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() The following table shows the number of units of wheat and cloth that two

k3 countries: India and Bangladesh — can produce in one day using all their
£ available resources :
Country Wheat (units/day) .| Cloth (units/day)
India 40 20
: Bangladesh 30 — 10
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(a) Which country has the absolute advantage in the production of each
good? _ ; )

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

o

(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 cloth, and explain how specialization according to comparative advantage

~ can lead to gains from trade. 4)

(i) (a) Distinguish between public and private approaches to regulating
externalities. Explain in detail ‘one example of each. 5)

(b) Explain how Pigouvian taxes and tradable pollution permits help
correct negative externalities. Support your answer with suitable
diagrams. 4)

2. (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)

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

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

3. (i) The supply and demand equations are given as following :
Qs = 2P, QP = 300-P

(a) If the government imposes price ceiling of $90, what are the
price, quantity demanded, quantity supplied and size of shortage or
surplus. O 3)

(b) If the government imposes price floor of $90, what are the
price, quantity demanded, quantity supplied and size of shortage or
surplus. 3)
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(¢) Instead of a price control, the government levies a tax on producers
of $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

e

W5 ¥

4.

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 much constimer surplus does Rohit get from his purchases?
Show Rohit’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 consumer surplus? ?3)

)

(1) Two firms, A and B, must decide whether to advertise or not. Their payoffs
(profits in million dollars) are shown below :

Firm B: Advefttise

Firm B: Do Not Advertise

Firm A: Advertise 4,4 (10, 2)

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

(a) Identify the dominant strategy (if any) for each. firm. 2)
(b) Determine the Nash Equilibrium of this game. .3

(i) What is an Externality? Explain how the Social Cost.of a good exceeds the
private cost in the presence of a negative externality? 4)
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(iii) Classify each of the following goods as private goods, public goods, common
resources, or club goods. Give brief reasons 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 &)

(iv) What is tragedy of the commons? Why do government try to limit the use
of common resources? 4)

5. (i) The rent of hotel rooms in Shimla is for Rs.100 per night 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 the number of rooms 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.

Calculate the new tax revenue and de‘adweigh,t loss. State whether
these values double, more than double, or iess than double compared
to part (a), and briefly explain why? (6)

(ii) The government is considering @ carbon tax on electricity and air travel.
Electricity demand 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 with 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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(b) 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 effect.

. (6)

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

(a) In the first year, John earns $100, milk costs $2 per quart and cookies
cost $4 per dozen. Draw John’s budget constraint. 3)

(b) Now suppose 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.

€)

'\

(c) How would John’s optimal combi}lation of milk and cookies in year 2
compare to his optimal combination in year 1? 3)

L (i) Felies ol 3 9 $i a0 9 Tl o Ramn v 2 R 9 3 wRa Sk
IERT — O A STAT LA T ST Hed Tk o ¥ W ok W

ToFoe SeRTEal SeaeT O gEd B
= E ¥ (sl /R) wm (e /Re)
R 40 20 ’
AR 30 10

() & 967 & e ¥ @ 30 o quf @ (absolute advantage) 87 (2)
- (|) = ag ¥ 59 3w @ 9 A (comparative advantage) 27 - (3)

(i) SR BT T I2T 1 IWNT I URA IR TR D [T - S IS T
s WRRE Wiew (PPF) oEg) 1 3Rk &R & € 33 - 3ifw Ry, ok

N

,(«., 4 ‘

HEIEY o A I H AR RS § SR A R o B g 21 (4)
(iii) (ﬁ) GIEGH (externalities) o« P s S ﬁ?ﬁl&ﬁﬁ&? 3% ol afent F 3R

TASY! TUE ol U T JaR R ¥ ST (5)

(@) wwarEy o fiieas e ( Pigouvian taxes) aﬂti%aaq@mmﬁa (tradable
pollution permits) Wﬁ?ﬁl@'&ﬂ&ﬁ (negative extemalities) Eﬁﬁﬂlﬁfﬁ T
AT A Bl A IR HT G ST IRE D Y Hiferg) (4)

PT.O.



5069 6
2. (i) T v ey A 3 @ o gew @ e ST BN ©7 e e @

T ¥ R 7 Tl W sl 99w 31 87 (6,4)
(ii) AR ST T H U - e B HUE W e el 21 Ul & folg A W 39
A R T A A e 27 (4)

(iii) = wRar oY T Sew SN 2 SR 98 AT I N Haw U - <qog Bed w0 W
= e @ ol 3 2, [ Sae Wi 9% DY qeer 87 J I i AR G5
o W R 27 (4)
3. (i) sl ok Wi & e et 2
Q* = 2P, Q" = 300-P

() 9 TWER $90 T T@ QeiT wRR 2, A Ao, AW T 90, LS A TE

AT 3R A A AREY T SR B (3)
(@) AR RER $90 T T2 T oW 2, W T, WW T A, S o v
T S Al A AR T SEHR R B (3)

(1) i Frior R oo, STEEH W WRER W GiE $30 T SR TR 81 R,
WY 1S A, SR S I A SR A W AR SR ) e ?

