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(i) Explain why the average cost, average variable

cost, and the marginal cost are “U” saved.

(i) Distinguish between average cost and marginal
cost. How are they related? (Diagram is
required). 8,7
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Analyse the equilibrium of a firm under conditions of
perfect competition in the short run. (15)
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Explain the long-run supply curve of a decreasing
cost industry in the perfect competition. (15)
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Define the concept of PPC with the help of a diagram.
“An economy always produces on the PPC rather
than anywhere inside it” Discuss. (15)
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() Name the shift factors that increase/decrease
demand.

(i) Quantity of wheat demanded in a market is given
by the equation Qd=3000-3p. The equation of its
supply is given as Qs=7p. Determine the market
clearing price and the quantity demanded.

(5,10)
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Define the price elasticity of demand. Show that the
price elasticity of demand at a point on the linear
demand curve is equal to the ratio of the length of the
lower segment to that of the upper segment of the
demand curve. (15)
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Discuss the income effect and the substitution effect
of a fall in the price of a normal good. Use suitable
diagram. (15)
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Define marginal product, average product and total
product. Explicate the law of diminishing returns with
the help of diagrams. (15)
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