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Instructions for Candidates

1. Attempt any four questions.
2. All questions carry equal marks.

3. Answers may be written either in English or Hindi; but the same medium should be
used throughout the paper.

1. a) How the budget setting process and corruption are the source of the excessive
public sector expenditure? Explain
b) Using theory of clubs, explain the conditions for the efficiency in the provision of
goods such as sports club or social clubs.
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2. a) Should all goods have the same tax rate or should the taxes be related to the
characteristics of the good? Explain your answer using the Inverse Elasticity Rule.

b)Describe the incidence of a government subsidy on wheat on the consumers and the
producers of wheat both in the long run and short run.
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3. a) The demand and supply for soft drinks are given by Q = 20 — P and Q = 3P,

respectively.

i) Solve for the equilibrium price and quantity. Suppose now the government
imposes a per-unit tax of $4 on the sellers.

i) Solve for the new quantity, net price sellers received, and price consumers
paid.

iii) Calculate the government revenue from the taxation.

iv) Calculate the deadweight loss resulting from the taxation

V) What fraction of the economic incidence of the tax is borne by consumers?

b) Explain how decrease in fine rate and decrease in tax rate would affect the amount

of tax evasion.
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4. a) What is the Pigouvian Tax? What is the solution proposed by Pigouvian
Taxationfor the externality problem? Explain with help of two goods and
twoconsumers  exampleWhat is the practical difficulty involved in
implementingPigouvian taxation?

b) Consider an economy with two consumers, A and B. There is public good in this
economy . A’s demand for public good is given by P = 10 - Q, and B’s demand for
public good is P = 8 - 2Q. Marginal cost for providing the public good in the markets
is constant, MC = 9.

i) Derive market demand curve for public good by showing three graphs :first graph
for A’s demand, second graph for B’s demand, and the third graph for market
demand.

i)Write the expression for the market demand curve

ii1) How many units of public good will be provided in the market?
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5. a) What is C-efficiency? Briefly explain the impact of GST under the following
heads:
i) Cost Savings and Productivity gains
i) Impact on Revenue
b) Elaborate on the challenges faced by GST in India in context of multiple and high
rates of taxes.
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6. a) What are quasi-public goods? Why do we need government intervention to
providefor quasi-public goods? Explain with the help of appropriate example and
diagram.
b)V?/hat is tax incidence? The amount by which price rises for the consumers depends
on the shape of demand and supply curve, not on whom the tax is levied. Do you
agree? Explain why.
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