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ECONOMICS 
 

[Time allowed: 3 hours]       [Maximum marks:100] 

 

General Instructions : 

(i) All questions in both the sections are compulsory. 

(ii) Marks for questions are  indicated against each. 

(iii) Questions Nos. 1-5 and 17-21 are very short-answer questions carrying 1 mark each. They are 

required to be answered in one sentence each 

(iv) Questions Nos. 6-10 and 22-26 are short-answer questions carrying 3 marks each. 

 Answers to them should normally not exceed 60 words each. 

(v) Questions Nos. 11-13 and 27-29 are also short-answer questions carrying 4 marks each. 

 Answers to them should normally not exceed 70 words each. 

(vi) Questions Nos. 14-16 and 30-32 are long-answer questions carrying 6 marks each. 

 Answers to them should normally not exceed 100 words each. 

(vii) Answers should be brief and to the point and the above word limits should be adhered to as far 

as possible. 

 

 

SECTION A 

 

1. What is a price taker firm?                (1) 

 

Ans. Price taker firm is a firm which has no control over the existing market price and cannot 

 influence it. A firm in a perfect competitive market is regarded as a price taker firm. 

 

2. What is the behavior of average revenue in a marker in which a firm can sell more only by 

lowering the price?                 (1) 

 

Ans. AR curve slope downward in a market in which firm can sell more only by lowering price. 

 

3. Give meaning of an Economy.               (1) 

 

Ans. Economy is a system which provides the people of society to earn a living. 

 

4. What is Market Demand?                (1) 

 

Ans. Market demand for a food at a particular price is the sum total of demands of all consumer in 

 a market. 

 

5. What is the behavior of average fixed cost as output increase?           (1) 

 

Ans. As output increases, average fixed cost (AFC) falls. 

 

6. What is „Marginal Rate of Transformation‟? Explain with the help of an example.        (2) 

 

Ans. MRP gives the amount of good Y that must be sacrificed in order to gain an additional unit of X, 
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 with full and efficient utilisation of available resources. It is also valued as opportunity cost.     

MRT indicates the slope of 
Amount of Good scarificed 

PPC= =
Amonut of Good gained

Y Y

X X




 

  
 

On x-axis Good X is shown and on y-axis Good Y is represented. AB is the PPC.  

Moving from point M to point N, we can observe in the diagram that in order to produce two 

more units of Good X, 5 units of Good Y has to be sacrificed. Therefore, Y = (30 –25) = 5 units 

 and X = (10 – 12) = – 2 units 

 Therefore, 
Δ 5

MRT = = = 2.5
Δ 2

Y

X
    

 

7. Explain the implication of large number of buyers in a perfectly competitive market.        (2) 

 

OR 

  

 Explain why are firms mutually interdependent in an oligopoly market. 

 

Ans.  

 

There exist a large number of buyers and sellers in a perfectly competitive market. The number 

of sellers is so large that no individual firm owns the control over the market price of a 

commodity. Due to the large number of sellers in the market, there exists a perfect and free 

competition. A firm acts as a price taker while the price is determined by the ‘invisible hands of 

market’, i.e. by „demand for‟ and „supply of‟ goods. Thus, we can conclude that under perfectly 

competitive market, an individual firm is a price taker and not a price maker. 

 

OR 

 

Oligopoly market structure consists of only a few firms. The firms under such a market 

structure experience a high degree of mutual interdependence. This is because the price and the 

output decisions of the firms are interdependent on each other. The price and output policy of a 

firm affects the policies and profit of another firm. This is because when one firm lowers (rises) 
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its prices, the rival firms may or may not follow suit. This makes the demand curve under the 

oligopoly market structure indeterminate, thereby makes the firms mutually interdependent in 

an oligopoly market.  

 

8. Given price of a good, how does a consumer decide as to how much of that good to buy?       (2) 

 

Ans.  

 

In order to decide, how much of a good to buy at a given price, a consumer compares Marginal 

Utility (MU) of the good with its price (P). The consumer will be at equilibrium, when the 

Marginal Utility of the good will be equal to the price of the good. 

 

 i.e. MUx = Px. 

  

If MUx > Px that is, when price is lesser than the Marginal Utility, then the consumer will buy 

more of that good.  

 

On the other hand, if MUx < Px, that is, when price is more than the Marginal Utility, then the 

consumer will buy less of good. This is reflected in the following diagram 

 

  
 

 

9. A producer borrows money and opens a shop. The shop premise is owned by him. Identify the 

implicit and explicit costs from this information. Explain.            (2) 

 

Ans. In this case the implicit cost will consist of 

 (a) Imputed rent of the shop and  

 (b) Imputed value of his own services 

  

The explicit cost will consist of interest payment made on the borrowed money. 

