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Instruction: Answer one question in one place only.

1. a) Discuss the law of diminishing marginal rate of substitution? What are the properties of
indifference curves and the conditions for consumer equilibrium? (1 + 2 + 1 = 4)

b) How is demand different from desire? What are the exceptions to the law of demand? Discuss
the determinants of market demand. (1 + 1.5 + 2.5 = 5)

c) How is the price elasticity of demand defined? Prove that MR = P {1- (1/e)}, where MR is the
marginal revenue, P is the market price, and e is the price elasticity of demand. Given the
price equation, P = 100 - 20 where 0 is the quantity demanded, find the marginal revenue
and the point elasticity of demand when 0 = 10 (1 + 2 + 2 = 5)

d) Suppose Hero Cycles Limited manufactures and sells bicycles. Management believes that the
price elasticity of demand is (-) 2. Currently, bicycles are priced at INR 4,000/- per unit and
the quantity demanded is 50,000 per annum.
i) If the price is increased to INR 4,500/- per unit, how many bicycles will the company be

able to sell each year?

ii) How much will the total revenue change as a result of the price increase?

2. a) Elaborate the basic properties of a Cobb-Douglas production function say 0 = A Ka L~, where
o is the output and K and L are the inputs. What a and ~ represent here? (2 + 0.5 = 2.5)

b) Discuss the factors causing increasing returns to scale. Distinguish between the internal and
external economies of scale. (2 + 3 = 5)

c) Differentiate between private cost vs. social cost, and opportunity cost vs. actual cost.

Given the total cost function TC = 1000 + 1200 - 1002 + 203

where TC is the total cost and 0 is the output (in '000).

Find (i) the marginal cost function, (ii) the slope of the marginal cost function, and (iii) the
output at which marginal cost is equal to average variable cost.

(3 + 1 + 1 + 1 = 6)




