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Instructions for Candidates

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

2. There are six questions in the question paper. Answer any four questions.

3. All questions carry equal (18.75) mark

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

throughout the paper
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1. Provide brief comments on the following statements. Attempt any five. (3.75 x 5)

a.  For a downward sloping demand curve, the magnitude of substitution effect is always larger than
that of income effect

b.  Price elasticity of demands reduces as we move along a linear demand curve in increasing quantity

direction

Setting up a minimum wage in labor market will necessarily lead to excess supply of labor

The consumer surplus is necessarily lower in presence of commodity taxation than without any tax

A monopolist never sets the price equal to the marginal cost

The budget line remains unchanged if prices of both the commodities increase by the same

oo oo o
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2.

Consider two commodities viz. smartphones and travel bags and two countries viz. Bangladesh

and South Korea. Suppose the production of both the commodities is fully mechanized using

electricity as an input in both the countries. The amount of electricity hours needed to produce

one unit of each commodity is a follows:

Hours per unit

Smart Phones Travel Bags
Bangladesh 6 1
South Korea 1 3

The total units of electricity available in Bangladesh is 1000 units while that in South Korea is

2000 units.

1.

1l.

1il.

Calculate the opportunity cost of each commodity for each country and explain which
country has comparative advantage in production of smartphones (3)

If each country decides to distribute its electricity supply in production of each good in
equal proportions, what will be the total supply of smartphones and travel bags? (2)

If each country decides to allocate its electricity fully in the production of the
commodity in which it has comparative advantage, what will be the total supply of each
commodity? (2)

Following the decision in part (iii) if the two countries decide to trade with each other,

what could be a possible rate of trade (defined as no. of travel bags per smartphone)?
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b. What are the substitution effect and income effect associated with an increase in interest rate
on the saving decision of a household? Show and explain on a diagram a case where the

savings of a household remains the same after an increase in the interest rate. (9.75)

2 3f) <) I3 W IR Y| TEHH SR T S 3R & ST oY SIS 3R S Sifear| a1
fifore for T <= H 399e & U H fIolcll &1 SUTRT SR g avgell & Ided I3 IR ¥
AR 8 | TS a¥d B Udh IPIS BT SUTGT B b (oY A foTel! gl & A 59 UhR
g:

Hours per unit

Smart Phones Travel Bags
Bangladesh 6 1
South Korea 1 3

SR H Iudas foeicll &1 % gfHe 1000 (e § STaid Gléfl IRt & 2000 T B

i. TP <X & oL U avq B SR ANT &1 UM 3 SR FaTd [ {5 <2 &) WewH &
AT H ga-Ted a1 8 (3)

ii. ¢ TP <X UAP % & IA1GH H 37Ut ool Syfed &1 99 3gard § faaid &= &1
fufg QT 8, O SICHIA 3R I 97 B i SHafd Fm Bnie (2)

iii. A TP <=1 ST Aol 1 39 a¥g & SdTed § I G U A B BT Hael Rl §
T 3 qeTcH 1Y BidT B, A Udd a%q B et SMfel gt (2)

iv. YT (iii) & Fofg & a1e afe ST 331 Ueh-gaR & 91y TUR &4 &1 (079 d §, oY SaUR &1
GH1fad o o1 8 gahell © (U I I o &) T= & w0 & gRHTa)? (2)

§) T URAR & 99d U R &9 X H 3G I S UfdRITGH THIG 3R 311 WU 1 52 3G

TR Ueh U1 A1l fe@T 3R Tl 9] ool &) § gig & a6+ U URaR &1 99d 81 384 6|
(9.75)

a. Consider the market for Relaxo floaters where the demand curve is given by Q‘=200—2 P
and Q*=250+30P"—10 P", where Q‘ is the quantity demanded, Q° is quantity supplied, P is

the price of Relaxo floaters.



