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Suppose the demand function for wheat is Q; =10-2p and supply function is
Qs = 3p - 5. The government is concerned that the market equilibrium price of wheat is
too low and would like to 1mplement a- price support policy to protect the farmers. By
implementing the price support policy, the government sets a support price p; =4 and
purchases the extra supply at the support price. The gain in producer surplus at the

' support price p, =4 is

(a) 20

(b) 28

(€ 11/2

@ 22/3

For the problem in Q1l, the change in consumer surplus of 1mplementmg support
price is

(a) 14

(b) 10

{c} 3

d 5

For the problem ig.Ql, the cost to the'government of this policy is.
(@) 21 "

(b) 20
(c} 14
(d 10
SPACE FOR ROUGH WORK
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4.

With regard to Q1, suppose now the government switches from price support pohcy to .

> subsidy policy. For each unit of corn produced, the goveﬁnment subsidizes the farmer

s = 5/3. How much money wﬂl the government have to spend in order to implemeént

this subszdy policy? - i g
fa) 10 -

) 21

© 15 '

(d) 10/3

Which of the following Will cause total revenue earned by cell phone producers to rise?
() The demand is price-elastic and the price falls. '
(b) . The price falls and demand is inelastic. ‘

() Demand is reduced because consumers learn of new hazazds of cell phone use.

(d) The population in the econo.my increases dramatically.

Suppose the elasticity of demand for an iPod is -3-5, This means that

(2) the demand for iPods is inelastic | AR 4

(b) the demand curve for iPods is very steep. .

(c) 10 percent increase in the price of iPods will cause quantlty demanded to rise

by 35%.
(d) 10 percent increase in the price of iPods will cause guantity demanded to fall
» by 35%. 2
'SPACE FOR ROUGH WORK
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9‘ -

Any point outside the PPF (or PRC)
(g
(b)
()
(d)

is not feasible, given current resources and technology
represents efficient use of the economys resources
represents inefficient use of the economy’s resources
None of the above '

If Britannia hires another worker, Britannia will be able io deliver an additional
20 packages an hour, The price of each package is Rs 5. The marginal revenue product
(MRP} of this additional worker is equal to

(a)

© (o)
@
@

Rs § . '
Rs 100 _
RS 4 . ’ : ) , 3 -

- 20 packages

If the total output of candles in Nick’s Wicks shop increases fromQ0 per hour to 30 per
hour as he hires the second worker, then

(@)

(b)

(c)

(d)

the marginal product of the second worker is 20 candles
the marginal product of the second worker is 3Qseandles

if the price of each candle is Rs 2, the margmal tevenue product (MRP) of the

second worker is'Rs 20

if the price of each candle is Rs 2, the 'maxginal revenue product {MRP} of the
second worker is Rs 30

SPACE FOR ROUGH WOBRK
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10.

11.

12.

Minimize y = x; + x5 subject to 1- xi/ 2. xXe=0

()

(a)
(b)
()
(d)

: | ‘ 311
The rank of the matrix C= AB, where A=(’ )

(a)

(b)
{c)
(d)

xy =1/4, x5 =1/2

(b) x5 =1/4, x;’=1
© xj=4 - x3=2
(d) x{:l/?, x3=1/4 S
: ' - ( X2 +2x- 3
The function f: R — R definéd by f(x) = ~—-§—————5— has
, : X< =-x-

two points of discontinuity at x=-2 and x = -1

a single point of discdntinuity at x =-1

a single point of discontinuity at x=-2 -
two points of discontinuity at x=2 and x=-1

121

w N = O

(am5 OF
and B=|1 3 2| is
20 6

5/54

w wu);',nu aeq’P, cCom



13. The probabilities thgt A and B speak the truth ‘indepen'dently are p and g respectively.
- If they make the same statement, the probability that the statement is indeed true is
(a) Pl |
pa+¥(l1- pll+qg

by —PL
pq+(1-pii-g

9 —2
pa+(1-pll+q

) 2pq

pa+(1-pli+qg N

14. The probabilities of solving a problem by 3 students are 2, 3 and 1 respectively. If each

one of them tries to solve it Windependently, then the probability that the problem is not
solved is S ‘

@ 2/8 | ‘
(b) 3/7 | o L %
(© 4/21 |

@ s/21

" SPACRFOR. ROVGH.WADK .
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15.

