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PasT YEAR QUESTIONS AND ANSWERS I
2006 - NoVEMBER I

[1] ‘Economecs is the study of manknd in the ordinary business of life' was
givan by,

(@) Adas Smith

{b) Lord Robbirs

{z) Alfred Marshall

{d) Bamuelaon 11 mark)

Answer:

(e} 'Economicsis a stuchy of mankind in the ordinary business of (ite' is
the: wialfare definition givan by Alfred Marshal,

[2] The branch of economic theory that deals with the problem of allozation

of resources i

{a) Microgconomics

{b) Macrosconomics

{2} Economines

() Mone of these {1 matk)

Answar:

{a) The study of microecoromica deals with how a producer allocatas
his regcurces and fixes the price of his product for the optimum
utibization of resources,

[3] Capslalistic Economy wses as prncipal means of alincating

TESHINTES

(&) demand

i) supply

=) price

{d) all af the above 11 k)
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Answer: )

{c) A capitalistic economy s characienzed by the absence of state
intervention, This economy (ses pfice mechemem [formes of
demand and supply) to salve their basc ecopamic problems.
Demand and supply both depend uwpon price and therefors
capitalistic soonomy uses price as principal means of allocating
FEEOUrCas.

2007 - FeapuaRy

4

15

A study of how an increase inthe corporate ircome tax rale will affect

the natural unemployment rate iz an exampie of ©

(a) Macroeconomics

{b) Descriptive Ecanarmics

(= MicroBconamics

(e} Bonmative Economics 11 miark)

Answear:

{8) Macroeconomica studies the ecanomy 28 & whola Thenalorg,
increase in corporate income tax rate and s effect on
unemployment is at the macro ki,

In which type of sconomy oo consumens and producers make thiir

cholges bused oo the marke! forees of demand and supply?

(&) Cpen Economy

{b) Controlled Economy

(= Commard Econarmy

{d) Markel Economy {1 mark)

Answer:

{d) In & capilalistc esonomy, producers make thair choices based on
rerked tonpes of demand and Supply. The capitaks! aoonomy works
under the: price meshanism Le. prices are deiermined by free
interptay of cemand and supply forces. A capitalist economy iz also
knoown as Market Econarmy.
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2007 - Maxy

&1

Under a free szonomy, prices ae:

{a) Reguisted

{b) Determined through a free mterplay of demand and supply

(=) Partly reguiatad

(4] Mone of thasa (1 iiark)

Answer:

(b} Under the free economy {capitalist sconamy) prices are determinsd
by the price or the market mechanism 2. these is no authority o
daterming prices bul they are decided by forces of demand and
SUPPHY.

Which al the fallewing lalls urder mitroaconomics?

(a) Mational incomms

(B) Goreral prica level

() Fagior pricang

(e) Mational saving and imsastment {1 mark)

Answer:

(e} Microsconomics studies fhe economic behavior af [mdividual
ectnamic units, Factor pricing 15 pricing of every factor, and hancs
158 ricra comespt

IM-AM |

=

Ina free- market sconomy, when consumars increass their purchase of
a goods and the lavel of Bacasads- than prces tend o rss ©
4] cemand, suppy
) supply, demand
{2} pricea, demand

i) profits, supply {1 mark)
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.ﬁ.-l:'E'III'EI'!

(&) In & markel (capitalisl) economy prices are determined by marker
forcas of demmand and supply, When the demard for goods
increases, the awupply remaining the same, the prices of goods rise:

2007 - NovemBER

191 Under the Inductive method, the logie proceeds from |

(&) Ganeral to particulars (b) Particular to genaral
(e} Baoth (a) and i) {d) None 11 mark)
Answer:

(k) Under the mductive method, canclusions are drawn oa the basis of
* eollaction and aralysis of faets mievant 1o the inguiry. The logic
procegds from particular to genesal, The generalizations ane based
on the obaervations of individual examples
[10] Agcording 1o Robhing, ‘means’ ars;

(8) Scarce () Lintimited
(£} Undefined {d) Al of these {1 mzrk)
Answer:

{8) Robbing in s definklion of scarcity explaing that there ang untimited
ends [wants) and limited means fesources), Resources ane limited
in nature and have altarnative uses

T

[11] Economics is the study of |
{a) How socisly manages its unBmited resources
{b) How b reduce cur wants until wa ane salisbed
(o) How sociily manages (18 Scarce resouroes
(d) How o fully satisly cur urilimited wants, (1 mark)
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Answer:

(g) Sockety has scarce resources and unlimiled wants. Economicsistha
study of how 1o manage ha scarce resaurces o fulfil the unlimited
ends. Eoonomica desls with how to make opfimum: atilizaton of
SCEME (Ba0URCEE.

[12] A mized economy means :

{8) Co-existence of small and large industries

() Promating both agriculiure and industies in tha economy

(&) Co-axistence of Ach and poor

{d) Co-existence of public and private seciors 1 migrk)

Answer:

(d} Mixed economy is characterized by the presenca of both the privats
and the public sectérs. Undar this sconomy prices are determined
bath by planning authority and market iorces.

2008 - DECEMBER

18] Who delings Ecomomices inteims of Dyramic Growthand Developmart?

{a) Robbins {b) Paul A Samueison
{3 Adam Smith {d) MNone {1 matk)
Answer:

(b} Ecanomics nterms of Dynamic Growthand Bevelopmaent wag given
by Paul A, Samuedsor, Who states that “Economics i the study of
heww men and soclety choose, with or withaut he use of money t2
onjoy scarce productye resources wiich coudd have allernatve
useh, i produce various commbdities over fime @nd 1o distribute
them fior consurnpticon now and in the fulure of amongst various
people and groups of sociaty.

[14] & Fraa Market- sconomy, sohves its Central Problems through______

{8) planning autharity () markal machaniam

{} both {d) none {1 mark)
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Answar: )

{b) A free market szonamy alsi known as a capitalist economy, has no
central planning auhorily 1o decide whal, how and for whom to
produce. Such An econamy uses the imparsonal marked forces of
demand and supply or tha price mechaniam 1o soive s central

probiams.
[15] Mermative aspect of Ecandmics is given by ©
{a) Marshall {b) Robbirs
(2 Actann Smith (o) Samualson (1 mark)
Answer:

{8) Normative aspect s concarnad with welfar propoaitiong: Buch an
aspect of @conomics 5 prescripiive in nature and describes ‘what
shouid be the thing. Example, the question ke what should be the
level of national income, how the fruils of natiopal product be
distribuled amang poople. An aspect of econamics given by ‘Alimd
Marshall’

2009 - JuNE

{16] Which ong i net the characieristic of a capitalistic economy?

{a) Profil motive (b} Incomes insoqually
(=) Free amployomim ey Colleptive ownasship (1 mark)
Answer:

{d) The charactesistic of collsctive ownarship doss not belong to
capitatistic: sconomy. The charctedstic of collective: ownarship is
thal & a soclalistic econcmy whers the edlire conirel is of tha
Govarmment.

[17] Mixesd pooncmy means.

{4) ANl aconomic decisions an taken by the Centeal Authority

{b) Af economic decisions are taken by privaie entreprensurs

(=} Economic decisions are parly taken by the siate and panly oy
private entreprensurs

{d) Mone of these i1 rraerk)
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Answer:

(e] A mied sconomy is characterised by the presence of both private
and puble enterprisas. In this econocmy, the govemmant as wali as
privaie enlerprizes, exist and hence economic deciaong ang taken
by the government and private enterprizes both.

2009 - DECEMBER

[+8] Capitalishs Economy uses as pringipal means of allocating

MEsOUIGEs,
(a) demand (b) supply

{z) price {d) ali of the above 11 mark)
Answer:

Same az Answar .3

[19] Ecénomic Problem arigés whean -

{a) Wants are unhmited

(1) Pesousdes arg limited

(2} Allernative wses of resources

{d) Al of thie above {1 maik)

Answor:

(d) Econamic problam afses whern wanls ard unfimiled, rasources ara
lirmited and resources have alfiernative uses. These reasons give riss
b pagic sconomic problems of "whal 1o produce”, “How fo produce”
and “Far wham b produse”,

Imn-.}unﬁ I

[20] Micr eoonemics i aiso Known as A

{a) public sconumics {b) price theory
() Incame ey () demand theory (1 mark)
Answer:

(b) Micro Economics is alse known as Price Theary. (S&lf Explanaary).
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[21] A deveioped sconomy uges  techinlgue |n production,
{&) labour Intenshne (b capital intensive
{2} home-basad {d) traditonal {1 rrark)
Answer:

(b} Developed Economiss have marg of technology so they use capital
infensive: techniques in producticn 10 minemkze the cost of
production.

[22] Which gne iz the feature of Marshall's definition?

{8) Limited ends

{b) Scarce means

(=) Stedy of wealth as well az study of man

(d) Study of allocation of resources {1 k)

Answer:

(e} Adlrad Marshall cieary pointed cut thal economics is on the one sida
8 study of weahh: and on the other and more important side g part
of study of man.

2010 - DECEMBER

[23] Which one.in the foliowing is not correct :
{a) There arg mmitad wants
{b) Means are scamce
(2} FAesounces have alamative uses
{d) Economics is sclence {1 mark)
Answir:
(8) Accarding o twa fundamental facts, hurman beings have unlimitad
wants and ihe means of satielying He wanis ane scarce,
[24] Micro Econoemics ks concarmed with:
{a) Consumer Bahaviour (b} Product prcing
(e} Factor Pricing {di Al of the above (1 mark)
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Answer: )
{d) Micro-econamics is concaemad with:
(i} Product pricirg
(i) Conzumer hehaveur
(i} Factor pricing
{iv] Econoamic conditions of a section of the pagple
iv) Study of fitms
{wi} Location of an mdystny

2011 - JuNe

[28] Who gawe the positive agpact of scienoe?

{a) Alfrad Marshalt

{b) AL Piou

(o) Adam Smith

(d} Fobbing {1 mark)

Answar:

{d}) A pasitive or pure science analyses cause and shecl retationship
batwesn varshiss but it doss not pass valua judgments. This
positive aspect of science was emphasized by Professor Robbing.

[26] A mixsd BCONOTY MENs :

() Coexstonge of hoth private and public sector

{b Coexlstence of poor and rich peoale

() Both (a) and (b)

() Rone (1 miark)

Answer:

(a) A mixed sconomy is an sconomy that ircludes the best fealures of
beoth fhe contrafied economy ard e midrkat esonomy. The most
important feature of o mixed sconamy & he co-axistenca of both
private and publlc enterprises,

[27] Which of these iz & part of mecroeconormics?
{a) Facior pricing {0 Mationgl Income
(=) Balance of payment {d) Mona 41 k)
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Answear:

{8) Migroeconomics is the stdy of the economic behaviour of an
irdivicusl. firm or industry in the naticnal ecoromy. 1t i the study of
a paricular unil. Factor pricing relates to the pricg of indiadusl
factors and nence s a subject of micrseconomMics.

[28] Which of theses is-an example of Maceconamics |

(@) The prablem o unemplovenent in india

&) The rising price level in the country

(=} Increase in dizgparities of incorma

{d) Al gt the above {1 miark)

Answer:

{d) In macrosconomics we stugdy the economic behaviour of Rrge
agpregates such @2 overall condibons o the economy, lotsl
procfuction  eic.  Theredore, @l Wese are & subyect of
MIACTDECONHTHES

2011 - DECEMBER

128] In A capitabet sconamy e allscation of ressurces i performad by

@) Producers (b} Gavermmeat
(2} Planners {d) Price machanism {1 rvark)
Answer:

i'd'_l A capilalisic sconomy has no central planning authority to decida
whal, how and for whom 1o produce. Thus, the allocation of
resources @ periormed by the market foaces of demand amd supply
known as price machanksm,

{30] Which of thie loliowing statemants is incarmact?

{a) Alfred Marshall propagated the weatih definition of Ecoromics

{&) L. Fiobbing introduced the "Scarcity” definition of Economics

1=} Bamuslson emphasized upon the "growth® aspect of Economics

{d) AL Pigou believed m the "welfare” aspect of Economics (1 mark)
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Answer:
(@) The weaith' definition of Economics was given by Adam Smith and
JB Say:
“An nquiry info the nature and causes of the wealth of the
nations" — fdam Smizh,
“Science which deals with wealth” - JB Say.
[31] Inequalitias of mcoma do not perpatuate in__

{a) sockalism {bl mixed aconommy
(&) capltalism {4 nene (1 mark)
Answer:

(@) The relative equality of ncomeisan important feature of & socislistic
economy. Educational and other laciities are enjoyed mone or leas
equally, thus the basic causes of inegualities. are removed.

[32] Whith of the ioflowing ars the features of a mived sconomy?

{a) Planned sconomy

(b) Bual syslem af pricing exists.

(o) Balanced regional development

{d) Al of the above, {1 matk)

Answer:

{d) Anecanamy thal incorportes the features of capitalist and socllis)
both the economies s called & mixed economy. It kas the following
teatures —

(@) A mixad goonomy s a planned econonty when (he govemmant
hias a clear & definite éconramic plan,

(B} lha miked sconomy. the prices are determined both by price
mechanism and ceniral planning authorite. Hence & dusl system
al pricing sxists

fc) There is a balanced regional devalopment in & mikad sconomy
as the public sector enternprizes will be set up in backwardareas
farbalanced devalogment.

Heance, the answer will ba all of thase
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23] Mormative Edonomics is based on;

{a) Eihical Considerations {b) Facts arnd Gendrailzalion
() Whatis? ) Al ol the above. 11 rrark)
Answer:

(@) Mormative sconomics iz eoncemed with weitare propositions. 1t
stales “whal should be the things.” It does not deal with facts but
immlves value judgments. The ethical aspect of eoonomics is
narmalive BconEmics.

Example: Whai should be he wage rate [evel? This i a normative
slatameant.
[34] The dusal systam of prcing axists in:

(@) Free mivkel sconomy {b) Secialslic scomanmy

(2 Mixed acononmy () Mare of the above 11 k)

Answr;

(6] Aminadeconomy is atype of aoonomy which combines the foaturas
o bath capitalistic and sociallstic economy. In this economy, the
crual system of pricing exists Le. prices of essential commadities ars
determined by the govemment while the prices of others
cormmiodites ane fixed Dy thi prce mechanism (by the interaction of

demand and sapply)
[35] In the Induciive method, logic procesds from:
i) General to Particular {b) Particular to General
{c} Bath (a) ard (b) {d) Mona of thesa, 11 mark)
Answer:

(b) Under e nductive mtvod, conclusians e drawn an thabasisol
coliection and analysis of acts elevant fo the inguiry, Hers the logic
pracesds from particular o general. This means generatizations ars
made based on facts collectad.

[36] In A capitalist sconomy, allocation of resounces is done by:
{a) Producers (b} Government
() Planners {d) Price mechanism {1 rrark)
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Answer:

() In & capialist economy, there 1S no govemment Intervention, In s
economy, the rescurces are-alocated basod an the demand af tha
consumers. Producers will produce those goods which am 0
demand without thinking about the publie wellare: Hence, this
eConomy is guided by the price mechanism.

I 2012 - DECEMBER |

[37] A Caphalist Ecoromy folkows the pahcy of:

{a) Lasissez- igire {b) Regqulated marketa

() Promoting public sector (d) Mons of the shove. {1 mark])

Answer:

() Cneal the gukling princptés of the capitalistic sconcmy & that the
econamic system shoukd be free from government interventions
and be driven by market forces. Laissaz-faire means allow lo pass.
Thus, ths capitalistic sconomy {oliows the policy of laisses- laire.

[28] ‘Econarmics Is the sclonce of chaite- making' Impliss:-

{g) Mo choice iz oba made

{b)] The ghoica to be made between alternative usss

(¢} The choioe to be made botwaen means and snds

{d} Mone of the above {1 mark)

Answer: )

{b) Robbins gave the foflowing definition of econamics —

“Economics 5 the science which studies human behavour asa
relaianship betwesn ands and scarce mears which have alarmativa
[T

This, sconomics & a stiappa of dhoisa which £ 10 be mads
between alternative tmes,
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[3%] Which of the following i& 8 par of the subjact matter ob macro
aconomics?

(8] Sty of firms

{b) Aggregate profits of a firm

(ch Market demand for 3 product

{d) Metnational product. 1 miark)

Answar:

{d} In madroaconomics. we stidy the economic behaviour of largs
aggrecates such as overall condiions of the economy, ol
production ate. Gul of the gveh oplioins, anty NNP stediss the
national income which B related to the anfire economy.

[40] A capitalist econamy is by and largs

{8) a closed sconomy

{b] a free market aconomy

(g a centrally eontrolled econorry

() an economy In which a govermnment nefther collects any 1axes nor
ircurs any expenditurs {1 mark)

Answer:

(b) A capitalist sconomy also knows as free- markel scoromy has no
central planning authorily o decide what, how and for Whom 1o
praduce, Such an economy uses the impersonal force of the market
garmand and supply or the price mechanism 1o sobve its central
prititlars.

2013 - JuMe

[41] Dedustive and Inductive mathods aré complementary i sach other. 1t

B
{a) Abzshutply correct ) Abssolalely incorrect
=) Panially incomect {dl Mone of the above 1 mark)
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Answer: o

(@) Deductive and Inductive methods are not mutuaily exclusheand are
usad side by side n any scenific inguiry. Conclusicns deawn from
the deductive methad of ressoning are verfied by the inductive
mehod of obaerving poncrete facts of e, Thus, it can be sakd that
Deductive and inductvamathodsame complementary toeach other
Iz absolutely eorreet

[42] A fr2e- market econcrmy's driving forcs is:

{a) Profit motive

{b) Weltare of the people

(=) Riging income and levels of Fving

{d] Mone of the above [1 mark)

Answer:

(a) A lree markel Bcanhomy or 8 capialist sconomy /2 one in which all
the means ol production are: owned and controlled by private
individuals for peofit, Thusg, the profit motive 5 the dring force of
# fren markat econcmy,

[43] "Economics 13 neutrsl between ends”, Tha statement is given by:

{a) L Fobking ih) e Joan
{ch Alfred Marshall {d) AC. Pigou {1 mark)
Answer:

(&) According to Prof, Lione! Robbing “econamics tz neutral between
ends” Ends refer to wants. Human wants are unlimited. Wher ona
want s satisfied, other wants crop up.

{4} A aystem of economy in which all the megng of productipn ang owned
and controlled by the: private individuals for the purpose of profit is
called:

{a) Socialist Economy (bl Capitalist Economy
{2} Mixed Economy (d) Al of the above {1 rricrk)
Answer:

(b) Capitalistic economic sysiem is one in which all the means of
production ase swned and controlled by private intdividusls for profit.
In this system, a8 government ooes nol interere in the
management of economic alfairs.
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2013 - DECEMBER

{45]) Whare does the price mechanism axisl?

{8} Capitaiis! Economy {b) Socislal Econamy

{z) Bothtypes of economies  (d) Mone of the above (1 mark)

Angwer:

{a) Acapitalisticecanomy hizsno conisl planning asthor ity (o decids
what, how and for whom W0 prodece. This economy uses the
impergonal forces of the marke! demand and supoly or price
mechanism ko solve is cantral prodlems.

[46] Economics which i concerned with welfzre propoaitiong is called

{a) Sociafistic eponomics {b) Capitalistic economics
(¢} Positive economics (d) Mormative economics {1 mark)
Answar:

{d) Mermative aspect is concemed with welfare proposifions. tinvohes
valye judgements. It is prescriplive in nature and describes ‘what
should be.the things’, E.g. whal should be the levsl of nafional
Income, whai should be the wage rate,

Thus Normative economics is the corect aption.
[47] In which ameng the folbowing systenms the ‘oight o property’ exists

(@) Mised aconcmy

{b) Capitalfist economy

{2} Socialist economy

(d) Traditional economy {1 mark)

Answer:

{b) Capitafism fz an economic system In which all the means of
praduction are gwnad and contralled by privata indivicluals for profit.
The righl of private property means that productive factors such as
land, faciories, machinery, mines eic-are undar private ownership.
The owners of thase faclors are free 1o use them in the manner thay
lik.

Thue option (B} i cormest.
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[48] Paositive science only explaing

(&) Whatis? {b) What cuaht o ba?
(& Wik is right or wrong 1d) More of the above 11 rrark)
Answer:

(a2} A positive or pure science analyses cause and effect refaticnshin
between varables but it does not pass vajue judgement. If states
wlat is and not what gught to e,
Thus, option (A} is cormect,
[44] Sociatist Econamy is alag known as

{&) Mixed Economy {b) Planned Economy
(=} Capitalist Economy {d) Mors of the above 11 mark)
Angwer:

(d) A mived sccnomy is a plarmed aconomy in which the govemmant
hess & clear and definile economis plan,
Socialist economy is also lmown as centrally planned sconormy
becouse thers: b5 central authority to set and accomphish
SOCIC-eoanomic goaks.
Thus, the earreist option is none of the above,

2014 - June

[50] Who has defined sconomics as “Sclence which deals with wealth's

(@) Adarm Semith (b} Caron
(@ J.B Say ) AC. Pigow {1 miark)
Answer:

(&) Many classical scanomists defined economics In terms of wealth. JB
Say i one of tham, Ha said Econamics is a "Setence which deala
with wedalth.”

[51] Which of the following &= nota faature of a capitalist sconomy?

{a) Right 1o private proparty

{b) Hesirictions on consumers nght 1o chonsa

(=) Profit moiive

{d) Frescom of enterprise 11 mark)
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Answer: )

{b) The features of a capitalist economy afe:
{13 The fght of private propery
12) Freedom of enterprise
{3) Freedom to choice by the conaumerns
(8] Profit motive
(%) Competition
() Inegualities of income
Hence, restrictions on consumers right to choose s not a featurs
of a capitalistic sconamy.

[62] Thetarm “Maad Economy” danobas:

{#) Co-existonoe of both consumers and producees guod's Industries n
The eoonmmy.

{b) Co-existence of both private and public secters in the sconomy.

() Co-existence of bath neral and witan sactars inthe soonomy,

(d) Co-existence of both large and small indusiries in the economy.

(1 mark)

Answer:

(b) The term “Mixed Economy” denoles the co-existence of bolh
private & public sectors in the sconomy. In fact, Ina mied
gconomy, tere are three sactors of industnes:

{a) Private secior
b} Public secior
{c) Combined sector

2014 - DECEMBER

{53] The mast impartant function of an entrepraneur i o .

{a) innouate {h) Dear the sense of reaponsihility
|} finance {di eam profit {1 mark)
Answer:

{2) An entrepiensur is one ol the factors of production. He ks e ane
wha co-ordinates with other factors Bke land, labour, capital, etc.
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‘arous functions of endrepreneurs are dacision-making, mansganial
fursction, organizatoral functons, et while the most important
function of an entreprensur is o innovate.

[54] Urider Inductive method logic proceeds rom:

{@) Gararal lo particular (b Posithve o normalae
{2y Monmviathve to positlve id) Particular to genera (1 mark)
Answer:

{d) Undler imductive mathad conclusions are deawny on the basis of
colisction ard analysis of fasts relevant to the inguing. The logic in
this case proceeds from the particular to genaral.

I 2015 - Jume I

[BE] The meaning of time &lemen in eEonomics 5
{8) Calardar tima

{b) Clock time

[z} Operational time.in which supply adjusts with the market demand
() Mone ol the above {1 nark)
Answer:

{c) Cperational fime i which supoly sdjusts with the marks? demand.
|56] All wants of an individual are not of:

(&) Egual imporiance {bi Imrmediale imgorancs
|2} Fixed importance (d) Al of the above 11 mark)
Answer:
{a) M;ﬂnuufhmﬁml-s are nat of equal importance as & cannot be
fulfified.
T — _is apother name of production possibiity cunve.
(&) Indiftarence Curva b} ISG-Product Curve
(=} Transformation Curve {dl Dimindshing Litlity Gurve
(1 mark)
Answer:

{c] PPC iz also known Az Producticn Possibilty Cune, Production
Possibility Boundary, Transformation Line/Cunee.
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|58] Wha s the auther of “Tha Mature and Causes of Wealth of Nabons"?

(=) Kar Marx (b} Adam Smith
¢} JBSay () ACPigou {1 mark)
Answer:

(b) Stience of wealth:

Alticugh the activity of acquinng and increasing matenal wealth s
a8 oid as chillsatron, & disciplined study of the waalth- producing
activitios commenced aboul B35 years back (in 1776) when Adam
Smith, he lather of Economics, published “The Notureand Causes
of Wealth of Mators",

[59] Microsconomics does niol study

() Gonsurmer bahaviour

{b) Facior pricing

{g) General price level

{d) Firms equilibrium, 1 mark)

Anzwer:

(e) Microsconomics & the study of particular firms, parbicular
houssholds, individusd price, wage income, iIndriduat industries and
particidar commoditiag
Wi mainly stedy the foBowing:

{i] Product Pricing
(i} Consumer Bahaviour
(i) Factor Pricing
{lv] Economic conditions ol a sattion of the people
v) Study of firms
{wl) - Locaton of industry
[B0] Firsd ot thea cormct sialemant

{a) Higher the prices, lower the guality demanded of & product 2 a
rormative statersent

{b) Migro and macro-economics are imerdapendent
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{2} In-a-capitatist aconcmy, the aconomic problema are solved by
planninig cormizsion

{d) In dethuctive method kgic procseds from particular to the ganeral

{1 mark)

Answer:

{b) Micro and Macro Economics are interdependent on sach ather
because they both play 3 wital and in most cases thay play a
complemantary roke Ex. Natignal income cannol grow unless tha
praduction in individual lirms and factores rises,

|51] Which of the lollowing iostrate & decrease in unemployment using the

FPPF?

{2) A maovemeni down along the PPF

(2 A righvaard shift of the FRF

(=} A movement from a point on the PPF 102 peint inside the PPF

(d) A movement from a poant ingide the PPF 108 point.on the FPF

11 mark)

Answer:

{d) A movernent of poirt Inside PPF toon the PPF indicates he actual
growihh in an econamy and whesever thire 5.8 decreass in
unemgloyment, it shows fhal an economy is making progress
towards growth by optimizing its full resources:

2016 - Jume

[62] Mierceconomics is the study of:

(&) Individuai parts of the sconory

{B) The economy as & whols

(& Choice mdaking

() Beveloprnent of the econamy {1 mark)

Answer:

{8) The term microeconamics is derad from the Gresk word mikroz,
meardng “smal”. In microsconomics we study the economic
behaviour of an individual, firm or industey. [t is thus a study of a
particular uoit rather than all the units comibined, )



| [Chagter = 1] Mature and Scope of Economics [ | 4.25 |

2016 - DecemBER

[63] Acoording to “Ectnamics is & soience which deals with wealth™
{a) Walker {b) Fairchiid
(=) Adam Srmith {d) J.B.Say 11 mark)
Answer:
{d} According to J. B, Say “Econgmics i & sclence which daals with

wealih®,

|64] Freegom of choice ia the advantage of
{a) Sociafizm (b) Capitalksm
{2} Mixed Economy {d] Communizm (1 rmark)
Answer:

(b} Freagom of choice in the advantage o‘f capitalism.
[55] The definiton of economics given by Robbins does not deal with cne of
the following aspects. Indicats that aspect.

{a) Scarce means (b} Limied ends
(=) Alermative Lses (d) Etonnmics isa scisnes (1 mark)
Answer:

(b) The definition of economica given by Rolrbing dogs not deal with
limited ends a2 in the cafindion, he deals with unlimited ends.
[G6] An econarmic system in which all means of production 2re awned and
controlled by private individuals for profit is called:

{a) Mixed Economy (b Sociaksl Economy
{2} Capitakizt Econarmy {d) Developsd Eponoryy (1 miark)
Answer:

() A capiialist economy /5 an economy system m which all means.of
production are owned mad contralled by privats individuals for profit
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2017 - JUuNE

[B7] s wehicks o W fodlowing mwethiods sonclusions are deawn o the: bagsis of
collection and analysis of facts?

(&) Deductive method ) Scientific method
g} Inductive method {d) Experimantal method, {1 mark)
Answer:

2] Inductive Method: Under this method, conclusions are drawn on
the base of coliectian and anakas of facts relavant 10 the nouley.
The logic, In ihis case, proceeds from particular to genadal. The
genaralizations are based on obaervation. of individual examples.

Thus, option () is comect
[68] Which Econormic Systam iz described by Schumpster 83 ‘capitalism n

the pxygen tent'?

{a) Laiszez-Faire Econcmy {b) Comimand Ecoromy

{2} Mixed Economy {d) Agrarian Econamy. (1 mark)
Answer:

{e) Mixed economy |z descnbed by Schumpater as “Capltalism in the
coogen tent”, Acoording to Rim, | i8anly & trick of the caplialists 1o
cheat the working class by oftering them soms iempaorany
mdvantagas like social securty, uplittment of the depressed classes
edt. Thus, oplion ¢ is corrasl.

|69] The production Possibility Curve (FRC) is also known as:

(@) Indifarence Curve (b} Supply Gurve
(=) Transtommaltion Corvs () Demand Curve: (1 miark)
Answer:

{e] The production-possibiiity cunea iz alsp known as-the iransformation
curve, ILis & graph that shows the difergnt rates of produchon al two
goods Lhat an incividual or greup can sffciently produce with limited
produciive resources.
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[70] The Cantral probilem in eveny sconomic Bocity is:

{a) Toensura a minimwm level of income for every irdividual,

{b) To aldcale scarce rescurces in such a manner that society.s
unlimited wants are satished in ihe best possible manner,

{2} Toensura that production cccurs in the most effickent manner.

{d} To provide jobr to every job seeker {1 mark)

Answer:

{B) Eviry soontmic system, ba it capitalist, socislisl or mibded, hat 1o
dieal wilh this cential problem of scarcity of rescurces felalve 10
wanks for them. The central economic prokdem is further divided Inta
fowsr basic economic problems,

These ane:
(I} What 1o produce
{ii} How to produce
(iii) Forwhom o produce
Wheal provisicos (it any} are to be made for economic growlh®

2018 - May

[71] Socialist Economy was propounded by

(2] Karl Marx (b] Samuelson
& AL Pigou ey Acaim Smithy {1 mark)
Answer:

{a) Kar Marx gavs the theony of socialist economy,
[72] Concept of Business Economics was given by:

{&) Josl Dean {b) Altred Marshall
(=) Adam Smith {di L. Rabhins (1 mark)
Anzswer:

(a) Concept of Business ecanomics was given by Josl Dean.
[73] Featurés of ihe book weallh of nations;
(&) Bwas tha ficsh book withen on sconomics
{0 B was coeated in 1776
(=) I was alse known as ‘waealth of natons’
(e} AN of e above. (1 mirk)
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Answer:

(d) Adam Smith waz the fathes of Econamics. He wrote thie boak the
Mature and Cauwses of Wealh of Mations’ in 1776, This boak was
also known as ‘Wealth of Nallons', He defined econamics in ‘An
Inguiry into the Mature and Causes of wealth of nations!

[74] In India, Mixed Econooy exists due o;

{a) coexistence of public secior and privale secior

(o) Individual foroes of demand and supply

(g} orders by govermment

{e) Mone of thasse, {1 madk)

Answeoer:

(@) There are thaes types of socnonmy, These are:

{a) Capitalist econgmy (private enterprses)
(B} Socialist ecanamy (governsd Dy govarmmant)
(2] Mixed economy (public and privale enterprizas)
Mixed sconomy means a co-relation or co-gxistenca. of public and
privale sesion
[75] Whech economis ysim 15 described by Schumpeter as captalism inihe
oxygen tent?

{2) Laissez-faire Economy

{b) Command Ecanamy

(g} Mixed Economy

{d) Agrarian Economy {1 mark)

Answer:

(c) Mixed Economy is described by Schumgtar 5 ‘capitalism in axygen
text'. Acocbrding to him i is anly a trck of capialism o cheat the
working class by offering themn some temposary advantages ke
social sacurity, upl#tment of depressed classss elc.

[78] Capitaliste Economy uses as prncipal means of allocating

MESOUImes:

(@) chsrmand

() supply

{2} price

{d) all of e above, {1 mark)
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Answer:

(c) Price is principal means of aliocating resources in @ capitalist
aconomy while 1113 not a0 108 socialist economy. Price Mechanism
i & charactenistic is capilalist econamy.

[T7] Under inductive methad kogic proceads from:

{a) General to particular

{b) Pasitive to rarative

{=}) Nomalve io posiihve

(d) Parlcuwlar o genecal (1 miark)

Answer:

{d) Inductive: Method i3 based on facis and in thes method logic
proceads. from particular i general. While deductive methad s
based on assumptions and in this. logic proceeds from gensral to
particutar,

2018 - NoVEMBER

[78] Husvan wanis-are N response 1o satisty thair wamns?

(&) Unlimited

(8] Limited

() Scamce

[d] Muttipte 11 mark)

Answer;

(8) 'Human beings have unlimited wanis-and the means to satisly thess
unlimited warnis are relatively scarce” fonm the subject matter of
Econarmics,

[78] Price Mechanism |s the madn feature of which economy?

{a) Capitafistic Economy

(b} Mixed Economy

(o) Sociaist Econarmy

(d) Al of the above {1 k)

Answer:

{8) Capitalizm is self- regulating and works automatically through tha
price mechanism.
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|B6] Busirges Econmmacs iz aiso known as?

{a) Appiied Economics

() Manageriat Economics

{g) Micra Economics

() Aol the above {1 mark)

Answer:

{b) Businase economics, akzo referred o 8s managenial economics,
ganarally refars 1o the intagration of conomic theory wilth business
practice,

[B1] A business economy Envolves the theory of Business economics with

{a8) Mommaiive Economics

(0 Business practices

{g} Micra Economics

{d) Macro Economics 11 mark)

Bnswer:

(b) Business economy Invalves theany of business with business
practices. (appicaticn of theory)

[82] Which is nol includad in Economics?

