purchases?
Show Rohi`t's consumer surplus in your graph.                                     (3)

(c)  If the  price  falls  to  $2,  how .does  quantity  demanded  change?
Diagrammatically show the change in the coflsumei suaprus?           I(3)

i

4.        (i)  Two firms, A and B, must decide whether to advertise or not. Their payoffs

(profits in million dollars) are shown below :

Fim 8: Adverise Firm 8: Do Not Advertis6
•Firm A: Adverdse

(4,4)       - (10, 2)

Firm A: Do Not Advertise (2,  10)   ' (6, 6)
\

(a)  Identify the` dominant` strategy (if any) ,for each firm.

(b)  Determine the Nash`Equilibrium of this game.

(ii)  What is an Extemality? Explain how the Social Cost, of a good exceeds the
private cost in the pres'ence of a negative externality?                                 (4)

P.T.O.
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(iii)  Classify each of the following goods as private goods,, public goods, common
resources, or c-1ub goods. Give brief re`asons for your answers.

(a)  Street lighting in a city

(b)  A toll road that is rarely congested

(c)  A public park that becomes crowded on weekends

(d)  Cable television

(e)  A local fishery open to all fishermen (5)

(iv)  What is tragedy of the commons? Wky do government try to lim,it the use
of common.resources?                                                                                               (4)

5.        (i)  The rent ofhotel rooms in-Shimla is forRs.100 pernight and 1,000 rooms
are rented at. this price.

(a)  To  raise revenue,  the mayor  decides  to  impose  a tax  of Rs.10 per
rented room on hotels. After the tax is introduced, the market price of
a room rises to Rs.108, and t`he number of room,s rented falls to 900.

Calculate the tax revenue collected.by the Shimla government and the
resulting deadweight loss due to the tax.                                                (6)

(b)  The mayor then decides to increase the tax to Rs.20 per room. As a
result, the market price rises to Rs.116,  and the number of rooms
rented falls to 800.

Calcula.te the new tax revenue and deadweigh,t loss.  State whether
these values double, more than double, or less than double compared
to part (a), and briefly explain why?                                                       (6)

(ii)  The government is considering a` carbon tax on electricity ,and air travel.
Electricity demafid is relatively inelastic, while air travel demand is elastic. If
the objective is to raise revenue with minimal efficiency loss, which sector
should be .taxed more heavily? Explain Wi'th reasoning and diagrams based
on elasticity and deadweight loss concepts.                                                        (6)

6.        (i)  Rohan.consumes only'cheese and crackers.

(a)  Could  cheese  and  crackers  both  be  inferior  goods  for  Rohan?
Explain.                                                                                                                       (3 )
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a)  Suppose that cheese is a normal good, .for Rohan while crackers are
•        an inferior good. If the price of cheese falls, what happens to Rohan's

consumption of crackers? Explain this analysis using the decomposition
of price gffect.                                                                                                  (6)

(ii)  Consider that John buys only milk and cookies.

®  In `the fir-st. year, John earns $100, milk costs $2 per quart and cookies
cost $4 per dozen. Draw John's bud,get constraint.                            (3)

a)  Now supp.ose that all prices increase by 10 percent in the second year
and that John's salary increases by 10 percent as well. Draw John's
new budget constraint.                                                                                  (3)

1

(c)  How would John's optimal combi`nation of milk and cookies in year 2
compare to his.optimal coinbination in year 1?                                    (3)

(i)RHrtlRqd-aTinSriE8itxp+ifiEedaiinTTZIT.aiasain:e]Tqaife
Frfu _ ri wh 3qaaET whffi 5T wh Fie gF ifr ¥ ng 6ife xp aPr
ian. EqITgrTo 3HTan iF{; wh €. :

in a€ (edrfu) FT (atrfu)
rm 40 20

qrfuc 30 10

(ffi)_i5{ qtg a trEqTanS iba a" ch ire aFT  (absolute advantage) a?         (2)

(RT)  i5{ qng a. iba a" ch wh enT  (comparative advantage) a?   h-              (3)

