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THE OPEN UNIVERSITY OF SRI LANKA

FINAL EXAMINATION - 2015
MCU1205 - MICRO ECONOMICS
DURATION: THREE (03) HOURS

k Date: 11.07.2015 Time: 9.30 am — 12.30 pm
Instructions:

Answer “Part A” and any three questions from “Part B”.
PART A

(1) Do you “agree” or “disagree” with the following statements. Explain your answer using
illustration where possible.

(1) Shape of the production possibility curve depends on the behavior of the
opportunity cost of production.

(i1) In the law of demand there is an inverse relationship between the price of the
commodity and the quantity demanded.

(i)  The consumer may have to pay black market price for a commodity not because
of the price celing imposed by the government.

(iv)  If the two goods are substitutes increase in the price of one will cause the demand
for the other to decline.

(v)  Economic goods don’t have an opportunity cost.

(vi)  If the government impose a tax on a product that has an inelastic demand the
consumer has to bear greater proportion of the tax.

(vi))  The value of Cross Price Elasticity between Tea and Coffee is negative (-) and tea
and sugar is positive (+).

(viii) The value of Income Elasticity of Demand for Air conditioners is given as 2.
This means variation in income levels of people will have a less than
proportionate impact on the demand for Air conditioner.

(1x)  Decrease in demand causes demand curve to move leftward.
(%) At the equilibrium price there are no shortages or surpluses of an item.

(10 x 4 marks = 40)



@ @
(b)
3 @
(b)
©

PART B

Do you agree or disagree with the following statements. Explain your answer
using illustrations where possible.
As the output increases Average Fixed Cost (AFC) also decreases.

@

(1)

(iii)

In the long run Average Total Cost (ATC) of a firm declines due to
economies of scale.

As the output increases Average Variable Cost (AVC), tend to decrease.

(12 Marks)

Consider the short run cost function of a firm given below. Fill in the table.

Output | Total | Total Total | Average | Average | Average Marginal
Q) Fixed | Variable | Cost | Fixed Variable | Total Cost
units | Cost Cost (T.C) | Cost Cost Cost M.C)
(T.F.C) | (T.V.C) (AF.C) | (AV.Q) |(A.T.C)
0 160 0
1 30
2 61
3 86
4 122
5 170
6 224
7 294
8 390
(08 Marks)

What are the factors that determine Price Easticity of Demand for a product.
Explain.

(06 Marks)

Consider the values of Price Elasticity of Demand for two products given below.

Product

Rice
Butter

Price Elasticity

-0.42
-1.45

If the revenue earned from the above two products to be increased separately, how

should the price of the same be changed? Explain using illustrations.

(06 Marks)

Explain using examples, how the knowledge on the concept of Income Elasticity

will help a manager in business decision making.

(08 Marks)




(4)

©)

(a)

(b)

Why should a business manager have a sound understanding about market

structure” Explain. (10 Marks)
What are the characteristics of a Perfectly Competitive Market? Explain.
(10 marks)

Explain whether following statements are “true” or “false”. Explain giving reasons. Use

illustrations.

(a) Demand Curve of a Monopolistically Competitive firm is downward sloping trom
left to right.

(b) Firms that operate in a Perfectly Competitive market do not use advertising to
promote their product.

(© Firms operate in a Perfectly Competitive market are price makers.

(d) Product differentiation is the most distinguishing characteristic of the Perfectly
Competitive firms

(e) Monopolistically Competitive firms use non price competition to compete with

the rival firms.
(5 x 4 marks = 20)

-Rights Reserved-
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