 

Implicit cost (Imputed cost) refers to cost of the factor that a fixer neither hires nor purchase. If 

is not actually paid by the producers but includes in the cost of production. It is a difference 

 between the economic profit and accounting profit. On the other hand, explicit costs are those 

 costs that are borne directly by the firm and paid to the factors of production. 
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10. Draw Average Variable Cost, Average Total Cost and Marginal Cost Curves in a single  

diagram.                  (2) 

 

Ans.  

  
 

11. Define Marginal Rate of Substitution. Explain why is an indifference curve convex?       (4) 

  

Ans. The marginal rate of substitution is defined as the amount of good 2 that a consumer is ready to 

forego or substitute for an additional unit of good 1. In other words, it represents the cost of the 

good 1 that the consumer is ready to pay in terms of the good 2. The marginal rate of 

substitution between the two goods is given by the absolute value of the ratio of change in the 

consumption of good 2 to the change in the consumption of good 1. That is,  

2
1,2

1

x
MRS

x





 
 

The shape of IC is convex to the origin because of the diminishing MRS and monotonic 

preferences. The monotonic preferences ensure negative slope of IC, as an increase in the 

amount of good 1 can only be brought with a simultaneous decrease in the amount of good 2.  

 

 

12. A consumer buys 10 units of a good at a price of Rs 9 per unit. At price of Rs 10 per unit he 

buys 9 units. What is price elasticity of demand. Use expenditure approach. Comment on the 

likely shape of demand curve on the basis of this measure of elasticity.          (4) 

 

Ans.  

Price Quantity Total Expenditure 

9 10 90 

10 9 90 

When the price of a good is Rs 9, the total expenditure is Rs 90. When price increases to Rs 10, 

 then the total expenditure remain same at Rs 90. It means that the total expenditure remains 

unaffected. Therefore, the elasticity of demand will be equal to one, i.e. Ed = 1. The demand 

curve will be  
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In this case the Total Expenditure curve will be parallel to the y-axis which shows that the total 

expenditure is constant irrespective of the increase or decrease in the price of goods. In this 

case, the demand curve will be straight line negatively sloped leftward to rightward downward 

sloping curve. 

 

13. What does the Law of Variable Proportions show? State the behavior of total product according 

to this law.                  (4) 

 

OR 

 

 Explain how changes in prices of other products influence the supply of a given product. 

 

Ans.  

Law of Variable Proportions 

According to this law, if more and more of variable factor (labour) is combined with the same 

quantity of fixed factor (capital) then initially the total product will increase. However, after a 

certain point of time, total product will become smaller and smaller. 

Assumptions of Law of Variable Proportions 

1) Technology level remains constant 

2) The units of variable factors are homogeneous. 

3) One of the inputs must be fixed. 

4) No change in the input prices- wages and interests. 

Behaviour of TP 

Stages 
Stage‟s 

Name 
TP Range 
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I 

Increasing 

Returns to a 

factor 

TP increases at 

an increasing 

rate till K 

From 0 to 

point K 

II 

Diminishing 

Returns to a 

factor 

Increases at a 

decreasing rate 

and attains 

maximum 

From K 

to point B 

III 

Negative 

Returns to a 

factor 

TP starts to fall 
From B 

onwards 

 

 

 

 

OR 

 

The supply of a given good depends on the price of other goods.  In other words, the supply of 

the good depends on the price of its substitute goods and on the price of its complementary 

goods. The supply of a given good shares positive (negative) relationship with the price of its 

substitute goods (complementary goods). 
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In Case of Substitute Goods 

 

If the price of the substitute goods falls, then the consumer will shift their preference towards 

that good, which will lead to the reduced demand of a given good. This will reduce the supply 

of the given good, as it is not profitable to supply this good. For example, if the price of tea 

falls, then the supply of coffee will fall. 

 

In Case of Complementary Goods 

If the price of the complementary goods falls, then the consumer will shift their preference 

towards the given good. This will lead to increase in the demand of the given good. This will 

increase the supply of the given good, as it is more profitable to supply this good. For example, 

if the price of petrol falls, then the supply of cars will increase.  

 

 

14. Market for a good is in equilibrium. There in simultaneous “increase” both in demand and 

supply of the good. Explain its effect on marker price.            (6) 

 

OR 

  

 Marker for a good is in equilibrium. There is simultaneous “decrease” both in demand and 

 supply of the good. Explain its effect on market price. 

 

Ans.  

The simultaneous increase in demand and supply affects the equilibrium price and output 

depending on the magnitude of the change in demand and supply. The simultaneous increase in 

the demand and supply can be bifurcate into following three conditions. 

 

a) When Demand and Supply Increase in the same Proportion. 

 

 
 

E1 is the initial equilibrium with equilibrium price P1 and equilibrium output q1. 

Now let us suppose the demand increases to D2D2 and supply increase to S2S2 by the same 

proportion to that of demand. The new demand and new supply curve intersects at E2, which is 

the new equilibrium, with new equilibrium output q2 but same equilibrium price P1. Thus due to 

the increase in demand and supply by the same proportion leaves the equilibrium price 

unchanged. 
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b) When Demand Increase More than Increase in Supply. 

