                                                                      ANSWER KEY 
                                                                MICRO ECONOMICS – I
                                                                 SECTION – A   (10*2=20)
                                                                   ANSWER ANY TEN
1. Recall the nature of an economic problem?

Answer :    The nature of an economic problem is the scarcity of resources relative to the unlimited wants and needs of people. This scarcity forces people to make choices about how to use resources efficiently.

2. Relate scarcity and choice ?
Answer :  Scarcity and choice are fundamental concepts in economics that are closely related:
· Scarcity
The idea that resources are limited and there are more human wants and needs than resources to satisfy them.
· Choice
The idea that people must make decisions about how to use and allocate scarce resources. 
Scarcity and choice are central to economics, which is the study of how people use resources. Economists consider how to make the most efficient use of scarce resources, as well as how to distribute them fairly. 
3. Define utility.
Answer :  Utility of goods is their want-satisfying capability. More is the aspiration to have the goods, the more is the utility procured from them. Utility is instinctive. Distinct people can get different degrees of utility from the same goods. For instance, someone who likes sweets will get much higher utility from a sweet than someone who doesn’t like sweets.
4. Explain Indifference curve with a suitable diagram?
Answer :  An indifference curve is a graph that shows various combinations of two goods that provide a consumer with the same level of satisfaction or utility. Each point on the curve represents a different combination of the two goods, and the consumer is indifferent between all the combinations on the curve. 
[image: ]
5. Describe law of demand with a suitable schedule ?

Answer :  Demand schedule is referred to as a tabular representation or a tabular statement that shows various quantities of commodities that are demanded at different price levels at a specific time period.
A demand schedule will show the exact number of units of goods and services that will be bought at each price. Demand schedule shows the relationship between the price of a commodity and the quantity demanded.
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6. List out any two determinants of demand?
Answer:  Two determinants of demand are:
· Income
When consumers' income increases, they tend to demand more goods. When income decreases, consumption levels also decrease. 
· Expectations
When consumers expect prices to increase in the future, they tend to buy more in the present. When consumers expect prices to decrease in the future, they tend to buy less in the present. 

7. Tell the meaning of Production Function.
Answer:  In economics, a production function is a mathematical model that shows the relationship between the inputs used to produce a good or service and the output that results. It's used to measure a firm's production efficiency and to help firms plan their production. 
The production function formula is Q = f(K, L), where:
· Q: is the output
· f: refers to the function
· K: is the capital
· L: stands for labor 
8. Infer Cobb-Douglas Production Function.
Answer:   The Cobb-Douglas production function reflects the relationships between its inputs - namely physical capital and labor - and the amount of output produced. It's a means for calculating the impact of changes in the inputs, the relevant efficiencies, and the yields of a production activity.
9. Outline the Theory of  Cost ?

Answer :  The theory of cost definition states that the costs of a business highly determine its supply and spendings. The modern theory of cost in Economics looks into the concepts of cost, short-run total and average cost, long-run cost along with economy scales. 
The cost function varies concerning factors such as operation scale, output size, price of production, and more. The theory of cost production needs to be understood in detail by economists to run their company and increase its profit and productivity.

10.  Show any two types of cost with formula?
              Answer :  The two types of costs are fixed costs and variable costs, and they are differentiated by how they change with production levels:
· Fixed costs
These costs remain the same regardless of production levels. Examples include rent, property tax, insurance, and depreciation.
· Variable costs
These costs change based on production levels. Examples include labor, utility expenses, commissions, and raw materials. 
                             Marginal Cost    	Total Cost
Formula	MCn = TCn – TCn-1	TC = TFC + TVC
11. Compare Total amd Marginal  utility.

Answer:  Total utility and marginal utility are both economic concepts that measure the satisfaction a consumer derives from consuming goods or services:
Total utility
The total amount of satisfaction a consumer gets from consuming a good or service. It's calculated by measuring the quantity consumed and the pleasure derived from it.
Marginal utility
The change in total utility that a consumer experiences when they consume one more unit of a good or service.