(ii) i3;t]I te TTF fa ffl wh ed an{a Gis. rfu i* fro sRE]+ 3]an fflRE tR
fi5RE iifaiRE HrfEq{ (PPF) a]TFTi tl€ air ap tfr rfu *-ire fiFT, aife
HHaTET faTwh arm i} xpT{ iahaa iETqR ch aeimT a Ha5ar €I      (4)

(iii)    (iF) qTenT (extemaiities) ch ira ed i± ifu -tit-€tlfuqFT 3ife ian ca.$ 8fa{
aaTFTi" HEha lit F ¥aT5{uT fa iaRE a enqTaei                              (5 )

(iF) aFaTET iaT fiife eiFT -( pigouvian taxes ) rfu 3xp ffiquqife (tradable
pollutionpermits)iTqTT©qTFTch-(negativeextemalities)qfr¥ndtitra
iTEE ed ¥i wh t3iR ffl wh 3qIEFEr fflRdi a HT¥ irmi            (4)

+i
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(i)fa5flenq[aedt{[aini±itrqffii*qTHrffaHuTqffi¥.?iHTqRHrm.i±
`iREefr ti itr TTT ffi TR fflRE ian Hfen ta a.7                                 (6,4 )

(ii)qTRmerqft€maiitxpaT-iaeiinfflStReded¥IrfiifurfutR3Ha
ama ift ed rfu qu ch ch iaTafl a?                                                      (4)

(iii)qRqnR:]TcaqteqEawh€3ft{qawharmenfa¥iF-aeiinffl¥TR
ed q5d i±[5T life ae a, ch `gqiHT rfu q3F ian qEaaT €?  SIT 3Hqfr 3ma ap qu
ift fa ian g3                                                                     (4)

(i)  Hrepe Sis wh i± Hfro TiiriffiRaa ¥ :

Qs  =  2P,  QD  =  3oo_P

(ff ) qfe q{q5i{ $90 th iq an wh a, a ifro, ffi q€ rm, ap ch Its
q[aT 6it qifi en rfu en 3Tttm ffl ill                                       (3 )

(iF)qRi]Ia5R$90ffl"=aTFdewhg,chifro,ffiiT§rm,eniSifrTts
q[aT rfu ri " rfu ffiT entFR fflT ill                                       (3 )

.(TT)griinchqenzT,TGedtRtRRTrfuqu$3OiitERwh€idr,
iFffifu.TteqFT,_enstifrTtsqTa[.airch"HENffl3TTEFT{tIrrin?

(3)

(ii)ifaHiF(givedifrE5T)ffirifroiinrmT%,icaiferfugrha
qTfl TR Ten a :

qErfu ha ift ifro $7

EFft fa ift fro $5

ae ha ch ife $3

anhaiflife   . Sl

(iH)RTGTTnda,LaeTiFTiifefuiarfulateqTfii}itr3H5Trfu
qIr (fife qTa) iTFT ¥ iael                                                         (3)

(RT) arm wh tfr ha ch RE $4 €, ch ife fi5an RE wh7 an rfe
a ae ch iaian enin rfu (giv i]{taH) iin €? wh imf ¥
affa ffl 3qfu rfu ftngi                                         (3)
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4.

7

(TT) `aFTI fro $2 flat fu wh ¥, a rty fl in qrm ian RE a? enin
rfu ¥'aEaTa ch de ifr T]Tan a ifrol                                (3 )

( i) a qRE, A Sit 8, ri qa lan in a i$ 3±. iin in rfu IT "i 3F±
aFT (ira ife ¥ gr"T) ifa ifu TTT ¥ :

Tri B : iaFT in TFS 8 : iama I in
tFTi A : iin in (4,  4) (]0,  2)

q5* A : iaim i in (2,,0)          . (6,  6)

(E) Hdr Tri i+ ifr Hgr RE (ife ae a) ifi qat Eel          (2)
(RT) ga ed 5T fu €rqqrtl@qti iaEife Eifei                                           (3)