16.

17.

The probability mass function p(x) of a random variable X is zero except at poinﬁs‘ ‘
X=0,1,2and 3. If Cis a constant such that ‘ .

=% p()=20-3C7 pR)=2C-1 PI=%
then ’
(a) C=1and c;z/s'
b) C=1
() C=2/3

@ c=3/2

" The mean daily profit of a shopkeeper in a month of 30 days was Rs 6507.' The. mean

profit for the first two weeks was Rs 575 and ‘the mean profit for the third week was -
Rs 400. His mean profit for the remaining days was o

(@) Rs 32520 ~(b) Rs 96111
() Rs100000 = ' (d) Rs 92325

The distri,bution' of the.numb,er of printing mistakes per page of a book is Poissoh with
mean 3. Given that e~ = 0-049787, the probability that there is some mistake in a
page is ‘

(@) 0049787 (b) 0950212
(¢ 0905020 " (d) None of the above
7/54
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- 18,

19.

20.

The score of students in a certain examination is normally distributed with mean 46

. and variance 400. Given ® (8 =0-788, where ® denotes the standard normal

cumulative distribution function, the probability of a student scoring less than 30 is

(@) 0212 (b) 0-112

o 0222 @ 0111

Suppose equilibrium dutput is Y, and the price level is P, for an aggregate demant
curve and a classical aggregate supply curve. A technological advance will result il

"(a)  an increase in the price level and no change in the equilibrium level of outpt

(b) an increase in the equilibriﬁm level of output and the price level
‘(c) an increase in the equilibrium level of output and a decrease in the price level

(d) an increase in the- equilibrium level of output and no change in the price level

Suppose equilibrium output is YO; which is below the fuil employment level, and the
price level is P, for an aggregate demand and a Keynesian aggregate supply curve. An
increase in government spending will result in

(a) an increase in the price level and no cha:{ge in{the equilibrium level of output -
(b) an increase in the equilibrium level of output and the price level
() anincrease in the equilibrium level of ou;p'ut and a decrease in the price level

(d) an increase in the eciuilibrium levelsof dutput and no change in the price level

SPACE FOR ROUGH WORK
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21.

Consider the following form of the IS-LM ‘model, where expected inflation is zero (° = Q)
and net exports (NX) are also zero : o
C=cy+qY -7
I=by+bY -byi
d
—"%- - d, - dyi
MS=M

where Cis the consumption, Y is the income, T represents taxes, I is the investment, i is
the rate of interest, M 4 is the money demand, P is the price level and M*® is money '
supply. Let G denote government spending. Then, the short-equilibrium (pair (Y, i}) that
makes goods and money market to be in equilibrium at the same time is

md, (¢ - 01T+G)"— md, (¢ - c1T+G}-£

(@) i = P, vt =L Mg,
bymd, +d, d,| P bymd, +d,
' ‘ M M
b - .mdl(co—cl»’1‘+b0+G)——I—5 . 1M, mdl(c0~—qlT+bo+G),——}3-
| ) i = '; *=_ Puiil b, : . . .
: b,md, +d, d, ' b,md, +d,
; M p . M
(g i = - ; ¥V = ——=—+d, ‘
bymd, +d, _ | d,| P bymd, +d,
: M N \ M
_ @ _m(co-—c1T+bo+G')—7)-. ) M v m.(co‘°1T+bo+Q“—}.5'
b lp b,m+d
2 2

bom+d,

Note that we define m =—1—,b1 hep<1

SPACE/FOR ROUGH WORK




22.

