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

1. a) What do you mean by marginal utility? Explain the law of diminishing marginal utility?
Why does marginal rate of substitution diminish? Explain the conditions of consumer
equilibrium under ordinal utility approach. (1 + 1 + 1 + 2)

b) Discuss the income and substitution effects of decrease in price following Slutsky's
approach for a normal commodity. (2)

c) Discuss the factors which may cause a rightward shift in the supply curve. From a
demand function Qd = 2000 - 30P and a supply function Qs = 20P, where P represents
market price, find out the gap between demand and supply at P = Rs 50. (2 + 1)

2. a) Discuss Keynesian consumption function with its properties. Prove how the short-run
consumption function varies from the long-run consumption function. What are their
implications for the developed and developing economies? (3)

b) Define investment and distinguish between gross and net investment. In this context,
prove how Keynesian investment function is different from the Classical investment
function.

Some Indian investors are considering investing in select infrastructure projects. The
total initial capital requirement is INR 500,000 Crore. The cost of raising the capital
from the market is estimated to be 12%. Net Prospective yields are expected to be as
given below:
Year
First
Second
Third

Annual prospective Yields (INR in Crore)
2,00,000
2,50,000
3,00,000

Find out the value of MEC and suggest whether the investment plan IS worth-
undertaking and why? (2+2)

c) Define demand multiplier and explain how multiplier value depends on the slope of
the demand functions. Prove that there can be as many multipliers as the number of
demand functions and draw implications.

Suppose consumption function C = 50 + 0.5Y and investment function I = 100 +
0.25Y (Y stands for income). Derive equilibrium income and the value of the
multiplier. If the economy in question increases autonomous investment to ISO, what
would be its impact on income change? (1.5+1.5)
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3. a) Discuss capabilities and functioning using suitable mathematical notations. If
country-A and country-B have human development indices (HDI) of 0.561and 0.821in
the year 2014, and the corresponding HDI in the year 2015 are 0.661and 0.9,which
country's improvement is better and why? (3+2)

b) What is the significance of price index 111 measuring GDP? Differentiate between
Paasche's Price Index and Laspeyre's Price Index in economic terms? From the
following data set, calculate Fisher's Price index. (1+1+3)

Base Year Current Year
Commodity Price Quantity Expenditure Quantity
Xl 6 50 560 56
X2 2 100 240 120
X3 4 60 360 60
X4 10 3.0 288 24
X5 8 140 432 36

END
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