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Note: (a) All questions are compulsory.
(b) Marks are indicated against each question in square brackets.
(¢) The candidate is allowed to make Suitable numeric assumptions whereversrgqufféd for

solving problems.

1. Assume that the demand is estimated to be: (COI) [3]

Q4 =100+ 0.01 (Income) — 2P

(i) Is this demand equatlon consistent with the law of demand?

(ii) Is this a demand for a normal good?

(i1i) Construct the demand schedule for this. demand evaluated at two different income levels
(I= 1000, and I = 2000), using the table below

Price Quantity Demanded. -.Quant_lt) Demanded
Income = 1000 " Income = 2000
10 -
20
30
40
50
2 Aé'sume that the demand and the supply in a market are represented by the following
-.t‘:quafin‘nq' (CO2) [3]
) 04-100 — 3P
Q:=2P-10
(1) Compute the market equilibrium in this case.

(ii) If the government were to introduce an excise tax of $1 per unit of output, what
would the new equilibrium be? What would the economic incidence of this tax be?
3. Discuss the various reasons for the negative (inverse) relationship between price and
quantity demanded? (CO1) [4]
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4. (a) Distinguish between perfectly inelastic and relatively elastic demand.
(b) Consider the following demand schedule and calculate the cross-price elasticity of

(CO1) [1]

demand between tea and coffee by the mid-point method. (CO1) [2]
Commodity Before After
Price (Rs.) | Quantity Price (Rs.) Quantity
(Units) (Units)
Coffee (Y) 40 50 60
Tea (X) 20 40 20

unit of butter by referring to the following table:

Points on Guns | Butter
PPC
A 30
B 29
C 26
D 20
E 11
F 0
G 30

#(con 2]
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