12. Why is Marginal cost Curve always ‘U’ shaped?

Answer:  Yes, the marginal cost (MC) curve is U-shaped because of the law of variable proportions: 
· Explanation
The law of variable proportions states that the MC curve initially slopes downward, reaches a minimum point, and then starts rising. This is because increasing the quantity of variable input improves the utilization of fixed input, which increases efficiency and lowers the MC. However, adding more variable input beyond a certain point can lead to inefficiencies, falling productivity, and rising MC. 
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                                                             SECTION – B
                                          ANSWER ANY FIVE QUESTIONS :

13. Simplify Alfred Marshall definition of Welfare?
Answer:  Marshall's view is that economics studies all the actions that people take in order to achieve economic welfare. In the words of Marshall, "man earns money to get material welfare." Others since Marshall have described his remark as the "welfare definition" of economics. This definition enlarged the scope of economic science by emphasizing the study of wealth and humanity together, rather than wealth alone. In his widely read textbook, Principles of Economics, published in 1890, Marshall defines economics as follows:
Political Economy or Economics is a study of mankind in the ordinary business of life; it examines that part of individual and social action which is most closely connected with the attainment and with the use of material requisites of well-being.[1]
The following are the implications of this definition:
1. Economics is a study of humankind.
2. Human life has several aspects: social, religious, economic and political—but economics is concerned only with the economic aspect of life.
3. Promotion of welfare is the ultimate goal, but the term welfare is used in a narrow sense to meet material welfare only.[2]
Marshall defines economic activity as separate from the above activities. A farmer who toils in the field, or a worker on an assembly, are performing an economic activity: they work to increase their material welfare (primarily by earning money). Money buys goods or services that satisfy wants. In other words, economics deals with effort, wants, and the satisfaction of those wants.
Marshall’s definition has been criticized by more recent economists, including Lionel Robbins. Robbins' criticisms include:
(1)Narrows down the scope of economics. Marshall distinguishes between material and non-material welfare, and confines economics to the study of material welfare. Robbins feels that economists should r attention to material welfare. There are things that are "non-material" but they promote human welfare. Robbins cites “the services of doctors, lawyers, teachers, dancers, engineers, professors". These goods "satisfy our wants and are scarce in supply”.[5] Some economists feel that Marshall's definition of "material" includes both goods and services, and that Robbins is either misreading Marshall's text, or creating a straw man argument.[6]
(2) Assumes equivalency between welfare and economic activity. For Robbins, there are economic activities which do not promote human welfare. For example, the sale of cocaine or heroin. Here Robbins says, “Why talk of welfare at all? Why not throw away the mask altogether”.
(3) It is a vague concept. According to Robbins, “welfare” is a vague concept to use to define economics because it is subjective. Economics is a quantitative science; but welfare cannot be quantitatively measured, and two persons cannot agree on what creates or improves welfare.
(4) It involves value judgement. Finally the word “welfare” in Marshall’s definition brings economics to the realm of ethics. Robbins would prefer that economics remain neutral in assessing the results of economic transactions..
14.  Examine the basic concept of micro economics
 Answer:  The study of microeconomics involves several key concepts, including but not limited to:
· Incentives and behaviors: This addresses how people as individuals or in firms react to the situations with which they're confronted.
· Utility theory: Consumers will choose to purchase and consume a combination of goods that will maximize their happiness or “utility” subject to the constraint of how much income they have available to spend.
· Production theory: This is the study of production or the process of converting inputs into outputs. Producers seek to choose a combination of inputs and methods of combining them that will minimize costs to maximize their profits.
· Price theory: Utility and production theory interact to produce the theory of supply and demand which determines prices in a competitive market. Price theory concludes that the price demanded by consumers is the same as that supplied by producers in a perfectly competitive market. This results in economic equilibrium.
15. Identify the types of Demand?