(3)
(ii) Y 96 IFa (SR e o 59T ot T e v €, TR AR wift e siew
T ) @ 8
Ul A AR 7
U SCRC G AU $5
e Sae @ S $3
| A Sm S $1
() =@ S ;AR = Rels Jm Pl Sieess aRt @ forg IweR i
% (Rais =) T ¥ Raru (3)

(@) SR U o See B S $4 2, W AT Freelt e wdem? Jo w9
3 IR = R ol SRR (FopR wew) Fem 27 s ww §
ART = ITeliE SRRy REs (3)
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(71) 3R P $2 W R S 7, @ W A T A DY 7 8 7 ST
AR ¥ wTaE 9 NG D W @ RaE (3)

4. (i) & wulEN, A 3R B, # 78 Folg o @ TR S s 3 wilke @ @ I
v (e Ser ¥ wAeT) R Rew g

w4 B: s ¥ | Wi B: R w3
W A R 3 (4, 4) (10, 2) '
i A e T S (2,10) . (6, 6)
() v W R wE oAl (3R W@ 8) 9 wee Sikm (2)
(@) =@ @« @ A7 sk ReRa Him) (3)
(ii) wrer o T 27 wEmET R TR Sl T o SuRel ¥ R asg @
HRIIR AR el A ¥ S SIeen 8 Srh el (4)

(i) FfRT Tegst = Foll o5y, e a6, OO T, 91 SO 98] o 9 H
g AN F IW & g Gl o AR
() T mee A e wsleT,
(@) v e AT R W 957 &9 9 31 B,
(1) W s Ui W AR WSS 96l 8 Wi 7,

(o) Pawt Cefare, i
(¥) T Aenat ol S o wigeR & o g En - (5)
(iv) S i T HE T 37 WHR AT GE@eRl (PR RE) @ TR @
AT o H PN A 27 (a)

5 (i) Teen ¥ e & R o e 9RO 100 T 2 3R 59 9Ed W 1,000 R R
= Ry s &

(&) Tora sgH & fore, WEmR 7 Sieed W R W e e e woul w10

T T 2 RN T Tt foren 21 29 TIY WM & 919, TR 9 e aed,

108 €13 B WK B, 3 TR W forg T R & dem 900 @ Wi 31 e

WHR BN GURT 2o 19 IR 3 & FHRW W Al SsaC A &l IUE

Ediiidl {6)
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(@) IR T ST TR 220 TR H S D H T RO, AR

_ T 116 TR T 9 W 8, IR e W e e w800 ® Wi #1
??ﬂ?i'aﬂl IR Te3E W (deadweight loss) i T N1 TR B e

A UIE (2) SN GO X TRFR, ST A ST, 91 IEN X HH 3, I g8 §

RO FA5C) ‘ (6)

(ii) TR Rorell SR T AT W HET o T R TR aR @ 21 et @ s
@Wﬁ?ﬂﬂ (inelast_ic) %,W%WW@W%@? (elastic) 2l Tlﬁ”G%Eﬂ
AT T B (TRRRINE Fie) & ary Uee W 7, O R 8 R it de

TR ST TMEQ? A (elasticity) 3R e3¢ WG (deadweight loss) T FTEIROMS

T FUR R T IR ARG D T GHEAET : (6)

6. (i) Ve ST AT IR HFQ @l B
() T AT SR RGN VT D o -l Ty B v 27 wwEEw (3)

(@) AR & Yo7 & fow 9w v wmma agg @ el wed afedr a5y
e <ot o A e 2, W VST B Bhd S @I W T TG 9307 59
ﬁs%qwﬁgwm ( decomposition of price effect) & TaREE & ITANT TR
BEEEY (6)

(i) = e B T B g ok e W B -
" (=) TR w¥ ¥, G $100 HARH B, T A WHE 52 W FEC SN g
T AT $4 U T 21 S S G (budget constraint) ol TET
' (3)

(@) 3@ Aol B TR an o el S 10 TiE 9 W S S 9 el
% 10 WREE 9g TR 31 S 9 T ool 9F0 (F9iC ) Sl SIS

(3)
() TR I ¥ W BTG AR [ T GG FOST DI, T8 AT B
GO IS AT W ga 3 o weR Bhn? (3)

(6000)

=3
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