{8) Famely Structure

{b] Manageriai Economics

(2} Micro Economica

{d) Macro Economics {1 k)

Answer:

(a) Family structure in no senee effects aconomics, therefors, itis not
included in aconcmics.

{83] Business Economics nvoles the elements of;

{a) Micra Envirnment

(b} Macro Environmaen

{c) Baoth {a) and (B)

{d) Mone of the above {1 mark)

Answer:

() Business economice involves (he econamy as A whole and
tharefore, edermants of macrosconomics and Microsconamics are
Ingluded init,



| [Chapier = 1] Nature and Scope of Economics |8 | 431 |

[84] Invwhich scamamy market and gevernment both play an important role?
{a) Mixed aconcmy
(5] Bocialistic sconomy
{2} Capitafistic sconomy
{d) Business economy {1 mark)
Answer:

{a} The mixed economic system depends on markst and govemment
tor allocation of resources, Infact every economy in the real worid
tnakes use of Doth market and governmment and therefore b3 mixed
BCOnQmy in its naturne.,

[85]) Which factor is mcluded i buginess Economics?

{a) Busimess Economics & an arl

(o) Imterdiscipinary in nature

{3 Wormative n naturs

{d) Al of the-above (1 mark)

Answer:

{d) Faciors of busmess economics ars
1, s a8 soisnce
2. It is nomative in naturs
3.t =5 Interdisciplinary in naurs
4, It is pregmatic in approach )
Theretgre answer will b2 all of the above,
[B6] Which out of these are the fealures of capitalism?
{0 Profie molive
{ily Human wallae
(i) Wark Ihrouth price mechanism
{a) i} and (i)
{t) {inpand [jiip
{h (i} and i) )
() Al of these. {1 mark}
Answr:
{c) Features of & capitalist econommy
1. Profit mothve
£: Work throegh the price mechanism
3. A high degree of operative efficlency
Theretora, human waifare 1z not & fealure of capitalist economy.
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[87] Buginess Econgmics iz
{a) Momative in nature
{b) Intradisciplinary in matune

iy Both

{d) Mone {1 mark)

Answer:

{a) The nalure ol busingss scondmics can be sxplainad by he fallawing
peainds:

{i] Business Econonics Is a stience

(i) M s based on microsconomics and- also moomporates the
elements of macroeconbimics

() Iv s noonative o rature; Le, IE invodves valus judgements Le it
also deals with ‘wheat shauld be',

() Imtardiscipiinary in nature ie. it incomomies iools frem other
distiplines: Including  Mathematics, Operational Research,
Finange, Marketing, eic.

{BB] Sociakism ansures
{a) Rapid growlh and balanced development
() Fight 1o work
(¢} Incenthees for efficlent aconoamic decsions
() Bath {a) and (i) 11 mark)
Answer
() In & socialist seonomy, production and distribution of goods are
admed at maximizng the welfars of the community 23 a whale,

I &nsites mpkd and batanced aconormie devalogorment & e central

planning authority coordingles all rescurces i an efficlent manner

actorkng 1o predetenmingd promtles,

it also ensures the pight 1o work and & minimum siandard of iving to

all people, However, no impotance i given to personal efficiency

and productiviby,

Thus, option {d) Iz corract,
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(28] Matroecanamics inchudes
() Produdt pricing
(b Consurmer bahavier
{g) External value of money
(d) Loocation of incestry {1 mark)
Answer :

{c) Macroecanomics is the study o the owerall pheromeana or the
ecamarny a%a whole, rather than its individual parts, it incudes
(1) Mational incoms and national outpat
(i} General price levei and interest rates
(iii} Balance of trade and balance of payman
i) Thie overall level of savings and investrment
] Thekevel of employment and rate of economic growih
{wil The external value of currency,

[80] Exploitation and insguality will be more i
{a) Sociafisrm
{t) Capitafism
{7) Mixsd
{d) Al of the above {1 mark)
Answer :

(b} In & capitalizl economy, al means of production. are owned and
conlrofed by privats individuals for profil.
There s vast ecoromic inegquality and sockal Inustice which reduces
aggpragate economic wellzre of the socialy as o whola,
In & socialist economy, there s an equitable distribution of waalth
antt equal opporiuniiies lor raintaning economic and soial justice.
fn & mivad Bconormy, there is co-existance of both fhe public and
private seotars which prevents exploitation and ineguality, Thus,
among thethres ineguealities and expioitations ar the chiraclensiics
of eapitalism.

[51] Shymm: This yeai due 10 heavy raintall rmy onion crop was damogoed
Krishna : Climates affect crop yieida. Some years are bad, others ars
good
Hari : Don'tworry - Frice increase will compensate for the fall in guantity
supplied
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Radhe: The Government ought to guarantes that our incoms will not fall.

Inthis conversation, the normative statemant is made by

{a) Shyam

(0] Krishna

f¢} Har

|d) Radha {1 miark)

Answer

{d) Anormatire statement is one which involves valus judgements and
suggesls what ought to be or what should be a particular course of
action undes given circumsiances. Statements made by Shyam,
Krishna and Har are positive:as they merely show causs and effect
redabioretipsand do nol involve vahes judgarment. However, Radhe's
slatemant shows-a paflicular course of acton should ba taken by
:«Ih'ng That the government ought to-grearanies thal incomes will nol

.
{82] Which of the foflowing i corect?

(2] 49% FOI is gliowed in defence production

{b) 48% FiM is altowesd In privale sector banking

(o) 74% FOI is now allowed i multibrand retails

(&) 100% FEI = allowad in insurancs {1 k)

Anzwer :

(@) In 20186, tho governmant relased FDI norms in sdverl seclors
including detenca, As per the palicy, forsign invesiment upto 48%
has been parmitted in defence secior through automatic soute-and
100% via govermmeant nod.

[@3] A capitalist economy consists of

{a) Central planning authoriy

{t) A machanism to decide a3 to what, how and for whom 1o produse

(g} Bath (&) and (b

{d) Mone of the above {1 mark)

Answer ;

(b) A capilalist economy does not have aceniral planning autharty to
dacida whal, how and for whom to produce, i vses the impersanal
forces of markel demand and supply or the, price mechansm 1o
sobve its central problems.

Thug, optlon (b} 5 correct,
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|84] As par ihe Workd Banks Intemational Dobd Statistes 2017, India

continues i be amangst the coumntries,.

(8] more debi

{b} lezsdebt

(zh more vulnerable

(d) less vulneralile {1 mark)

Answer :

{d) As per courtry comparisan based on SInternational Debt Siafistics
2017 of the Workl Bank, Indea contmues lo be among the lass
wubnerable counties compating weall wilh other indetied developing
counines,

[85] Appiied ecenamics includes

{a) Regression analysis and mathematcal ingar programmeng

() Cagital budgeting

(i Bath (@) and ib)

(e} Mone {1 maik

Answer:

(6) Business Econamics has a closa corngchon wilh Econoamis thadey,
Cperation Research, Statstics, Mathemalics, and the theory of
Decision Making: It essentially & comporent of applhed economics
as it inchedes the applcation. of selected quantitative techniques
gtich &8 Inear programming, regression andlysis, capial budgating,
oot analyais and braskeven analysia

[96] Economic goods &re considered as scarce resources becalss

{a) Inadsquate guantity 1o satisty the nesds of the society

(b} Mot possibia to increasa the guaritity

{£} Limited hands to make goods

() Primiary importance in satistying soclil regquinsmants {1 mark)

Answer;

(8] An seoncew exists Becsiese of two facts |8 human wanis arg
unlimited and the resources are scarce, Le. thers is an inadeguate
quantity o satisty the needs of the entire socisty.
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[a7] Bua toreceesion; employmant rate and outpat

(&) Rises ; rises

() Fafis ; fals

{g) Rises; lalis

(d) Falls; rises {1 mark)

Answer:

{b) During the contraciion or recassion phase of tha business oyoie,
thera ks a lall Inlavels of investment and amployment, The decraasa
i damsand pulls down prices; investors-confidance ia al it's owest
Emphoyment rate falls and o is the output

(28] Freadam of cholee is-the advwantage of

{a) Socialism

(7} Capitafist

(=} Mixed econcmy

{d) Meng of the above {1 mark)

Ansiwer:

(b) In & Caplaist aconamy, constemers are beneftied duve to
compeditive forces. avanaty of good qualily products, and atiordabis
pricea Thig, not only ensures Ireepdom of choige but alaa the
maximum satisfaction o the mnsun'reza

28] | refars 1o the work area where surplus manpower s
mnp&uyad ﬂut af which soms individuals have zero or almosi zero
margingl productivity, such thal i they are ramoved tha tolal lavel of
ouiput remains wunchanged.

{a) Valurtary

(k) Disguised

&) Structural

{4} Technolnglcal {1 misrk)

Answer:

{b) Disguised unemployment: A kind of unemployment whara maora
peopieare engagod in awork thien required. Disguised refers tothe
woitk area where suples manpower Is employed oul of which some
Indiviciuals rave Zero of alnost zara marginal produecty, such that
i they are remcved thie iolal level of oulpul remains Unchanged.
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[#00} Soctalist aconomy &
{a) Seli- regulation
{b) Profit Orsanted
(&) Commard econamy
1) Allocatron of resculces as per market requinements (1 mark)
Answer:

{e) A =zocisl economy is also caled as “Commiand Economy” or
“Cantrally Planned Economy™. This sconomy will not provide
Incentives o hard wark In the form of profit. Here, resources ars
ailocated according to the commands of the ceniral planning
authority rather than market requiremants.

2018 - Novembar

[#01] A-sturhy of hava incraase o the cofpormba tax fEka wil atfect national

unamplayrment rale s

(&) Marcoeconomics

{b) Descrptive econamics

(g} Migrosoonomics

{d) Nomalive esoramics

Answer:

{a) Macroeconamic is the study af the overall econamic phencmena
o tha gooniemy as a whola, rathor han Bsindividual parts.
Therelore, & atudy of hawe increase in the corporata tax rate wil
altect national unemployment rate s of Macro environment,

[102] A capitalist economy Uuses as a principal means ol allocating
rES0UCes,

{a) Demand

(k) Supphy

{c} Efficiency

{d) Price

Answer:

(d) A capitalistic economy wses price as a prncipal means of aliocating
resources. I is the economy system in which all the resources are
awmiad and cortrolied by private individoaks ke profi
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[103] Ina-markat econamy Gl sssats ars beld by:

&) Invesiors

) Privataly

(e} Govemmant

(d) Jointly by govarmment

Answer:

(B} In market all assets are hald by prvate owners as they fix their
awn prices and sall tha goods al their own ined price. So all the
asseds ars hald by privale oweers in he market.

[104] The branch of sconomic theary that deals with probiem of aliocating

FESOAUITES,

{8) Microeconomics

b} Marcoeconomics

{c} Eonametrica

{d) Mone

Answoer:

(a) The branch of economic theory thal deals with problem of
abacation of resources s MICRO ECONOMICS,

Az migfoeconomics invives hshaviaur of different individuazlsand
arganigation within an econoemic sysism.
iy Product pricing

[ii) Gonsurmer behaviaur

(i} Factor pricing

{iv) The economic condions of seclien of people

(v} Behaviour of firms

(wl) Location of mdustry,

[105] Larger production of grods woild kead 10 hagher praduchon m
fiahare,

{8) consumer goods
(b} capital goods
{c} agricultural goods
(d) puble goeds
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Answer:

(B) Largerproduction of capital goods would lsad to higher production
in fulure, Since the resources ars limited, avery sociely has to
decide which goods and services shoukd be produced and how
many wnits of asch goods shoukd be produced. Therefore,
company should produce mare of capital goods like machines,
aguigmisnts, dam sie. as thase goods makes the economy slnang
fear the higher pradustan in lulurs

[08] Winlch of th Tallowing is not within the scope of business
economecs?

{2) Capital budgeting

(b} Risk analysis

{g} Business cycle

{d) Accounting Standards

Answer: )

(d) Business econcmics may be delined as the use of economic
analysis o make business decksion Invelving the best use-of an
arganisations scarce resowrces. it involves linsar programmirg,
regression analysis, capital budgating, break even analysis and
cost-analysis.

Accounting Standards is not- within the scope of busiress
BCONOMICE.
[#07] Which s the firsl book of Economics named as

{a} The Wealth of Malions

(b} Econoimics

g} MNations o Waealth

{d) Political Economy

Answer:

(8) Theterm Econcmics owes 18 origin tothe Greek word ‘Oikonomia’
which maans hausahold’, Til 18" caniury, soonomics was known
as ‘Politcal Economy’. The book named “An inguiry info ihe
Matwre and Causes of the Wealth of Nations' [177&) usually
abbreviated as The Wealth of Nations' by Adam Smith is
consdered a5 the first modem work of Ecanomics,
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[108] Wiich Iypd of scarcily Is relorred 10 in economics

{a) Feiathve scarcily

(b) Absolule scarcily

(e} Both (8} and{b)

id) Mone

Angwer:

{a) The scarcity in sconomics refarred as rélalive Scarcilly. A= tha
mesources are imited and these resources have altemative uses
and wants of peapie are unlimited. Therelore,all wants cannol ba
satisfigd.

Aa financial reacufces-can be used for many pumposes, I the
rezources were unlimited, people would ba able to satisfy all their
wants and there would be no eacnomic problem, Altematively ifa
resounce has only sirgle use, then all soonomic pratéam would rot
anse.

[109] Consumer soverelgnty ks which of the lallowing characteristics?

(&) Capitahst econamy

(b} Mixesd economy

(e} Socialsl sconamy

{dy Democracy

Answer:

(@) ‘Consumar Soversignly' |5 the charasterstics of caphalis
econony which states that consumer is the king under capitalism:
Consumer soveregnty means that buyers ultimeiely deerming
which goods and sendces will be produced and inwhat guantities.
Congumer have unbridiad freedom to choose the goods a@nd
services which they would consume. In other words based cn ihe
purchasss they make, consumers decide how the economy's
limited resourcas are allocated.
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I SELF STuDY NOTES I

Unit 1: Law of Demand and Elasticity of Demand
Demand and Law of Demand

Desire ta have a commodity backed by purchasing power at & parlicular
price in a parficular period of tme is known as Demand.
Diemand per commuodily relars to amourst of the eommodity which comsurmens
aire willing and able 1o purchase al a paricular price in a paricular perod of
Tirne,

Ty
1

4!

pes of Demand:

Individual and Market Demand:
The quanlity of & commodity thal an irdivdeal consemer s willirg o
purchasa al given price during given parad of time s kaown as
Indiviciuza! demand
Total guantity of commedity that all the consumers ane willing 1o buy &t
given prica during a given period of tims.
Ex-ante and Ex-post Demand:
Ex-arte demand refers to the amount of goods the consumers
wiantwiliing/planned 1o buy during a particutar time penod,

Ex-post demand refers o tha amount of the goode thatl the
consumars actually purchased during 8 specilied pericd.
Ex-ante demand can ba less, marg or equal ta ax-post dermand.
Joint Demand:
It retets i the damand for two or more goods which are used jointly or
demanded logether,
Example: Car and patral. pen and ink, mobila-ard Sim card,
Derived Demand:
The demand for 8 commaodiby that arises Bacause of the demend lor
some other commuodity.
Example: Steel, bricks and Cements are darived from the houses ar
ather buildings. Al the lactors of production are derived demand.
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5. Composite Demand:
Demand for goods thal have maltiple uses is called multiple or
composits demand.
Example: Eleciricity and Milk

Factors affecting Demand

1. Price of the commodity:
Wiier the price of the commaodity increases the demand decréases and
whernihe price of the commodity decreasas the demand increases. Price
and demand are inversely related. Thes type of demand is known a3
price demand.

P | Increases D | Decreases

F | Decreases D | increases

2. Price ol related goods (also known as cross demand)

Aelated goods can bé classified into wo kinds,
1. {a) Complimentary goods (b} Subsiitute goods

+ Goods that.am used ogether o Gocds that satisfy the same
satishy a ghven wan type of demand and can be
used In place of one another,
eg: car and petrol, gas and eqg: iea and colfes, coke and
gas stove, pepsi,
+ |These k=2 an Inverse relationship There iz a direct relationship
ibetween dernand fora-good and between the demand for the

itve prica of ite compenents. product and the price of its
% subshtutes.
D b

i
; : ”
: b 3

D &

. I.'/

Darnand o Cor
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4. Consumers tasie and Preferences: )
Tasts and praferences depend on social customs and 1he habits of the
paopla; faghion and the general lifestyls of the people ete. it taste and
preferences are sirong Tor the product, demand Increases and if taste
and predarences an waak and unfavourable lar the prodoect, desmand
dacreases.
4, Consumer Expectation regarding price in fulure
If consumer expects increase in price in fulure. demand increases
prosent. If consumar expects decraase in the prcs in futurm, demand
decraasesin prasont,
8. Consumer credit facility
If eradit facility to consumers s available, demand increases. i cradil
facHity o consumars is not available. demand decreases.
Ex: Car loang re afaity gvaliable i lndia that's why there gre so many
Cars in Incia
&. Income of the consumer
The redation betwean the ncoms of e consumer and the damand can
be understood teking three types of commedities
(a) Mormat goods: Gocds for those the demarsd increases with the
intrease in income of the consurmer end decreasse wilth the decreasa
In income of the consunwer.
Example: Fumiture, Television and clothes,
(b) Inferior goods: Goods for thosa the demand falls wilh an increass
in the income of the consumer and rises with the decrease in the
Incarrie of ther coraumar, Therg is an inverss retationship betwasn
the income of the consumer and tha demeand for inferor goods,
Example: Malze and Bajara
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(c) Inexpansive goods of neceasities: Goods for thoae the demand
Increases with increase in Mcome upto a cetain l@vel and,
thesrealtar. it ramains conslan irespecive of the laval of income.
Exzmple: Salt and Match box

Factors affecting Market demand

7. Size and Composition of population: The population size of & cownftry
defenmines the number of cansumers, With an increase inthe size of the
population, the demand bor the-commaodily will increase.,

The compaositicn of A population refers 1o the vanous aspects of tha
population liks the number of childrer adults, males, females, etc. 1 the
rumoes of leenagers morsases, the dermand [or those goods that
feenagers tend to buy increases.

Example; Jeans. crickat hat will tend 1o increase.

B. Government Policy: [Hthe Govemment mcraases indiract taxes, [Heads
o an increase in price, and as & resuft, the demand decreaseg.

It the government ncuseed more expendiiure on the construciion of
roads, bridges, ;.. the demand for construction goods will inCragsa.

9. Dstribution of Income:

Casel:

it income is distributed evenly, hiese will be more demand for essential
goods.

Case I

If income is distibuted unevenly, then thers will be more demand for
hixury goods.

Demand Function

The funclional rebationship etween the demand for a product and ita factars
& ko as dermand luncban
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Law of Demand

It states that other things remaining constant, the quantity demanded af the
commedity Increases when iis price fali and decreases when its price rises.
Law af Demand expiain: the nvemse relationshp batween price and quaniity
demanded.

Assumption of Law of Demand

shipn, e o e e N

Price of rafated poods ara kepl constant:

Price ol the commeodity are kapl constant.

Consumers” faete and prafensnce aré kepi constant.

Consurness’ expactations reganding price in the fulure are kept constant.
Consumis cradit faciity,

Incnme of e consumiers ane kept constan

Size and compasition of the population are Kept consant,
Government Policies are kept constant.

Distriution of Income is kept constant.

xuupiia-n to the Law of Demand:

Articles of Snob appeal (Conspicuous Consumption)
The Law of Demand does not apply to the commaditiss which sense a3
a status symbel, increases social prestige, and is.a source of display and
richnass. Exampla: rich womean would like to buy a diamend ata higher
prica o show their richness.
Giffen goods
(i} Giften goods are those inferlor gocds on which consumers spend a
large part of their incame,
{ii} Dereand far which falls with the tall in theie prices
Example: Maize and Jawar.

(c) Expectalions regarding future price:

sl the prici of & eommadity s ising today snd 1 s kel bo risa moes
I the future than people demand maore at their axisting highar price
and stose it up.

= Saimilarly, when the consumer anticipates a karge lall ir the pooe ol
thee comimoding i the future, they will pospone thair purchase even
If price falls taday,
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(d) Quality price relationship: )
= Somelimes consumers ke price as an index of quality in such
cases more of the goods may be demandsd at a higher prica. This
is known as the Veblen gliect.
Example: Like Lux Pramium, there 5 not mach difersnce betesen
Lux Pramium and Lux Intsrmational but a huge difference in price,
But pasple think that Luk Inernational is bettar as il has a higher
price
(e} Change in fashion:
When a commodity goes out of fashion, consumears will not demand
enven when its price i reducod,
{ft Emargency:
Law of Dwmand may not hold good during emergancias like wars,
famimes, drovughts, etc.
{g) Habitual goods:
I the price of habitual goods Increases, demand doaes notl decrease,
Ezample: Cigamsties, Wines.

Demand Schedule
It i5 a febolar stafemant that shows different quantities of commodibes
despanded al differsnl prices dumng a gleen period,

It I of two lypes:-

{a) Individual demand schedule:
it 5 the iabe that shows various guantities of the comenodibes
demandad 3t different prices by & housahoid'single consumar dunng &
qlven pericd.

(bl Market demand schedule:
It is the table which shows varous quaniiies of commodities demanded
at: different prces by &l the households in @ markel doring a given
period
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Individual demand schedule:

Price Quantity demanded by Mr. &
10 5
200 4
3 3
40 2
B 1
Markel Demand Schedule:
Prica Cuantity Quantity Quantity Total
Demandud by Demanded by | Demanded by
Mr. & Mr. B Mr. C
10 7 T B bid |
20 T & 5 18
a0 G 4 3 13
A0 3 2 1 B
50 2 1 1 4
Demand Curve
ILis-a graphical representation of different quantites demanded at-difterent
price levels,

1. Individual Demand Curve:
A graphical representation of different quantities demanded af the
different price levels by a single consumar,

It

B R R E
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Markel Demand Curve:
A graphical representation of different quantities demanded at different price
lewals oy all the consumers in a2 market.

I ol

Markot Demand Curva

Frice
2
1

=

P A T R T
Diuinntily Dramesmod
By e A R 0K W

Reasons for Negatively Sloping Demand Curve
1. Imcome Effect:
+  Achange in demand oo accouni.of change in real income resulfing
Inva change in the price of the commodity is known as income effect.
*  ‘When the price of the commedity falla which resulis in an increass
in purchasing power and the consumer can buy more and fesl
‘BETTER OFF",
«  On the other harmd with an increase in price, pufelsasing powier
gecrease and consumer reduces the demand and feal "WORSE OFF
2. The Law of Diminishing Marginal Utility
«  The law of dminishing marginal ulility stales that will an increase in
the uRits ol & commedity consumed, every additlanal unt of the
commodity givas lesser satistaction,
s Marginah wlility falls with an sceeate i consumption
+ A ponsumer will maximas his satistaction when MU, = Price |a.
equilibeium condition.
+  Hseler wants 1o sl mone he has to reduces the price-of the commodity,
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4. Substitution effect:

The substhition effect refeérs io the change in demand for 3 good &S
aresult of a change in the relative price of the good intenms of other
goods,

Example: When the price of a good rses. it begomes more
expansive in tarme of ‘other goods in the markei, As a 7esult,
CONSUMErs Move away iowards ils substilutes.

Whian the price ol tha commodity falls and prices of the substituts
remiins unchanged, il Becemes relatively chaager in somparison to
its substitutes. As a conseguence demand for a commodity wil
Irscroasa

Example: if the price of (e lalls and the price of coftes ramains the
samee then the demand Tor e incréases and the consumers will
shift thedr demiand from colfes totea.

 Price sffect | = | Income effect | + | Substiution afisct |

4, Increasa in the number of consumers

Whan the price of the commeodity falls, tha number of consumears
increases which increaaes the demand for the commadily

It happen bacause at a very high price only & few people can afford
o By that commodity: and whan the price falls people wilh less
Incoma will also ba able fo purchass that commodity,

5. Several uses of a commaodity

Whan the price of conimodities e.g. eleciricity and milk are very
haghy, they will he usad lor mone impofant purpesas only.

And, theseafter small guantily will be in demand but when the prce
falts, theas commodities will be put to less important uses aiso
leading 1o &n ncrease in demand.

Exampia: Electrcity will be usadmamly far ightning purposes if price
is high, Bnd the slacticity will be used for eocking and other
purposes also when s price falls.
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Difference between Movement along the Demand Curve and Shift in

Demand Curve,

Movement adong the Demand
Cunve

Shily in Demand Cumve

- | When the amount demandad of
a commodity changes as &
resull of change in s own price
and factors remain constant it
is known as movement along

When the amount demanded of a
commodity  changes: because: of
chiange in all laclors ofber than tha
cwn price of the commedity: if is
kmown as ghift in dermand.

(&) Extersion ol Dermand
(b} Contraction of Demand

L"\Ff
N

& A @
Chizantsdy dermancar

E

e
L

e cemand curve,

2. | s alko knodwn as changs in |11 i a&lso known as change in
quantity damanded. derrand.

3. | N is ol two types: It s of two ypas:

{a) Increase in dernird
0] Decieass in demand

£,

L, @ iz

Cuaniey oemanced

Diflerence between Extonzion of D

eimand and increase in Damand

Exlansion of Demarnd

Increase in Demand

it reors to the nse in guanidy
damanded of a good 43 a result
of fall In its price..

it relers to the shiation when
conzumer buys a larger amount of
commodity at the same price due 1o
change in other factors.
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2

Price of the commodity
daoreases and ather factors are
constant

Cihar fgctors changes and the pnce
of the. commuodity remains constant.

'y
o

Extgremon ol

\Dﬂtﬂlmn

o

7 Prioa

3

1
=

L - 1 I
Cheandity dhemanded

L
§
e

p

]

fe o

Tl daiarod

x

Thena i a dowrsward movement

El!-Dnﬂ the demand curve.

There i a rightward shift in-damand
Clirve,

Difterance between confraction of Demand and Decrease in Demand

Contraction of Demand

Decrease In Demand

It refers to & fall in guantity
demanded of & good as a reault
af rige in its price.

It reders to A shaation when
consumer buy & smaller. anount
the commuodity at the same price dus
to change in other factars.

2. |Price of tha comenodily increasas (Other [zolar changes and price of (el
and other factvs are constant. [commodily remains the samig.
iy Yk
2 C e Clerasss
® Corsmctican ol g 5 ins Diermaryd
Dizrageaded
T ‘\\ ] =
F
8] % (&]
o
o | > (s a # s
Ghaanity amansed Sl i it
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Efagticity of Demand

Meaning of Elasticity of Demand

It refors 10 the dogros of rmopontivencos of guaniity domandad of a
ooty o8 changs in any of its deteiminarts

Theee main iypas of chasticities are:

1, Price slasticiy

2. Income slasticty

3 Cross elashioly

(@) Price Elasticity;
It retars o the degree of responsvensss of a quanily demandead of a
commedy 10 & charge in prce.
Symbakically-
¢ - FETDENIDNC TRENGD IN GUANTY damanded
Paroentags chasgmin price

Degres/Classification of Price elasticity

1. Pesrlecly slastle demans M=
2. Peripctly inalastic domand. ep =10
3. Unitary elastie demand ep=1

4. Grealar than one/mose elastc demand. ep =1
5. Lessthan onedess elastic demand. et
Perfoctly Elaatic Demand
When consumens are prepared o purchase 21 that (fey can get al @

paricular pnce but nothing at all at a slghily higher price. The demand curve
I8 paraliol o X-ade,

V8

e
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Perfectly Inelastic Demand:

When guantity demanded ot a commuodity does not respond tochangs inits
price then e elasticsly of demard is equsl 1o zero. The demand ouree is
paraiel to y-ads.

E |

Wandbo Dow angdid

Unitary Elastic Demand:

Whan the percaniage change in e proe of & commodity CALSeS an
eguivalenl percentage change in guaniity demanded. The demand curve is
Rectangular hyperbala,

T
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Greater than OnefMore Elastic Demand:
When the parcentage changs inguantity demanded of a commoedity exceads
ihe percentage change in its price.

A

E
r

PAST YEAR QUESTIONS AND ANSWERS I

2018 - May

[Y] “High priced goods consumed by statug seeking rch people to satsafy
theirreed for consplouous goods” is:

{7) Veblen sfiect (bl Bandwagomn effect
{c} Snob affect {d) Demonsiration effect (1 mark)
Answer:

{a) Vebier aftect was given by Veblen, Hence, tis called Veblen afect,
#isn known as prestige goods-affect. Il i related to conspuous
consumption. Veblen effect takes place as some consumers
measzure the piility by ita price i.e. if price riges 1them they think that
the commodity has got mors wiility. Veblen effect is the behaviar
praciiced by nch pedple fo satisfy their needs lor conspicuous
goods,
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mOo=13

=

oy

&) ﬁasubnyatpolmhi-,atﬂm:'l.nI.G:‘i,atD--:’l*a_n'ﬂat:Euﬂ

{b) elastivity at A=0. atB=<1.8(C=1al0=>Tandal E==
() edasticiyatA=08=-18C=18D=<tandslE=0
{#) Mone of these, 11 k)
Aonswer:
{a) ¥k
£y

mo—an=

CRIANTITY X

{a) Whan changs in demand is graater than price changs then e = 1

{H) When change in demand is less than the prics change then & < 1

{£} When change in demand is same as the change In prics then it s 8 =1

{d] When fhars is no change in demand as change in priceiene =0

{&2] Wharn price changes slighily bul demand change is highes then
B =
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141

Here, Cehowsa =1 by which we can prove that

Con=TA=d=nHB=2m21

D1, Exre=0

Cardinal approach is related to:

(&) Indifference cunve (b Equi marginal utility

{z) Law of diminishing retums  (d) Mone of these. (1 mark)

Answar:

{B) Marginal Litility thecry is given by Alfrad Marshall. He assumes that
the marginal wtility theory is reiated to cardinal approach which
PRI W CAN e asLire ths utility Iy terms of money. Marshall says,
‘Maney is tha measuning rod of L.

An Inoraasa in damand can resull from:

{8) Adachng in the market price

{0} An incrapse in income

(g} A reduction in the price of substitites

(@) An increase inthe price: of complements. {1 mark)

Answer:

(b} Price and demand are inversely related as the price nses damand
falta mnd vide-verss, Bt income snd demaryd are directly related.
Alze in inpome Increasos the quartity demanded and fall in income
decreases the quentity demandad.

Cross slasticity of perfect substfvtes is

(a) Zaio (B Megative

i} Cne 1) Infiniy (1 rmark)

Answer:

{d} Crosselasticity of perfect subsatifutes |8 infinity as fhe rise in the prica
of b good will cause a nse in the demand of i3 substitules.
Example: If the price of the tea rises, the demand for cofide rises as
thixse wao are parisct substilubas.

Cross elasticity of complemaniary goods leads 1o 28,

Supply iz a concapt

{a) flow

() stock

{2} How and stock, both

() cualitative {1 mark)
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Answer:

(8) Supply refars 1o ‘guantity of & good or sarvice INat consumers are
willng and-able 1o purchase during & gven penod of limea, Sipply s
a flow concept a3 quantity sapplied is so much per unit of tme per
day, per week or per year, it iz reguiary gomg on supply which
means notonly those-goods which are sold but alse those which are

ir stock.
[71 For whal bype ol goods does damand lall with a rise In ircome levals af
hiousehalds?
{a) Inferior goods (bl Substitutes
() Luxunes (d) Mocessitios {1 rack)
Answer:

(8] Inferior goods are the type of goods which are nict of good guality
and na one wants to consume thése but cicumstances forcs them
b etnsLm thase. I incomd rsas of hooseholds. hen demand lor
Inferior goods go down or elasticly for these goods becomes

reegative. §
[8] Which economist said that money is the measuring rod of ulility?
{8) AC Pigou (b} Marghall
() Adam Srmith {d) Robhins {1 mark)
Answer:

(b) Margiaal Litliny theory ks given by Alfred Marshall He assumes (hal
the margenal whillty theory iz redated to cardinal approach which
mesans we can measure the utilily interms of money. Marstall says,
“‘Manay i the messunng rod of wility”,

[3] Elasticiy betwesn lwd podnis:

{a) point elasticity () Arcelasticity
{2 Cross elasticity {d) Mona. (1 mark)
Angwer:

(b} Whan price elastioty & 1o be found betwean two pricasor bwio points
o thee dernand cunve then B s not poasiiole to know what price and
guantity should be taken as the base. S0, wa usa Arc elasiicity
rrethod 1o know the base price and quantily.

e e [——]
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[10] An inditharence cunve is L shaped, then two gooids will be:

{8) Perfect substifule goods

{b) Substitule goods

{&) Porlect complemarttary goods

{d) Complementary goods 1 mark)

Answer: )

{e) When two goods are perfect complementary goods (a.g. prifder
and cartridga}, e indifference curve will consist of two straight lines
wiith & right angle between them which is convex 1o the origln, or in
oibwer wiorcs. it will be Lshaped.

[11] The concept of consumer's surplus ia derved from:

(&) The law of diminighing marginat wutility,

(b} The law of equal-marginal utllity

(=} The law of diminishing retums

(d) Engel's law 11 mark)

Answer:

{a) Consurmer surpius 15 8 surplus which 2 consurmer would be willing
o pay rather than go without a commadity over that which he
aciually does pay, Conceptof consumer surplus is-given by Marshall
and & is derved irom = what a consumer i witfing 1o pay - what ha

aciually pays.
[12] Whien supply. curve shilts to the nght thare &
{a) an increase {b) expansion
{¢) contraction {d) decrease (1 matk)
Answer:

(@) Whon the supply curve shifte ta he nght dus 1o a.changs In one or
mere faciors oiher than tha: own prica-of the commodity. When
supply curve shifis to ight, we say that there is an increase in supply
and wrin-supply curve shifl 1o lell we-say that there i a docrease
i supply.