 

The original demand and supply curve intersects each other at E1 with initial equilibrium price 

P1 and initial equilibrium output q. 

 

Now let us suppose that demand increases and thereby demand curve shifts to D2D2, and supply 

curve also shift rightwards to S2S2 but the increase in supply is lesser than the increase in the 

demand. The new supply curve and the new demand curve intersect each other at point E2 with 

higher equilibrium price P2 and higher equilibrium output q2. 

 

 
 

 

c) When Demand Increases but lesser than the Increase in supply. 

 

Let the initial equilibrium be at E1 with equilibrium price P1 and equilibrium output q1. Now let 

s suppose that the demand increase to D2D2 and supply increase to S2S2 and the increase in 

supply is more than that of demand curve. The new demand curve D2D2 and new supply curve 

S2S2 intersects at E2. Thus the greater increase in supply curve comparative to increase in 

demand curve will led the equilibrium price to fall and equilibrium output to rise. 

 

 
 

 

OR 

 

The simultaneous decrease in demand and supply affects the equilibrium price and output 

depending on the magnitude of the change in demand and supply. The simultaneous decrease in 

the demand and supply can be bifurcate into following three conditions. 
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a) When demand and supply decrease in the same proportion. 

 

 
 

When both demand and supply decrease in the same proportion, equilibrium price remains 

same, but the equilibrium quantity falls. 

 

Let S1S1 and D1D1 be the initial supply and demand curve, with equilibrium at E1 and 

equilibrium price at P1 and equilibrium output q1. 

 

Let suppose that demand and supply both decrease by the same proportion and consequently 

demand curve shifts to D2D2 and supply curve shifts to S2S2. The new equilibrium will be at E2 

with lesser new equilibrium output q2 but the same equilibrium price. 

 

b) When demand decrease more than the decrease in supply. 

 

 
 

When decrease in demand is more than the decrease in supply, the equilibrium price falls 

accompanied by the fall in equilibrium output. 

 

Let D1D1 and S1S1 be the initial demand and supply curve and the initial equilibrium is at E1 

with equilibrium price P1 and equilibrium output q1. 

 

Now let us suppose that demand decrease to D2D2 and supply decreases by lesser proportion to 

S2S2, consequently the new equilibrium exists at E2 and the equilibrium price fall to P2 from P1 

and equilibrium output falls to q2 to q1. 

 

c) When decrease in demand is lesser than decrease in supply. 
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When decrease in demand is lesser than the decrease in supply then the equilibrium price rises 

and equilibrium output falls to q2. 

 

Let the initial equilibrium be at E1 determined by the intersection of initial demand D1D1 and 

initial supply S1S1 and equilibrium output q1. 

 

 Now let suppose that the demand decrease but lesser than the decrease in the supply. The 

demand curve shifts to D2D2 while the curve shifts to S2S2. The new equilibrium determined by 

the intersection of D2D2 and S2S2 is at E2 where the equilibrium price increased from P1 to P2 

and the equilibrium quantity falls to q2 from q1. 

 

15. Explain how do the following influences demand for a good:           (6) 

 (i)  Rise in income of the consumer. 

 (ii)  Fall in prices of the related goods. 

 

Ans.  

(i) Rise in the Income of the Consumer- In case of normal goods, rise in the income of the 

consumer will increase the demand for the good. This increase leads to the outward parallel 

shift of the demand curve. However; in case of inferior goods, a rise in the income of the 

consumer will decrease the demand for the good. This decrease leads to inward parallel shift of 

the demand curve. 

 

(ii) Fall in Prices of the Related Goods- Let us suppose that there are two goods X and Y that are 

perfect substitutes of each other. A fall in the price of say Good X will lead to fall in the demand 

for the Good Y and vice-versa. 

 

On the other hand, if X and Y are complementary goods, then a fall in the price of Good X will 

increase the demand for Good Y and vice-versa. 

 

 

16. Explain the conditions of a producer‟s equilibrium in terms of marginal cost and marginal 

revenue.                    (6) 

 

Ans. Determination of Producer’s Equilibrium by MR-MC Approach 
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According to this approach, the firm (or producer) will attain its equilibrium, where the 

following two necessary and sufficient conditions are fulfilled:- 

 

1) MR = MC [First Order Condition (FOC)] 

 That is,  

   TR TCd d

dx dx
  

 

Where, we are differentiating TR and TC with respect to the output (x) 

 

2) MC curve is upward sloping i.e. MC curve cuts MR curve from below. (Second Order 

Conditions (SOC)  

Algebraically,  

 

Slope of MC > 0 

 
 MC

0
d

dx
  

 

This implies that the slope of MC curve should be positive at the point of intersection with MR. 

 

The first order condition is the necessary condition but not the sufficient condition. The 

sufficient condition is provided by the positive slope of MC curve. 


