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R:tr4an : ~ ~-11?1" Cf)T ~ ~ ~ ~ ~ ~ mlSfT "# ~; ~ "B.qr ~ 

Cf)T m'al11 ~ m ~ ~ , 
Question No. 1 is compulsory. 

Attempt any four questions out of Question Nos. 2 to 7. 

I. Answer all parts : 

(a) Explain why an economy's income must equal its expenditure. 

(b) What is sunk cost ? Give two examples of sunk cost and explain why they will 

not be relevant in the current decision-making process. 

P.T.O. 
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(c) Differentiate between causation and correlation. 

· (d) Define Net Factor Payment. ·A Japanese car manufacturer has set up a car manufacturing. 

unit in India with an initial investment of Rs~ 100 crores. Will the profit of this company 

be included in GNP of India ? 

(e) Define Private Saving. What are the uses of Private Saving ? 5x3=15 . 

('~) ~ ffiTRf Cf<n ~ ? ~ W dGI~{UI ~ 'G~ Olli&H Cfllf~q: fen ~ cp;ff 

CfCP:TR R$r ~ -B !m:ifllc:tl -;:@ mm ? 

· c~) ~ CfiT% 'TfflR c8 lffi:~ Cfllf\llq: 1 ~ ~ CfiR f.n:ITm 1oo ~ m· 

cfi >I'Tif'q(:fi ~ ~ 'm«f 'B dt<IIG'"l W Cfi'«<T ~I Cf<n ~- Cfill14T CfiT ffi<q 'm«f 

cfi m ~ ~ -B~ flfAif<1a ~ ? 

(s) · ~ ~ c8 lffi:~ ~ 1 ~ ~ cfi cp:n .>P-lrT % ? 
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·2. (a) The table below shows yields per acre of producing wheat and rice in two countries 

A and B. 

Wheat 

Rice 

Country A 

so· tons 

-120 tons 

(i) Which country has : 

Country B 

90 tons· 

100 tons 

(1) an absolute advantage in wheat production. 

(2) a_ comparative advantage in wheat production. 

(ii) Explain the price range of wheat (in terms of rice) in which the countries might 

trade. 2+3=5 

(b) Can the government legislate that the burden of a food tax will fall only on the sellers 

of food ? Explain using the concept of elasticity of demand and supply. 6 

(c) What arguments do economists make to support trade restriction ? · 4 

. ( 31) ~ efT T[(:fi dlf<?!Chl -q Gl ~ A ~ B -q ft{ ~ ~ cnl >rfu ~ cnl 

d(lli~Cfldl en) ~ Tr:fT ~ 

Wheat 

Rice 

Country A 

80 tons 

120 tons 

Country B 

90 tons 

100 tons 

P.T.O. 

--·-------~~--------~--------~~-
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(i) ~ ~ : 

( 1) it{ d~l~'i it ~&T ~'ll >Tfl{f cRrrr ? 

( 2) it{ d~l~'i it 8)<1'"11\GCfl ~'ll >Tfl{f ~ ? 

Ui) &q((§ql ~ fCfi it{ CfiT m Cfft1:m 1:fm1 it c~, ~ ~&r) ~ it 

O!:ffl1R m "ffCfi(IT % , 

(~) cp;rr mcFiT{ -Q:m ~ ~ ~ %, fCfi ~ ~ Cfi1 'llR ~ "&ro ~ 

'R m ~ ? l1frr ~ ~ Cfft "<1fq Cfft 31cf'tTRUIT Cfi1 ~ ~ ~ oq ,@q, 

~I 

c ~) 31$"rrrn O!:ffl1R ~m ~ "Bll?.fl it cp;rr ~ ~ t ? 

3. (a) Suppose that a market is described by .the following supply and demand equations • 

Q5 = 2P 

Qct = 300 - P. 

(i) Solve the equilibrium price and the equilibrium quantity. 

(ii) Suppose that a tax of Rs. 100 per unit is placed on buyers. Calculate : 

(I) Tax Revenue; 

(2) Deadweight loss. 2+2+2=6 
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· (b) Define consumer Price Index. Explain in detail how the Consumer Price Index is 

constructed. 1+4=5 

(c) Saran has decided always to spend one-fourth of his income on clothing : 

(i) What is his income elasticity of clothing demand ? 

(ii) What is his price elasticity of clothing demand ? 2+2=4 

Qct = 300 - P. 

(i) fl1)ff1(1 ~ ~ lff?ll ~ Chlf~q: I 

(ii) 11Al ~ ~ 1R 1oo ·m >rm ~ en\ ww:rr \jfffif %, -m 

(1) en\ 3lfTm ~ Ch1 f~ ({ I 

(2) ~ m\ mR ~ Chlf~q: I 

(~) ~~ ~ *fT.I(hiCfi cnT 11ft~ <=h1f~q: I fcffifR "B Olii&H Chlf\JiQ> ~ ~~ 

~ « T.l Cfl i (h qif f.r:rfuT ~ fcnlrr \jfRlT . % ? 

