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2. Analyse supply and demand forces that determine equilibrium in a market economy.
3. Evaluate the factors affecting firm behaviour, such as production and costs.

.No Question | M |
1. | (a) Price elasticity of supply ranges from 0 to c0. Discuss the statement with : 2 | 3
suitable diagrams.

(b) The quantity supplied of pizzas increases from 200 units to 250 units | 5+5 _
per week when the price increases from Rs.50 to Rs.60 per pizza. Calculate |
the price elasticity of supply (PES) for the product using midpoint method. '
2 A firm produces two goods, X and Y, using labour and capital. The wage 3
rate (cost of labour) is $15 per hour, and the rental rate of capital is $30 per
machine hour. The firm has a total budget of $900. _
(a)Derive the equation of the iso-cost line for the firm and interpret its slope !
and intercepts.

(b)If the wage rate increases to $20 per hour, keeping the rental rate of
capital constant, how does the iso-cost line change and why?

(c)If the firm’s total budget increases to $1200, while both input prices |
remain at their original levels, how will the iso-cost line be affected ang ‘
why? : ;

3. | The production function of a producer is Q = K™ L%%. Given a budge( g
constraint of $108 and the price of capital (Px)= 3 and price of labour PL=
4, find the optimal quantities of K and L using lagrange method. Also 5 7+3 |

4+3+3

the optimal point graphically. |
4. | (a) Complete the following table by calculating the missing valyes. —|:_ , 3 3
"Outpu | Total Variable | Fixed Marginal | Average | |
t units | Cost(TC) | Cost(VC) | Cost(FC) | Cost(MC) Cost(AC)
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