[#3] Short= run price & dlso called by tha name of,

{a) Maikal prica

(o) Showroom pricsa

{2 Maximuorm ritall price

{d) Meone of thesa. {1 mark)
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Answer: )

(8) Snort-run price |s aiso known as the market price and o |s
detarmined by the temporary eguiiboum: batween the forces of
demand and supply.

[#4] When supply price increase inthe short rum, the profit of the procucer

(8] increases b) decreases
{2} remalns constant () decreases margimally (1 rmark)
Answer:

{a) Suppﬁr and price are dwectly related. as the supply increass, price
ircreased and as the price decrsases, supply decresses, So,
increase in supphy-price will increase the profits. of the producer.

2018 - NOVEMBER

[15] When Price of & commuodity increases what will be the effect on quarniity
demanded?
{#) Increases
{b} Decreases
(g} Nochange
(d) Mong o thesa {1 mark)
An=wer:
(B) Az par the law of demand, octhar things being equal, if the priceci a
commadity falls, the quantity demandsd of it will nse and if the prica
&l & commodity rises, its guantity dermanded will a1l
[ 18] Accarding 1o the law of supply, change in supply 15 related o7
{a) Price of gocds )
(] Price of related goods
(o) Factors of production
(d} Mone of the above {1 mark)
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Answer:
{8) Accordkng to the law ol supply, changs in supoly is related 1o the
price of gooda. A2 other things romaining conatant, the quantty of
& good (producad and ofened for sala) will increase if the pos iees
[17] In casa &f nfesior goods, with a e in the income of consumers.
demand for Qiffen gonds will ... 7
i8) Incraases
by Deoreases
(61 W chonge
(d)y Mone of the abowe {1 mark}
Brmwer
(k) In pereral cases, as consumer come dses, thay will prater high
rpListiity gamds and, thersfore. demand for Giffen goods will decreass.
[1811n casa of necossarias, CONBLIMDT Surplus 52
la) Inhnita
i) Zaro
(e} Efuals o one
|dy Mors than ong i1 mark)
Answer:
{8) Incaze of necessanes, the marginal uril ies of e fiest few units are
Infni ey farge. nsuch cases the bonsemer Surplug s atweys InEnits.
[75] When the price of & commodity rsas from 200 o © 300 and Cuanhty
s;}mm inrais (rom 2000 (o 5000 unis, Nnd the stasbcity of supphy?
(&) 3.0
by 2.5
[y A
M 356 (1 mari)
Answer:
Ag. p . 3000 . 200
) a Be  2.000 100
=30,




[20) Fram the lollowing data givan below answer guestion 20 and 21-

Urnilts TU KU
1 200
y_ 1 = 180
a | am0 ~

Taotal utity dameed from 2" anit?

{a) 380
by 20
fel 100
() ZA0 i1 mark}
Angwer

(8) TU =¥ MU
theretore, 380
[21] Marginal utily of 2 umit is?
(=) 200

b) 280
& 100
{d} 50 i1 mari)

Therelora, = 280,
[22] Which E nuation is comect—
MUy Py
MUK Fx
W uuy
MUx  Px
{':} ﬁ.Uir‘- Fi"gl
MUy o Py
D Sy * 5 i
Answeor:
(8) The law of ulifity slates At consumer will be in eaquifitnum when
Wi _ B,
Uy P
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[23] The scope of the Indiference clrve shows corsumear el &) e

{8) Lessthan
() Miore than
(e} Egualt
(d) hlone of e above {1 i)
Answer:
(e} Comumer will be in equiloium ony when MBS, s equal lug-'
L]
{ptize lins).
[4) Which of the Tollowing s nol the propery of the indffereros cume?
(3} IC s comvex to The ongin
(b} 1T scopes downwards from el to mghl
e} Twe S can toleh anch offier
{dh IC eannct touch sther of the axes 1 mark}
Bremuier:
i) Prwarhn Of Inchfferenon Cune an:
InckHeranos curves siopa dawnward t tha right
i, Incifigrence cimvas aro always convex to the origin.
1 InchHerence qurves can never inlersect each ofher
4. A higher Indflerence curve regrogenta higher lewel of
sabisfackion
& Inckthercnda ourve will nof 1ouch Hmm
[E&]Inmnlﬂuw}gnnda ifa |n price eatsia
(@) Falin demand
b)Y Rigs in dermand
(cy Mo chanpe
ey Indtially rise D ultimately Lall 1 sk}
Angwer:
(@) i genvesal caves, when the price of the commodites fles, the
purchasing powerof cusiomer will fnll and theretons gemand will all,
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|26] Medhod of demand forecasting doas not includa?

() Mathematical malhod

{ty) Barometric method

{g) Experl opinion method

(d) Statisticsl method {1 mark)

Answer:

(&) Medtod of demand forecasting ars:

. Siervey of buyers” ntentions
Colbagion opinian method
Expert opinbon method
Stalkstical method
Contiolled expanments
Barmmeatric methad.
Thersfore, mathemstical mathod is not & msthod of farecasting.
[27] if the price of 1he commodity increasas, what will be the affect on the

Gimnlify demanded?

{a) Decreases

{n) Increasas

() Mo change

{d) Cant say {1 rank)

Answer:

{a) Asperiha law of demand. clher ihings remaining constant whan the
prica ¢f commadity increases guantity demanded decreases and
vles versa

[28] An 1S shows MAS betwaon the-commodity?

{a) Increasing

{b) Decraasing

{2} Constant

i Zzm 11 mmark)

Answer;

(b)) MRS s falling because as the consumer has more and meng units
ot food, he |s prepared to glve Up less end less unkts of the

COMMacity.

i popa =
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[28] Farepasting of demand i the Af and Science of pradicing?

() Actual demand for & product al the sarms future date

b) Probabia demand in futuse

{g) Tolal demarnd n fudure

{d) Neoneol thesa. {1 mark)

Answer:

{b) Fomecasting, in gensral, rafers 1o knowing or measuring the status
of nature, of an avent or vanabls befors il accurs, Forecasling of
dhernand i5 the art and sceence of predicting the probakle demand for
a procluct or a service.

[30] Adation madeto total uiilty refers 0%

{a) Total utiliy

(i) Awerage wtility

{=} Marginal wtility

(d) Adlof the above. 11 mark)

Answer:

(&) Marginal utiity s the acdition made fotetal utling by the consumption
of an additional unit-of a commodity,

[31] The alasticily of supply is zero mesns?

(&) Pedectly inalzstic

() Perfacty siastic

{5} Imperecily slastc

{d) Adl of tha above. 11 rmark)

Answer:

(@) The elasticity of supply:

e > 1 — slastic supply

g« 1 = inelastic supply

& =0 — Pardectty inolastc supply

& = =+ Porfactly slastic supply

@ = 1 = Unit elastic

Therefare, the elasiciy of supply 15 zero means, |l s perectly
Inelastic supphy,
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[327 The Conswmes i In eguilibim whan e olowing tondion is saticliad:
{m) Budget linz s tangent to the Io curve

WL, WL, e,
=
{1 Breth @) and (o)
{d} Nore ol the above i1 mark)
Answer :
(e} Condition for consumer altaireng equiibium & the point where the

Erudggat e i tangan! b he Indifenainea clive and 5
. r
Hence, option {€) is comeet
[33] Which of the following statemant (s corrae?
() Supoly is inversely elated 1o s cost af production
{b) Priesand quantity demand of a good have a direct relationahip
(&) Taxas anc subsidy has no impact on the supply of the product
() Seasonal changes have no IMpact on (e supply mmgo?mm:;
1wk
Answer
(8) Ineconomics: supply relerc 1o auantity of product avaiable in market
tor sale al & spacilied price al & given point of me
Supoly of a product has an invenie noEtion with oo of producion,
Example & saler would supply less quanbty of product in markst
wihien the costof production axce sds the markat-pres of (he proouct.
In such case, ine saller would walt for & rise In the price of the
[roduc.
[34] When the supply of & product & perdectly ineiastic then the curs will be
() Poralielto Y-axis
(b) Paralkel to X axis
[c) Atthe angle of 45"
(e Sloping upwands {1 mark}
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Answer !

(&) Wduetoachange in the price, the guantity supplied of goods remain
unchanged, stch goods are said to have inetastic supply 1.6, thera
supply cannat be changed, This is shown by the verfical supply
curve e, curve parallel to Y-axia.

3

e

[35] In the case of , there is an Imeerse relationship betwean

Income and demand for & product,

{7) Subsfilvie goods

() Complementary goods

() Gitfen Gaods

(d) MWone of the above (1 mark)

Answer :

(o) Giffen goods are the products tor which demand incredses as the
price increases and fals when the price decreases. These Is a
special case of infencr goods which paopls buy less when their
incomearisga. Hence, aninversa relalionship ig eslabishied batwaen
income snd demand of the product

[36] ¥ maize has - 030 as income slasticity of demand, then maize will ba
considerad as

{a) Mecessiy

o) Inferior qoodd

{=) Superor good

{zf) Mo {1 mark)



Answer :

(b} Since the incoma slasticily of malze is — 30 <0, & & an inderiar
cormmodty in tha oyes of the rousokald. The demand for inferiar
goods falls a5 noome nees. Also as he skashaly s less than one,
It shows [nat the goods is-sdher raElively kess impoant in the
consumers ey of i e necedsily,

[37]H price tecreases from T 800 T &0 and elestioty of demsnd 5 1. 25 then

(m) demand increase by 259
b} dermanc decraase by 25%
(£} mmaina conatant
Iy None of the abave i k)
Bnswer:
() Price Biselichy = “MrEeniage Bhange In quantily demandad
. Earcanlage change in price
glver, ~ Elasticily = 125
S ehange In orice = E';ﬁﬂ 255,
B oh ango i uantit
195 = D nﬁis'ﬁ“x
Ineraase In Domand = -37.25%
Hznce, option {d} is corrsct.

[38] Which of the Toliowing is / are the conditions o thaary of conaumer

surplus I the price is sare for 8l the wills he purchased?

i) The congumar Qaing gdra utiiy or surpius

(B} Gensumar surphus for the st commodty i 2am0

{e) Both

(d) hene i1 mark}

Answer

{€) Theconceptof gonsumar surplus s besed on the law of diminis hing
marginal utitihy, 1Y & consumer gets exira of something, €5 maminal
unity starts decreasing. Meeping e price same for al lhe
commoditios, A coreuman gots extra uiiity for tho units coneurmnod by
Fim except the one al the margin Le the last unit. The exira ubity
chtained by the consumer is known as conswemer surpbus,
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[32] Wiilch of the Tolowing i nol the grogerty o an indiffsience cunve?
(@) Slogea downwards o the dght
(b} Always cosvex to Bhe cngin
(6 Inersects each other
() Wil ot iouich sihar of the Axes i1 mirk)
Brwarer:
(e} The foliwang anre the properias of an indiference GlneS
1. N sloypsen dowrnmands (o the mebl
2, Hls comiex o the erigin
3 Two ICs never inlecsen) aach olhar
4. Highar IC ropresenis a higher leval of salislaction
8, 1C nover iouches SN er 2Kes
Thiia aption (&) is ol 1 popery of an ndlfesenns oure
[4@] Which of tha following s cormect 7
(3 Elastichy on the (Cwer sagment of JemMant cunve & greatsr than
L

Y
(b) Elagtizity on the upper segron! of demand cunve & lesser than unity
(&3 Elasticky 81 the middie of he damand curve is 2qual bo wnity
(d) Elasticily decreases ss one mowves from the lower part ol the
dermnand curve 1o upper parl i1 man)
Answer:
{ed Polnlelisbly af sny point &an be messued by the Tol owing lormuia
BT lowpr iegmam
A doper segmeny
+ Elasiicily on knver sogrmont of demand curie s loss than 1
»  Elagiicity al the middie of the damant gurva 8 equal to unity
« Einsticity on the upesr segmeat of he demand cunve is more
than 1
+ Elagicity moreases o one moves rom the lawer par of the
demand curvie lo upper parl
[41] Which of the following will aftect the domang for non-durabio goods 7
(a8} Chaposable Income
(5} Proce
icy Demography
ey &l ol e above i1 mark}
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Answer:

{d) Fachors afecfing the demand for non-durable consumer goods ans
1. Dispasable incoma
2, Prce
3, Demography
ﬂmum[d}inhmmmm

[42) Whnen the price of tea decreasas, poople recuce e conaumption of

cotfee. Ther e goods dre

(A) Complemertanss

() Substilules

(=) infenor goods

[} Memmal goods (1 mark)

Answer:

(B} Substituto goods am thoes gedds which can be inigrohangoably
issad, Example, =3 and colfer, ink pen and bail pan. | the price of
& produdt talks the peopls will try it and thus, the demang for the

other product will (sl
b
D
iF
2
E P
&
b4
D o o
| 1

[43] Which of the following retaton |8 true with MU
(A) When MU s postva, Tolal utily rsas at & dimenizhing rale
() Wihet manging: utlity s saco, Wisl wiky 5 madmum
(o) When marginal utkty ia negahve, total ulility s diminiahing
{dh All of o above 11 Mk}
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Answer:
{d} The relaonshio betwesn marginal wbiity (MUY and Total ey (TL)
o ae fobows::
1. When MU decressss TU inoreases 61 a decreasing rate
. When MU & rero, TU B maximim
3 Whan MU becomes negative, TU dacines,

Cumisrwine

[44] The price sdasicity of demand at the mlfpr.'lr"l of the staight - line
domand surve Under goirt mothed s
(a) O
by 1
fey »1
() =1 i1 mirk)
Angwer:
ib) Given g straight ine demand curve, pont elasiic®y can be calculatnd

BE _ SN asmam

At  uppersegmant
Elaslicity &1 various pomnis
¥ & -

Thus, price slasticity of damand at mid point under pont method is 1,
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[48] Contraction of supgly knplles
(@) Decreazs in cost of production
by Decreass in prics of the good toncemon
(6 Decreasa in pres of reised good
id) Incraace In grice of tha good cancemsd (1 mark)
Answer:
{B) Contraction in supply is the resolt of decmase inprice of the goods
CONCE TR,

[y ]

B
% prf—X
p=
A
5
*
o =} L -
DQuisintity
[#6] Parshasis commodities wil hawm

fa) Perdectly elastlc curve

B} Perfectly inslastic curve

{e) Elasth

(cf) Inelasiic {1 mark}

Answer:

(b) The supply curve of perishadies goods |5 perfectly. inesstic.
Porishable goods cannot bo stored for & long bme, il giorad, the
same will e wasied, thus, s sopply is Emited and cannot be
changed n short run.
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[47] Supgaly s a

{8} Flow

{o) Stock

(£} Bath (a) and (b)

{d) Mone of the above

Answer:

(@) Supply refers ta whal a fion offer for sale in the marke. not
receasarily to what ihey succead in salling, What iz offered may not
get aold.

Supgly i a flow concept, Tha quantity supplied is "so much’ per wnit
of time, per day, per week, oF per year.
[48] Tolal utility 1= also known as

{a) Tolal satiaty

{6} Aggregate safiety

() Full satiety

d) Ha'f satiaty

Answer:

{e) Totl utility is measurable and addithe total utility may be defined as
e s of wlility dermved from diferent units of & commodity
consumed by a consumes
Todal utllity 5 the sum of totaf mangingl utiities dedved from the
consumption of different units e
T = by o Mo o & Mg
= We cari say thet total ublity is slso known as folal sabisty.

[449] A vertical supply curee parallat o y axis implies the elasticity of supply

5]

{a) Zero

(i) Irfinity

{2} Equalto ane

(d) Greater than zero bul less fhan intiniy

BOREREL
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Answer:
(8} A Vertical supply curve parallel to y-axis implies that elasticiy of

supply iz Zara. .
LL
£

Coaprtity Supopiod

|50] Budget line is also called

(a) Prica ling

{B) k=20 cost line

(¢} Iso-quant

{d) Mone

Answer:

(a) Budget e shows all those combinations of two goods which the
ConsUmer can buy spending his given money Incomes on the two
gooets al thisr given arces. Al those combrnations which arg within
the reach of the congumear. Will ke on tha budget ine.

PO+P. QB
Where Budget line is also called prics line.
PG, = Price and Quantity of gocd X
P, @, = Price and Cuastily of good ¥
B is the Budgel
¥

Frrstue

T prodht i alornabie s
= e T kgl s

3 i

=] =
Goml ¥

Paoints K and H zre not affordable becauae of budget constraints,

o

=
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[51] The Ouantily suppSed of & goods o serices i tha amount thal___

(@) As actually bought during a given time pariod @i given price

() Producers wish, they could sell at higher preta

{g) Producers plan lo sall during 2 given time perod at given price,

() Poopha e willing 1o buy during a geass their peeod 8t o given price:

Answer:

(&) The guantity supplied of & good o senvdices is the amisant that
producers plan o sall dunng a given lime perod al gven price.
The guantity supglied of a good also depands Upon govemmeant's
Industial and foreign policies, goais of the lirm, infrastructural
faciitias etc.

Law of supply states thal ather things remaming coastand, the
quantityal & goed produced and offered for sale will increase asthe
price of the good rises and decreases as the prics fafls.

W

F 3 5
®
A Lijravin & L
M e & i
o >
sy Sl
Bunply Duiren

152] Lusury goods fane income elasticity
{8) Megative and less than 1
() Posgitive and greater than 1
(&) Zera
(d) Mene
Answer:
(b) Luxiry goodds have: income. elastaly s pasitvie and gradtar than

O,
8. (B> 1)



D mind for usury Goote arise beyond A cenain lavel of consumers
incoma and keep on Haing as MCome ncropsns,

Eg.c Car. TV ¢,

Elastisity greater than one when the pamantage change in quantity
gomanded i greatsr than parceniage change in prce,

TR Wiy

Fibm
L
(ol
! ¥ v
[P | ]
Elastivily is greater than ong

[53] Percantags chanpe quantity supplied is divided y ______ 1o obtain
afastety of sunply
(&) Percentags decreass n prce
i) Porconizagoe changa in prico
{c) Both &) and [b)
(d) Mome
Bnswer
(B) Prresntage change i ouantity supplied & ohided by parmantaga
changs in price to oblain easicity of supply.
€. EStsenikgeanange A ALY Sufsiien
Percantagechangein Price
[54] I e prica of the prodiict is © 20 per und and  the price decteases by
% &5 A reault of which quanity demanded INCressas oy 10% fing MR-
| ol quartity is 40 Units) :
(o) &
(B 19
(g 10
(d) 12
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Answer:
{a)
Prica (P} {7} Quantity units Total Revenue
TR=Px0
20 10 200
12 11 209
MB,=TH,-TH,,
MR, =TH, - TR,.,
MR, = 208 - 200
MR, =9

[25] Law of demand relates fo:

{a) Prica onily

{b) Prige and guantily demanded ol a good

{£} Quantity demanded only

{) Supply
Answer:

{b) Law of demand relates 1o price and quaniity demended of a good.
Az "Prof. AHerd Marsall” defined Law of Demand as —
The graater the amount o be sold, the smaller must be the price at
wihich it o offered. In ofder that I may lind purchasers. or in other
words (he amount demanded increases with a fall in price and
diminiahes with a rige in price,

L

4 0
P i
h'w.l "
o a_b‘nf gy
Junnity De—arded
Dratrand Curve bor Commesdity X
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|56] Anin difference curve slopes down towsrds right since mod of ons
commodity and of anolber commodity resull in

{a) Same lovel of satistaction

() Maximum salisiaction

¢} Grestorsatistaction

{d) Less satisfaction

Answer:

(@) Indiftarence curve slopes down fowards night sincs mose of ana
commidity and of ancther commodity resull in samé level of
satlstaction,

Tha downward slope: of indiflerence curva slates that two
commadifies can be substiuted for each atherand when the amoun
of one goad in the combination is increased, the amount of the other
good is reduced. This is essential if the level of satisfaction is 15
remain the same on-an indherence cune.

¥

Droerrvaal Soping
E. \ o
a
h [
? GOOD X 2
Indifference Curve

[57] Elasticity for habitual goods &
{a) Podacily slastic
) Elastic
(&) Peroctly inelastic
idl Inelastic

e e [——]
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Answer:

(d) Clasticity lor habitual goods |5 instastic. Elssticty is less than one
whon tha percantage ahanga in guantity demanded iz lega than the
percentags change in price. In such case demand i said o be
imedastio.

Bom Peraentage Change Quantity Demandad
FarcemegeChangain Price
(55} Diminshing el returng for the Mt ke urily of vkl nputs ls
axrubited by the tolal product SEqUences.

(@) B0,100,150.200

(B) 50.5050,50

e 501100160250

(e 50590120 140

Angwer:

{d) 50 .90, 120 140

| unit 2l 3 unil & Ll
20-50  120-80 140-120

=40 =30 =20
As NP, =TP, -TP,

| PracTice QuesTiONs oF MCQ |

[1] Demand tora commodity refers to ;
(|} A desrs tor the enmenocity
i) Meed for the commodity
(B Cuansty demesdsd ! sl commooty
{dy Quarity of he commodity demanded ai a CoTlain prce durng any
partssiar perod o Tme,
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[

[

[

Suppose the price of movies seaen at a theatre rises from T 120 per
person 1@ § 200 per persen. The thealrs manager chserved that the rise
in prices hasfead to 8 fall in atendance at a given movie from 300
persons o 2080 persong. What is the prce slasticity of demand for tha
mavia 7 [Are elasticity)

{2) 0.5 B 0.8
{2 1.00 (d) None of thase.

i casa of an infesior good, ihe Income alasticity ot demand |5

(&) Positive

(b} Zero

() Negative

{d) irfinita

Forwhat type of goods does demand fall with & rise in income levals of
hougsholds?

{a) Infenor goods ib) ~Substitutes

{5 Luxunes (d) Mecessitive

I case of Infedoe goods lke bajsa, a Tall in ds phce bands o

{a) Make the demand remaln constant

() Reduce the demand

{2} Increass the demarnd

{d) Change the demand in &n abnormal way

Movemend abong the same demand curnve shows!

{a] Expansion of demand

{b) Expansion of supply

{2} Expansion and contraction of demmard

() Inerease and decroase of demand

The price of hot-degs increases by 22% and the quantty demanded falls
by 25% thiz indicates thal demand for ol dogs is

(@) Elastic: By Inelastic

{o} Unitzny siastic {d} Perecty elpstic

The quantity demanced does Aol respond to price changa and so the
elasficity is -

{a) Zero by One

{2 Infinita e Nane
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(8] Whalis an Engeds qurve?
{a) Angthér name of the dermand cure
(b} A curve shawing beth demand & supply curves
{2} Gurve named aller Lord Engels
{d) A
[10] Which {actos geserally keeps the price-elasticity of demand for 8 good
o

{a) Variaty of uses for that goods
() Hs low prica
(=) Closa subsiiulés far tiat goods
{d) A high proportion of the consumet’s income spent on it
[11] In case of a strasghi- line damand curve masling the two axes, the price
elasticity of demand al the mid-point of tha ling would ba
(&) O i)
& 1.8 i ®
[12] Ari incraase in demand can result from:
{a) A daclirie in tha market price
(5] A Increnss in incoimes
{=) A reduction in the price of substitules
{d) Anincressze in the price of complermeants
[13] Compuie income elasticity If demand iIncreases by 5% and Income Dy 1%,
8 &5 B s
o) & (d) MNone
[t4] For a commuodity wilsy 3 urstary ekastic demand curve il the price of the
commodity riges. then ihe consumers iotal expendiure on ihis
comrmodity would -

{#) Increase B} Decrease
{5y Remains constant (d) Either increase or decrease
[15] What Is the value of elasticlly of demand ! the demand for he goods is
parlectly etastic?
(TR 1=
(&) Infindly id) Lagsthan 0
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[1€]

7]

[*8]

[v8]

20]

f21]

1221

23]

[24]

What ig tie original price of-a commodity when price ekasticity is 0.7
and demand changes famm 20 units o 15 unils and the new price is

10t [Pednt elasticity]
(&) £154 by €18

e} €20 o) 8

Il the prica of a complementary good rises :

(@) Demand curve shilts fothe heft

{b) Demand curve shifts to the right

o} Demand curve moves dowrnwards

(d) Demand curve maves upwands

Gross glastcity of demand in Monogoly market is :

{a) Elastic (b Zaro

{c} Infinite {d) Qne

VWhat i income siasticity of demand. when incame changes by 20%
and demmand changes by 40%

(a3 1= b 2

(€} 033 {tl) Mons

IV darrand is paraihel o e - axis, what will ke the nature of slasticity?
{2) Perecily efastic {b) Inetastic

(e} Elantic {d) Highly efastic

Giffar Paradox is an exception of

(2) Demand {b) Supply

{c} Produchion i) Lhtidity

Law of demand 53

{a) quantitallye statemen b} gquallatve statemant

{c) Boty (&) & (b) () Hypothetical

The demand for which type of gocds do not decreasewiih the Increass
in it prce

(&) Comforts {b) Lusury
{c} Mecessities jd) Capital goods

Increase &1 Proe from # 4 1o 6 then decrease in demand from 15
units bo 10 units: What is the price elasticity? (Paint &lasticity)
{8) 08& by &

{c} =15 i 2
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[25]

[

1271

28]

28]

[#1]

132]

Expansion & contraction of the demand curve pocurs due o
(@) Ghangs'in the price of commatily

{b) Change in price of substitule or complementary goods
{c} Change In Ncoma

(d) Mone

The elasticity between two ponts:

(&) Point elasticiy (B Arcelasticiny
{c} Cross elastipity {d} Maone

Whan price remains consiant and guantity demanded changes, then
the elasticity of demand will ba:

(8] Vertical to X.axiz {b) Horizomal to X-axis
(e} Edher (a) or {b) {d] Mone

Dramand of 4 commodify depenits upon

{8) Price {t) Income

£} Price-of redated good {et) Ai of the above.

Incase of subsiilute goods, cross slasticily is ,

a) Megaiive {b) Zara

lcl Positive {d] Mone of thesa

The prices of & commodity were increased from ©.4 1% 6, As & resalt,
demand decreased from 15 wnits o 10 units, What is the price

elasticity? © [Paint etasticity)
¢a) 0.64 {b) 035
(e} 100 d) 15

Other things remaining constant, I the price of the Inferlor goods
decraases e what will ba the alect?

{a) Demand increasas

i) Demand decreases

{e} Cuaartity demanded increppes

{d) Cluartity damand decrasses.

When the prica falls from £ 6 10 ¥ 4, the demand rses from 100 15

units. Caloulate price elasticity of demand. {Pairt &lastiaity)
(2 1.5 by 35
el 05 (dy 2
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23]

(24

[35]

el

37|

f38]

28]

[4c]

Croas elaslicity of periect subsiibulas is:

{a) Zero bl Megailve

e} One ) Iedniy

Vifat s Engel's Curve?

{2) Curve showing three demand curve

{b) Mamed zfter Emst Engel

{ch Both (a) and {by

{d) Mona

A consumer spends T B0 on purchasing a commaodity whean its prica is
¥ 1 per unit and spends T 86 when the price is T 2 par unit, Gaiculate
tha price ebasticity of demand,

(ay 0.2 (o) 0.3

(&) 4 idl 05

Whan the price of gylinder fses from T 120 1o T 200, he demand falls
from 300 to 200, Calculate the price elasticlty of demand.

{a) 1.00 {b) G50

(¢} 5.00 {d) Mone

It the prea is decreased from 1 10 0 % & of a commedity bul tha
quantity demanded remping the same prce alashicity i ;

{2) 1 b o

€ 8 ) (d) none

Demand tor electricity power is elasiic because s

{2} itiz availabie a1 a very high price

IB) it e Bessoriial for (e

(&} ithas many usas

{d) it hias many subslitites

It the income of & persnn incriases by 105 and his demand for goods
Increazeq by 3%, income ekasticity will b

{a) equsl to one {b) less than ane

(¢} more than one {dl none of these

Inthe case of luzury goods, the income elasticity of demand will
1+

(&) zero

{b) negative but grester than one
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[41]

[42]

43

[44]

[45]

[46]

147]

[48]

(g} posithve but greatar than one

() positive but fess than one

Inhe cagze of a straight-lime demand cunie mesting twa axes, the price
élasiicity of demand at the point where the curve meeis y-axis woukl
o S

{8) zero (b} greater than one

(e} less than one (e irdindby

Caleulate income elaaticity for the housshold when the incoma of the
hipusehald increases by 105 and the demand for cars rises by 20%.,
(@) +2 ) =2

£} =5 @ -5

The commodity whose demand is asseciated with the name of Sir
Rabett Giffen?

{8} Mecessary gond {b) Luseury good

{c} Inferior good (d) Crdinary good

In expansion and contraciion of damand "

{8) demend curve remains unchanged

(b} démand curve changes:

(o} The slope of the demand curve charges

(d) both (a} & (o) above

Cartain goods for which Quantity demanded decreases when Income
Increases are called =

{8} superor goods b} inferior goods

fch prestige goous (d] consplowous gocds

When the price falls by 5% and the demand in rises by E%, then
elasticity of demand iz

ia) alastc (b inalastic

e} unitary elastic {d) zer

Cross elasticity of complementany goods 15 2

(&) Positve (b) Megative

{e} Infinity {d) Moneof these.

Dernand of iFpod increases from 850 to BB and Eicome increases
from 9,000 b 2,800, What is incoms elasticity?

{a) 0.53 by 0:35

(ch 043 {d] Mona
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[#4]

[50]

[51]

[52]

=

[54]

[55]

Contraiion of demand results dus o

(8] Increase in the price of thie gonds

(b} decrease.in the no. ol the producars

(e} decrease in the output of the sellers

(d) decreass in tho pace of the gooda:

Bricks for houses iz an example of which kind of demand?

(@) Composite {b) Comgeriiive
{c} Joint {d) Demnad,
Marmat gootis have

(&) zero income elasticiby {bi negative income slssticity

(c} positive ingome elasticity  {d) infinite incame slasticity

I which af the follawing cases the demand for goods tends fo'be less
slastic?

(@) Good is neceksary

() The time-period 5 shorey

(e} Mumbier of close substitutes is less

fd) Al of the above

Which of the following eipsticity of demand measures & movemant
along the demand curve rather than a shift in the curve?

{8) Imcome elasticity of demand

{b) Prica slasticity of demand

(e} Substitutian slasticity ol dmand

{d) Mone ol theso,

11 tha price slashcity of dorrand 2o, tha shapo af the oo will be:
{8) Hodzantal (b) Vartcal

(¢} Sloping downwarda {0} Mone of these

It & 206 fell in the price oi'a commodity brings about & 405 Increase
In its demand, than the demand for the commodity will be termed as:
{a) Inefastic- () Elasts

(&b Highly eastic (el Parfactly alzstic



[Chapter = 2] Theory of Demand and Supply |8 | 487 |

156]

571

[58]

58]

[60]

8]

[E2]

[83]

Expengion and contracion in demand arg eassed by
(@) Chanags in e income of iha buwer
{b) Change irihe taste and preerence of the buyer
{c} Change In the prce of the commodity
(d) Change i the price o the relaled goods:
A fall In the price of normal goods leads 1o
(&) Ashift in the denmand cune
} Fallin demand
£) A rise in consumers real incomes
{d) A Tal i consumers réal income.
A 10% increase n the price of 1sa resulls i= an 8% increase in the
demand for colffes. Cross elastcrty of demand will be :
&) 080 b 125
=} 1580 ) 180
When the tolal expenditure incurned by the consumers ona commaochiny
due to a change s its price remaing the same. then the elasticity of
demand far that commaodity will be:-
{a) Zero {b) Ore
{c} More than one {d) Lessthan one
Wiat vill be the price elasticity f the onginal price 1s: .5, the arginal

_guaniity is 8 units and the changed price is T & and the changed

quantity is 4 units:
(a} 25 b) 20
& 1.5 .0

T eaigenal price of & comimedity @& ¥ 500-and quantity demanded of
that is 20 kgs. If the price rises 1o 750 and the guantity demanded
Iedls 1o 16 kgs. Tha price olasticity of demand will ba:

{a) 0.0 {b) Q.50

(€} 100 {d) 1.50

The demand for factons of production & —

{a) tundamantal demand {b) derived demiand

(g} markat demant i) joint demend,
Cross alastichy of demand  balween two pardedc subsliules will ba
{a] Wery high {b) Very low

(&b Infiniy (o) Zera
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B4]

[65]

|56]

[57]

(58]

[59]

[7e]

What is the elasticity betwesn the midpaint and the upper extrama
point af = straight line confnuois demand curva?

@) Infinila by Zera

(&} Greatar than ome {d} Lessthan one

Thie prici: of o Tifin Box is T 100 par unit and bhe quantity domanded
11 e rearicet is T, 25,000 Urits. Company increased e price 1o 3125,
Due to thes mcrease ® pica; the quantity demanded decreasas 1o
1,00,000 units: What will be the price elasticly of damand?

{a] 1.25 i) o.80

€} .00 {d) Mone of the above.

The: price of 8 commadity decreases from 10 to § and the guaniity
demanded of 1 increases from 25 1o 30 units, then the coafficient of
price elasficity will be ——

{a) 1.00 (B <1.00

e 1.5 fd) 1.5

Whhick slatement i tros aboal the law of dermand?

(@) Income rses, demand rises

(b} Price riaes, demand rigses

(e} Fnce falis, demand fafs

id) Price falla, demand risss

Which af the following is net a determinant of demand?