1. What is the maximum price at which the consumers are willing to purchase the floaters?
1)
ii.  Calculate the price elasticity of demand and supply at equilibrium. (2)
iii.  If now a unit tax is imposed on floaters , which side (demand or supply) will bear a higher
burden of the tax? Why? (3)
iv.  Show that the demand side is more elastic than supply as long the price is above 50. (3.75)

b. Consider the market of tacos in a town. The market demand curve for tacos slopes downward.
Currently, there are 950 taco stands in the town and each taco stand has a U-shaped average-
total-cost curve. Suppose the market for tacos is in long-run competitive equilibrium.

i. Using graphs for the entire market and for an individual taco stand, show the current
equilibrium. (6)

ii. The city councilor imposes a restriction on the number of taco-stand licenses, limiting the
number of stands to only 900. Using appropriate graphs, examine the effect of this

restriction on the market and on stands that are still functional? (4)
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a. Sophia enjoys traveling domestically and in Europe. Her utility function is U (D, E)=DE
where D denotes the days spent traveling on vacation domestically and E denotes days spent
traveling in Europe. The price of a day spent traveling is 40 USD in a domestic country and
100 USD in Europe. Her annual budget for traveling is 10,000 USD.

i. Determine and interpret the slope of the budget line and the slope of the utility function.
Explain why (D, E)=(125,100) cannot be a utility maximizing equilibrium. (4.75)

ii. Suppose that the price of domestic traveling increases to 60 USD per day. Graphically
demonstrate the change in consumption bundle due to the increase in the price of
domestic traveling. Also, decompose the price effect into income and substitution
effects. (6)

b. Show the consumer surplus, profit and deadweight loss of a monopoly firm when (i) price
discrimination is not allowed, and (ii) the firm practises first-degree price discrimination.
(4+4)
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3.

a. Suppose there’s a spread of highly communicable infectious diseases and there’s an essential

drug that prevents from getting infected from this disease. Suppose this drug is sold in a



competitive market. In order to curb the spread the government announces two measures, a)
removes all the taxes on supply of the drug and b) announces a subsidy to consumers on the
market retail price
i. Show the impact of the above two policy measures on the equilibrium price and quantity
of the drug. (6)
ii. Suppose now further, the government opens the drug market for international trade.
Assume the world price is higher than the domestic equilibrium price. Discuss the gains
and losses in the welfare of economic participants from this policy. (6)
b. Show that in a commodity market, the deadweight loss monotonically rises with rising tax rate.
(6.75)
5. 3f) A oY S 3rafiies TaRY YehTHe AT Thef 7Y § 3R U 3MTIxddb &al § o 59 SR I
TehTid B F ST ¥ 1 A Wi b o8 gar ufagelf aoiR & o<t et 81 TRIR 1 Apt & forg
WRBR A &1 U DI G0 BT, F) gal B Y[ IR T FHRA DI g7 a1 3R W) IR GexT I
IR U3 P Glets! ! TuT &1 |
i. SRS g i1 ST &1 Gal & e Jed SR AR IR YHTE fG@mi | (6)
ii. T SHOTT 31 ST TPR SHARTPI HUR F T &1 II9R @adht g | 71 o S fay Siva
BT Idad S id O e g1 39 ifa I enfies ufawifiral & weamr § ey SR g1 &1 ==
PII (6)

§) fead & U HAIfSE IR #, S8dc 1Y T U I T HR & b i dedi gl (6.75)
6.
a. Consider a Firm operating in a competitive market in the short run. The total variable cost is
givenby TVC=8q°—4¢ and demand curve is given by p=50—2q. The total Fixed cost is 80.
i. Derive the equation short run for supply curve of the Firm (4)
ii.  Calculate the total revenue, total variable cost and profit in equilibrium (3)
iii.  Should the Firm shut down its operation? Explain your answer (3)
b. Consider a social planner deciding the allocation of an economy's resources between producing
capital goods and consumer goods. Explain how a technical innovation in production of any
one of them can increase the production of both the goods. (4.75)
c. In a competitive market, what incentivizes firms to be in the operation even if they earn ‘zero

profits’ in the long run? (4)
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