P.T.O. 
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("B) ~ ~ R$r mrr % % ~ ~ am 3Wl CfiT ~-~~ ~ ~ -q-{ 

~~ 

(i) ~ cn1 ~ c.fi" fum: ~ cn1 3Wl cnl· ~ cp;rr % ? 

(ii) ~ cn1 ~ cfi fum: ~ cn1 CfiTmr ~ cp;rr % ? 

4. (a) With the help of demand and supply analysis illustrate the impact of rising sugar price 

on the equilibrium quantity and price of pastries. 3 

(b) How does an import tariff affect the price and quantity of the imported good in 

an economy ? Examine the welfare effect of such a tariff. 6 

(c) In a country only 2 goods are produced i.e. bread and wine 

• In 1994, bread costs Rs. 90 a loaf and wine costs Rs. 400 a bottle. 800 

loaves of bread and 180 bottles of wine were produced. 

• In 1999, bread costs Rs. 100 a loaf and wine costs Rs. 500 a bottle. 1000 

loaves of bread and 200 bottles of wine were produced. 

· • In 2004, bread costs Rs. 120 a loaf and wine costs Rs. 550 a bottle. 1200 

loaves of bread and 220 bottles of wine were produced. 

(i) Calculate the nominal GDP for each of the 3 years. 

. I 
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(if) Calculate the real GOP and GDP deflator for each year using 1994 as the 

base year. 

(iii) Calculate the percentage change in real GDP from 1994 to 1999 using 1994's 

pnces. 2+2+2=6 

( 31) llfrT ~ ~ fcm:'itSJOI CflT. B~I~C11 "B ~ CflT ~. ~ ~ · ~. fJOJdl~l{j CflT 

· B1fZ1ct ~ ~ m;rr 11{ ~ ~ ~~ .Cfh ~ Ch1fil1~1 

(~) fcfim 31~ it ~ ~ m;rr, Cfi1 3WmJ Sl~ ~ ~ ~~ ~ 

% ? ~ ~ ~ Ch<?"IIOI ~~ CflT 'B~· it '\llTq Cfl1f\lllll 

• 

• W1_ 1999 it -n CfiT 'Cfl1l:m 1 oo m ~ ~ CfiT ~ CfiT CfiTl:rn 5oo 

m ~ ~ ~ qtf ~ ~ 1ooo ~ ~ ~ CfiT 200 ~ cnr 

• W1_ 20o4 it, -n · ~ "Sifu ~ CfiT 'Cfl1l:m 120 m ~ "Sifu ~ ~ 

CfiT ~ 55o m ~, -n ~ 1200 ~ aW: 220· ~ CfiT ~ cnr 

P.T.O. 

) 
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(i) cfRT q1Sfl -q ~ Cjl)f CfiT ~ m ~ ~ ~ cnlf.Jt~ 1 

(ii) Cjl)f 1994 q:;) 3TI~ Cjl)f "ffit ~ ~ Cjl)f * m qlfdfClCh m effit 

~ ~ m .~ ~ fqqflhlfC1Cfl CfiT 1fURT cn1f.Jtq: 1 

(iii) Cjl)f 1994 CfiT ~ cnr m ~ ~ Cjl)f 1994 ~ 1999 (fCfi C!lfdfC!Ch 

5. (a) During a given year the following activities occur : 

• A silver mining company pays its workers Rs. 2,00,000 to mine 75 kg of silver. 

The silver is then sold to a je;vellery manufacturer for. Rs. 3,00,000. 

• The jewellery manufacturer pays his workers Rs. 2,50,000 to make silver necklaces 

which he sells directly to consumers for Rs. 1 0,00,000. 

(i) Using the production of final goods approach, what is GDP (Gross Domestic 

Product) in the economy ? 

(ii) Using the value added approach, what is GDP ? 

(iii) Using the Income approach, what is GDP ? 7 

(b) "Inflation is always and everywhere a monetary phenomenon." Examine the validity 

·of the above statement in the context of the Classical theory of inflation. 3 

(c) Define Hyperinflation. What are the effects of Hyperinflation on economic activity ? 5 

' '· 

1_ 
.I 



( 

( 9 ) 7666 

( 31) ~ ~ cf; ~ f~l01f0R9d 71fufclfw:IT ~ % 

• ~ ~ cn1 <§JR cn1 ~ ~ ~ CfiT 75 ~ m11 ~ cn1 ~ 

~ 2,00,000 ~ Cf)f :pNR Cfi«<T t" I ~ ~ ~ CflT ~ ~ f.:fl:ffirr 

CflT 3,00,000 ~ # ~ . "fu.7n \liTffi · t" I 

• ~ f.:fl:mrr ~ cfi m ~ cfi fuir 3itR ~ CfiT 2 ,so ,ooo ~ Cf)f 

:fNR Cfl@l t- ~ ~~ CfiT mit 1 o ,oo ,ooo ~ -q ~ "fu.7n \liTffi 

%1 

(ii) ~~ ~!i2ChlUI Cf)f w:frrT Cfl@ gil. ~ ~ 31~ Cf)f m 

~~Cf<nt"? 

