Lo Answer 3 (three) questlons mcludmg questlon number 05
‘o' Time :1 hour and 30 minutes. '
o) Calculators can be used

Part B: Economlcs :

01 Suppose the market demand for c1garettes is: Qd —10-P and the supply Y
- of cigarettes is: Qs =-2+P, where P is the’ prlce per cigarette, Qsand Qd =
are quantity supplied and quantity demanded respectlvely If the government :
imposes a c1garette tax of $1 per crgarette :

i What is the equlhbrlum price (before tax)7 :
-ii. What is the equilibrium quantity (before tax)? o
~iii. -What is the consumer surplus (before tax)? I
- iv. What is the producer surplus (before tax)?
v. Whatis the new equilibrium price (after tax)?
vi. What is the new equilibrium quantity? (after tax)?
vii." What is the price (of tax) faced by suppliers?
viii, What is the price (of tax) paid by consumers? -
‘ix. What is the government revenue from the tax?’
x." . What is the new producer surplus? '
“xi. Whatis the new consumer surplus?-
xii. How much i is consumers' tax burden? - _ S _
xiii, How much is producers' tax burden? L A e ge
* . xiv. What is the deadweight loss of the ta><7 o T SRR
S XV How can you ]ustlfy a tax7

(16 marks)
02__; lemg reasons state Whether the followmg statements are true or false

R Sr1 Lanka opened 1ts economy in 1994 -

ii. Trade deficit is a serious economic problem for a country o R
dii. ,_A large budget deficit eventually increases the mflatron (through T
.+ increasing money supply) -
iv. 10 per cent: change in mvestment demand will change' 10 per cent in

2 productron of all final goods and serv1ces' produced by the people of a
S country within a given perrod of time.




i There is only one ﬁxed vanable in the long run productron funcuons
xm Floor pr1ce can create a black market. : EAE
' xiv. Assume, demand is elastic and supply is perfectly melastrc Reducuon of_ RO
f '?_=fpr1ce of a substitute will decrease the supply of the concerned good SR
xv Opportumty cost is the total value of next best alternauves Y __,:‘ e S

(16 marks)» *

03 M1ghty Land is a small open economy Followmg mformatron are grven to‘
you about econormc behav1or of the country PO i

C 50+08Yd I 70 G 200 X 100 M 03Yt—015

Calculate :
1 Income mult‘lpher e e
ii. National income (Y) of the M1ghty Land" T
i, - Total tax revenue (T) ’ L
iv. - Disposable income (Yd)
v, Total consumptron (C)
~vi. Total savings (S). =
N »vi'i'_.’ ‘Total imports M) s
viii, Total injections and total leakages - L S
“ix.. Prove that the leakages are equal to m]ecuons at the natronal mcome
- equilibrium S : S '
{ x; ‘What is the budget deﬁc1t7 b
" What is the trade account balance7
. If budget def1c1t is mcreased by 50 what is. the neW value of natronal
mcome(Y)'? N R ; i L L

e