Answer:  7 types of demand.
1. Joint demand
Joint demand is the demand for complementary products and services. These can be products that are accessories for others or that people commonly purchase together, such as cereal and milk or peanut butter and jelly. The two are linked, but the demand for one is not necessarily dependent on the demand for the other.
2. Composite demand
Composite demand happens when a single product has multiple uses. For example, corn can be used as animal feed, ethanol, or food in its whole form. The rise in demand for any of these products leads to a shortage in supply for the others, which can lead to a rise in price.
3. Short-run and long-run demand
Short-run demand refers to how people immediately react to price changes while elements are fixed. For example, if the demand for a product drastically decreases and a manufacturer has high overhead costs, they have no choice but to absorb the profits lost. Over time, or in the long run, companies have a chance to adjust to the new situation by decreasing labor or increasing prices and supplies.
4. Price demand
Price demand relates to the amount a consumer is willing to spend on a product at a given price. Businesses use this information to determine at what price point a new product should enter the market. Consumers will buy items based on their perception of that product's value. Price elasticity refers to how the demand will change with fluctuations in price.
5. Income demand
As consumers make more income, quantity demand increases. This means people will buy more overall when they earn more income. Tastes and expectations also change with an increase in income, reducing the size of one market and increasing the size of another. Consumers often buy a product or service because it is what they can afford but may deem it lower quality. The demand for those lower-quality products will decrease as income increases.
Related: Law of Supply and Demand: Definition and Key Factors
6. Competitive demand
Competitive demand occurs when customers can choose from alternative services or products. From a business's perspective, they can use fluctuations in the price of their competitors to determine how their own will sell. An example of this is between name-brand and store-brand medicine. If a consumer prefers a name brand but it is out of stock or the price increases significantly, the store brand will see a rise in sales.
Related: Supply-Side Economics vs. Demand-Side Economics: Definitions and Examples
7. Direct and derived demand
Direct demand is the demand for a final good. Food, clothing, and cell phones are examples of this. Also called autonomous demand, it is independent of the demand for other products.
Derived demand is the demand for a product that comes from the usage of others. For example, the demand for pencils will result in the demand for wood, graphite, paint, and eraser materials. In this example, the demand for wood is dependent on the demand for its uses.

