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Instruction: Answer one question at one place only. All questions are compulsory.

1. a) What do you mean by the law of diminishing marginal utility? How the basic
assumptions of cardinal and ordinal measures of utility vary? What do you mean by an
indifference curve? Describe the basic properties of an indifference curve. Discuss the
income and substitution effects of decrease in price following Hicksian approach for a
normal commodity. (1 + 2 + 1 + 2 + 2)

b) What is the meaning of demand in economics? What are the determinants of demand in
the short run and in the long run? (1+1)

2. a) Discuss how different players of an economy are interrelated to one another through
circular flow of incomes (Draw the circular now diagram). What problems does an
economy experience in this process? (3)

b) "Consumption is a function of current income". Explain this with the properties of the
consumption function for both short-run and long-run situations and offer implications
for the developed and developing economies. (4)

c) Define investment and distinguish between gross and net investment. Also discuss the
types of investment with their relative importance for the Indian economy. What,
according to Keynes, determines investment? (3)

3. a) Gross domestic product (GDP) is defined as "market value of final goods and services
produced within the political boundary of an economy within a specific time period". In
this definition, critically examine the importance of 'market value', 'final', and
'specific time period '. (5)

b) What is the significance of Price Index in measurement of Gross Domestic Product?
Given the following information, calculate Fisher's Price Index: (2 + 3 = 5)

Base Year Current Year .s:

Commodity Price Quantity Expenditure Quantity
Xl 6 50 560 56
X2 2 100 240 120
X3 4 60 360 60
X4 10 30 288 24
X5 8 40 432 36
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