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I. Argue whether the following statements are true, false or uncertain giving appropriate reason(s) in
favour of your answer: 2 x 3

(a) Innovations in the production of batteries lead to a rightward shift in the market supply for

hybrid cars, while demand stays the same. Since this leads to a decrease in the equilibrium

price and an increase in the equilibrium quantity, demand is more inelastic at the new

equilibrium.

(b) Demand for both goods gasoline and AC machines are expected to be more (own-price)

elastic in the long run than in the short run.

2. (a) Explain whether the following event represents shift of demand curve or movement along
a particular demand curve:

The sharp increase in price of gasoline leads many commuters to join carpools in
order to reduce their gasoline purchases. 2

(b) Suppose that the price elasticity of demand for petrol is equal to unity. Further assume that at
a price of Rs. 80 per litre a representative consumer consumes 150 litres of petrol per month
on an average. If the government wants to restrict the monthly consumption of petrol to 100
litre per consumer how much should be the price charged? Will your answer change if price
elasticity of demand for petrol is something other than unity? Argue. 2

3. Distinguish between the concepts of proved reserve and extractable resource. Discuss cost
and price association in the oil industry. 2+3

4. Write short note on the following concepts:
(a) Peak oil hypothesis

(b) OPEC as Cartel
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5. Suppose that the long-run world demand and supply elasticities of crude oil are -0.906 and

0.515, respectively in a particular year. Further, suppose that the current long-run equilibrium

price is $30 per barrel and the equilibrium quantity is 16.88 billion barrels in that year. Derive the

linear long-run demand and supply equations.

Next, suppose the long-run supply curve you derived above consists of competitive supply

and OPEC supply. If the long-run competitive supply equation is: Sr; = 7.78 + 0.29P, what must

be OPEC's level of production in this long-run equilibrium? '7+3