(8] Consumer's tastes and preferencas

(b} Chality supplied of a Lommadity

(¢} Incoma of the consumens

{d) Price of relaled goods

A denared curve parafiel to the Y-axis imples:

(2} Ep=i} ) Ep=1

i} Epe<i ld) Ep>1

Generalty, when the income of a consumer increases, he goes indor

_superior goods. leading 10 a fall inthe demand for inferior goods. It

means, Inoma elasficity of cermand forsupedor goods, .
(& less than 1 () unitary
ic) zirn i) negative
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[71] W e quantity demanded of X commodity insreases by 5% whan the
price of ' commoddily increases by 20%, the cross-price elasticity of
demand between X and ¥ commaodity will be:

(a) 325 () 25
{c} -4.00 () 4.00

[72] Which-amongst the foliowing is the right formula for calculating the

price slaslicly of demand wsing matio mathod?

(@) (ACHAP) = (PO (b)) (AP w (O
() (AQUAP) % {QIF) {d) (APAAQ) x (1P}
[73] Straight ling dermand curve at e poird of meeting the s-axis will
Indicate elasticity coefficlent Equal to :
fa) one b} infinity
(e} zeto {d) more tan one

[74] Changesinthaguanity demandasd n responsato changes in the prce
of the same commodily is catled.

{a) ehange in damand b change i guantity demanded
{£} income demand {d) cross demand
[78] Other things being egual, a fall in the price of the comalementany
goods will cause the: af the olther 1 dse.
{al price: b supply
{ch desmand id) utility
[76] & horizorital detmand Gunes paralial to X-axks shows it the slasticily
of demand is: )
(&) zern i) equal fo uniy
{g} greater than unity id) indingte.

[77]  Whin the price of & commadity. increases from ¥ Blo T8, s demand
decreases by 105 The price elasticity of demand for the commodity

5
(a) o8 by 02
fe) 10 {d 11
[78] Whick onaol (he following i$ comest aboul the price elasticily of
demare for a commodity?

(&) It remains the same under all SHuatons
1) I has sevorl degroesnaiung
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&) N remaing unaffectad by ihe price of any athar commodity
{d) It is an immeasusabia concepl
[78] The supply of & good refars to @
{a) Astual praduction ol goods
(b} Total stock of goods
b Stocw avallable lor sale
{d) Amaount of goods offered for saie at & particuiar pnce perunit of
fima
180] Increase or Decreass in Supply Means;
&) A shiftin Supply curve
(o) Movement along the sams supply cune
{c} Bath {a) and (b)
{d) Meithar-{a) os i)
[B1] It supply curvi 1s Pédectly Inotastic, the supplyooune is:

{a) Verical {b) Hoszontal
(g} Upward shoping ) Dowsward sioping
182]  When supply price increase in he short ren, the profitof the producer
(& iFEIl;-'ﬂﬂ»Eﬁ (b} decreases
{o) remains constant (d} decreases marginally

[B3] A changs in the supply of & commodity along with the same supply
BLRE a3y BCEUF due 1o
(&) Changein the price of the commodity
) Cheanicge ifv vy Brices of redated goods
(e} Change in future expectations about the price. of the geods
{d) Change in the coat of inpuis

[B4]  What Is the elastcity of supply, whon price changes from T 15807 12
and supply change from & units to 5 units?

(&) Q.57 {b) a7
{o} 0Bz {d) 058
[25] A perfectly inslastic supply curve will be:
(8] Paralle! o X-axis {b) Paraflsl to ¥-axi

(o} Downward sloping {d) Mone of thesa
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[B6]

a7

L

[29]

(=]

[91]

(82]

IF the supply of a commodity is perecty slasts, an inoreasa in demand

wil result in:

{a) Decrease in both the price and quantity at gquibbrium

(b} Increase in both lhe price and guantity al equlllrium

(c} Increase- in eguilibrium  guantity, equilbrium price reasaining
constant

{d) Increase in equilionieon price, equilibriem guantity remaming
constant

Whan the change in tha quanlity suppied & properionsts 1o the

change in the price, the producer is said to have___ :

{a) perfoctly elastc supply (B relatively elastic supoly

() unitary alastic supply (d) perdectly inelastic supply

Expangion in supply refers 1o a siuation whan 1he prodiscers ana

willing to supnply a:

(&) Larger guantity of the commadity gt an ingreased price

(b)) Largarquigntity of the cormmadity doa to increasad taxation on that
commandity

e} Larger guantity of tha commadity a1 the sama price

{d) Largar guartity of the commodity at the decreased price

When supply is perfectly inslastic, slasticily of supply s equal bo

(& +1 (B O

e} ) Infinity

I here is an improvemant in the technology, ;

{a) thesupply curve shilts ta the left

o) the supply curve shils 1o the nght

fc) quaniity suppied ncregse

{d) Both bh and fc)

If tha price of apples nses from .30 par Kgto & 40 par Kg and tha

supply Increases rom 240 Kg to 300 Ky, Elasficity of supply s

{g) 0.75 {hj .67
ic) 0067 id) 0077

A horizontal supply cune paratiel to the quantity axis imples that the
alasticity of supply is ;

{a) Zera (b} terfinide

{6} Equaltoons (o) Grester tan 2om but less han ong
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[33]

(4]

[as]

97

28]

(28]

Supply refers to the guantity supplied at a particular price for a
particutar period of time:

{f) True (o) Falze

(e} Partly true {d) Mone

Ireraase of dacrease n SUpply means:

(&) Change In supply due fo change in its own price

{b) Changa insupply due to changea in factors othar than its.own prica
1) Both the above

{d} Moneof the above

Winan Supply- Curve shifls ta the rght thensia_ ____inSupply.
(g} anincrease () expansion
lg} contraction (d) decrease

Elasticity. of supply is defined ds the responsivensss of quaniity
suppliod of a good foa chanon in the
{a} price of concemed good (b)) prica of subsfitute good

(o demand {dl none:

The supply of the commadity implies?

{a) Total Output during A specified period

(B s total stock

{6} 15 stock avalable for sale

id) Hs Cuantity Offered for sale at a particular price per unit of tima
Supply of a commodity 15 a

{8) stock concept

(b Bow concept

() both stock and o concep

{d} wholesale concept

The price ol mangoes increases from © 30 per kilogram to ¥ 40 per
kitigram and the supply incresses from 240 kdograms the 300
kifngrame. What will b tha etasticity of Supply for mansgoes?

&) — 087 (b + AT

() —0.77 {d] =075

[$00] If & 20% el Ik price Dings about & 109 fal In quantity supglied,

such g cass elasticiy of supply will be equal toc
{a) 2.0 &) 0.5
e} 1.0 (o 1.5
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[101] At & price of ¥ 25 per ki, the supply of & commodity is 10,000 kg per
week. An increags in its price 40 7 30 per kg, increases the supply of
the commodity 1o 12,000 kg per weak. The elasticity of supply wil be:

(&} 0.75 by 1.00
g} 150 {d) 1.75
[102] Shark- run price is alse called by the nama af
&) market price {h) showrcom prce

{e) maximum relall price (dl nene ol thasa.
[#0:3] If & 20% fall in the price Drings adout & 10% fall In the quaniity
supplied, then the efasticty of stppdy will be equal ko
a) 20 (&) 4.5
fe} 1.0 {di 1.5
| 104 The slasticity of supply i greater than one whern;
{8} Proporionate. chanpe in price i more than the propodiongts
change in guantity supplisd
(b} Proportionats change in guantity supplied iz more than the
proportionate changs in price
(o Change in price and quantity suppled are equal
{d) All of tha abowvs
[105] Supply ralers to whash of the leliowng?
{a) Totai stook of tha goods
i) Stock of the goods available for sale
fe Chuartity of & good ohiered for salke ata particolar price
i) Chuartity of 8 good acisaly sokd
[10&]-After reaching seturation point consumpiion of addiboral unita of
cammodily causes
(&) Total utility 1o fall and marginat utility to increase
b} Total and marginal ulifity both kg increasa
foh Tkl utiiity 1o tall ard meegial Wity 1 become pegathe
i) Totai utility 1o become negative and marginal utility bo fall
[107] The elasticity of supply is greater than one whan
(&) Proporionate chasgd in prics i grealer than the propodionats
changs in quantity supplied
{b) Propartiomals change: It guantily supplled s more than the
| propartionate change in price
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&) Change In price and guantity supplied ars agual
{d) Al of the above
[10B] As the price of a commodity insrsages, normally, e supply:
(@) Decreases {b) Remains unchanged
(¢} Increases (d) Cannot ba determsned
[109] It equilibrium s presernt in & market thien it can be sald that:
(& The price of the product will tend to rise
(b} Cuantity damanded equals auantity supplied
(=} Cuantity damanded excesds quanhity supplisd
{d} Cuantity suppiied sxceeds quantity demanded
[110] Suppy is a ‘concegt.
{a) fow (b} stock
e Bow and stock, Dotk {d) rualitative
[1171] Elaslicity of aupply i measured by dividing the percentage change n
quaniity supplied of 8 good by
{8} Percentage change i inooeme
{b) Pearcentage change in price
le} Parcentagpe changes in gquaniity demamnded of goods
(d)} Pementage-change inlasle preferances
[112] An increase in supply denotas a shift in the supply curve to the right.
It there i an ncrease in supply without & change In demand, the

equilibricer prce will and the quantily demanded will go up.
(& 1=l {b) remain constant :
(&} increase (d) becames zam.

[1.3] Which among the following is not a detesminant of supply?
{a) Price of the commedity concernad
b} Prices of the faclors of production
e} State of technology used in the production process
id) Customs and raditions in sociely )

[114] When the price af the commodity ricreasss from T 200 par wnit 1o
7250 par unil arkd Gonsed ey e goanlily sapplisd rsas from 1000
units o 1100 units, What will be the coeflicient of elassicity of supply?
(8] 4.0 o) o8
€} 5.0 (¢ 0.5
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[115] The Supply Curve shilts 1o the fght becalrse af:

&) mpraved lechnalogy

{b) Increased price of factors of production
e} Increased exciss duly

{d} Al of the abowa.

[116] The supply of a geod refars to

{a) Siock avallable lor sake

ib} Total stock in the warshousa

(g} Actual production of the goods

(d) Claantity of the good Gffered Tor sale at & panicular prce par Enit
ol time.

| Anives ]

1@z |2 i|s|@m|s |m]|s]we
ol tay | 8 |da) | & [y [0 [ |1 | (b | 12| i
13 | (&) | 14 | (&) 15 fe) |16 | (& | 37 | (=) | 18| b
19 (b |20 | () | 20 [qa) |22 | i6) | 28 | o) | 24 | (a)
26 [{a) |28 |(by | 27 [{b) |28 | (dh | 28 | (&) | 3O | {2)
3 | (o) [ 32 |8 | 33 [4g) |34 | fc) |36 | (o) | 36 | ()
ar | b) | 38 | (c3 | 3@ | ey |40 | ter | A | (e | a2 | fa)
a3 | () [ s | (d) | 8 o) |46 | (a) | 47 | (b) | 48 | by
48 | () | B0 | id) | 51 | fe) | B2 | (d) | B8 | (b | &4 | (6]
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73 [ (e | 78 |y | 75 [ie) |78 | |77 | (md | 7B | (e
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PasT YEAR QUESTIONS AND ANSWERS I

B

[2

%

oo |

snows the overall cutpul generated at a given level of input

{a4) Cost function

o) Production function

(=) 150 oost

() Marginal rate of technical substiiution {1 mark)

Answer:

{b) Production function states the relalionship belween inpats and
cutputs generated,

It LAC curve fais &5 outpul expands, the ks dus o -

{a) law of diminishing returng: (b)) economics ol scaig

(=) law of vanable proportion  {d) dig-economics of scake (1 mark)

Answer:

{b) In the long run, when oulpul expands tolal cost tiest increasas, then
becomes constant and finally decreases
When output expands., and cost curve 1alls it ks the fingl stage of

ratums o scale which oocurs due to economies of scake.

|Bpguants. are agual to

{g) Product Lines

(b] Total utily lines

fo) Costlines

{d) Revanues Imes (1 mark)

Answer:

{8) A isnguant consist of altemative combinations of inpul 1 producs
a given guantity of output and product lines ane lines raprasenting
vanous combinalons of laciors af production o produce a given
cutput.
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2007 - FEBRUARY

|47 The margingl product curve 15 above the average product curve when
the-average product is:

{a) Increasing (b} Decreasing
{c} Constamnd {d) Mons 11 mark)
Answer:

{a) Marginal product and average product are so related that when
average product increases, MP ncreases at a faster rate and cuts
AP atits Maxomum and when AP falls MP falis at a faster rate. So
thie miarginal product cune 15 above e average product cure when
AP is increasing.
¥

5 Me

Armoint ol
Varlabks Factar

[5] Increasing returns 1o scale caén be axpHainod in terms of:

{a) External and internal economies

{3 Exiernal and inlermnal diseconombes

{z} Exlernal epcnomice and intemal diseconomies

() Al of these {1 mark)

Ansoger:

(@) Increasing retumsio scalé |e. Wheh output increases mons than tha
inrcraase in inpul. It ooours dos to axternal and miernal economics.
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2007 - May
[BY Anisequanl is lo an mocost Bne St he squslibrium poirl:
{&) comex {t) concave
ich tangent () perpendicutar {1 mark)
Angwar:

{e) An iscquant iz tangent 1o an Boccal line. This point of faRgency
cefines the egulliorivem positon of a fiem, & higher isogquant shows
an uhalerakle polnt and & lowar o shows underuliized resoirmes.
Hence anisoquant wilh an Bocest ine as tangent |5 he eguiibrium

. posifion.
171 Atthe pointof inflexion, the marginal product is:
{a) Increasing {b) Decreasing
(&} Mazimum (di Megative {1 mark)
Answer:

() Paint of inflexion is & paint in the first stage of law of varabls
praparion ie, When MP becomes maximuam. A this point. the slopa

of TP changes.
¥
A
Pt ol
v LLg
Irriemicn,
E;a:lll.n:ﬂi.
VETEE
Pl uctMargnal’
Frodut
AR
LE] 1R L

Armouril of Yarialbis Fachor
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[8] Déminishing manginal raturs implies;

{a) Decreasing averags varabie costs

b) Decreasing marginal costs

{g) Increasing margnal costs

(d) Decraasing average fixed cosls {1 mark)

Answer:

() Keoeping other thinge constant whan marginal cost increases with a
considerable increass n varable factoss, tha marginal product
denlines. Thisisthe second stage of law af varkable proportion or the
stage of diminlshing refurns,

2007 - ABGUST

[a3 1f the marginal praduct of labour is besow the average oroduct of lakiour,
il must be true thak
(&) Marginal product of labour is negative
() Margingl produst of labour is Zem
(g} Average product of labouris falling
|d) Awerage product of labour is negative {1 mark)
Answer:
{€) Same as Ana 4

2007 - NOVEMBER

(1] Law of vanable proportion is valkd when;

1) Caly ore Irput iz Heed and all othver inputs are kepl veriable

{b) Al factars are kept constant

{c} Al inputs are varied in the same proportion

{d) ‘Moneof thesa {1 rrark)

Anzwer:

(&) Law of variable propontion cccurs in shor- run. Shor-run 1 8
pencd whan only one input is fixed and all other inputs are kept
varable.
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[11] Shangeintotal reienue due fo incremertal change inguartity supplisd

s caliach )
2] Marginal Bavanue {b) Marginal Change

{c} Average Revenue () Average Chango {1 mark)
Answer:

fa) Marginal revenus is defined as an addiion mads to the it
revanue by geling one mare unil of 8 commodig. It e the
incrameantal change = tolal revenue
MR, = TR~ Ty,

[1.2] Increase in all input [eading to less than proparfional increase in output
iseaded .
ja) Ineroasing relurns to scala
() decradsing relums to scale
{c} conslant riums o scale
{d) hoth increasing and decreasing refusmns sl 11 k)
Answer;
(b} Decreasing returns o scals it the slage whsn the incease in tha
output ks less than the increase in input; this accues due o lmaemal
- and exiernal diseconomies,
[13] Conslider the fallowing cormbinations of nputs.and ouiputs:
This productian nchnology satishos
Lahour Clapital Clutput
5 10
12
14
18
ia
20

= 3
o |
N e Doha =

e e [——]
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{d) Increasing refums i scale
b)) Diminishing ratums 1o scale
() Constant miurms te scale
{d} Increasing relums irdially, lollowing by decraasing relums fo scala.
' 11 mark)
Answer:
ic) In the given production technglogy the incrsase in input is
peopoartienata to the increass in oulpat.
With an increase of every 1 unit of iabourand 2 units of capital
the autput increases. sy 1 unit,
Hence, it = the case of constand retums to scale as both foed
arid wariabie taciors are changing (all factors ane variabla).

2008 - JuME

[14] During 1™ stage 'of baw of diminishing retms:
(&) MP and TP ismaximum (D) MP and AP are decreasing
g} AP Is negative {d) TP is negatrve {1 mark)
Answer: )
{b) During the second stage of Law of Diminishing Retums [ie. Law
of Variatle Propantion) both MP and AP are decreasing becausa
b his stage the oplimum sombinaton between fied ard warabbe
factoershave baen-attained and now i thednputis increased, output
stars decreasing. Al this stage: 1ofal product increases al a
diminishing rale 1.e, MP and AP decreases.
[15] Consider the following table:
Labour Total Output Marginal Product
[V}
1 100 100
2 oo ]
a 240
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What is the fofal oulput. when 2 [abourg are employad?

{a) BO {b) 100
e} 180 {d) 200 1 frark)
Answer:

(e} When 1 unitof isbour s employed TR = 100, MP = 100 when 2nd
urit-of labouris employed MP = 80 Le. additicn made to icial
product s 80
Total product whan 2 labowrs ans employed is 100 + B0 = 180

OR
M =TF = TPy
80 =TP,«100.
TP2 = Bl 100 =150,
[H6] Who has given the caoncept of Innovative Enfreprenaurzhip?

{a) Robbing (b} Adam Smith

€} Schumpeter id) Sweezy {1 mark)

Answer:

(c) The concept of Innovative Entreprereurship was given by
Schumpeiet.

2008 - DEGEMREN

[17] AT f0unite Tolal Cosl— 7200
2 units:  Total Cost— T &0
Marginal Cos{ =7

fa) 50 () 40
{c} 30 {dy 200 {1 mark)
Answer:
b} Given Criginal total cost = 200
Ciriginal quantity produced = 10units
WNew tatal cost = T 60

Mew quantity produced =20 units:
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[18]

39

Marginal cost s e addiion made 1o the Lot cust by productiin

of an addsional unit of cutput;

Bdditiongt Cogl =R 600 -T 200
=T 400

Additione! guantity produced =20 undis~ 10 mnils
=10 units
="

M = =
=T 40
Awsian Fleed Cost = 120

Quantity Produced = 10 unts
Whial will e tho Average Flued Costof 207 uni?

fal 110 by T20
-1 (di Mong i1 mark)
Answer,

{a) Avorago fmed cost (AFC) ko tha totol flved coot divided Dy the
numbar of Unds produced i 6. AFD = F_E‘-_‘-

Where O is the rumber of units produced

TFC =8 2010 uvis
=T 200

a = 10 units
- 200

AFC sp
=¥10

Sinca &FC steadly talls proulpul incraases iance for 207 unit AFG
=% 10,

What ls Production in Economics:

@i Craation / Addition of Uikt

ib} Produciion of food grains

() Croaton of sorwces

i) Manutachuning of goods: i1 mark}
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Anzwer:

{2} In Economics, production is the process by which man utllizes or
corvers ihe rescurces of natune, works upon tham 20 85 1o maka
them satisfy human wants. The satislfying power of gooda and
sendoss o called wility, Hence wa can conciude that production
can alsg be défined as creation or addition of iy,

{20] Extemal Economies of Scale are obtainad by:

{a) a lirm {hl a groug of firm
() Senall Production (d] Society (1 mark)
Answer:

(b} Extemnsl Economies ol scala accruss o irms as 8 resdll of
expantion in the oulput of the whale 'i"t:t.l:_ﬂry and they are not
dependant on the output level of indadidual finms, Thay ane selamal
in the sensa that they accrue to finrms not because of their internal
siluation but from cutside ia. expansian of the mdustry,

2008 - JUNE

[21] W.a lirm's outpud is zero, tham:

fa) AFC will be positive (b} AVC will ber zerg
i} Bothof (a) and (b} {d} MNone of (a) and (i) {1 mark)
ANswer:

e} Avarage fixed ool may be axpragsad as- Fioed cosl dvided by the
number af units. When the firm’s output s zere, average: fixed cost
s positive as fooed cost is incurred sven If no units are produced.

oA variable cost may be exprossed as- varabie cost per
umit produiced, When the fion's outpul ia sern, there will be no
vanable cost hence average variable cost will be zen,
[22] Functions of the entregrensur ane:

{a) Risk bearing

() Initiating & business enterprise and resource co-ordinating

(e} Introducing new innovations

i) Al ol the above (1 rmark)
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(23]

Answer:

{d} The'entreprenaurhas 3o been called the crganiser; the manager
o sigk- 1aker, Tha 1ask of an entrepraneur is to iniate praduction
work and o bear the nisks involved. An entreprenaur periorma tha
Tollowireg functiona:

{i} Initiating a business enterprise and respurce co-ordination
(i} Aisk bearireg or uncertainty baaring
(i) Irenigreatioe

Law of diminghing retums is-applcable in:

{a) Manulacturirg indusiry

b)) Agricuiture

e} Nedher (&) nor (b)

) iy ecomomic acthvity: 81 & polat of fme {1 mrk)

Answer:

(d) Lanw of dirmanisting raturms Stalas st as mofe and more factons of
production are employed, the total production first incressea, and
then evertually declines. This law applies to all econdmic acthvities
al some point or the ather,

2009 - DEGEMREN

[24]

Labsour fore wanis more

1m) faciby () lekgire
{g} benefi {d) ali of the above (1 mark)
Answer:

(b} Labour is one of the factors of production. A labaures has 16 ke
a choice belwesn hours of abour and hours of Ieisure. Labour
farce preters to have more of the rest and lelsuta than saming

ey
[25] Production aciiity In the short-run is analysed by:

(8) Returns to scale (b} Economies of scake
(g} Law of varabie proportion {d) Mona of these {1 markj



| 4.108 [I Solved Scanmner CA Foundation Paper - 44 (Mew Syllabus) I

[26]

Anzwer:

e} Shon- run is a time peried when only one factor is fixed and ress all
are-varianle, The taw of varable proportion operates in the shon
nen. Therefors, in shorl- ron praducton activity ks anakeed by this
lewe.

Increasing retums 1o scale ooours due 1o

@) Economies of scals (b} Speciallzation

g} Indivizibility of faciors (di Aliofthese [1 mark)

Answer:

(d) Increasing retums (o Scale ocours when tha autpul INCreases mone
than the increass in inpul, This occurs due 1o economies of scale
aksa it ooours due tothe indivisibility of faciors-and retums 1o scale
Ay alsd increase because of greater possibilities of speciaiization
of land and machmery.

2010 - June

127

(28]

Law of diminishirg retums is appicabie in

(&) only manufaciuning industres

(b)) oely agricuftars

e} neither in agnciulture nor in Industries

) I el pconemic activities after & il 11 mark)

Answer!

{d) Law of diminishing réturms stales that as maone and mare factors of
production-are employed, v total product first increases and then
eventually declines. This law apphies to all economic activitdes afier
a limit.

Law of increasing refums is applicable because of

a) indivsibility of factors (b) =specalization

(¢} aconomigsol scake {d) both (3} & (b} above (1 mark)

Answer

(d) Thatwncauses of Law of incressing Retums are:
1A} Indivisibility of Faciors.

(BY Division of Labour and speciatization.
Hernce both opbions A ard B are cormee
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[28]

When oulput decraases by 2075 due o an increase in inpuls by 200,

this stane |s called the law of

(4] increasing selums 1o scale (b mmng redurn s o scale

g} comstant relums loscale  {d) none.al the above {1 mark)

Answer: 3

{d) Low of constant refurns states that with increass in input, the
outpud alen incraasas in the same proportcon.

Howednar, in the. given quastion, the oulpul s decieasing by

20% due 10 8 increase in input by 20%. This |s not the case of
constant retumns o scate. This is nedher the case of Increasing
returms io scale nor decraasing retums to scale, hence, the answer
would be none of the abova.

2010 - DECEMBER

[30]

[31]

In the first stage of the daw of varable proporians, the total product
increases at the

1) decraasing rate {b) increasing rate
{¢} comstant rate (d) beth-aspdb. (1 rrark)
Answer:

() The law of varable proporfion stales thal as we incraase tha
ruantity al are input whioh i cambined with ather tixed inpuats, the
WP of varkable inpul eventually declines. I s divided ndo three
stages (laws):
(i} Law ol mcreasing refums
{ii) Law of dacrassing retums
(i) Law of negative retums
Whalt will be the tokal product when two labourers are hired according
to the tabbe given balow?
Ha. ol labourers  Taotal produei Marginal product
L] 5 -
1 350 350
s 250
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[32]

15) BEO by 580
fc} 350 {d) 230 {71 rrri)
Answer:
(b) TP, = TF,, + MP,
= 350+ 230
=580

Which function'shows the ralationship batween nput and oulpul?

{a) Consumption lunctioy b} Irveestrnent lunciion

() Production function (@) Cost unction (1 mark)

Answer;

(e} Production junction afales the relationshep betwean irputs and
output i.e. the maxmum samount of putput thet can be produced
with given guantities ol inputs under & given siate of technical
knowledge,

I!GHI = JuHE !

(23]

Exlarnal sconomies an enjoyed:

ta) By large producers caly (b)) As the tim expands

(g} Both (a) and (k) (d) Mone of above. (1 k)

Answer:

{c) Extemal sconomiss are Bivse sconomies which acores ko fimms as
a ressult of expansion i the outpul of the whcte industry and thay
are not cependent an the output bevel of Individual iims, External
poonomies are enjoved by large producers.

2012 - JuNE

[34]

The: Law of Rimimnishing Returns is applicable in "

{a) only in mancfacturing (rdustres

i) only in-agriculture

ie} neither in-agricutiune nos in Industies

{d) all economic activities after a point. (1 merk)
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(35

Answer: )

(d) Law af diminishing returns gecurs in the shioet run and states that
as mare and more units of varable factors areemploved to & fixed
factor total product first increaees and then eventually decfines.

Thiz law cocurs on 2l econamic activites after a point of time
hecause after reaching an opfmum combinaton the factors
becorms over utilized and lead 1o ksser produciion.

The concept ol Belutns lo Scals is alaled ta!

{a) Veryshort penod

b} Shot perad

e} Long period

{d) Mone of ahove. {1 mark)

Answer:

(e} Long -run nefers fo the time pariod when all the factars chargs and
rics Factor b5 o, )

Wher all Inputs are changed In the =ame proporion, 1 leads na
change inacake. Therefore, refurns 4o scale oocurs in the bong run.

The furction of an entreprensur is:

18] Initigting a0 entergise and reaource cooedinaticn

{b) Risk Baaring

(¢} Imtreducing mnovations

{d) Al ol the abiove. {1 mark)

Answer:

{d} An entreprensur b= & person who combines sl daciors of
production, bears rak-and iniiates the process of production. An
artreprensur perdonms tha following funclions:

(B} Initiating 8 business and resounca coordination
(k) Rigk beating ard uncerlainty baaring
[£] Taking innovabions
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2012 - DECEMBER

[#7] Which if the following is mof 8 charactenstics of lnd?
{8) Itis a free gift of nature
b Itk & moble 1actar of production
fe} Itis limited In guaniity

{d} Its productive power is mndastnnchibie. 11 mark)

Answear;

(b} A factorof production shodld have e follewing charaeterstes to
be calted land ©

1. Ivig & free gitt of natine
2. |tis sirictly imited in guantity
3, Itis indestructible
d. It cannol ba shifted from one place foanother,
5. Itisaspechc facion of prodection
[38] A production lunclion is defined as the relstionship betwesn

{a) the quaniity of physical Inpuls and physical output of a firm

ib) Btock of inputs and steck of sutput

(¢} prices of inpuls and outpu

{d) price and suppdy of 8 firm. {1 mark}j

Answer:

{8) Production furiction states (be relationship between ifputs and
outut Le the maxmum amouri of cutodt thal can be produced
with given guantities of inputs under a given gtate of technical
knowledge.

[39] Production activity in thi short period is arvalysed with the halp ol

{8) Law of vanabie proportion (b)) Laws of returns 1o scale

(c}. Bolh (&} & [b) {d) Mone of the above {1 roark)

Answer:

{a) Production funchicn states [he melationshp bereesn inputs and
outputs. The production activity ¢an be in shor-rum o lang-nin.
Short period is that period of fime whizh is foo shon foca fiom to
inatall new capital equipment lo mcreass production. This is dana
when the law of vadable proportian i anafysed.
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2013 - JuNE

[40] Which of he following ie the reason for (e working of the law of
incressing reums’

&) Fubler wilisation of fixed factors

b)) Indivisibility of the factors

{c} Greater spacialization of labour

i) Al al the above {1 mafk)

Answer: ]

{d} The causes of ihe law of increasing retums are;

— Indivigihility of factors.
— Divizion of labour and specialisation,
When varabie factor is increased, fuller utilisation of fixed
factor becomas: possible and it rasults in ncreasing retumes,
Harnos, all of the abowve are e reasons fof working af the law
of Increasing refumns.
[41] Extamal aconomies can be achiaved through:

{a) Foneign trade only

ih} Superior managerisl skil

ic} Extension of ransport and credit facilities

{d) Externsal assistance. 11 mark)

Anzwer:

{e) External economies of scale ane those which accrue to firms as a
result of expansion In the cutput of the whole indusiry. These are
available to one or more of the lirms in the form of —

[iy Cheaper raw matanats and capital equipmant
{iiy Technological extemal economias
{E) Development of skilled labour
(iv) Growth of arcillary industriss
{v) Balier iransporiation and markeiing lacilities. Thus, exiemal
economies can be achieved throwgh the exdension of Iranspaon
and credit facilitles,
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[#2]

Extemal peanomies arse dus fo;
{a) Growth of @neiiary indusihes
(b} High cost of technologies
e} Increase m Ihe price of Baciors of production
(d) None-of the abave, {1 mark)
Answer:
fa) Externzl aconomies ariges dua to the tollowing reasons:
i} Cheaper raw materials and capital equipmant
{ii) Technolonical extermal econonmiog
(i) Deveiopment of skilled labour
(i) Growth ol anciliary incustries
{v) Bettertransportston and marketing faciliies

2013 - DECEMBER

[43]

[44]

Inncvation haony of enfrapsenaurship i propounded by

{a) Knight {6} Schumpeter

{c} Max Webar (d] Peter Drucker {1 miark)

Answer:

(b} The concept of mrovative entreprengurship was propounded by
Schumpeier.

Production functan is:

ia) Purely & fechnioal relationship betwesn input & ouput

{b) Purely 2n economic relationship batween inpul & oufput

ic} Both the technical & economical relationship between mput &
ot

{d) Mone of the above. {1 riark)

Answer:

(&) Production furction states the relationshin betwean inputs and the
outpld e the maxmum amound of the output that can be
produced with the given guantifies of inpuls under s giverns slate of
technical knowledge.

Thus, production functon s purely a technical refationship
bretwaen inpul & output,
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[45] The corcapt ol returis o scale is retaled with:

{a) very shorl period b1 shor pedod
(€} Iong parod {d) noneof the above 11 mark)
Answer:

{c} Long -nun refersto the ime parod when afl the factors change and
mo fagtor is fixed, when all inputs are changed in the sama
propartion, it leads ta a change inscale. Thersfors, relums i scale
penurs in the bong un,

“Thits, option (€] 15 carmct:
[46] In Cobb-Dougias production fuaction, two inputs are!

t2) Land and Labour {b) Labeur and Capital
(e} Capiial and Emmeprenewr  (d) Entrepreneur and [and (1 mark)
Answer:

{b) Cobb-Douglas Production funstion spglies not toan individoal fiim
bul o the whole of manctactinng. I Whis cages, culpal s
mianufactsring production and inpuls used are labour and capital.

2014 - JuME

[47] WWhich ane of the following Is not a charasteristic of land?
12) A free gt of nature
b} Itz supply ks fxed
{c) A active factor af producton
id) It has different uses. (1 mark)
ANSWEr:
fe) Agathecralical concept, land has the fallowing characteristics:
(1) Land is Nature's gifl.
[2) Bupply of land is fxed,
(3} K has Indestructible powers
{4}y 1t s a passive facior.
(5} & has different uses,
Hence, land is not an active factor of production, thus option {c} is
the cormrect answer.
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(48]

|48]

An Entregranedr underiakas which gnea of the Tolkowirsg functons?

{a) Initialing a business and résource co-ordination

(b} Fisk or uncertainty bearing

e} Innovatians

) Allol the above {1 mark)

Answer:

{d) Anentrepreneur perfarms ihe fiollowing funclions in general:

(1) Initialing a business enterpriss & resaurne co-ordination,

(@) RAisk beatnouncerainty Dearing,

3 Innovatons.

Honce, option (d) 1e. all of the above & tha cormact answar.
With-a view to increase s production, Harharan a manutactuner of
shoes, increases all the factars of production in his unit by 100%: But
at the end of the year, he finds fhat instead of an increase of 100%, his
production has incraasad by anly 80%. Which law of raturns 1o scaks
ts operaling in this casa¥
&) Increasing retums o scale (b) Decreasing retums o scale
ic} Constant rslurms to scale  {d) Mone of the above. 1 mark)
Answer:

{b) When output increases in & smaller proportion with an increase in
alt inputs, decredsing returns 1o scake are said 1o prevaill. In this
case, inpuis are increased by 100% in comparison ko outputs
which ars increased by 80%.