(ii) fflg INFT HT a?  iFTaTgp iaT aa5i{iEqzH T@ig rma th 3qRrfu `S iaifl qng ch
HFTTPe ETTm ian aFfa a ian fflfha a wh €i                                          (4)

(iii) RtirtlRqd tTt5di ch ian qE, HTaife qt5, eniq iha, Th ffla t[q iE RI ¥
fry rmi rd Sat ii its RE ffiTIOT rmi
(ffi) ian " S tat ",
(iF) vat dr ds iin tR aga iFT aft? an €,
(TT) vat qiha qTqs ifr Htrfe q{ giv trm a iHTaT €,(I) fa -'
(¥){iFiniapchenfrq¥entiatei5@ai -(5)

(iv) xp ife € ire car €? H{5R HFTTq whffi (rfu fias) a wh ch ffi
RE ed ch ith q5en €7                                                         (4`)

(i)iin¥-haifred.iFTiinrfuTiaioowh€6ifeiHifeTRi,Oooriifu
tR fit ri ¥1

(E){Tmarii}iae,q5TdrihatlrifuTRtoTiged.T]rrfutfiF{rio
whtFT.hawhT5Tiifefin¥iaeaTngchi±ffl7=,ediltrfefa®
io8 wh a ffl@ €, 6ft{ ifu TR its. iTg ed ch wh 900 ca wh €1 iin
H{Effl{ ¥I{r th EqH taqQ Sir fro ifr i5T{uT ch ri ife ife th iTuiaT
qftfirl                                                                                                   ( 6 )

Jl.O.
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(.a)in-aahaa?Tq5{t.2Orfui5F{redT5TTined€.1TRDmRT,rm{
qu 116 wh aaT qg iHTaT a, 6fr{ ifu TR itr ilpqT$ 800 Ta wh a.I aqT
frofa®3itiferfu(deadweightioss)thrmaTdiftriqaTHi*HTa
fa®rfe(a)iftgr]Ta.ap,apaqum,"apat5qg.,3ft{whS
ffiTquT qaTEpl                                                                                                                                (6 )

(ii) H{a5R ice Sir at qm H wh ha wh TR ia" q5{ tft €i ian ift rfu
atenga afa (inelastic) a, rfe at qiaT ift rfu ¥ fa (elastic) €t rfe dr
xpan €caaT rfu (tlrm ed) ifr HTq TTma a?T]T a, a ia5H ha TR ife ha
:aimaT iHrm qBT? dr  ( elasticity)  air ife aiH  (deadweight los;) qfr slaen{uTTch.

a enae " aa5 Sir erR@ i} imaEqEiTEgi                                                        (6)

6.     (i) hafarfu3ft{asHmgi

(ffl) fflT th Sit as an. ha ii ifr rfu Tee a wh €.3 iFTHTETi  (3 )

(.RT) qFT an iaT ha a its fro ngiF HFTiq ant a rfu.as rfu ant ¥1
rfe th ch ffi di a, a ha tft ife th iHqa T]I fflr Hvia giv? gH
iachchqFmla(decompositionofpriceeffect)i}faedffrchqie
iFTE[THt                                                                                                                                   ( 6 )

(ii) qFT rm far iiiii fa ri 3ife giv ± €t  ~
'  .(ifi`) wh rf a., ch Sioo ffiqm a, BT ift fro  $2 rfu ed  Site giv

ift fro $4 rfu ed ai irfu ifr qiHr th  (budget constraint) ch qFlgqi

(3)

(ia)slaqFTrmfaTatata.what.iofroqgwh¥.3irffiiRan
afriorfuqFwh€ichifiriaaath(.aT5Exp.)riaiTFTI

(3)

(TT) S Hia ¥ ch 5T -gr. rfu giv iffl tFr ed a]asT chirngaQil-, wh aTa E}
wh era q]iru]ali ch gait ¥ iaRI Hi5i{ dr?                               (3)

iii-
(6000)

1