DS At &

23.

(a)

The optunal trade pollcy for a country is always

(@)
(b)
(©
(d)

The maximum amount of food and cloth that two countries A and B can produce
using all of the factors of production in their respective countries with the best avai
technology is given below in the table :

free trade
restricted trade with tariff
subsidies

Can’t say

] A B
Food 500 1200
Cloth 700 - 800

Suppose A and B agree to é terms of trade rah6 of 124 e, 1 unit of food to be
exchanged for 1 unit of cloth), then the specialization “and trade pattern would be
as follows :

(b)
(c)
(d)

- A will specialize in food and expdrt food, and import cloth from B

A will specialize in cloth, and export ¢loth and import food from B

‘A and B will not trade

A has no comparative advafitagesand will import food and cloth from B

SPACE FOR ROUGH WORK
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3. The table below gives the demand and supply schedules for computers in a small

country : _ _ . :
Price per Quantity Quantity
Computer ($) | Demanded - Supplied
100 900 I -0

200 700 200

300 500 400
400 300 600 .

- i 500 . 100 . -800

Under free trade the country was importing computers at a price of 100, but now
imposes a quota that limits imports to 300 computers, The price will go up by

(@) $250 '

(b) $200

(© $150

(d) $100

25.  If the marginal propensity to save is 0-15 and the marginal propensity to import is 0-05,
then the multiplier effect on GDP is

@ 667
(b) 500
€ 431

(d) None of the above

SPACE FOR ROUGH WORK
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1.

-

Sam consumes only two goods X and Y. If X is a Giffen good for Sam then -
(a) Y must be a Giffen good for Sam

® Y must be a normal good for Sam

(c) * Both (a) and (b) are false

(d) Both (a) and (b) are true

Mary s demand curve for food is Q = 10 ~ 2P. Her price elasticity of demand for food at
price P§ is equal to’ -—2 Find P*.

l(a} 2
(b 4
c)- 1

(
(d) None of the above

In a country,cigarettes are forb'idden; so people trade cigarettes in a black market. The

. «cigarette demand is Qp =12 - P and the cigarette supply is Qg =2P. The goVernment

becomes ‘aware of the black market and reinforces the police so that half of the cigarette
supply would be seized and destroyed How does the consumer surplus change between
the two situations?

(a) Remains the same
(b) Decreases by 10
{c} Decreases by 14
(d) Increases by 8

- Cournot duopolists face a market demand c'urveuP 56 - 2Q, where Q is total ma.rket‘
"demand. Each can produce output at a margmal oost of Rs 20 (constant). The
equxhbnum price and firm quantity are

(@ 26,6
(b) 30,65
(9 36, 10
[ 32,6

Let the utility funétion be U= JCr y2 where x and y are two consumption goods. The

 prices of the ¢wo goods and money mcome are p, =2, p, =3, M =9 The optlmal '
 quantities gonsumed of the two goods are

(@) x=2 y=3
b) x=2 y=4 TR .
{C) )C=%, y=2

(d) w=32 y=3

13/54



Two urns, contain red and blue balls, The first urn has 3 red dnd 7 blue balls, while the
second urn has 6 red and 4 blue balls. An urn is selected at random and a ball is drawn
_ from this urn. If the ball is red, the conditional probabxhty that st was drawn from the
second urn is ~

@ 4
b 2
© %

‘(d) More information is required-

. The probability density funchon of a random variable x'is given as ol
If the set A= {x, l<x <2} and’ the set B {x 4<x<B the probabxlxty Audb is

i *
b
© o .
R

Two urns, contain red and blue balis. The first wn has 3 red and 7 blue balls, while the

second urn has 6 red and 4 blue balls. Anurmn is\selected at random and a ball is drawn

from this umn. If the ball is red, the condmonal pfobability that it was drawn from the
. 'second urn is .

@ i
® 3
© %

(d) More information is required

The probability density function of a random variable x is given as —g-, where 1<x < .
* .

