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Instructions for Candi

1. This paper consists of 6 questions. Attempt any 4 questions.

2. All questions carry equal marks.

3. Answers may be written either in English or in Hindi, but the same medium should be used
throughout the paper.

Q1(a). Attempt any five parts.(15)
(i) All Inferior goods are Giffen goods.
(if) The demand for a factor is considered to be a derived demand.
(iii) Production possibility curve solves the central problems of an economy.
(iv) Trade cannot make everyone better off.
(v) Sunk cost can be recovered if producer makes wise decisions.
(vi)As a tax grows larger, its dead weight loss grows larger too. Is this a positive or a normative statement?
Explain.

(b) How do interest rates affect household savings? (3.75)
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Q2 (a) Derive the long run supply curve of a constant cost perfectly competitive industry(6,75)
(b) Explain the difference between break-even point and shut down point for a firm. (4)

(c)Radha is awake for 100 hours in a week. She is earning Rs.1200 per week by working for 60 hours. This year she gets a
scholarship of Rs.500 per week and hercompany also raises her wage to Rs.40 per hour. Analyze the impact of this
change in her income & on her labor supply. (8)
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Q 3 (a) Using the income and substitution effect, explain the impact of a fall in the price of a giffen good and Inferior
good on its demand.(10)
(b) (i) Consider total cost and total revenue given in the following table:

Quantity 0 1 2 3 4 5 6 7
Total Cost (S) 8 9 10 11 13 19 27 37
Total Revenue (S) | 0 8 16 24 32 40 48 56

(i) Calculate profit for each quantity. How much should the firm produce to maximize profit?
(ii) Calculate marginal revenue and marginal cost for each quantity. Graph them. (Hint: Put the points between
whole numbers. For example, the marginal cost between 2 and 3 should be graphed at 2}.) At what quantity
do these curves cross? How does this relate to your answer to part (a)?
(iii) Can you tell whether this firm is in a competitive industry? If so, can you tell whether the industry is in a
long-run equilibrium? (8.75)
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Q 4(a) Why do firms enter an industry when they know that in the long run economic profit will be Zero? Under

What conditions will a firm exit a market? Explain. (4)

(b) 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 curvewith the long run average curve? (8.75)

(c) For the following cost function TC = a + bQ — cQ? + dQ?, determine the equations for TFC, TVC, AFC, AVC,
AC, MC. (a,b,c,d> 0).(6)
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Q 5(a) Assuming the market for movie tickets is in equilibrium. Suppose a technological advance reduces the cost of
manufacturing a DVD player which reduces their market price. Show the impact of this change on the movie ticket

market and the change in consumer and producer surplus in this market. (4)

(b)Explain output effect and price effect on a monopolist’s total revenue. (3)



(c) Given the following demand and supply curve:
Qd =500 - 5P
Qs =5P-100
(i)Find the equilibrium price and quantity? (2)
(ii)Suppose a tax of Rs.10 per unit bought is imposed on buyers. Find the change in the price paid by the buyer, price
received by the seller and quantity traded (3)

(d) Paul’s lawn- mowing service is a profit maximizing, competitive firm. Paul mows lawns for $27 each. His total cost
each day is $280, of which $30 is a fixed cost. He mows 10 lawns a day. What can you say aboutPaul’s short-run decision
regarding shutdown and his long-run decision regarding exit?  (6.75)
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Q 6(a)Show how the migration of workers from country A to country B will affect the labour supply, labour
demandand the equilibrium wage ofbothcountries. (6)

(b) Suppose the minimum wage is above the equilibrium wage in the market for unskilled labour.
Using a supply and demand curve of the marketfor unskilled labor, show
(i) the market wage,
(ii) the number of workers who are employed,
(iii) the number of workers who are unemployed and
(iv) show the total wage payments to unskilled workers.
(v) If the demand for unskilled labour was inelastic, would the proposed increase in the
minimum wage, raise or lower total wage payments to unskilled labors? (7.75)
(c)Why is the demand for labour known as derived demand. Explain the impact of shift in supply of
labor and demand for labor on the equilibrium wage rate in the labour market.(5)
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