. 
(iii) 3w:f ~fis2:Chl01 Cf)f m ~ ~ .~ fc:n 31~&lq~ Cf)f m ~ 

P.T.O. 
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6. (a) What is Fisher effect ? If inflation rises from 6% to 8%, what happens to real and 

nominal interest rates according to the Fisher effect ? 4 

(b) In a country, the velocity of money is constant. Real GDP grows by 5% per year, 

t.he money stock grows by 14% per year and nominal interest rate grows at 11% 

per year. What is the real interest rate ? 5 

(c) The government has imposed a binding price ceiling on the retail price of tea : 

(i) Show the producer surplus and consumer surplus before the imposition of price 

.·ceiling. 

(ii) Show the consumer surplus after the price .ceiling is imposed. 

(iii) Show the producer surplus after the· imposition of price ceiling .. 

(iv) With the help of a diagram show how much of.what was producer surplus 

before the imposition of price ceiling has been transferred to consumers as a 

result of the price ceiling. 2+1+1+2=6 

c 31) t1:nm >T'l11Cf cp:rr % ? ?:ffu: B~~IWllru 6% ~ 8% ~ % m ft:im· >l'qlq ~ ~ 

~ Cfil Cfl«"lfClCh ~ ~ ~ 1R CfGIT >T'qlq ~ ? 

--------------JP---
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(~) ~ ~ if ~ col. ~ Tffu ~·% 1 c:m~FC!Cfl ~ ·~ ~ if s stfct~ld 

~ ~ m-m t ~ "Rfcfl if 14 stfCl~ld m c:r:f ~ m-m % cr~ ~ 

~ ~ 11 stfd~ld m c:r:f % en Cll«ifC!Cfl ~ ~ CFIT % ? 

. 
(~) mcFiP: ~ col ~ 'Cfftl1cl 1R d'CC!dli Wm· cn1mr wmft % 

(iii) d'CC!d y -mm 'Cfftl1cl W1R ~ ~ d('tf ~~Cfl ~ Cf)) ~ 1 

. (iv) )Jglf-€151 col ~QI""!dl it, ~ fch d'CC!dY mm 'Cfftl1cl WTR it -~ ~ 

d('tf ~~Cfl ~ col "liT?IT, d'CCI d y -mm 'Cfftl1cl W1R ~ ~ ~~3TI Cf)) ~«1 i d Rd 

- 7. (a) Consider two economies A and B with 0 percent and 10 percent inflation rate 

respectively. In both countries the real interest rate is 5 percent and a tax rate on 

interest income is 20%. Compute and comment on after tax real interest rates earned 

in both the· countries. 6 

(b) Suppose the banking system is able to increase the amount of Rs. 400 from a cash 

deposit of Rs. I 00. What is the value of the required reserve ratio ? What is the 

value of the money multiplier? 2+2=4 

(c) Suppose workers have to decide how much of their income to save for retirement. 

· Should they consider the real or the nominal interest rate that their savings will earn ? 

Explain. 2 

P.T.O. 
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(d) What is the difference between positive and normative statements ? Give an example 

of each. 3 

( 31) liRT fcn <ft 31~3il A~ B if lj~I'!A1lf8 ~ ~: 0 !>lfd~ld ~ 10 !>lf~Hid 

%I ~ ~ if cti«JfCICfl ~ Cfll ~ 5 !>lf8~1d ~ ~ 3lflf 1R Cfi1: Cfll ~ 

20 !>lfd~ld '%1 ~ ~ ~ ~ Cfi1: ~ ~ 3#lffi ~ ~ cnl f~Cfilf<?Jq: ~ 

"W 11{ f2:uroiT Cf) I f\ii q: I 

c ~) liRT fcn ~ >f1llTffi" 1 oo m ~ ~ . \lf11T cn1 4oo m Ml ~ if "Ba:fli 

% I 3"1 I C! ~ '4 Cfi 3Wf&Td ~ "CfiT ~ cp:rr % ? ~ TfCfl' "CfiT ~ cp:rr % ? 

("B) lWn., ~ ~ R$:r Wr % fcn Cffi 311Fft ~ "CfiT ~ 'lWT ~C!If~~f~ ~ I 

fuir ~ Cfi=tTr ? ~ f.1$:r if cp:rr q) C! 1«1 fctCfl <rr ~ ~ ~ "Cfl1 BfAi fc?ld 

Cfi=tTr ? <::lll €'411 ~ I 

12 6,000 

----··-··-~---- ____ _, 
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