"~ If the set A = {x; 1<k <2} and the set B={x;4 < x < §}, the probability AUBis

@ 55
RS

(c) -0-

@ 45 .

14/54
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10. Import

LN

© T . c Export

ATREETER T AN S TR

For the above offer curve OF, the absolute value of the elasticity of demand for lmports
~ is measuored by

i ’ (a). OT/TC
‘ () oc/TC
() oc/or

(@ cr/or
11, The necessary and sufficxent condmons for the factor pnce equahsatlon in. the:
Heckscher-Ohlm model 1s v
(a) factor intensity reversal
(b) incomplete specialization -

{¢) non-constant returns to scale

(d) dissimilar production function o

12. Restricted trade is sﬁperior to free tradefor .
| . {a8) a small country ’
(b) a large country
{c)  any countr_y-———small. or large

(d) Cannot say

13. Quantities of labour grﬁbodied per unit of goods X, and X, in country A are given by
| " 0-3-and 0-7, while the/Samesfor country B are given by 0-2 and 0-9. Country 4,
4 " therefore, enjoys comparative advantage in

1 ' @ X

| ® %

'(c)‘ Neither Xy dor X,
E . " (d) Both'Xl and“XQA

e

Jé ‘ 14, In the standard IS- LM frarhework, an equal and s:multaneous reduction in G. and T will
cause -

1 (a) . an increase in investment
(b} no 'chan'ge in output

(©) reduction in output

e, SRR S N

: {d) increase in interest rate

15/54




18:

16.

17.

18.

19. "

() Y=4-r+2G;V¥=

Consider an economy described by the following equations :
C= c“ozw;=l . T=Ty+0.25¥  Y=C+1+G

" Where Yd =Y - T is the disposable income. Given this information, what is the

change in the national income if the government reduces autonomous taxes by 50
e, AT, ==~ 5027 . v - ¥

{a) Increases by 100. '

- (b) Decreases by 100

(€} Increases by 125

{d) Decreases by 125

‘Consider the following aggregate demand system :°

: . d s S
d-AD-—r -—%——% A~D=C+I+»G. C=14+0.5Y I=1-0-5Y
Derive the cquahons for the IS and LM curves.

&) Y=8+r-G; Y—-.i%———z ~26G- 6
. s .
2?:&44-26-3)'

b) Y=4+4r-2G;Y=

2M°

~4-2G+3r

e i
) Y=2-r+4G; Y=—“§5—+2+G-r

In an op'enA economy the IS curve has a slope that is

(a) -steeper than its counterpart in the closed” economy
(b} flatter than its counterpart in the closed economy

{c) same as the closed economy

) steep‘ér or flatter than the closéd economy. depending on whether net exports is

positive or negative

Consider the basic Sdlowsmodel for this question. Suppose two countries A and B are

-identical in-all aspects except that A’s saving rate is lower than B’s, In the long run

(2) income pcr person will be higher in A than in B

(b) _income per person wﬂl be lower in A than in B

e) incomie per person will be the same in both A and B

{d) Ttds not possible to compare income per person in the two countries based on the

saving rates .

With fixed exchange rates, ﬁsca.l expansion will lead to an mcrcasc m output that is ‘

(a) the same as in the case of flexible exchange ratc

(b) hxgher than in the case of flexible exchange rate -

o) lower than in the case of flexible exchange rate

(d) Cannot say

16/54
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\i? A\

Ty

The probabxhty density funcuon of a random variable y is ozy(l - y) fory lymg between
Oand 1 (oc is a constant) Fmd the probability of y lying betwcen 0-25 and 0.7 5

»l(a) 10.2234
(bii’ 0. oood :
© 0.9876
- (d) 06875

The function f: R — R defined by

1 |xd<1
f""~={2x if (x> 1

is

(a) convex and continuous‘ on [—; 1,‘ o0)
(b) convex and conﬁnﬁc;us on [-1 ]
(¢) convex and continuous on (- <, 1)

.{d)- None of the above . |

The conéumption set

 C={lx, yeRZ x2x°>0andyzy°>0}‘ \
is | |
(a) boundedj
(b} convex
(<) | convex and bounded!

