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Attempt all questions.

Q1 Draw and Explain the division of price effect into substitution effect and income effect for a
normal good when the price of good Y falls.

OR

Define Indifference curve and explain the concept of marginal rate of substitution. What are the
assumptions of Indifference curve analysis? 5

Q2 Define Average total cost Average Variable cost and marginal cost of a typical firm.Draw the
curves and explain the reason for their U shape. Also explain why MC cuts ATC and AVC at their
minimum. 5