Hence, option (b} is comect

I 2014 - DECEMBER l

[50]

Linear homopenanus production luncton & Based on;

(&) Incressing retums o scale () Decraasing retums o acale

{c} Constant retumsto scale (d) MNone of the above {1 mark;

Answar:

{¢) Limear homogeneous production function i bazed an corstant
returns to scale. |t cecurs whan the inpuls [ncrease by some
propoficn and the oulpulalso icreages by tha sama proporticn.
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[51]

[52]

(54

Which of the ioflowing statemant i tnee in relation to an 1SO-Guant

Curve?

{a) It represents those combinations of two factors of production that
will give the sams level of output

(b Il represents thase combinatons of &l the Tactors thal wil Ghva the
same lovel of owlput

() It shopes upward 1o the Aght

i) L can Wouch aither axis, {1 mark)

Answier:

fa) An so-quant represents all those combenations of bao factors of
produdics whicharg capable of producing he same level al autpul.

Production 15 defined as:

() Creation of matter

o) Creathon of utity In matter

(¢} Creaticn of infrastructuzal facilties

{d} None of the above- (1 mark)

Anawer:

(b} By producton we mean that process by which man ulilsas ar
comwvets the esoutces of nallse, working won tham 8o a3 1o
mase them satisfy human wants

Long perod production function is refated fo:

(@) Law of vanabie proporfions

{b) Laws of returns to scale

{c} Law of diminishing returns

(el None of tha above. 11 k)

Anzwer:

(b} Long pariod prodiction function is related to kew of retums 1o scale
which relate to the long-pericd preduction functon By changing ane
or more-of its faciors. Long pariod production function is ralated to
law of returns 1o scale which ralate to the leng-period production
furetian ty chandging one-or more of ik factors.
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[54] The conalesion deawn from Cobb-Douglas ooduction lunetion |s that
Iabour contnbited sbout and capital abourd cftha increane
i thie manulaciuringg produs Ean.

. L T
@ 52 L 22
i ’1'.‘.;? fd) Mone of the above. (1 mard)
Anawer:

{a) Cobb-Douglas production luncllen stales thal Bbour conbibuted
abaut flhﬂ'ﬂlﬂﬂ'ﬂl Aot %th of e Bcreazs n the

manutaciuning produciion G = KL G
Where T s oulpul, L' the gquantiy of kbour, 'C° the Quarnily
of cagital, 'K’ and ‘a’ ara poalive constants,

|iﬂII-J|.li I

58] IS0 guenia are alEo known aa:

fa) Production possiblity burves

b} inditterence cunes

el Froduction indliference cunves

idi Hona of the above. {1 miark}

Answor:

e} 150 quants ars alse snown as production indifference curves, They
show ail those comibiretions of differsnt iactors of production which
gives fhe same oulput 1o the producer. 130 ouants are similar to
ingiforonco oure s of tha thoory of concumar bohaviour,
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156]

57]

[58]

Human capital refers o

{a) Bavings by individuals

(b} Muodilisation of savings

e} Human skilis and abilities

(d) Productive invastmont. {1 mark)

Answer:

(o) Human capital eefers fo kuman skill and ability. This is caled
hwman cagital bacause a good deal of invesiment has. gone inlo
creation of thesa abiilibes in human.

Thae Law ol Varladle Proporions ks assoclated with:

{2} Shor parad

by Long period

o} Both shert and long periods

(d) Meither shor nor long periad. {1 mark)

Answer:

{8) The law of varable proportions examines the production functien
with ore factor vanable, keeping quantities of other factor flxed.
Thiz law operates in the shart ranwhen all the factors of production
carnct be increased or decrarged simulianecushy. In other wards,
it ralers 16 input-output raladisnship.

Which oneof the Tollowing statermants is not conrect?

{a) Land has indestructibla powers

(b} Labour i= modibs

g} Capltal Iz nature's gift

d) Land is & passhee factor, {1 mark)

Arswor:

{c} Capital haz been rghlly defined 83 ‘produced means of
progucton’. If has baen produced by man by wotking with natute.
Therstore, capital may well be defined as man mads instruments
ol production. Exampbe: machine, lools, instuments, factones elc.
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(58]

[=1]

&a]

Which of the following is nof a  charactenstic of labour?

(8] It is pershabls

b} It has weak bargakning power

(e} Labour and Labour power cannof be seperated

() Labour ia ot mabile {1 mmiark)

Answer:

id} Labiour is not mobile, This s not 8 chardcienstic of labour. Labour
{8 mobile.

Which among the following ks not a characteristic of Land?

fa) It is an active factor

b L kas varsly of vses

(e} Itz production powerns ane indestnictible

) Its supply is imited {1 sk

Answer;

{8) Land is a passive factor of production. It = nol a active facter.

When average product rises-as a resuft of an increase in the quantity

of vatable factar, marginal product :

) Equal toaverage product

(b More than auerage prodinct

(¢} Less than average prodict

id) Becomes negative 1 mark)

Answer:

(b} When average product rises as a resull of an incréase |nthe
guantity of varabie factor, marginal product i5 mors than averags
ot

Suppose e lirst four units of a varkable inpul generale cormesponding

fotad outpat 0f 150, 200, 350, 550. What will be the marginal product of

fhe third wndt of input?

fa) 50 i) 100

{ch 150 {di 200 11 mak)
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Answer:

id) Marginal progust of the thirg wnit of input
= TP, - TF,
= 550350
= 300

2017 - Jume

[83] The famous Cobb-Douglas production fenction is based on studies of
industrias in the United States of Amernica,

{a) manufachering () construction
{c} consumer {d) aviatian. {1 rrark)
Answer:

{8} A famous statistioal production function & Cobb-Douglas
production function. Paul H. Douglas and CW. Cobboof the LS AL
Studied the produciion function of the American manuiaciuring
industries. In s oRginal form, this prodection funchon applies not
to e indivicdual firm but bo the whale of manufactunng in the Linited

Siates. Thus, option (a) is ¢orrsct.
[54] In Economics, entire process ol
ulilities in the Tarm of goods and sarsces.

i mathing bul creation of

{a) bonsumptian () peaduction
{c} exchange (d) disribution. (1 mark)
Answor:

(b} Production is nothing bul the-creation of ulilities i ha foom of
goods and sendées, For example, In the production &f a waalen
sult, Ulikly i& created in some term or the olher. Firstly wool is
chianged into woolen cloth at fhe spirning amd weaving mill (ubility
created by changing the form) then 1 & mken 1o a place where il
Iz torbe sold (utillty added by transponing it). Since wocien clothes
are used anky inwinter, it will be retaired until such time when then
they arg required by purchasars{iime utility). In the whaole process.
serviceEs of vanous groups of peonle are utiized (as that of mil
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workers, shopiescpers, agents afc) o confibute o the
unl_'mnceq'ﬂ}m‘at of ulility. Thug, the antire procass ol produciion is
nethirg but creation of form ullity, place wility, fime utiity andier
perscoal ulility,

2018 - May

[B5] Cobb Onuglas function is gheen by O = KL G®

(@) H=4+(>1, increasing raturns

{B) I« + B =1, increasing relurns to scals

() W= 4 < § diminishing retums

{d) = o =1, decreasing returns 1o scale {1 mark)

Angwer:

{b) Cobb-Dowglas funchon is gnan by Paul H. Doeglas and GO, Cabb
of ULSA sldied the prodiction of American Mamufaciuring
Indusiries. They deseribe that sutpul S manulaciuring and inpul ars
labour and eapdad, 1k given by 3 = K L* CP %0 a+ b > I,
increasing retum to scale.

[B6] Production is defined as:

(&) Creation of matier

() Creation of utility in matter

(=) Creation of infrastructural facilifies

{d] Mone of the above, 11 roierk)

Answer:

(b} Man cannol creste mater. Man can create only wility in mathor.
Producticn should nof be taken as création of matier but it is t&ken
a3 creation of wtility in matter
For Example: Wnen man produces a tabie, he does nolcreate the
mmiatter of which the wood is composed of. Ha only ransioms wood
int ehiair and utility to wood which did nel have utility before
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671 The conclusion drown frem Cobb Douglas production function is hal

iabour contribuiad about and capital abolt ol the increase
n the manufaciunng preduction.

i b LT
ol b e ol 2"
I ‘;‘f () Nongofthe shove (1 mark)
Angwaor:
{2} As Cobb-Douglas lurclion i below:

Q=KL gh=

Which shows that labour produces 3/4™ and capital produces 14 of
ihe incresse in manutacthunng prodisction
[627 &L the point of infiemion, e mangnal product B

{8} Incraasing fb} Deereading
(o} Mammuem idi Negaive i1 mark)
Answer:

(e} Point of Inflesion & & poinl where manging! product s at maxdinum,
First marginal producs ity inorease then reach at maximum points
wirich Iz point of irflaxion and than decrease, Margnal product can

ety LR
[B87 lecquants's are squal (o
() Product lires (b Tots! ubilty lires
ey Costnes () FBevanc nag i1 marky
Answer:

in) iscquants ars similar to indifferance curves of theany of aonsumar
behavigur. An isoguants represants all those combinations which
are capable of producing same level of oulpul. Production
ndiference curve f& anotiver. Name of lsoausants as il represents
prosdiet lnes,

[70] Increasing retums o scale can be axplained in tems of

la) External and internal economics

(b} External and nterial disecongries

|e} Extarnal economies and intemal dissconomiss )

(d) Al of thesa, i1 mark)
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Answer:

(@) Ingreasing retum 1o scale MEans INcrease n oulput is greater than
Incraase in npat and increasmg ralum 1o 2cals ccauses dua 1o
external end inlernal econgmies while decreasing retum 1o scale
causes die 1 extemnal and intems| dissconomieg.

I 2018 - NovemBER |

[71] According to Cobb-Dowglas production function will get returna
1o scaled
{a) Constant
() Diemimishing
{2} Increasing
(d) Any of the above (1 mark)
Answer:
(&) According 1o Cobib- Douglas production unction is staled as
Q = Pﬂ.“(f-‘"'""
When 'O is oulput | 'L i the quantity of labour and 'S the quantity
ol cagital. 'K’ and “a’ are positive constants.
[72] Whlch of the fallowing statemant abicut factors of productiomn s nol true?
&) Land is & passive factor
(&) Land iz & free gift of nature
(=} Land is imimobilg
{d] Land is perishabls {1 roark)
Answer:
(d) Charactenstics of land are
. Land is a free gift of naturs
2. Supply of and s fived
3. Land is permaneni and has indestructiole powsr
4, Passive fachor
34
T

Land in Immabils.
herefore, land ks not perishabie-and {d) cotion will the answer.
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2019 - May

[73] Whnch of the followin = considered a8 production in economics?

{a) Helping a blind person in crossing the road

{0) Group dance performance in a codlage annual function

{2} Heiding a child whao is falling from & wall

{d) Perorming anar in a thaatme {1 mark)

Answer :

() Production congists of vanous processas 1o add ulllity to natural
mesowGas lor gamning greater satistacton from them by making use
of peragnal skills i the foem of aervices.

Example: Performing an art in a theatre,
[74] Marginal, average and otal product of a tiom in the shor run will pot
cormiprisg with

{a) When marginal product g 8t a maximum, average product i equal
to marginal produict, and total produet is rising

{b) Whaen average product is mastimum, average product is-egual to
maiginal product, ard botal produst Is rising

() When marginal product s negative, tolal product and-average

product are falling
(chh Whatt total product 18 increasing, average product avd manginal
praduct may be sither fsing of falling {1 mark)
Answer :
{a) The retationship between average product and margmal product is
e folows: )
i} When average product rises, margnal product is mane than
AVETAQE procuct

[ii) When average product is maximum, MP = AP
{iii} When average product falks, marginal product & less than tha
average product.
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Y 3
I
I 1
1 1
Total = H H TF
Prodsat’ 1 1
Maiginal 5 I
Produsct! I
Avetage 1
1 -
Chatpist ‘}.t =

Hence, option (&} is nat the relation between MP and AP.

2019 - NovEMBER

[75] Supply of land &
i8] Elastic

(b Inelastic

{c} Perlectly elastic

id) Perfactly inslasiic

Answer:

(d) ‘Supply of land Is pedectly inefastic in caze of econamy. Land |5
sirictly limited i quantity. It s differen from other factors of
pracduction in that no change in demand can affect the amount of
land in existancs, However. i ig relatively elastic from the poind of
view of a firm.

[76] BAP is the slope of

jaj TP

o) AP

(¢} Bath

{d) Mona

In case of Gconomy?
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Ansuar:

i{a) Marginal Product is the shope af Total Froduct as-
Total produst ke e 1ol oulpul maulling ffam the oficrna of all
tactors of preduction cormbired ingather a1 ary tme
Marginal proouect ig the change I total proguct per Lnit changa in
the quantity of vanabie faclor, & i s the addien made n
additronal Unli of oufput
MP, =TP. - TP,
O

‘E ATP = Criange in Tetal Procuct

LG = Change In Quartity
For Question [T7] - used the data table given below |

g 9f workers Total putpul Marginal pulput
a L] &
i 10
2 = B
a 24
[77] 'Wnat wil be folal outpul tor 2 warkes,
(&) @
) 18
o 12
o 17
[76] What wil be marginal culpul for 3 workers?
[
o 12
e} 7
id) 8
[74] Awesage Product for fhree labour
fan 12
) 1
fcl 8




Ansuser:

For Answer [77] - [79] used the data lable given below:

Al Feat il of aidpid, Tetal sutpal and Marginsl oulput & squal Ls
TP = MP = 10 units {grven as TP = 10}
TP=§ NP

TP = 10 +8 = 18 unils of output
Mo. of Workers Total Qutput Marginat Dutput
o] Ln] o
1 10 i [1]
2 1M+ H8=18 ]
3 24 24-18=8

As Mp, = 1P, —TF,,

e TP, = TP, L. lotal produdt at 3 units of Ebour (woekern)

TR, =TP,, =TR,

Total product a8 2 units of whaur {workar)

MP, = WP, = |8, mangina! product of 3 units of labous (worker)
24 unite — 16 wils = 6 s

And margnal prodict i Maximum &1 8 Lnits of labour,

[77] (b} Total oulpul for 2 workers s (b) = 18

[78] () Masginal cutput for 3 workers i (a) = 6

78] ich The average product al 3 unils of lbour i 8
AP = .Tg; 3}:3
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| PAST YEAR QUESTIONS AND ANSWERS I

[11 Coporunity oot is:

(2} Dvectcosl fb Totel cosl
(&) Acoounting cost idl Cost of foregone oppariundy
{1 miak}
Answer:
{d) Eipporunity cast s e eost of fhe nest best altemative forgona. (iPs
the cost of foregone ooporunity.
[2] Ascutput increases, sverage fred cost
(@) Aemoins constant b Sfare fting
[e) Start rising i) Nons (1 mark}
Answer:
(b} Average fived cost 8 axpressed as
WEC Flwad Coel

Mo, of Wnite orogueod
Fiod cost aways remaing tiked. It does not increasa with an
Incresse in outpol. S0 the avarage faed cost fals as more and mone
it are produosd o the Hned coal temains the samo.
[3] Average fixed ::gnﬂn e oitained theough -

o !Fc-'—:a— ik Arc.%
1c TEC
§ R L
el AFG =& i AFC = {1 miark)
Answor:

Fizacd Duasl
Average fiwed cost = TolaiFiza
H Mo of unite pradugad



[Chapter = 3.2] Theory of Cost|® [ 4.131 |

In given Quagion,

AFGC = Average fixed cost

TFC = Total fiwed cost

TW = Total i, of units produced.

2007 - Fesruanry

[4]

(51

AFC cunie & |

fa) Convex & downward sloping

) Cansave & downnard sloping

(o} Corwox & upward sioping

1) Concave & upward rising i1 mark}

Angwer:

{8} AvaisgeTined cosl abways decreases with 2n increase in cuiput s
the AFG cunia is comox 2nd downward sloping.

A firm's averags fwad cost is 320 at 6 unis of oulput what will it be at

4 units of Butput?

fa) ¥ EO i T30
ok F40 i 20
Answer:

. TG
(] o [ p— 2 -
N L S of uniis

o= 1EE
L
56 Toial fxed cost = 20 6

=T 120,
50 Averege Foosd Cost of 4 unes ol outpul

AEC = TR
Mo, of unile

AFc= 120 =230



| 4.132 [I Solved Scanmner CA Foundation Paper - 44 (Mew Syllabus) I

81 U-shaped average cost curve is based o

{a) Law ol incraasing cost

(b} Law of decreasing cost

e} Law of comstant relums bo scala

(d) Law of variable proporiicng {1 mark)

Answer:

{d} Avarage costcurve is U shapad due lo law of variable proportion:
I the flrst stage T.P Increases so AD decreases. Ihen T.P
becomas constant and finally T. P dacreases and A Cincréases,
Hance, it glves a U shape 1o the average cost curve.

b

L1 ] inlia ¥
2007 - May
[F1  When shape of average cost cune i3 upward, marginal cost !
{2) Must be decreasng (b} Wust be constant _
{c} Must be riging (dy Any of these 11 mark)
Answer:

(e} Average cost and mangingl cost ane 5o related that when gverage
caoal falls. MG fails &t g faster rate, whan AC rises, MG cuts AC &t
It i,
S50 when AC curve is upward MO must be rising.

[8] M fotal cost at 10 units s ¥ B00 and T B40 dor 1tth unit. Tha manginal

costof 11th unit &s::

{a) T 20 ) ¥30

{c} T40 {d] T50 (1 rrark)
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Answer:
e} Margingl Cost, = TC, - TG,
=T - Ty
= 640 - B0
=T 40
Marginai cost of 11th unitis T 40.

Economic cost excludes which of the folleeing :

{a) Accounting cosl + explicil cost

(1) Aceounting cost + implicit cost

ic} Explicit cost + implicit cost

() Accounling cost + opporhunity cost {1 miark)

Answer!

{a} Economic costtake into account accounting (expliclt] cost and in
addition ta this 1 alss includes amount of mopey the antreprenser
ciuld have axrned il he had invasted his monay and. sold his
services and other actors in Ihe next best allernative use.

Iy 2 ruitehedl:

Eeongrmic Cost = |mplicil cost + Explcil post

R = Acoounting cost 4 Implicl cast
CHR = Acoounting cosl + opporunily cost

2007 - AuGusT

[30] Which of the following cost cunses iz never ‘U shapad?

{a) Awerage total cost curve: (b)) Marginal cost curve

(g} Total cost curvs (d) Tota! Fxed cost curve (1 mark)

Answer!

(d} Totml fixed cost refers do the cost which remaing same even if the
production total increases. Ficed cosf has no effect with an
incraass or decressein produstion. Examples of suoh cost are rant
of Iactany, electricily chares, efe. Since fived sosl always remains
constant so the fived cost curve is not U shaped but if's a straight
lirwar.
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[11]

[12]

T

TEL
Soxt

pb——y
Outpue

Supposa, the total cost of production of commosdity X i ¥ 125000, Out
ol this cost implict costis T 36,000 and normal profit is £ 25,000, What
willl b the explicit cost of commodity X7
{&) 80,000 B) 65,000
e} 60,000 {d) 1.00,000 {1 mark)
ANswer:
b} Totalcost =1 1,25.000

Imnphcit cost = T 35,000

Mermal peolil =% 26 000

Explicit cost = 7

Total cost = Explicit Cost + Imphicit Coat + Narmal Prafit

1,25.000 = Explicit Cost + 35,000 + 25,000

Explicil Cost = ¥ 65,000 )
What |s the fotal cost of productian of 20 wnits, i fixed cost 57 5,000
and variabbe cost (5327

@) 5,400 o) 5,040
e} &.080 {d) 5020 {1 k)
Answer!
b} Total Cozl = Fixed Cosi + Vanable Cost
T 5,000 + 20 %2,
=¥ 5,040
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2007 - NOVEMBER

(1)

14]

[25]

Exteémal economies acorua due to !

8) increasing returns to scale (b)) increasing retumns fo fachor

{c} law of variable proporion  (d) low cost 11 mark)

Answer:

(a) Exmternal econcamics accrse 10 firms as a resulft of expansion of
outout of whobe Industry, Increasing retums ia-scale ocours due 1o
exiemal enonomies.

Al which poini does the marginal cost curve intarsect the averapgs

vanable cosl curse and shor run averase total cosl cuna?

fa) At equilibrium polits (b} Ar their lowest points

{c} At their optimum points {d) They don't intersect at all

(1 proark)

Answer:

(b} Marginal cost curvie and average cosl curve have a terdensy thal
when ACcurve falls, MC curve falls faster when AG curve fizes MO
curve rises on a faster rate and MG cunve ouis the AC curve atits
rmirdrruEn {iowest poind),

T

Irnipdicit cost may be definsd as the.

ia) Cosia which'do not change over & panod of ime

(b} Costs which ihe firm incurs bt doesn'l disclose

fch Payment o the non-owners of the fiem for the resources

{d) Money payment which the self emploved resources could have
pamed in their best alsmative employment {1 rark)
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Answor:
() Implcit cost s the cosd of sell emoloyed resources,
it i tha'coot of inpiss owned by tho firms and usod By tho firm
In 5 own praduction process.
Imgtal cost includes:
(@) refumn on money invested by the erireprenour in T own
DuEiness:
{b) rént of 3¢ owned bulding of the entreprensisr .

2008 - Femnu any

[18] ANrim's average Theed cast & 740 a8 12 units. What wil ne the average

M) oot al 8 unis:
() ¥ B0 i TTO0
el T 80 () TEO (1 maric)
Ansurer
TFC
m AFC= Mo. of umiis progocad
TFC
il 12
TFC = dl x 12 =T 480
Averagn fiued coat of B Unie:
AFC = TRE =200 _ oo
Mo, el unie Pfﬂ-ﬂ ucad |

[17] Petumns o scale will sald lo be in opsralion when quanity of
fal Al inpuls ars changed
) Al Inpuls are changed in already esiakikted progoriion
ey Al inpuls are nol changed
(d) Gine input is changsd while guantity of all other inputs remmin the
SAMa (1 mark)
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[18]

(8]

Answer:

(b} Returns foscale comes into operation when abl Inputs whether
fidad or variable are changed in same propartion L&, the soale of
production changes.

Which of the following curves never touch any axis but is downward?

fa) Marginal cost curve {b) Total cost cunve

() Average fixed cost curve  (d) Average vanable costourve

{1 mark)

Answer:

{c) Average fixed cost curve never fouches any axes but it slopes
downward, Avarage fivad cost can never be zedo evan if therg iz ro
production se it can never touch any axss. ARG falls when output
incregses as fixed cosl s always fived. Henca, the cunve is

denwiieard shoping.
Which of the following 15 known as Ermelops curve?
{5) MG ciirve {h) AFC ourve
(¢} LAC curve (d) TRC carve 11 mark)
Answer:

fe} Long nin aversge cost curve is callad enveloping curve as it
ervelops all short ron average cost cunves (SAC curves are
tangent 0 LAC curve)

Y JI
54
Cost BAG
SAL; SALC
LA
B
o Output ¥
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[21)

A lrm produeing 7 ounis of oulput has an averaga otal costof T 150
g b 1 peay T 350 10 its Haed taciors of protduction, Fow much of The
avorape fotal coal s made up of vanable coat?

fa) ¥ 200 ) T50
el t_am idy T 100 i1 mark)
Answer
1C
WA= Mo ol wniin
TG
Tl ==

Total cost of T units = 150« 7 = 1050

Fired Cost = T 350

Total ot = Fised Cost + Variobls Coal

1050 = 350 + V.C,

So varahla cost ot 7 units = 1050 - 350 =7 700

Average varible cog! of 7 unite = Tf" =100

Aliom's average ficed cost 5 T 20 at 6 unils of cutput, What will it be at
3 units of sutpur?

fa) TEQ b T30
[c; T80 i T30 11 mar)
Answer:
e A
(e} Avarage hxed cost i
g0 JEE
E

TFG «20x6=T120,

TFC 120
A | | Pl L = =
VElae Fixgdd cost ol 3 unils o ﬂl.ll.lll.lﬂ a1 " a0,
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[22] Calculais \otal cost ol & uni ©
Units Total Cost @)  Margnai Cost (2)
40

2 B

2 — 30
() 140 ) 120
(e} B0 € 40 i1 mark}
Answror:

@) Let the total cost of producing 4 units be T x
Qrangs in Total Coot

P = wge Tn Toial Oudnilly
- B0
- -,t- -ﬂ - 30
¥ - BO
=R =3
= %« B0 = 60
w50+ BO
=7 140
[25) DUTPUT{UeR)  TOTAL COST
| aa
1 40
2 20
3 =1}
Find Average Flxed Gost of O units
(aj 10 b 40
e 65 i 60 i1 mEn)
A

i{n) Avarags Fiknd Cost
» A¥ETage FleasnCoat' 80 g 40
Qidaniiy a
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|24] Lorg run does not have!

{a) Avorage Sost {b) Total Cost
{t) Fixed Cost i) Varable Cost 11 mark)
Answer:

(¢} Long run iz a pericd of time during which the firm can vang all it
inputs, unlike short nen in which some inputs are fised and other
ara vanable. In other words, in short rum tha firmis tied with a given
piznt, in the long run the firm moves from osg plant to anothar, sa
lgeg rary does ok have any fined cost

[25] Which o the fallowing curve i pol U shaped?

fa) AFC {b) AVE
&) MG (& TG {1 Mk
Answer;

{8} Fixed cost remains lixed irespactve of pumber of units produced
and therefare average feed cost keeps an decreasing as mors and
e upis are produced. Due 1o this, the average fued cost curve
abways stopes downward throughaut its length and it is not of U
shi e,

R o i T

AFC

o
L

QUTPUT
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(28]

[27]

From the foliowing datails, ind oul the average varzbie cogt of 10
units:

OUTRUT : 0 16 0
Total cost: €200 T and T 800

(@l T40 ) T20

{ci €200 (dh ®400 i1 mark)

Anawer:

(b} Variable cost per uril = Billere noa i caal
DilTevered I unite produoe d

= !’-l{l-bl-:ﬂi‘l =020 par unil

Varizble cost of 10 unils =320 = 10 =T 200
Therstome, avarage vanabie cos{ = '_.}EE =320

Thie bt eost incurted for 10 units in 2 400 anid 20 wnits i 800 Find

the marginal cost.

fa) T 400 ils) T4n

G T 200 i@ T20 {1 mark)
Angwer:

(b} VariabtaMargmal cost may be eapressed as
Differant in costdilfarencs in wnils
Iy thes Frwmn case,

Marginal sost = 200 2400 _ 2400

20-10 B T lepmunk,

[28]

Which one of tha foliowing is comect 7
(8] AFC=AVE+ATG {b) ATC = AFC - AVE
o} AVC=AFC +ATC i AFC =ATC - AVC, i1 mark)



29

32

Ansurer:

{d) Tolal costofa busingss is the sum of total variable cost and fotal
lierd cogt, Symbolically, TC-=TEC 4 TVC, Simitarty, avedage lott
cost s a sum of average variable cost and avarags fixed cost 2.
ATC = AFC + AVC. This formula can also be sxpressad as:
AFRC = ATC — AVC

Calculats AFS of 3 units from e Tolowing data:

Unit 1 1 2 3
Total Cost a0 40 50 6

& 30 &) 15

e 10 ) & i1 mark)

Answrer

{e) Fixod costl s The cost incurred ew when no producion (g dong,
whersas cost incurred on production ol units i cabed variabla oost.
Total cost is the surmmation of fixed cost and varable oost

In the gnven case, at 0 urits of cutpul. the lotal cost is ¥ 30
Thig 1otal cost comprsss of on'y lixed coat and not vaniable cost a5
o unvts e procuced X
Fixed cosi always memaing same, imespecive of the membsr of
unis,

Tharetora, avarage fxes coat of 3 unisa will b
AFCe JEE
M of wiils

ﬂFcnramm=L:° =T 10,

Find AFC of 3 units ;

Uit o 1 g

Total Goat 15 25 a5 a5
(ai & (= 4]
fet 15 o 25 {1 mark)
Anawer: '
{a) Fined cost remalns same. imespactive of The kevel of oulpt.

in the given case, fixed cost =T 15

_ Totel tised poat _ T15
AFCal Junits =T 5
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[31] WWhat will be the TVC I wis produce 2 Lnils?

Urits 1] 1 2
TC 20 37 80
fa) 15 ) @5
- i o 30 () mark)
Ansiarer:
{d] Al 2ero unite of oulgut TC = FG (sinea TC=FC4VG)
S0 FC =120,

A2 unfia of output TC = 50 and FC = 50 80
variable cost = Tolal coul ~ Fixed cosl
5020 = 30
192] The lotal cout of production of 10 units is T 200, When produchon is
incransed to 20 urita ita iotal cost becomas T G000 What will be it

marginal cost.

() 400 by 40

i 4 fd) 30 i mark)
Answsr: '

) Marginal Cosis oxproesod ag;
= Dilfsiense in toial cost

Eillersnce (n lolel urnlis
L 60D €200 _ F400

20- 10 10
= Ld parnit
[33] Units (] 1 2 3 4
Total Cost 20 30 40 45 5O
What Wil be the AFD at 4 Lmits of output,
a2 b 3

il 4 i 5 {1 mark)
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Answor:
(d) Average fieed coat s expressed as.
- Fotaltizedoasl 230

Quantily _.':urulh =¥ Sparunk
2010 - DECEMBER
[34] Poymon made (o outsiders 10 helr gooda and services arg calbed:
(a) Dpporiunity cost fb) Real cosl
o Expicit oost i implci cost i1 mark)
Anser:

[45)

Ie) Exobrit cost jor Atcounting coa(] skes care of Al the payments
and oisrges mads by Ve sntepreneur o the suppllas of warious
productive factors E.0 wapss to workers employed, prices for the
raw materisls. fuel and pouer used, rent for bired bulding. inlerest
on monoy borrowed for doing bunsingsa slc. These costy are
included in cosi of production,

Birect Gast is also known as

fa) Ingiract Cost bl Tragedolk Cost
(ol Opportunity Cosd idl Accounting Cost {1 mrk)
Answer:

(b Indiirect costatso known 25 non-traceahbls cosl Tracesbis cost also
krviam 83 direc! coat. Accounting coal also known as explicil cosl.

A firms AFC = 2 200 =t 10 units of ouiput what will be it ab 20 urets of
oLApLT

{a) 500 @) 100

foj 150 i 200 {1 mark)
ity IFQ

h]- AFC = m

Kow, TFG for 10 unita of Sulpul = 200 x 10 < 2000
« AFC e 20 urills = ":g“ =100
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[37]

3]

[45)

[¢0)

[#1]

Loing fun price s also called by e name of

inl market prioe bl mormal price
ot administerad price i) wholeszale price. (1 maric)
Answer;

(b} Long Run price js also known as honmal prce:
mmuu:mm&ztﬁeunmmihmtmagmhm:
Dhuatpast k3

Total Cost (in ¥) EBD BB9 E50
a) 105 b 1835
ey 233 o 2o {1 mark)
Answrer:
)y TC at O Unis ol culpul =T 580

— TFG =T 58l

Qutput 2

Fionr cost s known as sl
(i) prlne (bl sugplementary
e} ovarhaad id) oo 11 mark)
A

to) Fieed ooal (3 aso nown 85 overnead 0ost sings i continues o
et wveri i e operaliots are suspended. For example rent of
tactony.

Averape Revenes Curve s also Knoem a8

fa) profi curve, b} Sermand urve.
fe} supply @ine. i) avemage costourve. I1 mark)
Answer:

fb) Avaings Fevenie Gurvs isalac Known as Demand Gures.
‘Sugpby curve rermial ning unchanged, an increase ndemand will i 1o,
(Al &l inprice ) A& nse in price

e} Mo chahges n peice i) Anncrgase n supph, 11 mErk)
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Answor:

Output
(b} An increass in derand withaud & change in supply leads o a rae
Iy pricer and quant iy,
| 2017 = June I
[#2] Find out AFC of 3 unit
il 0 1 4 a
TG 300 1000 2,000 3,000
fa) 100 b 200
ol 300 ) 400 {1 mark)
Answer:
8) Avarags fiken cost (AFCY = T84 Flsed coagt
Mo ol wnia
In the plven aasa,

Total fixed cowt = ¥ 300
CAFG foe 3 unz = %"‘:!mn

Hence, ARG 103 units ia T 100
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[#3]

44]

145]

[+£]

[ -omcmwen

Unig L 1 &
L% 580 1200 1500
Calculata AFC Gt 2rd Unit of outpat
{a) 245 fhi 290
ic: 310 id) 20 i1 mark)
Answer:
Tatal Fixen coat

00 rerone froad oot MG = A ) gt

In the ghven case, fsed cosl = ¥ 580

AFG of 2 unlt = % =% 290

In the fong fun all factors are —
fa) Fixad
i) Varigble
fei Al factors rermsin unthanged
i Men. (1 mark)
Answor:

(b} Long run be i perlod of tkme during which the fimm can vany sl of
Its inputs. In other words, inthe kong nun a8 tactors are varabk and
o factor & fxed,

What s ibe total cost of prociustion of 20 unis, It foed cost s T 5000

and variabie cosf is 227

i) 5400 ) 5,040
o} 4,860 idi 5,020
Answrer:

Sama as Ane. 12

What will be the AFC of 3 unita of Output a8 per table ghven Delow™
Outpust

o 1 ] 3
Total Cast (in T) ot 1000 R2E00 3000
il 100 bi 1,000

fal 200 (d) 400 (1 mark)



[47)

[+8)

48]

Answor:

(a) Total Feed Cast = ¢ 300
Total outnut = 3 units
 AFC = % s¥=.nm

What lrill be marginal cost of 67 Lnits of production sccolnting o the
ol given balow

Liads of Production 0 10 28 ar ar
Takal Gost 160 200 300 BOG 1,500
{a) 10 b 20

oy 30 1= -4 11 mark}
Ansaar

(e} Changs in latal coat = 1400 - SO0 =T 800

Change in unite of pradwction = 67 - 37 = 30 unita
= Cpangain Totat Cesy _ BO0 _

Wik parLok e v units T 0

Whien of tha followng is Imown as Envetop Cuve?