. (d)  Neither convex nor bounded

Find the determinant of the following matrix :

wvr 2 3

WA=10 1 -1

1 2 1
(@) 1
) -1
g 2
@ -2
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24.

25.

Fil’?d the Pfociucer surplus for a profit maxi
MC'(q =2g + 1, when price is Po =10.

() 22-50
 (b) 725»26
(c) "20-25 ‘
(d) '22-;20

The utility function
S -a _
Utx) = x 1
S

is

(a) concave and increasing -

(b) convex and increasing
{c) concave and decreasing

(d) convex and decreasing

; O<ox1; xeR,

18/54
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ough there is an internal choice in

All the questions have to be answered, alth
be penalized.

Question No. 5. Too lengthy an answer will
quate reasoning if the following statements are True or False @
= u(x;) + Xo. The income effect on the
d by the variable x,) is zero. 5

1. (a) State with ade
" (i) Consider a utility function U (x;, X3)
first commodity (whose quantity is measure

(i) Own and cross substitution effects are always negative.
index when the demand function is given ) by

(p) Calculate the .Lerner’s
tity and price respectively.

g=kp% k>0, where g and p represent quan

(Note that Lerner’s index is a measure of price margin.) 10

2. Consider an economy characterized by the following relationships :

C=500+0-4*Y,
I=100+0-1xY — 5000*i
G=200and T=200 °

| (_M_)D gl
P -10%1
S v
(£ = 1000
P .
I is investmenty/Gis govcmment spendin

D
ome, i is the interest rate, (—AP{) is the real

where Cis consumption, g, T are taxes, Y is

real income, Y, is disposablc real inc

. S ’
money demand and (%) ‘is thefreal money supply.

(a) Calculate the €quilibrium real income and the interest rate in this economy. 10-
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(b)

3. v(c‘l)

(b)

4. (a)

(b)

Now assume that the Central Bank .increases the real fnoney supply to 2000.
What is the change in the real income and the interest rate under this pohcy?
Provide the: economlc rationale. _ 10

What is factor intensity reversal? Critically evaluate (with diagrams) the validity A
of the Heckscher-Ohhn theory of trade in the presence “of such reversal 10

What are the invisibles in the balance of payments? Examine the mechanism
and the 1mp1xcat10n of the fixed ‘and the flexible exchange rate systems to
achieve the equilibrium in the balance of payments. . 10

(i) Consider the set Ac R? (that is, A is a subset of R?) as defined by the -

- following :
A={(x, y)eRE:1<x <7, ‘y=vx}_
Draw \the‘ set A in the x}plahe. Is this set open? Is it bounded? 5
‘(ii) Let f:R — R be defined by ' '
| I x2, xs1

§, x>1
2‘

flx)=

Find the limit, lim f (x). Is this function continuous at x =1? Is it
continuous on [0 1]'»’ Is. it continuous on [142]7? |

(i) A random variable X has a uniform distriBution (rectangular distribution)
in the range (- 5 10). Obtain Pr(|X|> N, 5

(i) For a discrete random variable X, it is given that Pr(X =0) = Pr(X = 2) =
and Pr(X =1)=1-2p, where 0 p< % Find the value of p that maximizes .

the variance of X. N ; R 5

5. Answer any one of the following questions (in not more than 500 words) : N 20

(@)

(b)

“International cboperatiori/ coordination of pdlicy responses is needed to deal
with the problemyof global warming and climate change.” Discuss giving
economic arguments. ' '

Is the govemment s responsé to the concerns about recent trends in food price
inflatiofl th India adequate? What additional fiscal, monetary and trade policies

could be proposed to deal w1th it?

koK Kk
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