16. Distinguish between short and long run production function.
      Answer: 
The main difference between short-run and long-run production functions is the flexibility of inputs: Short-run production
Involves at least one fixed input, which limits the ability to adjust production levels. Short-run costs include both variable and fixed costs.
Long-run production
Involves the ability to adjust all inputs, including labor, capital, raw materials, and technology. Long-run costs are only variable costs.  
Here are some other differences between short-run and long-run production:
Flexibility
In the short run, there is no flexibility when it comes to inputs or outputs. In the long run, there is greater flexibility in production choices.  
Profits
The short run allows firms to realize economic or exceptional profits, while ordinary profits are typical of the long run.  
Entry and exit
In the short run, entry of a firm is available, but in the long run, both entry and exit are available easily.  
Law of returns
The law of returns applies to a factor in the short-run production function, whereas the law of returns is applied to scale in the long-run production function. 
17. Construct the relationship between AR and MR.
     Answer: Average Revenue (AR): Average revenue is calculated by dividing total revenue (TR) by the quantity sold (Q). AR = TR / Q. Marginal Revenue (MR): Marginal revenue represents the additional revenue a firm earns by producing and selling one more unit. It's the change in total revenue when output increases by one unit.
The relationship between AR and MR is crucial in understanding consumer behaviour. AR is the revenue earned per unit of output sold, while MR denotes the added revenue acquired from vending an additional unit of output. The relationship between AR and MR is crucial for firms to determine how they set pricesThe relationship between AR and MR is crucial in understanding consumer behaviour. AR is the revenue earned per unit of output sold, while MR denotes the added revenue acquired from vending an additional unit of output. The relationship between AR and MR is crucial for firms to determine how they set prices
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18. Compare lionel robbins definition with that of samuelson definition.
Answer: Lionel Robbins and Paul Samuelson had different definitions of economics, with Robbins focusing on scarcity and Samuelson focusing on growth:  
Lionel Robbins
Robbins defined economics as the study of how scarce resources with alternative uses are allocated to meet unlimited human wants. He believed that time is a scarce resource, and that the external world doesn't provide enough opportunities to fully achieve our desires.  
Paul Samuelson
Samuelson defined economics as the study of how to use scarce resources efficiently to satisfy wants and grow a nation. He also coined the term "Net Economic Welfare" (NEW), which is a measure of a nation's total output that only includes consumption and investment that contribute to economic welfare. 
19. Explain the types of elasticity of demand?
The main types of elasticity of demand are:
Price elasticity of demand: Measures how a change in price affects the quantity demanded for a product.  
Cross elasticity of demand: Measures how a change in the price of one product affects the quantity demanded of another product.  
Income elasticity of demand: Measures how a change in income affects the quantity demanded.  
Advertising elasticity of demand: Measures how a change in promotional expenses affects demand.  
Elasticity is a unitless ratio that measures how responsive a variable is to changes in other variables. A variable is considered elastic if it responds more than proportionally to changes in other variables, unit elastic if it responds proportionally, and inelastic if it responds less than proportionally.  
Factors that can affect elasticity of demand include:
Availability of substitute goods
Necessity of goods
Consumer habits
Total outlay and revenue
Complementary goods
Time  
                                                                  Section - C
Answer any three questions :  (3*10=30)
20. Discuss in detail about the Revealed preference Hypothesis.
Answer :   Revealed preference theory is an economic theory that states that consumers' preferences can be inferred from their purchasing behavior:  
Explanation
The theory was developed by Paul Samuelson in 1938. It assumes that consumers are rational and will consider all options before making a purchase.  
how it works
The theory states that if a consumer buys a specific bundle of goods, then that bundle is their preferred choice, given constant prices and income. By changing prices or income, an observer can infer a model of the consumer's preferences.  
Examples
For example, if a consumer chooses to subscribe to Netflix over Amazon Prime, even though both offer similar services, it reveals a preference for Netflix.  
Uses
Revealed preference theory is often used to compare the impact of policies on consumer behavior.
Related fields
The theory is closely related to econometrics, where researchers develop mathematical models to capture consumer preferences.
21. Analyse the measurement of Elasticity of demand.
Answer:     Methods of Measuring Price Elasticity of Demand
Basically, there are four ways by which we can calculate the price elasticity of demand, and these are:
Percentage Method- Price Elasticity Demand
The Percentage method is one of the widely used methods for calculating demand price elasticities, where price elasticity is calculated in terms of the rate of the percentage change in the quantity requested to the percentage change in price. 
The price elasticity of demand can, according to this approach, be mathematically expressed as -
PED = % change in quantity demanded / % change in price, where
change in quantity demanded=new quantity (Q2)−initial quantity (Q1)initial quantity (Q1)×100change in quantity demanded=new quantity (Q2)−initial quantity (Q1)initial quantity (Q1)×100
change in price=new price ( P2)−initial price ( P1)initial price ( P1)×100change in price=new price ( P2)−initial price ( P1)initial price ( P1)×100