Al Average varkable cosl curve

(b Avarags total cost ounve

) Long run dverge e8! cune

{d) Short rn average cost cures 11 mak)

Answar:

ife) s & firn hasa choice that a plant can bs varisd by infimeely small
gradations so thal thane ane knfinite number of planta correapanding
o which there sve nurmercus average cost cunves, [n this cass, the
Lang Run avarage eodl Curve will ba & pmodTh curva anveloping
ol thase shorl ne average cosl Curves. Thus. Long Run avelage
ceot cunve o also known o8 onvelopo cune.

The aversge fed cost for producing an outpul of & units of @ product

by atirm i3 2 30, The same cost for pro0Using &n output of 4 uniz will

bel 3

e} 50 [

et 26 o 20 {1 mari}
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Ansuenr:
b Total faied cost = 300« G =2 180

- AFLZ for 4 units of output = %=% =745

[50] Gaen
o 4 ]

Total Cost(¥} 20 24 a8
Whal will be the AFC of d tnits of Culpud
fal 2 i 2
ey 4 i 5 {1 mark)
Ansaar:
{d) Total Fixed Cosl {TFC) =7 20

Total Units of sutput {T) = & units

ARG s " r= 5 =lh

[51] Suppose ihe wial cost of production of commodity %' =T 1 25,600 Cut
of ottvar cost impacit & T 35,000 and pormal peotit @ T 25,000 what will
be tha explicit coet of commodity "%

ia) ¥ EO.000 (b} 65,000
(e} T 80,000 i Te0,000 11 mari}
Answer

() Exsiteit Cost - Total Gost - impiien Gont - Normal Prott
= 1.25/000 - 35,000 — 25,000 = 2.65.000

| 2012 = June I

[62] Wil will b thee tolal tned coet 1o the production of thies units &s par

the datils giver: beiow
Units 0 1 2 3
TolalCost | A0 | @D | 1555 | 8670
tal 620 &40

i)
i 1118 ) 2650 i1 mark)
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Anzwer:
(&) Flxed cost is the cost which rermains fixed aven if the tolal outout
& »ero. Also,
Total Cost = Fixed Cost + Vanabls Cost
A1 zero units of outpat, variable cost will be zen.
620 = Fixed Cost + 00
Sodotal figed cost = T 620
Fized cost remains constant iraspactva of unils of oulput.
Honce at 3 units of oulpul alea tolal fided cost will be T 620

[53] Gostin terms of pain, discomlon. disability involved in supplying the

84

varicus factors. of production by thetr owners are termed as 4

{a) social cost (b)) empiicit cost
(¢} real cost {d) impicit cost {1 miark)
ANSWEF;

{e) Feal cost reders to all those paymenta which are made to the
factors of production locompansate forthe effans, pains, exadicns
o sacnfices suffarad by tham.

Reai cost = efforts, paing, axedions and sacriices of labour
ard capital + wall ard abslinance of enireprersaur,

Aaal cost is tha cost in terms of pain and sacnfice made to
producs gocds and servces, It includes 1he cost of producing
poods and sececas as wellas the cost of all resgurces wsed and
the cost of not employing those resouncas in atternative isae.

Which of the following is known as the Envelope Cung?

{a) Average varable cost curve

ib) Avarage tolal cost curve

(¢} Long run averagh cost curve

id) Short rin average cost cane. (1 mark)

Answer:

{c} Long Rur Average Cost Gurve (LAC) e U shaped curve. When
LALC curve |s declimng 8 |s tangent to the falling porticns of the
short. ren cost curves and when LAG 8 rising it is tangert to the
riging portions of the short run cost curves. In simple words, long
fun verace cost cunse ernelops all the short run cost cunes and
fence i knowr as e envelops surde:
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(58]

(56

¥
Ay
cost

o Dutput x
The dosl of resturces awngd and employed by 1he entreprenain
himsedt in his business is termed a5 cost,
(a) explici (b} implicit
G} fimed {d) variabla. (1 mark)
Anzwer:

(b} Implici costs ara the cost lor which paymentin money Bms is not
made. Thesa ars the cosl ol aciors ownad by iha anfreprener
himsed and smployed i hig own business. For eg, An
ertreprenadr uses his own land for production. if he would have
rented that land he would have eamed rent. So the cost of using
his own land Inthe business is known as the implicil oost,

A firm will clioss down in the shaort period if its average revenus is e

than its:

fa) Average cost (b} Averags variable cost
(¢} Marginal cost Idi Average fixed cost (1 mark)
Answer:

{b} A& firm should close down in the shor run i it is not able to recover
its wasiabis cost. A firm shall continue o run if it & not abde o maet
b5 Timed tozl becauss il may recovar il i fulure, Bul varable cost
i5 mourred 1o maed the payment of raw matedal, labour ate, which
ahoubd be mat atherwise e firm should ciose down,
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[57] Afirm's iotal eost €T 200 at 5 unis of outpld and T 220 218 units of
oulput. Thie marginnl cosl of producing Gth wil of outpul will be

(&) 20 i %20
ek ) 320 {1 mari)
Answer
{a) Margrial Goal, = TC, =TC, .,
=TG-TG,
= TC,- TG,
= £20 =200
=¥ 20 par unit

(58] Consider ihe foliowing cats
Units sloutpud 08 1 2 53 4
Total Ciast; 2645 60 85 106
Thie Averape Varizble Cost (AVE) for an oulpit of 4 onits will be -

fa) Te0 by T30
(e} 25 i €28 {1 k)
Answror:

{#) VC Py = Cifleranes in Tatal Cose
Cererangg i enilg piedicod
- 105 28
i-b
= !ag =t Hpu,

VG ot & urits = 20 x4 = T80
L AN - ': =720
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[82) The changs i total cost tue 16 one unit chiange In the sulpul & calfed

cost,
ial marginal bl svemge
Iz} avamge varabe il avarags fixed {1 mark}
Answer:
{a) Marginal enst s the adilion mace b the tolal cost by production
of an addicnai unit of output,
[BE] When AC cure is dsing, he ME gurve mirst be b it
in) egual ) above
i} beiow {d) parallel {1 mark)
Answer:

bl When tne AC curse riges as 3 result of an increaze in cuout, MC
s mare thas AC L8, MO dinve i3 anave AC surve
[81] The Average fixed cost for producing on output of 6 Lnite of & product
by afirm iz ¥ 30 Thesame cast ior producing an outpat of 4 units will
beT ;
&) 50 by 45

el 25 d) 20 {1 mark)
Answarer
b} AFGw - 1EC.
Mo, of un it
Fw LC

g
~TFC =308 8 =T180
Bo, AV for 4 units of aulput = L:'ﬂ'

=045

[62] Whih of the foliowing cos! curve will slope dowmwant and doss not
feruch the o-Axs?
fal Avesage cosl cure
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[83]

[&4]

(b)) Marginal cosl curnsa

e} Avarage varlable cosl cure

(d] Average fixed cost curve, 1 mark)

Answer:

(d) The total fixed coalis a constent amount, e it s fixed in nadure.
Average feeed cost will steadily fall as'output increasss, Thereions,
i we draw average fixed cost ourve it will stope downwards
ihroughout ds length But Wil ol touch 1o v-axs as AFC cannal be
2.

Supposs the tolal cost produchon of & commadily 15T 1,25,000 aut

of which Imyplicit-cest = 2 35,000 and nommal profit s 325,000, What

would be the expliol cost ol commodity X7

&) 790,000 by T E5,000

ich ¥:1.00,000 {di ¥ 80,000 {1 mark)
Answer;

b} Totlcost =7 1,25,000

Implict cost =% 35,000
Mormal profit =% 250,000
Explicit cost =7

Tatal cast - Explich cost + Implicit cost + Mormal prafit
1.25.000 = Explicil cost = 35,000 + 25 000
Explicii cost  =1,25,000 - 35,000 - 25,000

=&5,000

In which of the foliowing cases opportunity cost concept applles?

{a) Resources have aiiematve uses

ih) Resourcas have limited usss

¢} Resourcas have no use

{d) Mone of the abave. {1 mark)

Answer:

{a) Dpparunity cost reférs to the cost of opportunity forgone Involving
B comparison between the attermative chosen and the aliernative
fargome: It relates io the sacrificed alematives:

Thug, opportunity cost concept spplies whers the resouces
have afismative uses,
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166] Direct cosle arg aiso known a8

| 2013 - DECEMBER

{a) traceable cosis {b) indirect cosls
() opportunity costs {d) real costs. 11 mark)
Answer:

{a) Directcost arercoats that are readily icentifted and are traceahle to
a particular product ‘operation or plant. It is also known &s
Traceable Cost.

[86] Which atatement among below iz comectinreferance in Aversge Fixed

Coast

fa) Never betomes zenc (b) Curve never touthes x-axis

g} Curve never lowches y-axis (d) All of the above. 11 mark)
Answer:

{d) Average fixed costnever fouches any @xis but it slopes downward,
Avarage fixed cost can never be 2ero even if there is no production
so 6 can never louch any axis. AFC1zls when Dulpul ereases A3
fived cost is akways fixed.

Thus option {d) is carrect,

Izuu—m |

[67] Bfarginal cost changes due lo changa in _ coal
£a) total B fxed
(<} average {d) varabia {1 mark)
Answer:

{d} Masginal cost s the addition made o the total cost by the
prociuction of an additional undt of outout. it ig ndependent of fixed
cost It is only the variable costs which changes with & change in
the level of outpat ina shor run.
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687 A fiem produces 10 wiits of 3 commodity &l an average otal cost of

(6]

T 200 and with & fived cost of ¥ 500, Find oul tho componart of
average wariabke cogt in the 1otal cost:

fal T 300 b T 200
fch £153 o T (1 mark)
Answor:

ich Averags tolal cost of 1 wnil =T 200
Total ooat 67 10 urits =200 ¥ 10 =T 2,000
= Tokal fixed cost = €500
- Toti variable Cost = total 0os? - fotal fued cosi
= 0K - 500 = T 1 500
~ Varlable cost of 1 unit= '!1§:°=!1ﬂ

= Heance, componen of averags varizble cost {n e tolsl cost is
1180
Average iotal cost ioa fiom s €600 whan it procuces 1 0ursts of output
and T 630 when the outpul & 11 urils, Tha MC of the 11th unll s

) Ta0 bl T540
i TE4D idy ¥1.040 i1 mark)
ANSarer:

) Average Loal cost of 10 unig of oulpul = T 500
Avatags total cost of 11 units 91 oulput =T 64D
+ Marginal costof 117 unit = Total cost of 11 units - Total cost ol 10
unag
= (Bd0 = 11) = (B0 x 10)
= 31,040

[

(79}

Aweragh cost of producing 50 units of any commoadly T 250 and fxed
cost B2 1,000 What will be the average lioed cost of praducing 100
unie of the commadng?

{a) ¥ 10 fli E30

foj TEQ id T0s {1 mark)
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[¥1)

(72}

Answer:
() Flxed Cost of producing S50 units ks T 1,000 and the fixed cost of

produging 100 units wil s be ihe same Le T 1000,

+ The Average Fived Cost of 100 wnils

Fiugd Céal _ 1.000

AR ity Vg
A campaty produces 10 unis of aupul and ineum T 3 par unit &5
varkbte costand 2 5 per unit of lueed cost. Wit will be s iotal cost of
producing 10 unisa?

fal T300 (b T35
fe ¥ 905 (e 350 i1 mari)
Answor:

{d) The batal cost of producieg 10 unils s

Tatal Gost - Total Fread Goat + Total var, Coat

= 1055+ 10x30

- &0 + 30

= 350
O the base of e following data what will be the mangnal cost of the
Beh il ol cutput?

Qutpul 1] i 2 g 4 5 &
Tatal Cost 240 |-330 | 410 | 480 | 544 | 610 | 620
fin )
fan 7133 ) Tis
o TRO id) T 450 {1 mark)
Answer:
-
Oudput | Total Cost | Mangina! Cost

Q 240 0

i 30 28]

2 410 a0

3 480 0
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[#4]

74

4 540 [
B 10 70
5 ] &0

Thie pasitvely stopad {rsing) part of this lang nun averags cost curye

indicates wircking of the |

{a) dimetonomias of scale {b) increRsing returms 1o scale

() constant retung to scale  (d) economies of scale {1 mark)

Answer:

{8) The positively sloped (rsing) part of the long mun average cosi
curve indicales working of the dizeconoivies of scale. Becasse
rigirg LFAC and diminishing returms to scale result from intermal
and external diseconomias of scale.

Average fined cost curve is alweays:

{a) Declnirg wher culput incregses

{b) L-Shaped. if thers are morsasing returns (o scale

e} U-Shaped, i thare e decrgaseng relums 1o scala

{d) Intersected by marginal cost at 1S minimam poant {1 miark)

ANswer:

{a) Average fixed cost will steadéy declne as oufput moreases, we
draw are AFCE T will slops dewnweards thraaghoo! it lengit But swill
nat teuch the x-axis as ARG can't ba zoro,

|N-‘IE—JI.IIE I

75

Flanning curve ia refated to which af the following?

fa) Shod rin average cosl cuve

{b) Long rumaverags cost curve

e} Ayarage varable cost

() Average tofal cost, {1 mark)
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Ansuar:
{b) Long range average cost curve (s often called a planning curve
Booauss afirm plans to produss any oulpul ini2ng fun by shoosing
A partcular plant in tha long run and the averags CoOs! Curve
corresponding 16 the gken oulput
[F6] Lising the foliowing data Rind oot e masginal cost (MC) of e sibund

of olepus:

Ot a 1 2 3 4 5 [+3 r

Total 48 | T3 | 94 | 114 | 130 | 148 | 188 | 189
Cosl

{a) 2d b 18

i 20 i 21 {1 mark)
Answer:

L ATC MG, TG, TC,
o Me="8 Tug -Te, 76,
MC = 108-148
- 2

"I:ms - DECEMBER

Solve queshion no. 77 given below the folowing table.

Cutput (Units] TFC ™G MC
(n?) {ind) i 3
o 500 - -
1 500 00 400
5 500 1600 -
[77] Whit will Do margingd cost, when ouipul 12 5 unis?
) 300 fb) a0

{¢) 502 {d) 600 i1 k)



78]

[7a}

L4}

Answor:
(o) MC= «T.E _ Chango in Total Coat

alh Chenge InQuaatiy
T.F G =500 TNE for Sunits = 1,600
T.Cilor Sunils =T.F.C#*TVW.CG
= B0 |- 1.@
=2100
T.FG =500 TNCIor 1unll =400
T.G_-l'nr T unil = 500 = 400 = 500

. 1290 _ o0

a

Eimireis hing mangmal refums imphss

{al Decreasing averags varable cosis

) Decreasing marginal costs

(ci Incrogging marginal costs

(d) Decraasing fived cosis 11 mark)

Answer:

fe) I states thal as ooe mpul varisble is increased there s a poind al
which the marginal Incraage in output incredes and than bogine to
decrense, [Eading to the ncrease in the margnal cost with svary
aejlitionyal unlL.

Whan the cutput of o firm increesa in the snort wn. 16 average fxed

oot

(@l Increpses b} Deorenses
el Romaine conetant id) Fimt docines and then rfisan.

i1 mark)
Answor:

{b) Since TFC i a constant amodnl. AFC will steadily fall as oulpat
INCTEES0S.

Which of tha follwng cost ourves s never ‘U’ shaped?

) AVEHgS COS!CUNVE

) Marginal cosl curnae

o) Avoragn varobio sont gurve

{dl Avarags fised Cost culve, i1 Mk}
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Answer:
{d) Average fixed cost cunee 15 never U shaped because it slopes
Divmweardd through it length. and neaver touch X1 axis,

2018 - JuNE

(21]

182

23]

Fixiad cost cunve nofmally:

(&) Starts from e origin (b} Iz U shaped

(¢} |2 vertical line {di Iz hanzontal fine. {1 mark}

ANSWer;

{d} Fized cost are those cost which ars independent of oulput e, they
do nol change with changes n outpat, Thus, fixed cost curve
nommally is a herizomtal e,

A raioral producer will proeducein he stege inwhich marginal preduct
is positive and :

(B} MP > AP ) NP = AP

i} MP < AP {d] MP iz zera. {1 mark)
Answer:

{c) A rational producer will produce in the stage Inowhich mangina
product is positive and MP<AP. Ag in this case a producar could
increass the average procuct of labowr by decreasing the quaniity
of Tabaur stightly.

The vertical difference between TVG and TG curves 18 equal to:

{a) MC {B) AVC

iy TEG el MNora of the above. {1 marki
Answer:

(¢} Total cost of a busness = tha sum of total vanabla cost @and ot
fixed cost or symbolically TG = TFG + TVEG:
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a— Tornl G
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g R
L Ouips

The tofal varable cost curve rises upward showing thereby that
asoutputincresses, ilal vanabée cost ncreazas, Thiscunve stans
from thiearigin which showes when output 15 zens, variabie cost are
akzo nil. The total cost curve thus has oblzined by edaing vartcally
the total fived cost curve and the 10tal vanabie cost curve,

[B4] Whal happens lo margingl cost when average cosl incroases?

&5

{a) Marginal cost s below average cost

{b) Marginal cost is above average cost

i} Marginal cost is equal 1o average vanable cos

{d) Margingal cost s egual to auerags cost {1 miatk)

Answer:

(B} The relationship between marglnal cost and average cost |5 the
someaas that belween any olhsr margiral average quantilies when
Average cost fees as a result of increass in cutput marginal cost
is more than the average cost. '

il the aiarket price of good s more than the opportunity cost of

producing i, thean:

{2} Tha market price of ihe product vill increase in the long run

{b) Producers will increasa supply in the long nan

el Resources will How away from production of the good, causing
supply o docling with the passage of tima

{d) The situation will remain unchanged as long as sepply and demand
remain in balance. {1 mark)
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Ansuar:

by I the marke! price of good i= mone than the opootunity cost of
proaucing it then producer will ingrease sLpEY in ong s that ia
the-armount of a good of senvices that procucer are willing and atie
Io offer 1o the marksd at vanous prices during the tme

L

[67]

Ao has variabie cost of T 1,000 41 5 urits ol cutput. I fixed cosis are
T 400, whal will be ibe average iotal cost ai 5 unils of output¥

la) 380 =T
e} 280 i 400 i1 mark)
Ansier
{e) Variabls Cost = ¥ 1,000 815 unit
Finied Cost = T 400
Total cost = VYarabie cost +« Fwed cost
o =1.000 s 200
=1.400 at 5§ unfil.
Averrpe total cost = "'—';“E
=280

The avernge 10la) cost of producing 50 unis B8 ¥ 250 and jotai fxed
coet 71,000, Whal is-tha average fived cost ol producing 100 wnits?

&) 5 ikl 30
ey 20 (o 10 i1 mark}
Answor.
ey ATC ol 50 unils =T 250
TFG.=T 1,000

t.Daa
ﬁ-F';'.'rlIf 100 U'ﬁﬂl‘.B - 1_“i.'|

=T 10
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[BE] When average fowd cost k8T 20 &1 5 units of cufput, what will il De at
4 unirta of outpud?
(@) 2 50 (b} #30 _
ich Ta0 i T20 1! mark}
Answer
(bl AFC = 20 &l & unils of output
v THG ==6
=120
AFC at 4 units of output
=120 gan
id
2017 = JunE
[H8)] Madem mdasinaluntsface _ costourve dus to change m their
Technelogy of progucton,
(&) U shagrad ) L shaped
el Dish shapad ) J shaped. {1 mrk)
Angwror:

(5¢)

k) L shaped cost curve,

U shaped coal curve coud Bxisl only when Ine state of
tochnology remaing conatant but, the empltical evidencn shows
ihat the sials of echackagy changes in lhe long un

Tharatore, madem industrial units face L shapod cost curve
ihan 'U shaped cost curae,

What will be AVC in the production of 3 unes sccording o e elowing
coot dam?

Froduction (unke) 2 0 | 2 2

Total Cast (1) 14k 230 @0 260
) Teg i T 100
el T1i0 {d T240 {1 muirk)
Anawer

w  TWE TG - TFC 330 - 740 240
W= T~ TEE 300~ THY A%
W aic L (8] | B =



[
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@1

s

(8]

Thie coagie which rermain feed over coriain range ol ulpul but suddenly

i o a new high er leve! when produckon goes beyond a goven mit
ars ealisg

fal Variabie cost bl Serm- variahle cost
e} Stair-atep uAtable cost ) Jumping cost {1 mark)
Answor

(e} STAIR-STEP VARIABLE COSTE are the costs which Inorease in
a alnir sten tashen | 8. they remain fioed over certam mnge of
output; but suddenly jumg 1o & new higher level wina n oulput goes
beyond a given limil. Bg, Figsd salary of loreman will have a
sudden jump it anather fareman s Appoinied when e outpul
crugsaE a partlouiar imil,

A firmy prodecing & wnits ol cutpul has a0 average tolal cosl of # 200

and has 1o pay T E30 10 s fiked coat of groduction. How much of the

average tokdl cost |s made up of varable cust?

m) 150 by T 130
fal TTO idr T 300 {1 mari)
LU
(b} Mariabie Cost = Total Cost - Fiued Cost

= (200 = 9) - B30

=111

ayp. J¥E _1';“ =0 100
Thie ot of one thing in lems of alismalive ghven up s knovwn as:
(a) Cpporunity Cost B Aen Gost
fe} Production Cost d) Piysioal Cosl. {1 maric
Answrar

130 Opporunity coat 15 concerned with the cost of farpon 2 opporunity;
O invoives 3 compartson balwoen 1he pORey sl was chosen and
the policy that was rejecied.
For axomplo, ne Opporuniey cost of using caphal kb tho
interest that i can earm in ihe nexi bess uss with agual nsk
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| 2017 - DECEMBER I

(843

L]

I tha Shoet run, whan the autout of 3 firm inclaases, 16 average MNoed
cost

(ni Hewnains conatant (b Decreanas

ch Incregses i First decreasas and then rsas
(1 mark}

AnSWer

) Yo in tho short mwin, when e outpat of a firm incroases its
average fived cost decreases. When the output is 100 wupits the
AFC wlil bes 20, And now  the output increases 1o 200 units, AFG
will be T 10, Honoo, COEL COCIBasnE.

What will be avarage variabde costof producing 5 units of blankets as

por defadln given i the foliowing tabin?

Blarksis o 1 2 3 o 5
Total Cost (n®)1,500 2575 AB00 £500 5300 6000
e T 500 b T 0
e} T a0 i) T 1,000 i1 mark)
Answer:

o varnabio Difturenoa in Tolal Sosl
) g e Difizrand in units

o BLO0 1,500
5-0
= 4500
E
= 00 par uni
Whicn of o following issare exarmplole) of on ooonomic coet?
Al wags paid o labioursn
i) raw matenals purchass cost
(€} Intanest pald orh shoet e [oan
il all &f iha above, i1 muark)
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Answer:
id) Economic tost = expliclk cost + Implicit cost,
Expécil cost refers io those coste only which involve cash
payments: of the entrepreneur of the finn.,
Irrplicit eest relars bo th amalnl af mongy e enleapianadr
could have sarned if fia had imeasted Ris money and seld his own
services and osher factors in he next bast aliernativas.

I 2018 - May I

{97] Opporiurity Cost ls;

[28]

L

{a) Marginal cosl {b) Variable cost
{c} Tomliixed cost {d) Moneofthess. {1 mark)
Answior:

{d} Coporunity Cost of @ given actvity defined as the vaiue of next
bt activity and i s nol relsted with any cost. 1 moans saenfics of
ore god for anciher good 1o give satisfaction o sell,

The “aw of diminishing returns * appliss 1o

(&) the ahor run, but nob the leng

iB) the long run, but not the shor fur

g} both B shor nen and the forsg mn

id) neither the short run nor the long run 11 mark)

Answer:

{a} 'Law of diminishing retum” applies fo shorf run but notin long un
as in short run a fixed cost do nol charge while vanable cosi
changes bul In long run both are changes, SupphyProduction
cannot increase in short run-whather theea is loss or profit

Linear homogenaus praducticn lunclion is basad on

(&) Incregsing retums io scale

i) Decreasing returns 1o scals

e} Constant relurms o acale

fd) Mone ofthe above. 11 mark)



Anzwer:

{e) Linear Homegenous production s based on comstant return 1o
scale becauss oulpul increase |n the same way as increass in
InpUt or wa can pay thal increase in oulput 19 oqual (o increasa in
Imput, Sole propristorship production s based on constan relurh

o acale for fif2time,
[166] Which of the foliowing curve ts not U gnaped?
{a) AFC [ o
ie) AVC i TG {1 mari}
Answer:
) AFC s e cosl ablairad by dividing total Hzed cost by the pumbes
o wnits of autped,

ARCw TES _ (Tolal Flxea Cont)

@ {Na. of unite of o utput)
TFG carf never be U-shaped as it will i 88 16161 outpul increases
anig wlll el bowich thie M-mxb I can also nivver e perd,

[101] Lini 0 1 2
TC 580 1260 1500
Calculated AFC at @ unit of cutput
oy 235 by 290
fch 310 i i1 miark)
Answer:

(b} Haro: 5806 a faed nost basguse It will be noured whsthar firm
produces of nol, So, it 18 faed cost,
Wi inow

TFS
AFC = o

AFG =1, TFC =080, 0 =2
S0,
AFC = 580
3
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[16:2] Wihich of he loliceing Curses never wuch-any gxic but =-downward
fal Marginal cost curse
(b} Total cost curve
o) Averags Nxed cos! clrve
id) Avarage varabiE coat e i1 minrk)
Angwrsr
(e} Avarags llsed cost 5 8 curve which cannet fouch amy axis so, o
can naver be nera When Indal produclion inereases then average
fiwed cost stzadily falls bul pever loueh axks.
[10:3] External economias Accrae dun o y
fa) Increasng refumns o scale (b)) Increasing refuns B Bacior
lei Law of vanabie propomions (d) LOW cosl (1 mark)
Anawer
f{a) Incrogse ratum to scale meens whnon thora ic @ increato in cutpit
b mare Than incraase i mput of in other Words noneass in, cutput
= inctease in inpld and there are some laciors or extemal
econamies which fonds 1o ncreasing relum o stabs,
[104] A firms average fhad nost s # 20 At 5 unds of output what will be at 3

urits of outpul?
(o) TEO ) T30
e} £40 o 20 {1 mark)
Answaor:
(£} Avaiags fosd coat s 20 at 8 unets and seihat will b sl 3 wita’?
AFC ol & unils = 20
AFC at 3 units = 55!115

=F40
as we AFG is decreasing steadiy by increasing total production.
So, AFC a8 Junitzis 40and at & is 20,
[165] Which of the faliowing s cormaet?
gl AFC = AVG + ATG
iy} ATC = AFC - AV
e} AVG = ARG + ATC
d AFC = ATC - AVC (1 mark)



Answror:
{d) Avarage fised can be cbinined n o ways:
la) ARG = TFC  Towal Fiveo Cost

O Mo ol units o sulout
i) AFC =ATC —AVC
Whese, ATC = Avarage Inlal cost and AYE = Average vanabie

== 8
[106] The verlical difference bebwean TVE and TO cunves i2 soual o

{8l MC b AVC
fe) TFC (i None of the above 1 mark)
ARSwWar:

(©) Total Variable Cost (TVC) 2nd Total Cost (TC) s diierences of
TFG (Total Fized Cost) Formula Darwed in

TE=TVC « TRC
TC=-TVWC=TFC
Thes |s venicsl diference between Total Vadable Cost and Tolal
Gost
[107] The cost of one thing in iorma of alkemutive ghwen ups
(&) Feal cosr i Frodiction crst
{c} Opporunity cost i Fhysical eost {1 mark)
Ansvser

e} Opporunky costia the ooat which maans T NEXT DesT Rctivity or
sacnficog of one good thing lor other,

[108] The costwhich ramang lad over cernaln mnge of oulpul Dot suddenly

jumps o & nesw Righer eval whien progduction goes bayond & glven iimit

are caliect

fa) Variabia cosy b Sembvarsbie oS!

o} Slal-step variable post  (d) Jumnping cost {1 mark)
Answer:

(e} Thawm ane oo many nypes of vanabée cogt and theso an:
{a) Varlable cost or pure Variable Cosl
i) Sam-Varable or mixture of fxad and Vanabie cost.
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(&) Stair-slep Vamakls cost whick means the cosbwhich rermaing
fined for & kong time but suddenly jumpad 10 8 new higher level
wehen produchon goes beyand a ghen lmit,

2018 - NovEMBER

[109] Tha slope of Average Fiked cost curve 57
18) Faks from left to right
(b} Rises from beft io wght
() Paralled fo x-axis
gd) Paraflel o y-axis {1 mark)
Answer: ]
{a) Shapeof Average Fixed Cost is hyperbola In shape it falls from left
b rigght bl does ol [ouch x axis,
[110] Price of & commodiy Iz best axpressed as
{a) Exchangs value
(b Cost of goods sald
o} Production cost
{d) Mominal valua {1 mark)
Anzwer:
{@) Price of commedity s expressed a5 is exchange valipe as itis the
price &t which it will be sold or puschasad,
[¥11] Acecunting cost is of Ecanamic cost
la) Equalto
(h) Less than
ic} Mose than
(dj Mot incheded {1 mark)
Answer;
(B} Accounting costisexplich coss and economic coat s Explict + Cost
+ Mationad cost thanators, accourhing cost IS lass than sconamic
cosk
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[112] When AC Curve ig ai mirimum hen MO Conva is T

&) Minimum then AG Curve

0 Equals to AC Curve

{c} Above AC Curva

id) Lees than AC Curvs {1 mask)

Answer:

i{b) When average cost is minimum, MC is squal ta the Ac. In other
word, MC curve cuts AC curde at s minimum palnt.

[113] Which of the following equation represenis prodit maxinisation
congilion?

{a) MC =MR

by MC = MR

b MG < MR

) Moni. {1 rivark)

Answer:

[a) Profit will be at maximuorm level when marginal Revense is squal to
marginal cost therefora, it is able to cover is cost and sunive m
BEDMETY,

[114] MG curva of & firm in a parfectly compatitive industry depicts?

(a) Demand curve

ib) Supply curve

{c} Average oost cunve

() Totl cost curde {1 mark)

Answer:

(b} MC curvg is rsing upward in & comgetithve markes theretons, it
depicts supply curve.

[115] Issues requiving deciaton making in the context of business are;

{a) How much should be the optimaun outpl at what price shoukd the
firm spil?

{b) How will the praduct be placed In the market?

i} How to combat the risks and uncertaintias imvobved?

{d) Al ol 1he above (1 mark)
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Answer: )
{d) AH Ehe given options are required for making business decisions in
cortext of Dusiness therefore, answer will be (d) all of the sbove
[116] Law ol production dess not melude?
&) Relwins o scals
(b} Law of vanabie proportion
ic} Law of diminishing returns to a factor

{d) Leasicost combination aciors {1 mark)

Answer:

{d) Leastcost comtination factor is not included in taw of production
function,

IEIHE-HM I

[117] A firm producing 15 units of output has average cost of ¥ 250 and
¥ 125 as per unil cost for fived factors of production. Then everage
varrable cost will be
{a) 180
b} 150
{6} 128
(d) None of the abave {1 mark)
Answer ©
(e} Avarage total cost (ATC) = AFC « AVC

ATC = 850; AFC = 125
AVED = ATC - AFC
= 250 - 125 = 125
18] Wihich of tha fallowing statament is incormect?
{a) AC s sloping downwards, MG is below AC
b} AC s sloping downwards, MC must fall
e AC is aloping upwarnds; MC & above AC
{d) M culs AC froen s lowest point, {1 mark)
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Anzwer :
b} The relationship betwsen Average cost and Marginal cost is as
Sallowing:
(I} when average cost falls s a result of an increase In outputL
mearginal costis Maas than avarage cost.
[} when average cost rises as a resull of increase in cutput,
marginal cost is mors than average cosk.
{8} when average cost i3 minimem, margnal cost @ equal to
BvErAGe COsL
% R

. Cutgat %

[118] Diminisning marnginal retums impies.

ia) Decreasing average fixed cosl

ih) Decressing averege varable coat

(e} Decreasmng manginal cost

() Increasing marginal sost 11 k)

Answer;

{d) Diminishing marginal Returng implies an inoreace mmanginal cost.
Marginal cost is the inorease in total cost of production if one
acditional umnt of ouipul s produced.

[120] Opporiunity Costls

{a) Roecordad in the book of accolnts

{b) Sacrificed ahernalive

ich Bath {a) and (k)

(d) Nore of the above {1 mark)
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Angswer:

() Opporunity osl i the cosl of the nesxt besl aibermative foragone.
ILis genarslly not recorded in the books of accounts. Thas, i can
pe said that opporunity cost s the sacrificed altemathve whose
cost 15 Nl fecorded i books of aceounts.

