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8. (a) Show that value of marginal product of labor is
also the demand for labor. What are the factors
that affect the demand for labor? (8)

(b) Write down the conditions for shutdown of firm
and exit from the industry. Are both same? Explain

with the help of diagram. (7
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(a) Draw a circular-flow diagram. Identify the parts
of the model that correspond to the flow of goods

and services and the flow of dollars. (5)

(b) Why is trade-off unavoidable? Does it have any

relationship with scarcity? (5)

(c) Is absolute advantage or comparative advantage
more important for trade? Explain your reasoning

using the example. (5)
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(a) “Difference between economic cost and accounting
cost is the implicit cost.” Do you agree with this
statement? Explain. (4)

(b) Draw the marginal-cost and average-total-cost
curves for a typical firm. Explain why the curves
have the shapes that they do and why they cross
where they do. (6)

(c) The demand for port workers is given by the
equation W = 80 — 3Q and the supply is given by
W =30 + 2Q where W is the daily wage rate and
Q is the quantity of port workers. After a lengthy
strike, the Port Authority accedes to the workers’
demands and enacts a minimum wage of Rs. 62
per day. What is the impact on equilibrium wage
and quantity sold? (5)
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0.

(a) A person consumes two goods wine and cheese.
The price of cheese rises from Rs. 60 to Rs. 100
per Kg, while the price of wine remains Rs. 30
per glass. For a consumer with a constant income
of Rs. 3,000, show what happens to consumption
of wine and cheese. Decompose the change into

income and substitution effects. (6)

(b) Draw the indifference curve for someone deciding
how to allocate time between work and leisure.
Suppose the wage increases. Is it possible that
the person’s consumption would fall? (5)

(c) Is it possible that savings falls due to rise in
interest rate? If yes then show it using the suitable

diagram. (4)
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Explain using diagrams, How the impact of imposing
the tax on cigarettes will be different from creating

awareness about its harmful effects. (6)
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Using the concept of economies and diseconomies of
scale, explain the shape of a firm’s long run average
cost curve. How are the short run average cost curve

related with the long run average curve? 9)
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4.

(a) Which causes a shortage of a good—a price ceiling
or a price floor? Justify your answer with a graph.

(b) Given the demand and supply curves of potatoes,
Qd = 500 — 5P, Qs = 10P - 400, (Qd is the
quantity demanded, Qs is the quantity supplied and
P is the price of potatoes) find the equilibrium
price and quantity of potatoes. Determine the
quantity demanded, the quantity supplied and the
quantity traded of potatoes as a result of price
ceiling of Rs. 50. (5)

(¢) Market demand function is given by Qd = 90 — 6P,
Market supply function is given by Qs = 4P — 20.
Determine producer surplus, consumer surplus and
total economic surplus at the equilibrium price.

(6)
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(a) Demand and Supply functions are given as
Qd =180 — 2P, Qs = P — 15 respectively. Calculate
price elasticity of demand and supply at the
equilibrium price. If a tax of Rs. 2/unit is imposed
on sellers, calculate the effect on the price paid
by buyers and price received by sellers. (8)

(b) If the government allows Indians to import and
export textiles, what will happen to the price of
textiles and the quantity of textiles sold in the
domestic textile market? (7)
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