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8. (a) Differentiate between external economies and

diseconomies of industry. (9)

(b) Define sunk cost. Explain firm’s long-run decision

to exit or enter a market. (9)
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(a) Distinguish between movements along the demand
curve and shifts in the demand curve. Explain the
effects of shifts in demand curve on the market
equilibrium. (9)

(b) Following‘;ftgble shows supply to an office per
month by three firms. Calculate market supply

schedule. : )
_Price | Quantity Supplied
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(b) Define law of diminishing returns. In this context
show the relation between total product, marginal

product and average product with help of diagram.
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(a) What happens to the market supply curve when
there is an increase in demand in the short run
versus the long run? Use diagrams to illustrate

the shifts in supply and equilibrium prices. (9)

(b) Explain the difference between a firm’s revenue
and its profit. Which of these do firms aim to

maximize? - (9)
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(b) Perfect substitute and compliments goods are two
extreme examples of consumer preferencess.

Discuss using indifference curves. (9)
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6. (a) What are the basic decisions-that firms must make

in all industries to achieve the primary objective

of profit maximisation? 9)
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(a) Define indifference curves? What are the
assumptions on which indifference curve analysis
is based? (9)

(b) Using indifference curves, explain how an increase
in consumers’ real income, while holding relative
prices constant, impacts the demand for an inferior
good. 9)
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(a) Discuss the concept of consumer surplus and how
it is related to a buyer’s willingness to pay. Use
a graph to illustrate how a change in price affects
consumer surplus and explain the implications of

this change for buyers. (9)

(b) If apples are inferior goods, with the help of a
diagram explain the decomposition of price effect

in to income effect and substitution effect for

apples. 9)
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(a) Define perfect competition. Drive a demand curve
of a firm in a perfectly competitive market.
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(b) Differentiate between variable cost and fixed cost.
In this context, explain the relationship between
marginal cost and average cost with the help of a
diagram. (9)

(%) qof wfveqed =t qfonfes e oof st aem &
Bt w W W A e

(@) wRadim are sk for o & 99 i kw5
e W, AN & R ¥ G w9 IR 3T e
F W qEu W wGre Fiem

(a) Suppose the market for a particular good is
described by the following demand and supply
equations :

Qd = 500 - 2P
Qs =3P - 100

(i) Find the equilibrium price and quantity.

(ii) Calculate the consumer surplus and

producer surplus at equilibrium.

(iii) If the government imposes a price ceiling
of 80, calculate the resulting shortage or
~ surplus in the market. s oolbg)
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