2019 - NoVEMBER

[121] Which of the fallowing is tris?
{8} TE=TFC + TVC
i) TE + TVE + TFG
(¢} 2TC-TVC =TFC
{d) none
Answer:
{a} Towl Cost = Total Fixed Gost + Total Variabie Cosr
la TC=TFC « TVC

¥ TG
b ™G

Crmd

TFL:

L] Tt

Short - Run Total Cost Curves
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[122] Total Econdmic Dost = Explicit Coat + Implict Cogt +
{a) MNormal Profi
{b) Saper Moimal Prodit
() Loss
) Moae
Answer:
{a) Tolal Economic Cost= Explicil Cosl + mplic Gost « Narmal Profit
As economic: cost includes ©
fah Mormal reiurn an money capital invested by the enfrepreneur
hirreedl i hiss cum business.
k) The wages or salary not paid to ertrepreraur, but could have
been earmed il the samvices had been sold somewhere alse.
(€] Iralso 1akes into acoount, accounting cost:
(i) And atso the norrsal profit earned.
[423) Economic cost of production differs Trom accoumting ¢ost of production
{a) Partizily True
(b) Trae
e} Fatae
() None
Anzwer:
{b) Economic cosl of produeckon difars from accounting cost of
production is TRUE as
Econgmic oost includes both explicil cost and. implicit cost,
Wharias. Accounting cost only noludes the amount spent |e
EXFLICIT COST
1t24] Which curve is newar U- shaped
{6) AFC
b AVE
() AG
{d) Mone
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Ansuar:
(&) Avesags figed cos! curve is never Usshaped
As Average Fiusd Ceat diminishan a5 the progluctan ncressss

{thowgh e fxed cost remans comatan)
Y

—+@on

AFL

o

TFG
ARG =—=
[ ]

Iw ik shoping doweywaecds Snoughout s kength bal wall rot ioegr the
K-axis as AFC cannot be zato.
And AVC and AC Curves are Ukehaped Le.

YA

”q}u‘!ﬂ” »
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PasT YEAR QUESTIONS AND ANSWERS I

2008 - NoOVEMBER

1] Whichoof the following is not an essantial condition of pure competton?

(&) Large number of buyers and selless
{b] Homogeneous produst
Iz} Freadom of entry
{d] Absence of transpart cost {1 mark)
Answer:
(d) Pure competition s part of perfect compatition, The essential
conditions of pure competition are:
(@) Large number of buyers and seliers
b)) Homogenesags products
{c) Freedom af entry and exit of fimns,

2007 - FEBRUARY

2] Under which of the following forrms of markel structune does a finm has

ng control ovar the prece of its product ;

{a) Monopoly (b1 Ofgopoly

(o} Monopolistic competiion {d) Perfect competition 11 risrk)

Answer:

(d) Porloot campatition s a price king firm, The prices in such a
market are determined by market forces of demand and supphy
Meither the buyer nor the seller can influence the prices.
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=]

Given the relation W/ - 7 11 i] it a=1, than

(8) MA =0 ) WA <0
&) MR=GC il MNone {1 mark})
Aremiset:

() MR & !_j|

Fa=t
The relaticn *;‘ will be positive,

|ﬂT-HIN I

4]

Erofits of the firm will be mora o ;

[#) MA = KIC

(B} Additionnl revenus from extra e equsls ity additonal const

{ch Both of abowe

(d) None i1 mark)

Angwer:

ic) Profits of the irm e maximum at profd masmization level s
MC=MF. Additonal revonue Trom oxira unit cquals e addivonal
o

What shouid lrm co when Marginal revenus s greatar than manginal

contT

[a) Fam ghoud sxpand oulput

(b} Eftect should be made (o make (hem eguel

ic) Prosa should be covamd down

(d) Al of these {1 mark)

AnSwer:

@) When marging! revenue Is gresater than merginal cost, (he produser
shall expand oulpd s itis profitable for the firn te axpand autput:
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2007 - ABGUST

[8} Under monopoly price discrimmation depends upar |

{a) Elasticity of demand for commadity

{b) Elasticity of aupply for commodisy

(¢} Sizeof market

{d) Al of above {1 mark)

Answer:

(@) Monopohyhas 2 feature of pree discrimination e, Sharging difterant
prices from different customar, It depends upon the etasticity of
demand of various cuatomers. Difference in alasticity iorces the
monopaiist io charge different prices from different customars.

[7] Firms in & monopolistic markst are price &

{a) taksrs (b givers
(zh mekers (o) acoeptors 1 rraik)
Answer:

{e) Ina monopaly market the prices are decidad by the monopolst, Ha
la the maker of the price. Buyers cannot influence the pricas,

2007 - NovEMBER

[B] Market which have two finms are known a3 ;

{a) Cligopaly B Duopoly
{e) Monopsony {d) Oégopsony (1 mark)
Anzwer:

(b)) Duopaly s composed of two words - “'Duo™ and “Poly”, Duo means
o and “poly” means seller. Hence, duopaly k=8 markel whers
thiare are two sellams,
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2008 - FEBRUARY

(9 Monopolist can dedorming

&) Pripe (B Crtput
{c} Eftner price or output (d) Mope: {1 mark)
Answer.

(¢} Monopolizt fim i thi prica makies firm, [0 this market dily the
selber can influence the prices. He can determing elther output or

prica.
[$0] WA of nothownit 15 given by :
(a) TR,/ TR, ) TR +TH, ,
fc} TR,-TR, (di Al of these {1 mark)
Answer:
{e) Margingl revenue & the acddition made 1o the otal revenue by
progucing one more unit of A commadity, 11 s expressed as:
MR, =TH,-TH, 4
2008 - JUuRE
[11] The market strociere inwhish i number of sellers s srmall and e

i Imter dependence In decisan making By e frms s Known as ©
&) Perlect competlion
by CHigopoly

{c} Monopoly

({d) Monopofistic competition {1 miark)

Answer:

(b} Oagapaly is aften described as “compatiion amaendg the few” 11
characienzed by zmall number of sellers who are Interdependent
I 2ecision making.



[

_[Chapter = 4.1] Meaning and Types of Markel |8 [ 4183 |

[%3] I pariect compelition, since the fien ig 2 pree taker, the _ curve

i steaighl ling |

(&) marginal cost

(b} total cost

e} total ravanus

il marginal revenoe i1 mark)

ARG WO

ey In aperfect competBive merkel, the prices of all the fioms are sams.
Hence, tere s no changs In mangnal reyvenus and tHhe MR cure
b a straigh line,

[13] Given the ralation MR - # | 1 '.] Wi,
| [

@) MR <O
b MA =0
ic} MAR=0
(i Mone of these, {1 miark)
Anawer:
{2} MR = P[1- 1) ana o<1
Lets assume 8 = 0.5

puitting it i tha formuia we get
alg- 1
(" o)
MA=-F

S0 MA will Always b lass than fam.
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2012 - Jume
[44] Fora discriminating menopalst the condition for equilbrium is:
(a) MR =MC {b) MR, = MA,
icl ‘MR, = MR, =MC {di Al of the abowve, (1 mark)
Answer:

[%5]

e} Cre of the important conditions of price dizcrimination Is that the
safdar should be able o divide his market Into twa or mora
submarkets, [ marginal revenue in both markets ana diffierent then
price discrimination is possible. The seller will transier his products
more {0 thal market which gives mare masginal revenus. Supposs
MR of market A is mare than market B, So the seller will transter
the products from market B to markest. A Doe b this the pricas of
ke B owill rise and A will fall, Gradisaly the MA of B will stan
Inereasing. He will sontinusg 1o transter units from B 1o A Gl the
miarginal revanue fram both markets become egual, After this point
It will be no longer profitable to tramsfer unils and hesce tha
pesition of eguilnem wil ke when

MR, = MR, = MC

Average revenue curve is alsc known as;

fa) Profit cuns {b) Demand curve

{¢} Suppiy curve fd) Average cost curve, {1 mark)

Answer:
(b} In pertect competition market the same price prevails throughout
the market. Since the: price is-constant hence the demand of the
commodily determines the iolal revenue and average ravenus.
(e to this reason the AR, cunve can also bo called as tha
demand I::lel'lﬁ .

f; ———————————  FkusdR=bA

ezt
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Eam:;-.iu
[18] GhlvEn, AR = 5 and Elastioity of demand = 2 Fing MR,
{a) +25 f =25
o+ 1.5 iy +20 i1 mark)
Answer:
fah un:nn:'n'
s5x 2]
7
=425

Hence, cption (a) s the comecl answer

2013 - DicEMBER

[17] Waeeler oblalne? 3,000 sfiar selling 50 unks and 7 3,100 alter saling
5¢ unis; than manginal revence will De

fal T E962 ) 75000
i FE000 i 5880 {1 mrk)
Answer:

(b} 5 PolA0 units =23 000
5P of 52 units =¥ 3,100
% P of addithonal & unita = ¥ 100 & margingl revenuaof 1 unt,

=100 o rap
s

Thus, opton (B) la coreat.
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[18] A B owill close down i the shon pedod, Tiis AR [ lecs han:

{2y AL i AVC
el MS e Wome of the above i1 mari)
Answer

B0 In shor run, If the fiem 8 able 1o mest it VC and & pan of Tuded
cosl il will fry fo cenfinue producfion in the short wn, B @ moowrs
apar of FC, B will b2 baneficial to continue produciion, Howaver,
I & fitn & unebie (o meel s AVE, 1wl be better or 110 gha
=i

e

[18) Whien one of the fallowing expressions 5 cormsct for Mamginal
Faverie?

{&;-Hﬂrnﬁ[1"l fb) MR=TR,-TR,,

- ATR i |
fe) MR = "0 (i MR = = {1 mark)
Antwer:
i) Margingl revenua ia the mie of change in tolal ravende resufing

frrn e sali of an additionzl unit
e P L,
A0

Where  MHA = marginal revenus
TR s il v ue
Q s quantty of commaodity ankd
& siands lor small change,
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2016 - DECEMBER

[20] The miadeat for ulrnate consumar is known as
ta) Whaolessle markel
b} Regulsted market
jc} Unregulated market
{d) Fetail markat 1 mark)
Answer:
(&) The rarket for ulimate consumer i@ kKnown ag retall market,

lﬂﬂ‘l? = JUNE

121] For a lirm o becorma profiabio il should sxpand autpul witssnser:

{a) Merginal ravenue is egual (o marging: cost

{b) Marginal revenue 4o lass than marnginal cost

6} Marginal ravenue 15 greaier than marginal cost

(d) Average revenue = greater than average cost. {1 mark)

Answer:

(e 1twill be profitable for thve fim o sxparid aulpot whenever marginal
mevenu B greater than the marginal cosl, and 1o keep on
expanding cutput uniil marginal fevende equals marginal cost. Mot
only marginal cost should be equal 10 margingl revenue. its curve
‘shoukd cut marginal revenue curve from below,

[22] ©n the basis-of nature ol iransactions, a markat may be classified into;

{a) Spet marketand future markat

{b) Regulated market and unregulated market

{c} Whalesale market and ratail market

1d) Local markel and naticaal market {1 mark)
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Anzwer:
&) On the basie of nalwre of ransactions markel may be classilied
i
A. Spot Market: |t refers 1o those markets where goods ara
phyaically trapsacted on the spot.
b, Future Market: itis related fo those transaciion which invohes
coniracts of & fulure dale.

i 2018 - May

[23]

[24]

In very short period marked:

fa) Supply changes but demand remamns same

b} Supply changas bul price remasns same

() Supply remaing fixed

() Supply and demand Both changas {1 sk

AnNswer;

{e} Invary shod period market, itis nof possible and sasy lo increass
the supoly @s it isvery difficult to install new machinerny or increass
e taboaur g0, in this market supply s fixed. This leads o only
prafits commoditics ke vegelablas Hower, fish, sgges. fruit, milk edo,
which aré of perishable nature are axamples of very shon period
miarker,

A firm will cloge downy Inthe short perod, i its AR s less than:

&) A b) AVE
{c} MC {d) Mone of the abave. {1 mark)
Answer:

() | the kot o, foaed cosl & xad and varable costis mal fixed and
IFaverags revenue of lokal revenus i fess than its average vanabbe
roat of total varishie costthen firm has to clasg down s business
because no one want to suffer losses by increase cost than
revaniie.
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ﬁiﬂm-m

[257 Which of e lollowing & conact?

(o) WA « AF (6 -1)8

) MA = AR (@41l

el MR =AR(1-e)e

) Mo of the atove (1 mark)

Answrer

{8} MR AR ana prics alassily o) demand are unigusly reiated toona
anothar irough the ioomula, MR = AR = ";1 . thamfore (&) is the

correc] opion

| 2018 - May I

[26] Acoarding te Behaidawal Principles

(@) = €rm should not produce ot all f its total verable oot are Hot met.

(b) & B will be making maximurn profits by expanding oulput o the
leval wiane manginal ievan ue s anual 1o marngnal eoet.

{e) Both {a) and &)

(d) None of ihesa (1 mark)

Answer ;

ig) According to Bahavioural Principles:
Principlo 1 - A firm shoulg net product af &l f 16 loiad variacle costs
are not metis betler o shid down in such casa.
Principle 2 - The tirm will be making maxmum proits oy expandng
ittt e Thes level whvere miginad revenue is equal o smuarginsl cest
as addiional unila gdd more 10 revenue than 1o coat
Henco, option (e} & cormect
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[27) Marked corngigic of
(&) Biarer and Baller
() One prica for ona product at & given Ema
(e} Both ia) and (b)
idh Mens (1 miark)
Answer :
ie) A marker B a collection of buyvers and aalism with the potantial to
traada. The slements of 5 maket 2
(Il Bayers and sailsrs
(i} A product or service
(i} Bargarirg far 5 proa
{n Hnowledge aboul maikel congdions and
(v} Ona price tor 8 product oF seracGe 5t a given time.
Hence, option (c) is coracl
[#8) Demand frr & prodiac 18 unitary slastio than
(o) MR =0
() MR =0
(o MA <0
() Wone of the ahove i1 mari)
Answer :
{8) Marginal revenue, averdge revenue and prive sfasticly aré elated
tnnowugh tha following farmula
ME = 4R = *;T.-tprimi—liciy:id-nwﬂ

1l elakiicily =1, MA'= AR « H11J =0

Herce, option (a) s comsot
(253 Whigh of tha-fofiowing is true, whon the fism is st oguilitriom ?
{a) MC < MR
Ib) MG g outs tne MH curve from salow
o) Both'{a) and [b)
id) Mans of the abavs i1 miirk)
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Answer !
b} Af the point of equilarium,
MC. = MR and
MO curvez culs the MR curve from below. Al this pomnt a firm will
eam maxirmum profits.
S )
MC
; g
&
S
Chatind ]
[30] When TH is a1 ts peak then MR is squal to -
(#) Zero
{b) Positive
{c) Megative
{d) Maone of the above {1 mark})
Answer:

{a) 'I'he refaticnship betwean TR and MR s that inftlally,
Total Revenue curve increases at g diminishing rate due 1o
dmu'ushmg marginal revanue.
2. When marginal revenue becomes zern, tolad revenus 8

miasimaum
3, Total revenue starts fafling again when marginal revenus is
negatve.
v
™
E I
"
& I
|
AR
x
a St
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[31] When price k8 € 20, Quanlily gemanced 1 10 wnlls and prica I8
decransad oy 5% then quardily cemand increased by 10% hen Marginal
Tovanue i
{a) T10
BTN
ey 28
|g) 220 (¥ mari)
Answer:

(e) MA= 478 TH=PxQ

TH (oxistingl=20 5 10 =200

TR (retw = [20 — (5% of 20)] = [10 & (10% of 10}
= 19%11 = 205

ATR = 208 - 200 =%

AD=20-18=1

MR= 2.9

[32] Whieh of e lollowing fegeeserts the supply cund ln -3 peaifect

COMPELitve maes.

(3 MC cwrve

B AC curve

©l AR curve

(d) MR curve

Answer: )

fc} Undar padec! compalition, aincs the firms are pnce takers, the
Avarage Revenue Curve or Demand Curve-are pertectly slastic.
Tharelom, AR cuve means al an individosl Hem has oonstand
avarago revanug., Whon prco romaing eongtant, marginal rovenyo
il be equal lo averags revenus 2nd fhus. AR curve and MR curve
will colnaite and will be horzontEl cures. '
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(3]

[24]

¥4

EF"'— AR = MA = Pign

-—

g Cluanany ¥
A ol ME G
Pz campretin

Whan TR & man. then MR is

{a) Zara

by Ome

fc} Both {2} & (b)

{d) Mone

Answer:

{a) When Totzl Revenue iz max, then Marginal Reverue iz zero.

I S
5 e
| Ennpun ""‘\.“m -

I akso called & freg markel as thare and no stipulatkonson the
fransactions
{a) Unregulaled
b} Reguisted
e} Retail
{d) Spot
Anzwer:
(a) Unreguiated Market: Itis alsocalled a free market ag there are no
stputations on he fransacticns,
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28]

[8]

Reguiated Market: [n this market, transactions @ statutorily

regulated so as 1o put @n end to unfair practices. Such markets

may be eslablshed o spacific products or fora group of products.

Eq: Stock exchange:

In this market, ransactions invohe contracts with-a pramise 1o pay and
geliver goods at some fulura date

&) Bpoi markst

b} Fulure market

o} Unregulated market

id) Retail markst

Angwer:

(b} ey the basis of Natere of Transagtions

{a) Spotorcash Markel: Spoliransactions orspol markels ralers
1o oose markets where gooads ane exchanged for monay
payabie aliher immediately or withina short span of time.

(b) Forward or Fulure Market: In this markel, ransactan invola
coniracts with & promise 1o pay and dedivar gooda a1 some
fiure date,

A firo reaches it shut down point
{a) When price 15 less than AVE in long ren.
(hy When price i lese than AV in short un
e} When price is mare than AG in leng run.
{d) When price = more than &G in short run.
Answer:
{a} A firm reachas itz ahut down point when price iz-leas than AVC n
leng run
la. AR < AVC .

AVE = Avarage Variable Cost

AR = Average Revenus

Itis'a matter of comman sarse that a finm should produce anfy If it

will do better by produecing than by not produsing. The e always

has ihe aption of nol praducing al.all,

IT & firm's hotal revenues arg nob encugh to make good even the

total varable cost, it is better for the firm to shut down,
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In othar words,-a comgtitive fiom ehould shul down iF The pricais

bl ANG.

Shutting down is temporary and does nit necessariy mean going

pul of business.

[37] Demand of good increases lrom 15 units 1018 units if price decreases
from T-40 to T 38, Whai will be MRof 16" units,

(=) 8
i) 18
e} 38
{d) 15
Answer:
{a)
Price |P) Quantity (3) | Tolal Revenue (P« )
40 15 00
38 16 BO8
MR, =T, - TH,,

MR, = TH,, = TRy,

MR = THy ~ TRy

MR, = 608 - 500
ML, « 8
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Past Year QUESTIONS AND ANSWERS

2006 - NOVEMBER |

[¥] For maximum profit, the condition is @

{a] AR =ALC &) MR =MC
{ch MR=AR {d) MC=aAR {1 mark)
Answer:

(B} Profit maxtmization level of a ferm is the leval at which its marginal
revenue is equal 1o margingl cost, The condifion for maximoem profit
ig: MC = MR.

IQHI?*HM I

€1 Equilibriom pece may be determined through:

{a] Only demand (B Only supply
(¢} Both demand & sugply ) MNone {1 miark)
Answer:

(e} Equiliorium price |s the price of & product when Its demand equals
supply. The paind of intersection ot demand and supply curves istha
equilibriur price.

¥

EtHEUERL
e i ENiCE

e]

o SLLanTITY u

Equilibelurme prles nvohes both demand arnd supply,
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2007 - ABGUST

[31 I price & forced to stay below equilarium price then conseguently it can
be sakl that

(&) Expass supply axisty, (b} Expess dermand axisks
{c} Either {a) or (b) (d] Meither {a)nor (b} {1 mark)
Answer:

{b) i the price is below equilibrium pnce, supply remaining the same;
the desiand of fhe commiodity increases.

fl
]

PRIGE
L

b B

o o o ¥
OERANTITY

2007 = NOVEMBER

[4} An increase in supphy with unchanged demand leads to!

(@) Rise in prce and fall in gquantity

{5} Fallin both prce and quantity

(¢} Rise w1 both price and quaritity

(d) Fallin price and riss in quantity (1 rmigrk)

Answer:

(d) Whan there is.an increase in supply. demand remaming the sama,
the price of the good decreases and guantily demanced Increases.
I is evedent fram the toflowing dingram:
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¥

iy demandsd and coopeies

2008 - FEERUARY

[5] Intha long Pun

{a) Cnly damand can change

{b} Only supply can changs

(¢} Both-gemand and supply can change

{d) Mome of thass {1 rraek)

Answer:

() Lorg run ks ihe pedod when both buyers and sellers gel sufficien
time to adjust their demand and supply. Hence, both demand and
supply can changs in long run,

2008 - JUNE

(6] Condition tor produces aouiliBrivm s

{a) TR=TvC {b) MG =MRA
iz} TC=TAC {d) Mone of thesa {1 mark)
Answer:
{b) Conditions for producer's aquilbrium are ;
& MC=MA

b MCshould cul MR from bebow.
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2010 - June

[71 An increase in supply with demand remaning he same, brings aboul,

{7) Amincrease inequilibrium guantity and decrease inequilibrive price.

(o) Anincreass inequilibrium price and decrease ineguilimum guantity,

(g} Degrease in both equilibrivm price and quantity .

{d) Noneof these. 11 mark)

Anzwer:

(@) Wi there i an increase in suppiy, demard remaining the sanve,
the: eguibnum price of good decreases and equilibrium gquanity
increasea. It iz evident from the following diagram.

¥

Price pI 3

5 g P s D
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2014 - DECEMBER

[8] When the price of & commaodity 87 20, the guantity demanded 9 units
and when its price is £ 19, the Quanity demanded s 10 units, Based on
this inforrmation wiial will be the marnginal revenue resulting frontan
Increasa in output from 9ounits o 10 unts T

{a) 720 ) o
{c: 210 {d) eon 11 mark)
Answer:

(e} Tha margnal revenus resuling from an increase 0 cutput from 9
Lnits 1o T0ounits is § 10,
Price Chaantiy Ravenue
20 q 180
19 10 180
Marginal Revenus s [190- 180] -~ ¥ 10,

2016 - NOVEMBER

|87 Fram the fodlowing table, what will baeguiBbrum maket price?
Prce {in %) Demand (Tonnes  Supply [Tonner

FEr @nnum) PEr BANUM)
1 500 200
2 450 250
3 400 0
4 350 230
5 300 400
& 250 450
v 200 500
8 150 550
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fa) T2 by ¥3
{&) 74 d) TS 17 frark)
Borawer:

{e) Equilibrion Markel price 15 T4 because al this price demand and
price are equal 5o market price will lend to seltle a1 this figure,

I 2017 - DecEmBER i

[#0] i the price of & commadity i fixed, then with eveny incraasa in its sakd

quantity thetotal revenue will and the marginal revenue will
(8) Increase, also increase (b)) Increase remain unchanged

(¢} increass, dechng {d) remain fixed. ncreass, (1 mark)
Anawer:

{b} 1t the pnoe of 2 commodity 5 fized, then with every Increase in s
sold quantily the lotsl revenue will increase and the manginal
ravarsue will reman unchanged. As manginai revenuye is thechange
Iy ekl revenee. Pesulting from this sale of an addifional urit of the
commaody.

I 2018 - NoOVEMBER I

[11] W supply decreases and demand remains constant, then agquiibrium
price will ba?
{a) Increasss
{b) Decreases
{0} Mo changs
{d) Becoms Negative {1 mark)




[Chapter = 4 Unit : 2] Determination of Prices |M| 4.203 |

[%2]

{13

[14]

Answer!

fa) When supply lalls ard demand remaing constan, then here will be
exoess demand inthe ecanomy and in order to mieat the demand
the price of 1he commodity will rise (Incraasa),

According to pigou, st degree price discrimination charges price fo;

{a) Indsvidual capasity

ib) Criantities sold

(g} Location

{d) Mo of the above {1 mark)

Answer:

(2} Undes first degree pice discrimination, the monopalis) separates
the rarkal it each individual consumer ang charges them the
price they-are willing and able 1o pay and therety exiract the enfire
comsumear sumplua.

Tharelora, {a) is the comect oplion, individual capacity.

What is lhe shape of monopolst Average Revende Curve?

{a) Falis from et fo right

b} |& parallel 1o X — oo

&} |s parallél loY - s

id) Rise from left fo right 11 mark)

Answer:

{8} The shape of monopaolis! average revenue cunce falls from lef to
ik,

What Is thia shaps of perfactly comptithee Average Revenus Curve?

{2) Paralled io X axis

{b) Paralled 1o Y axls

feh Fal from et 1o right

) Rise fromlaft 1o right {1 mark)

Answer:

@) Curve of avernge fevense (s paraliel 1o X axis as per pedect
compedtion market.

AR
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2019 - May

[16] Monopetey means
{#) Where these are large firma
(o) There s a single buyer
(¢} Small number of large buyers
{d] Singia safier and smigha buyer {1 mark)
Anzwer
{B) A moropsony I8 & market condition iy which thare 1S only @ singie
buyes - A single buyer domenates the market,
[ 6] Whenincrease in demand iz equal foincreage insupply-and equilhrium
price remaing congtant. then what about equilibnum quantty?
{a) Increases
{b) Decreases
{2} Remains Canstant
() Mone of the above {1 mark)
Answar:
{a) In cage there = & samulianeous increase in damand a2 well as
supply without change in price, the new egquilibrium point will be
¥ 5
& =}

o r &,

g, 1l"“"'n. =

& 8 x
Crasesitty
it can be cbserved thal the guanlty has meoved frem O 1o Q,,
changing the ecuikbrurm point fram E to E;, Le. If the equilibrium
price mmains unchangedconstant, the equilibrium gquantity will
INCIEERe.
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[17] Artincrease in supply with demand remairing ihe same, brings about
{a) An increase m eguifibriom guantity and decrease & aguilibrum

i
() An increase in egulibium price and decrease in eguibrium

auanity.
(¢ Docraase n both equilibium price and guantity,
{d) Mone of thess
Angwer:
(&) An increase in supply with demand remaining tha samea brings

aboul,

&

3
: i
i 2 b 4
a o & »
BUTFLT

In the above diagram we can 52 that when there is increase In
sUpplY curve e from 55" 1o 5,8 where demand cunve remaining
the: sarme i.e. D0 with price ‘P and quantity ‘0, Then as a resull the
thete is an increase in equilibrivm guantity e, froarm O o O and
price decraased Le,, from P be Py And eguilBricm poant shifted down
« iards ia. from E 1o E'

Equr!ll:num

proe ¥ vy 1
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Past Year QUESTIONS AND ANSWERS

I 2006 - NovemeER i

M

2]

& competitive fikm in the short tun Incur Iosaes. The fiom continwes
production, if:

{#) P=ANVC (b P=ave
(o P<AVD {d) P==ANG (1 mark)
Answer:

(d) In-ghort ren if the competitive finm 15 incurnng losses then i1 will
confinue producton andy if its price is greater or equal to average
varigbie cosi If price i3 less than variable cost it means neither tha
fixed cost nor the vanable cost-can be covered. In sech & situation,
the producar shall stop progiuction

Unidar marke! condilion, firme make nommal prefits in the long
i

{a) perlect competitlon (B) monopoly

(g} cligopoly {d) none 11 mark)
Answer:

{a) Perfectcompetitive market iz characterized by free entry and axit of
firmis. In the long ron i the firm makes profit, more seller anter tha
irdustry and hence the-profits are reducad 1o the sousbsum lewal,
I thero fre losses, then and mare s ieave e industry resulting
Inta Increase in profits to the equilioium lewvel. Hence; competitive
firms abways inour nomal profits.
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(31 A monopolst is ablde b maximize s profls when

#

(@) His output is masenirm
(6] Hix chargis a high prce
{2} Hia average cost is minkmum
{d) Hiz margival cost s egual to marginal reventis (1 marky
Answar:
() Prodlt maxbrdzation leved i the lavel ab whick
MG = MR
Lnchear witvich of the Foltowing market structune AR of the firm will be agual
1 MA?

{a) Monogoby (B} Manopobstic Competifion
(=} Cligopahy {d) Perfect Compefition {1 mark)
Answer:

{d) In perlect competition firms are pace taker, Hence they offer sama
price Le. the prices are same throughout the market. Since the
prices arg same ar the AR and MA are also egual,

2007 - May

(54

Undhar Manapalistic compalibon the cross efasbicily of demand for the
product of a single-fim would e

{&) Infinite b Highly elastic
&) Highly inelastic ey Zarp (1 k)
Answer:

() In casze of menopoliste competiion, the products ame less
differantiabed and all the brands are ckse substitules of ene anather
hence i has highly etastic of croas easticity.
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6] Whan AR =T 10.and AC = I 8 the firm makes

{a) normal profit {b} net profit
{7} gross profit ) supsmonmal profit {1 rratk)
Answer:

(d) A firm makes nomal profit when AC = AR .
In the given quastion AR = 10 and AC = & i.e. average reavenua is
graater than avarage cost. So e firm makes sapsr normal prodit
{Profi above normal profit is super normal profit),

{71 What are e conditions for tha long run equifibrium of the compelithve

fiemi?

{#) LMCu LAC =P (B MO = SAC = LMC

) P=MR i) Al of thase {1 matk)
AnSWer:

{d) In the kong mun, a compatitive will be a1l equilibrium at
LMC = LAC =P
{When long nm marginal cosd, long run average cost and price are
equal)
Algn Iy long run i the firms operating urder perfact compeiition (s
efficient &t poinl E' where P = MR
gnd SMC = SAC = LMC.
L 3

b o
=

Costd REVEMLR

-

M i
CLITPLT
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[8] Hinked demand curve hypothesis is given by:

{al Alfred marshal b1 AT Pigou
el Ewsezy {d) Hicks & Allan {1 miark)
Answer:
(€} Kinkad Demand hypothesis was givan by Bweazy, an Amenican
Beonomist
2007 - NOVEMBER

{91 Supemormal profits ooeur, when ;

(&) Total revenies is-egqual 10 total cost

(1) Tofal revenwes is equal to varabis cost

(=) Aversge revenue is more than sverages cost

{d) Average revenus is egual 1o gverage cost {1 mark)

Answer:

{e) Super nommal profits arehe profits overand above the normial profit,
Merral prodit s included In the cost of the product (This profitis for
recovering the ficed cost), i the product i sold above s cost
supamormal profits occurs. In other words, whan AR = AG,
supemormal profils occus.

[10] Hunder parfact compatition, the prics Bna s batow the avarages cost
curve, the firm would :
fa) Make onty Nommal prolits (b)) Intur lossas
{¢} Make abnormal profil {d) Profit cannol be determirgd
11 miark)
Answer:
{b) In the perect competition if tha price [ine (AR and MR cuna) ars
below A curde o the firm incurs losses o, AR or MR 13 less than
AL,
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¥ M

i AL
2 £ N
z i i P = AR =M
=
£ B
% F
= .
o [
hstput
2008 - FEBRUARY

[11] The MR curve cuts the horrontal line belween Y axis and demand
e info;
f&) Two unequal parts
fb) Two equsl paris
ic} May be equal or unequal parts
) More of Ihese 1 k)
Answer:
{B) Tha slope of averdage revenus curve 1s twice the slope of marginal
revenue curve hence MR cun'e wnits i into two equsl pers,

¥

AR

COST/REVE NLIE

ME Dutput
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[¥2] Kinksd demand curve is observed in

ia) duopoly market bl monopoly market

fo} competifive marked {d) oligopody market i1 rriark)

Answer:

{d} |noligopolistc ndusties prices femain sticky orinflaxibiafora long
fime. They tend to change infrequently even If in the face of
declining cost. These inflexibiliies lead to kink shape of the
demand curve. Thersfore, oligopdlistic markets have kinked
damand curse.

<] b
[t}
A P
[
o
E
L K
QUTFUT
[1d] Competithee frms in the: org nin gam;

{&) Super nommal profit {b) Momwal profit

i¢} Lossss (d) Mone 11 mark)

Anzwer:

(b} Same as Ans. 2

2008 - JuME
[14] Fora monopolist, the necsssary condition Tor adquilibnuem is:

(a) F=MC (b) F=MR=AR
{c} MR =MC {di Mone {1 rmark)
Answer:

{c) A firm iz in equilibrivm when:
MC =MA
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[t5]

[1&]

A form will shit cwn in the short ror if 2

{a) Itis sultenng a loss

h) Fixed costs exooads rovansg

{c} Variahbe costs exceed myvenues

{d) Tofal costy exceed revendes {1 mark)

Answer;

{e) In thié shor i i the lems will Be in bredak evon pointl whin
variakie cost = revenues, Whan varabie coslis above revanues [
means that 1he firm can pefher recover its variable eost ror lixed
cosl Wilh thes situstion, the producar carnct survive {or e long 0
he may ehut dawn,

15 the price af which demand for a commedify is equal ta itg

BLppy :

{a) Mormal Price (b} Equilibrium Prica

e} Shod run Price {d) Secular Prica 11 mark)
Answer:

(b} Equilibnium price iz ihe price at which demand of a commodily iz
egual foits suppdy,

o ¥
Dutput Quantity

Prirt E s ther agulliram price,
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17l

[18]

[19]

[20]

OPEC is an exarmple of :

&) Monopofistic compedition (b)) Moropoly

e} CHigopoly (e Dhiseipigly 11 misk)

Answer:

(&) OPEC [Organisation lor Peboleum Exporting Counthies] is an
exampte of ogopoly market because there are tew seller for
petroleum in the world:

& a iceal Markel,

{8) Monopoky

0] Monopolistic

() Periact Compelition

iy Cligopaly {1 mark)

Answer: )

(¢} Parleclly Competlive Market i an keal Marke! becausa | |s
characienzed by many seilers selling identeal products 1o many
pigers and thers & a freedom of eniry and exst

Under which Market Sitgatian demand curve k2 linear and parallel 1o X

axis

{8) Parect Competition (b} Manopoly )

(e} Monapolistic Gompatibon  {d) OBaopealy {1 mark)

Answer:

{a} Lindas Periect compatiion demand curve s Linear and paralkal to
¥ axls hecause there are hiuge number of buyers seiling the sams
commodity &t & particular price and 85 & result each buyer and
seller makes transactions in the market al 3 prevailing price.