Total Outlay Method
Professor Alfred Marshall developed the total outlay method, also known as the overall cost method of calculating price demand elasticity. The price elasticity of demand can, according to this approach, be calculated by comparing the total expenditure on the commodity before and after the price adjustment.
We can get one of three results when comparing the expenditure. They are the 
Request elasticity would be greater than the unity of (Ep > 1)
If total expenditure rises with a decrease in price and decreases with a rise in price, the value of the PED is greater than 1. Here, price rises, and overall spending or outlays shift in the opposite direction.
The elasticity of demand will be equal to unity (Ep = 1)
If, in response to a rise in the price of the commodity, the overall expenditure on the commodity remains unchanged, the value of the PED would be equal to 1.
The elasticity of demand will be less than unity (Ep < 1)
The value of PED would be less than 1 if total spending decreases with a decline in price and rises with a rise in price. Here, commodity prices and overall spending are going in the same direction.
When the information from the above table is plotted in the graph, we get a graph like the one shown below.
On the X-axis, gross outlay or cost is calculated in the graph while the price on the Y-axis is measured. The transfer from point A to point B demonstrates elastic demand in the figure, as we can see that overall spending has risen with price decreases.
As total expenditure has remained unchanged with the change in price, the shift from point B to point C demonstrates unitary elastic demand. Likewise, as overall expenditure, as well as price, has decreased, the shift from point C to point D indicates inelastic demand.
22. Justify leontief production function. 
   Answer:  The Leontief production function is a mathematical model used in economics to describe how inputs are used to produce goods and services. It's justified by the idea that some production processes require inputs to be used in fixed proportions, and that these inputs can't be easily substituted for one another. This is the case, for example, when assembling complex machinery or electronics.  
Here are some characteristics of the Leontief production function:
Fixed proportions: Inputs must be used in strict, predetermined ratios. For example, if a toy car requires one body and four wheels, then the production of toy cars is limited by the input in shortest supply.
No substitutability: Factors of production can't be substituted for one another.
Named after Wassily Leontief: The function is named after the economist who proposed it.
Limiting case of the constant elasticity of substitution production function: The Leontief production function is a limiting case of the constant elasticity of substitution production function.  
23. Prioritise the major  exceptions of demand.
           Answer:      Giffen goods:
Giffen Goods was conceptualised and presented by Sir Robert Giffen. Godrej goods are products that are substandard or inferior goods when compared to luxury products. In any case, the remarkable feature of Giffen goods is that as the cost increases, the quantity demanded will also increase. Also, this component is the thing that makes it an exemption for the law of interest.
Veblen goods:
Thorstein Veblen, an economist, is the one who conceptualised and presented the Veblen goods in his Theory of “Conspicuous consumption”. As per Veblen, there are some products that become more significant and valuable as their price or cost increases. Assuming an item or a product or service is costly, then, at that point, its worth, value, and utility are seen to be more, and henceforth the demand for that product or service increases.
Price change expectations:
There are times when the cost or price of an item, product, or service increases, and the economic situations are such that products or services might become more costly. In such cases, purchasers might purchase a greater amount of these items before the cost builds any further. Therefore, when there is a drop in price or value or expected to drop further, the end consumers may defer or postpone the buy to profit from the advantages of a lower cost.
Effect of demonstration:
Middle-income consumers tend to imitate or copy the upper-middle-class consumer behaviours and may tend to purchase the same products or services of the upper-middle class.
Changes in taste, preferences, and fashionable products:
Consumers’ changes in taste and preferences in fashionable products don’t change the quantity demanded with an increase in price rise as the consumers are willing to spend more on these products and services.
Trading in stock exchanges:
The law of demand won’t hold good in the speculation market. According to the law of demand, an increase in price will reduce the demand, but in the case of speculation and trading, people will buy more stocks even though there is an increase in the price of the stocks.
24.  Simplify the relationship between AR,MR and elasticity of demand.
Answer:  The relationship between average revenue (AR), marginal revenue (MR), and elasticity of demand is described by the equation: [image: IMG_256]
MR=AR(e−1e)cap M cap R equals cap A cap R open paren the fraction with numerator e minus 1 and denominator e end-fraction close paren. This equation shows that: 
MR is directly related to AR: MR changes twice the proportion of AR.  
Which one of the following gives the correct relationship between MR ...The relationship between these three is: MR = AR {(e-1)/e} which denotes that MR is directly related to AR . 
MR is inversely related to elasticity of demand: The elasticity of demand is the responsiveness of one economic variable to a change in another.  
Which one of the following gives the correct relationship between MR ...
The relationship between these three is: MR = AR {(e-1)/e} which denotes that MR is directly related to AR .
Elasticity -In economics, elasticity measures the responsiveness of one economic variable to a change in another. Here's some more information about AR, MR, and elasticity of demand: 
AR and MR 
AR is the money a company makes from selling one unit of a product, while MR is the extra money made from selling one more unit.  
Relationship between AR and MR:
Average Revenue (AR) and Marginal Revenue (MR) AR is the company's money from selling one unit of a product. 
Elasticity of demand 

Elasticity of demand is a quantitative statement that measures the change in demand in response to a price change. For example, if the price elasticity of demand is −2, then a 10% price increase will cause a 20% decreaase n quantity demanded.  
Elasticity
[bookmark: _GoBack]In economics, elasticity measures the responsiveness of one economic variable to a change in another.
Points of difference between Law of Demand and Elasticity of Demand are :a Law of demand is a ' qualitative statement ' 






Marginal revenue and elasticity of demand 

When demand is elastic, MR is positive, and the firm can increase revenue by raising output. When demand is inelastic, MR is negative, and the firm can increase revenue by decreasing output.  
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