Which marked have characlarisfic of produsl diflerenlafion®.

{a) Paribcl Compelition (B) Manapaly

{c} Monopolistic Competiion  {d) Oligopody (1 mark)
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fa1]

22

Answer!

(e} Monopolistic markets have a chamciestic of  product
difterentistion which iz the most prominent featurs of such a form
of market where firms do not produce identical goods. They rather
produce differari vansties of 3 commodity which ars closs
substiutas of eadch ather,

Which of these are charmcleristios of Perlect Compalition.

Al Mary Sellers & Buyers {b) Homogensows Product

{c} Fres Entry and Exit (d) Al of the above {1 muark)

Answor:

id) Under parfect competiion thate are large number of buyars and
sellers, A particular buyer has a negligible role to determine the

prita.
The produdd sold wndes this ype of markel Struciure 15 @
homogenous produst L.e. all units of a good are identical calour,
shape, size or packing of the product of each seller, Lastly, thera
ie 'm0 lagal or social restniction upor the antry of new firma. into tha
indusiry. The choee of enfering o leaving an industry lieg on
individual firms.

The demand curee of aligopoly is -

{2l Horizantal {b) Wertical
ic) Kinked (e} Rislng ladt 1o right 1 k)
Answer:

{c} Inmany cligopalestic indusines, prices remain sticky or inflexible for
a long lime. This price rgidity has been cleary explained by tha
kinked demand curve hypolhesis. The démand curve ol an
olgopely market hias a Kink” at the level of the prevailing prices.
The kink |5 lormed 2l e pravaing prce level il s because tha
segment of the demand curve above the prévaiting price lewvel is
highly elasic and e segment of the demand curve below the
prevvailing price keved is inelastic.

Therefore, the demand curve formed underan olipopalisticmarke!
iB kinked.
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[23]

MR Ciirve = AR = Demand Curve is 3 feature of which kind of Market?

ia) Perfect Compeiition i) Moropoly

f} Monopokistic {d) Ogopoly 1 mark)

Answer!

{a} In perfect compatition, all the goods are sokd &ta single prica, by
whech average revenue (AR) equals margenal revenus (MR). This
price |3 determined by the industry through the forces of demand
and supply and this price 15 adopted by the firms. All the goods ars
sold af a prevailing price in the market by which AR equals MR at
gach leval of quarlily sold.

[24]

28]

In the long-run monopolist can:

{a) Incur lasses {b) Must earn super normal profits
fic} Wants lo shut-down {d) Eams only normal profits.

11 mrk)
Answer:

b} Long rur is a panoed long anaugh boallow the monopalist to adjust
his plard-siZe or use his existing plant at any level thal maximizes
hie profit. In the absence of competition the monopost need not
produce at the optimum level.

Thearedom, tha monopohst will not continue § he makes losses m
the oo rum. He will cantinue to makie super normeal profils aeen in
the fang run as entry of outside firm |s blocked,

The dermand curée of the firm and industry will be sanm in which form

of miarkat ; )

{a) Monopofistic Competition  (b) Perfact Competiticn

e} Menopoby {d) Oegopoiy, (1 mark)

Answer;

(e} Incass of moropoly marfkel, theTirm and thd industny are same a5
there is onfy one sefler inthe market. Hence the demand cune of
the fismeand industry are same,
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[26] Oligopaly having identical products is:

{a) Pure oligopaly (b) Imperlact oligopoly
(¢} Price lsadership {d) Cobusion. {1 miark)
Answer:

{a) Ofigopoly is a market situation whan there-are faw sellsrs in the
markat. When tha sellars n the market sedl homoganeous
products, sich aligopoly is tered ag punes cligopoly.

2009 - DECEMDER

[27] The demand curve of ciigopody s :

8] Horlzontal {b) Wertical
bl Kinked () Risirmg laft ta right
Answer:

{c) Sameas Ana. 22
28] Demand curve is equal 1o M, B. curve m which markst?
{a) Ofigopaly () Monapaly
) Monopolistic Competition  (d)  Perfect Compatiticn {1 mark)
Answer:
{d} In a perectly competitve market, all units are priced at the sama
lewel.
Tharafone, F=#8R = AR, Since every demand cunve is the average
rEvanuE cuve; s in & parfactly competitive markat, the demarnd
curve is & efraight line parallel to X axis, e demand is perfectly
afastic,
[29] Kinked demand hypothesis is desianed 16 explain iy condext of
aligapaly
{a) price and output determination
o) price rgidity
(£} collusion between firm
{d) gl of tha above {1 mark)
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Answer:
) Kinked demand hypothesis 18 designed to.explam e ngidity of

[30] Price discrimenation can take place only in

price under oligopolistic marked, | helpa to determine the price and
ot of the fism,

{8] meonopciistc competiion (D) akappoly
) perfect competition {d) monopaly {1 mark)
Answer!

{d} Price descamination tefers 1o charging tillerent prices from differant

cusiomers. Thia |s a feature of monopoly, as this. sieatlon |3
possibhe onfy in case of monopely ag there i3 only one selierin the
miarket and there is ne competition,

2010 - June

[&1] In oligopaly. the kink on the demand curve i3 more dus to

(&)
{bj
&)

{d)

diacontinulty In MA.

descontinuity in AR,

FuHilimant of the assumption that a price cut is folowed by others
and a price merease by a firm s not followed by others.

price war amongst the firms. {1 mark)

Answer;
(&} Incase of oligopoly there ks a kink on the demand cinve becatse

the Segment of demand curve above prevailing price i3 highly
sfastic and segmant of the demend cunsg below prevaiing price
level is inetasiic,

Tha reason for the abaove is that Ihe oligopodist believes if he iowers
the price bebow prévailing level its competitors will follow him bt 1
he raises the price above the pravailing level. its competitors will
riesl fotloe him.
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[32] Price Discrimination is possible only whar.

(&) Satleris alone.

{b) Goods are homogananus,

e} Market i conirelled by the governmand,

) More-ofthe above. {1 mark)

Answer:

{a) In case of price disciminalion (hers is a conditbon thal (ha sofer
shoukd have some conlrdd over the supply of his product e
monopoly power in some fomm |5 necassany (nol sufficlent) to
dsenminate price
S0 it ean be said that in order to-Have moncpoly power the seller
shoukd be alone 1o exercige price discrimination,

[33] Winich of the following iz not the feature of an imperect competition?

{a) Product diffareniiafion. ib) Few sefiars.

i) Homogeneous products.  (d) Price wars, 11 mark)

Answer:

(e} Features of mperfect competion are:
ity Large number of saiters
{liy Product differentiation

{8i) Freedom of Entry or Exit
) (i) MNen-price compstition.
|24] Price takar firms

{a) o not acvertise their product becauss it misleads the cusiomers.

(b} -acverise their products to boost e level of dermand,

() o not adverfise bul give giits slong wilh the Sold fems o atiact

pUEiomers.
) danot adverise becauss they can sell a5 much asthey wish atthe
prevailing price. {1 mark)
Answer:

{d) Incaseof perfect competiton firms are price takers which need not
acheertise thelr products because they can seli-ag much as they
wish at the prevaiting prices.
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[35) Price rigidity 158 asuation found inwhek ol e tolming manks: ioems?

(a) Perlecl competiton,

bl Maonapaly,

(5] Monopolstic compsetiton,

iy Chigopoly {1 mark)

Ansveer;

(dy Oigopaly s a nardel sbuctune baving fes sellie chisracienzed by
price rgidity which helps o determing he grice and cusput of the
firr.

20 - DECEMBER

[3€] Whin olastioiy of demand I Egual to ong in monopoly, maginal
Hesreniae wil b )
ey equal lo o, i) gracter than one.
tel  lessthan one. () mesn. i1 mari)
Anawor:

s ]
(d uﬂ_an[ .
YWhera, B =1 _
..mn-mJl‘s-An

1]
!
MR =0
[37] Which one of e fnliowing stalement (8 Incormct?
(o)  Compatlive firms ane onice 1akers and nol price makers.
(B} Price disciimiration s possible inmosopaly only.
(e Duocooly may lgad 10 monopaly.
(e - Cornpetifve finn atnays seshs o disceimnate prioes. |1 miark)
Angwor:
{d} Monogoly controd owe (he product ghes fse o price-
dECTIMAanon, ence it cantake phce onty In monogoly and notin
vomipelilive Frms.
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[38] Under which of tha following market struchure AR of the frm will be

equal to MAT
{a) Monopoly (B Moropobstic Compaliton
{g) ‘DHigopoly {d) Perfect Competition (1 math)
Answer:
Samaas Ang. 4

[38] Tooth pasta industey 5 dn sxamphe of .
{a) monopoly (&) manopakistic competition
{z} oligoooly {di perfect compsetition. 11 mark)
Answer:

{B) Monopoliztic competition i a marketin wiich many sellers oflerng
diflerentizted prodscts 1o many buyers Example- Taothpasts
indusitry where product differential is oaly slight, and the-degree of
GORTrOl oyer price 18 only sarme,

[40] QPEL ig-an example of : _

{a) Momopolistic competition  (b) Moropoly

fg) Oigopoly {d) Duopcly {1 mark)

Answer:

(e} Same as Ans. 17

[41] Manopalistic Competitive firma "

&) are smallin size {h) hawe small shiare in tolal markesl

fo) are very largs in size {d) both (A) and (B} {1 mark)

Answer:

{d}  Mohopohiste competitive firms are small n size-as companed (o
monepolies and eveny mopopoisic Compeditve firms have small
share in the tofal market Example — Scap industny

[42] The price discrimination undar moncoody will be poasile undsr which
af the fallowing conditicns?

{a)l The sallerhas no controd ower the supply of his product

bl The markel has the same conditbon all over

{¢)  The price slasticily of demand is difierent in different markeis

{d) The price elasticity of demand & uniform, (1 mark)
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Answer:
(e} Conditions tor price disedmination under menopoty am:
i} selershould Rave controd over the supply of his product
(i} seder-should be able to divide his market into sub-markets
{iif) price alastoty of product should be difersnt in diferant
markets
(v} nat poasible for buyers of low-priced market o resell the
product to the buyers of high priced manket.

{43] Oligopaly: havirg identical products is known as__

{8) pure oligopaly (bl collusive cligopaly
(&) indapenderd Gigopaly ) none al thesa. {1 mark)
Answer:

{a) CHigopaly having identical products is known as pure oligopoty. For
axampla-alummium indusiny.
[44] Which of these iz the besl-examphs of oligopoly?

{a) OFEG (b SAMRGC
) WIO {d] GATT. 11 itk
Answer:

{a} Odigopoly B2 defined as 'compatition among few'. In other words
when there are few sellers in the market selling haomogensous ar
dilleranliatad products, aligopoly i said o exisl.

CPEC (Ot and Patrolewrm Expaorting Courtries) isihe besl examphs

ol o ;
[45] Manopalist can fix him price of goods whose elasticity is
ta) lesgthan 1 {h) rroea than 1
{c) elastc {d} inedasiic {1 mark)
Answer:

{a) Muonopoly is 2 siluation whan there |s & sinple seller in the market
Here tha firm i3 tha price maker. The price elssticity demand for
manopeiist i less than one hence hiee can fix price of the gocds
whose elasticity i less than one,
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[48] Winked demand curveis chservedin .
(&) duopoly market (b} mionapaly market
e} compeatitive marked o) oligopoly marked
Answer:
{d} Sams as Ans 12
147] Perlaclhy compettve firm laces
fa) Perfectly slastic demand curve
i) Parectly inefastic damand curve
) Zavo
) MNegative,
Answer:
{a} Firms in a competitive market are price takers. This is because
thers ars = large rumber o firms in the market wha are producing
[hariicsl or homoganeous products. As such hese firms cannot
Influence: the price of thelr products and hence they have a

{1 miark)

{1 mark)

perfacily efastic demand curde.
A
E B=AR=MHA
1
=
£
v
a CHIANTITY -

2011 - DECEMBER

[48] In perfect Compelition when the fim s a price taker, which curve
among the following will be 2 straght line?
{a) Marginal Cosl by Average Cosl

i) Total Cost {d) Marginsl Revenue (1 mark)
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Answer:
{dh Ina pedect compelttive market tha firms am price-fakers-and the
margingl revenue curve B a straight lne,

Price .=

DFBRMR

Chantlty w0 Quantity N OM K
|21 Bariet () indhildiaal Sellée

a

Firrm's Deimand Curve Under Perfect Competition
148] "Prica Discrimmation” can be best exercisad by the Seller in
a) obigogoly
i) monopoty
el monopoiste compeatitian
el pertact compatition {1 mark)
Answer:
{b) Price discrimination cannot persists under perfect competition
becavss lhe seller has no mfluence ower markat delermiined rale.
Price Discriminalion raquires-an elameant of monopaly so that the
selkar can inflisance the price of his product,
|50] InQligopaly the kink in the demand curve is more dus 1o ;
fa)  discantinuy in MR
i) dEscontinuily in AR
(=) fuliitment of the assumption that 2 price fall is followed by the ather
ard a price ncreasa by & fem 8 not followed by the: other
{d) price war among the firms {1 mark)
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Answer:
{c} Inoligopaly, the kinked demand curve i based on the aasumption
thai:

Each oligopotist belleves that If he lowers the price bolow the
provailing beved, its competitors will fodlow him and will accordingly
Ipwvar the prices, whereas if he raises the price above the pravalling
Igvel, its competiors will nod foflow {5 increase in price. This
faaturs gives a kink shape ta the demand curve,

[51] & Tirm encounters "shuf down” poinkwhen______

{a) marginal cost aquals the price of the profit maximising level of ousput

o) average lixed cost equals the price &t the profit maximiseng lesel of
output

i) average variable cost squals the price &t the profil magmising leval

of oitout
i) average total cost equals the price &t the profit macdmising kevel of
Dt {1 mark)
Answer:

(e} A firm reaches a shutdown level when itis not being able fo meet
its varlable cost. This means that the firm will not be able to make
payment to labour, raw material supplsis elc. In such a situation,
the firm will not be able o recover its vanable costevarn in the lorg
fisn. Harea ai this stage the flem should stop producthon and shul
down,

[52] Underwhich markst Candition firns make only normal prafits in the long

mn?

{a) Diigopoly () Monopoly

(£} Monopohistic compeliien  {d) Duopely {1 mark)
Answer:

(e} In short-run, firm eam super-nermal profits n the maonopolistic
competition thus giving incantives 16 meaw limms o enler the
Industry. Ag more firmes enter, profits per fien will go on decreasing
ag the total demand will be shared amiong large number of fima.
This will happen tll all the prohts are wiped away and all the firms
garn onby normal prafits,
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[54] in meonopolistic competilon excess capacity inthefirm.__ .

{a) ahwvays exists b sometimes exisis
i) never exisls {d) none of the above {1 miark)
Answer:

(&) An Inglividual finm incthe long mun s i equilibaum position at a
pasition where & has excess capacaty, Thus, the firms in
menopoiists competition are not of optimum size and there exist
exgess capacity of production with each firm.

IED“IE-JI.IHE I

[54] Sefing costs have io be incumed in.case of;

fa] Perect Compelition (b} Moropolistic Competifion
{&} Maonopoly {di Maone of these. {1 mark)
Answer:

(b} Non price competition & an essential feature of monopalistic
competitlon. Here the firms compete not on basls of price but-on
oiher faciors such as aggressive marketing, product development,
aftar sRb aervices elo. Hence incuring of seiling cost is an
assential fealure o! monopokslc compealition.

[B6] In market, the price and oitpit equilibium is detarmined on the basis

ol

{al Total revenus and total cos!

b Total cost and marginal cost

) Marginal ravenue and marginal cost

{d) Oy margingl cost {1 migrk)

Answer:

{e) Forihe condition of egquiibrurn two condidions dre necessan -
(1Iy Marginal revenue should be agqual to marginal cost.

{0y Manginal cost eurve should cul MA lrom balow,

Hene, equiliium (5 determined an 1he basis of marginal cost and

marginal revenue,
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[56] A perfect market is characterizsed by -
{8) - Existence of larga number of buyars and sellers
b} Homagenaus producks
i) Perlect knowledge of the market
Gd)  Ad-ol the above. 17 k)
Answer:
{d) A perdect market has following characteristics :
1. Large number of buyers and selters
2,  Homogeneous producis
3. Free anlry and exil Perect knowledga of the markiet
5. Maovement ot goods frarm the centre 1o:another
. Unifgmm grice,
{57] Which of the follewing is not a leature of aligopoly markat?
{a) Intardependance of the firma in decigion making
{h) Price rigidy
{€) Group behaviour

id) Existence of larps mumbsr of firms. {1 mark)

Answer:

{d) CHigopoly is descrbed a5 ‘competition amaong the few'. It has the
fallowing characienstics;

1. Intercapendence of faw lirms in decizion making
2. Greatimporance of advertising and seling cost firms competa
an non-price basis.
3. Group behaveour,
(58] A moropolet can lix

{a) Baoth price and oatpat () Elther price of autpul

(¢} Meither price nor ouipat  {d) Mone of the above. {1 mark)

Answer:

{a) Theaterm monopody’ means alone 10 =8’ In g monopaly marked
there is anty ane fim producing or supplying a product, Thus, the
menapelitt is reed (o determire both his price and aulput,
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[59] I a perfecthy compstitve markst, the demand cunve of & firm -

fa) Elastic bl Perfactly elastc
ic} Inedaslic {d) Perfactly inslaztio i1 migrk)
Answer:

{b} Firma in & competitive market are price takers. This 13 because
there ara & lErge memher of firma m the merket who &re producing
Identhcal or homogenaous products. As such these fims cannot
Influgnce the price of their products and hence, they have a

perectly elastc demand curss.

b -

P Dou AR = MR

]

|

LA

E

ot |

o QLUANTITY 2z

[80] Ina compefitive markat, i price exceads Average Yanable Cost (AVC)
buf remaing less han Averaga Cost (AC) al the squilibeium, tha Tom s
{20 Making a profit
) Flanning to quit )

(g} Expenencing loss but shoutd condinuee production

{d) - Experiencing foss but should dizcontinue produsction (1 mark)

Answer:

{c} Tha firm can ba inan aguilibricm pasition and siill maka josses,
When the firm is able to-meet i3 VE and & pard ol FCitwill iy o
contnue production in short run. I recovers a part of FC, 1t will be
beneficial for It to continee production because FC are already
incured-and in such & cass, it will be able fo recover a part of
them,

Thus; if price exceeds the AVC but remains less than AC at
equiibrium in a competitive market, the firm is experencing loss
but should continus production.
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[E1] Price under perect competition is detenmined by the
) firm () indusiry
(6] pgovemment {d) socialy. i1 mark)
Answer;

(b} Anindusiny consist of a large number of independeant firms, having

a number of factones, firms or mines under its control, Each such

Uit I tha industry pioduges a homogeous product sothat thare

& compettion amangst goods produced by different units called

firms. Whan the oial output -of the ndustry is squal to the total

demand, we say the industry 15 in equilibnum, the price pravaiing
iz eguilibricm price, Thus i can be said that price under perfect
competifion is determined by indusiry.
[B2] Undar maoncpoty, which of the foBowlng & cormact;

{a) AR and MHA both are downward sloping

) MR lies haltway betwesn AR and ¥-axis

) ME can be 2efo of even negalive

{dl  allof the above, {1 mark)

AnSwer:

{d} The refaticonship betwesn AR and MR of & monopely lifm can be
statad as lollows:

{it AR amvd MR are both nagative sloped (cowrwand sloping)
CRNYREE,

i) MR curve lias hall way betwean the AR curee and ¥ axis, e
it cirts tha honzarntal fne bélween 'Y axis and AR into two squal
parts.

{mi) AR eannol ba sem, bul MP can be zero or avan negalive.
Thusg, & of tha ahove statemants are comest under monopoly.

(B3] Nan-prce compabition 3 vary Dopolar i
{a]  Monopoky markel
] Monopolishc competition
{e)  Oligopalisbc markel .
{d] Pergct competition {1 merk)
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Answer:

() In a manopalistically compatitnes marked, aeller try 10 competa.on
basis other than price, as for example aggressiae. adverlising.
product developmeant, befter distibution arangements, sfiicient
ahar-sale service, and so on. A key base-of non-price compedition
5 a deliberate polioy of product differeatiation.

[B4] Indhea ‘kinkad-gemand’ curve madsal, the upper portion of the demsand
oune is

{a) Eiastic

) Inezastic

{g} Perlecily Ejastic

id] Unitary Elastic, {1 mark)

Answer;

(8} The demand curve faced by an aligoocist according 10 kenked
damand curve hypothesis, has a 'kink' at the level of pravailing
piice. I is becase the segment of the demand curve above the
prevailing price lavedl |s highly elasile and the ssgment of tha
demand curve behew the pravaling price level i inesastic.

[65] Equilibrivm price tor anindustry in parfect competition is tixed
throwgh,

@) Inputand Cutput

{b) Market demard and market Supgly

() Market demand and firms supply

{d) Mone of the abxove. 1 mark)

Answer:

(b} Flrma Irna competilve market dre price takers. This is becaudse
there are a larga number of firms in the market who are producing
Identical ar homogenaous products, As such (hese fimms cannol
influence the price in their individual capacities. They have to
accept (he price fixed (through irteraction of market dermand and
supplv] by the indusiry as a whoke,
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[548] Ina perecily compatitive marked, i MR is greater than MC, then a firm
sha

{a] Increass iz productions (b) Decraass is production

] Decrease its-sales {d) Increase iissales {1 mark)

Bnswer:

{8) Ina pertectly competitive markst, if MR iz greater than MG, thens
Ig-always an ineentve tor the firm to expand ite production further
and gain by sale additional wnits
Thas, the firm should increase its production i MR s greatar than

M.
[67] Kinked demand curve is related to which market stracture
ia) CHigopaly (b} Manapaly
) Monopsony {d) WMoropokaic competition.
{1 miark)
Answer:

{a} Inolgopolistic industries prices remain sticky of inflexibie for along
firme. They tend to change infrequently even if in the face of
declning cost. These inflexibiities kead 1o kink shepe of tha
demand cunsa.

Therefora, chigopolistic markets have Kinked demand curve,

MO~ 37

i
w

DUTPUT

Thus,; option a is cormect.
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[B8] inthe long ren-a manopolist always sams

{#) Mormal profit 1B Abnormal profil
e} Zero profil {d) Los= {1 mark)
Answer:

{b) Long ran is a penicd leng anaugh toaliow the monopolist to adjust
hia ptant size oruse his existing plant at any level theal maximizes
hia profi. In the absance of competition the monopolist need not
produce at the optimum lewvel
Tharelors, the monopolist will not continue i ha makes kossss
thyer larig run,

Hawill continua to make super normal profits abrormal svenin the
leng run as entry of cutside firm &= Blocked,
Thus, option b |5 cormact,
(B8] Under which of thi foliweng forms &f market strocture doas & firm has
avery conaiderabile control over the price of ite product?

{8l Monopoly

fb) Monopoiistic Compstition

{c) Oligopoty

i) Pardect Competiticn {1 rriark)

Answer;

(a) Inmonopaly since there is g sngie selier and thare is only one firm
producing and supplying & product. Each firm 13 8 price maker and
ig'in a position to determineg price of s own product.

2014 - JUNE

[70] Qe of the essantial-conditions of Perfect Compatition is
{a) Product ditferantistion
o) Many sellers and few buyers
[} Dnly one price for identical goods at any one time
{d) Muitiplcity of pricas for identical product at any one time
{1 mark)
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Answer:

{c} Incase of periect competition, the commaodity or the goods are sokd
at uniform price throughout (ke market al any given point of tme.
In other words, all fimms Indwiduwally are prce takers; they have to
accept the price determined by the market forces of demand and

sUpply.
[71] The demand cunde of an oligopoist i3 ©
{a) Determinate (B) Indeterménats
fio) Circular () Wertical 1 mark)
Answer:

by When an oligopoltic tirm changes 15 price; 115 rhval firms will
retaliate or react and change their prices which in tum would affect
the demand of the former firm. Therefore, an oligopolistic firm
tarsrol have suve and definlle demand curve, sance il koeps
ghiffing as the rivals changes thelr ffices in reaction o the price
changes made byl
Hence, option (o) 1 cormect.

[72] Abnonmal profits exist in‘the long rum ondy under

{a) pedect compealition b monopaly
{e) moncpokistic compedition  (d) oligopoly (1 mark)
Answer:

() Abnormal profils exst in e fang mun only under ronopoly. He will
continue o make supemosmal profits even I the fong rin as entry
of outside finms i blocked,

Thus, optlon (b} is correct.
[73] The distinciion belween a single firm and an industry vamishes in which
ot the tollewing markal candiborg?

ta) Parlect Competiicn b Imperact Compalition
{e} Pure Compatition {d) Monopaly {1 rark)
Anszwer:

{d} Inamonopoly market, there is only oné firm producing or supplying
a product. This smigla firm constitutes (he indusly and as swih
there is nid distnclion between finm and industey ina manopalistic
market ar monospoly.
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[74] Sefiing outtay is-an essentlal part of which of the following markst
situations?

(&) Parect Compelition {b) Misrwpaly

{c} Monopolistic Compebiton  {d) Pure CGompahbon, 11 mark)

Answear:

{e} Inamonopalistically competitive market, seliers ry fo competsion
bases of seling costoullay. Saellers altempt fo promole their
prodiuct mod by culting prices but by incurnng high expendiiune on
publicity and advertisemant and sakes promofing technigueas.
Thus, gefling ouflay 12 an essential part of monopoRstic compatithe

miarket,
[75] The Kinked demand ourve model explains the markst siuation
{a) Pure Oligopaly (b) Differentiated Cligopoly
{2} Cobusive Oligapoky {d) Price Figidity 11 maik)
Answer:

{dl Inmany cligopolistic indusifes prices rermain aticky or inflaxible far
aleng time. They tend to change infrequently, even in the face of
declining costs. The most popudar explanalion given 1o this prica
ngidity is the kinked gemand curve hypothesis given by Paul A
Swaeszy.

[78] Forpricediscriminatson o be successivl, the elasticily of demand for the
commodity in-the wo markets should be

{a) ‘Same by Diterant
) Constant {d) Zevo {1 mark)
Answer:

(b Condtions for price discrimmation

(I} Sellershouwldhave some control over the supply of his prodisct.

(i) Seflershould be able to divide his market into two of more
sub-markels.

{#) Price-edasticity of the product should be ditterent in differant
sub-market.

(iv) It should not be possible for buyers of low-priced markes to
raged] the product to buysrs of high-pricad markst.
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[77] The firn in & perfectly competitive market is a price taker. This
designation a5 a price taker is based on tha assumption that:

al The finm has some bul ol campels control suar its product prica

{fb)  Thare are 80 marny buyers ard sefers in the market hat amy ong
bivar of saller canngl atfect the market

i) Each brm produces a homoganaous product

{gl] Thara s easy enfry inta-of et from the markel place. {1 matk)

Answer:

(b} Tha blim n a parfecty compstitive market is a price takar. Tha
designation @5 a price lakor is based on tha assumption hal theme
are lange number of buyers and sellers who compets among
themselves and their number Ia so farge that no bayer or selier iz
I & position ko infuence the demand or supply in the market,

[74] Amarkst siructure in which many firma sell products thet zre similar and

identical is known as A

{8) monopolistio competifion (b)) monopaly

{c) perfact compedition (d) abaopoly {1 matk)

Answer:

(e} Perlect competition s a marke! where firm sells homogencus
proguct 1hat are similar and identical in natura,

[78] A firm having kinked demand curve indicates that:
{If 1t the firm reducas the price, competitive firns also reduce the prics

{iiy 1f e firm incréases the price, compatitve {ismes also increases tha
price

fiily 11t e reducms the prece, compatitive lems do mol redoce the
pifice

{h  Ifthe firmincreases the price, competitve firms do not mcrease the

prica
{a) Only (i) above (b Baoth (i) and {iv) above
{c} Bath (i) and (W) above  (d) Both (i) end {ii) above (1 miack)
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Answer:

{by Ina tiem having kinked demand curve indicates that, the firm has
reduces, the price and the competitive firm also reduces the price
bt of the fimn ncreases the prce, competitive fiems do not increase
the price,

Sa, option B @ corect answer §.e. Both (7 and (iv) above:
180] Price discrmination will not be profitable, [f'the elasticity of demand 12
in different marksts

tal unfomm (b differant

{g) les= {d) zom {1 k)

Answer:

{a) Price discrimination 5 a method of pricing adopted by the
mignopodiel in order to sarn abnormal profits. It refars oo the
practices of charging ditferent prices for different units of the samea
commaodily. Thus, i will not be profitasle, if the slasticity of demand
I& untharmm in different markat,

[B1] Intha long ron, whish of tha: foliowing statameant i eos foea fiem ina
pedecty compstitae Industry?

fa) It operales at [fs Mirkmum average cost

{b) The price is mare than the averaga lixed cost

fe) Thamarginal cosl is greatesl than margingl revenae

(d) The fixed cost ia lower than the total variable cosal {1 mark)

Answer:

(@) Inthelong ren, plants sre esed At ol capacty, 59 that thars = no
waslage of resources e, MC = AC, The firm adiists is plant size
50 as to produce that lgvel of output-al which the LAC |5 the
RIS,

Thes, we can sgy that a fiomin 8 periectly compatifive indusiny
operatos ai its minimum average cosl.
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[82] The firm wilt attain equilinrium at 2 polnt where MO oures cuts
fram below,

fa] AR curve {b) MR curve
o) AT cunve (i AVEG ourve, {1 k)
Answer:

{by The MG curve cuts MR curve from below, in other words, MC

shiubd have & posiive slope
[83] In a monopoly market, a producer has control only ower:

(8] Price of the commodity {B) Demand of the comasadity

{c} Both (a)and (B) {d) ity of the product. {1 mark)

Anawer:

{8 The moncpolist ar the producers in a manapoly market may use
thear monopolistty power 1o realize Maximum ravenue snd may
akzo adopt price discrimination, Therefore they have controd only
owver price of the commodity.

[24] One of the taiowing is not corest about perfact competition:

ta) Purchass and Sale of hormogereous goods

(b Exislence of markeling cosls

e} Absento of transportation costs

{4 Perfect mability of factors of production, {1 mark)

Answer:

{by Parlact competition has following leaturas:

Large number of buyars and selars of a commodity
Hormggeneoss Product

Piarlant Knowledss

Freedam of Entry ang Exit

heo Extra Transport Cost

Irdepandent Decision Making

Perfact Mabiity

- & o s s ow
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[85] Hinksd demand curve under oligopoly is designed to show:
{g) Pripe and output determination
ib) Price rigidity
{£] Price leadership
] Colusion amorg fivaks, (1 rrark)
Answer:
{b) Kinked demand cumve hypothesis has a 'kink® at the level of the
prevailing price. This kink is formed to-show price rigedity.

I 2015 - DECEMBER I

|&6] “l @m making & loss, bt with the reni | have to pay, | can't atford to shut
diown ai this poind of fimea.” if this ertrepirenadris attempting o raximize
profita or minimize losses.
{a) Rational, f the firm is covering its variable cost
{b) Rational, # the firm is covering iis fined cost
e} Irrafional, since plart elosing is necassary lo sliminate josses
) Irrational, since fbed costs are eliminated IFa firm shut down,
{1 matk)

Answer:

{a) A point of aperation whare & firm is indiferan: between codtinuing
oparation and shutting down temporarily. The shutdown point isthe
combiration of output and price where a firm sams just enough
fersruer o cover te Tolal variable oosts.

[87] Kinked demand curae |3 the demand curve of

&) Perlect Compelition (o) Mohopoiy

e} Monopofishic Compatition  {di Mone of tha abave. 11 mark)

Answer:

{d) Kinkisd demand turve i the demand curve of oligopaly.

[88] Price digcnrnation wil be profitable only If the slashcity of camand in
differenl markels |5 )

{a) Linifarm (0] Different

€) Less (d) Zerg {1 mark)
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Answer:

{b) Price discrimination will be profitatle andy if the alasticity of demand
i different marksts’is different because Monopolist fikes a high
price for his product for those buyers whose price Elasticlty of
demand for 8 product is less than one. This implies that when tha
monopoist charges. a higher price from them, thay do not
significantly recucs their purcheses m responss ta high price.

[89] Undar which of the tedlowing form of market strueciure does a firm have
o control over the price of its producticn?

@ Monopohy (b WMonopolstc Compeliion
lg)  CHigopad {d) Perect Competition. (1 miak)
Anawer:

{d) In pedact compatition, & lirm has na control aver the price of ils
praduct hecause here i arge nember of sellers and each soller
procuces 3uch a small share of the otal cutput so that any changa
I hig cutput will not kave & significant eifect on the market price
ard thare are large number of buyers 8o that no buyer can changs
b5 caitput by its indivicdual actian, The firms ara said o ba ‘prica

[ iz that situation inwhich g finm bases s market pobcy, in
part on the sxpecied bahaviosr ol a few clos ivais,

{a) Oeigopoly (bl Monopolstic Compelition

{e) Monopoly (d) Perfoct Competition. {1 mark)

Solve the guestion Mo, 81, 82 and 23 on the base of folicwing figure:
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Anzwer!

{8} Oigopcly isa market structure in which there is interdependence
of firms in decision making, This is because when the number of
competitons ane few any change in pnee, output or prodect by &
firrm will Fave & direct effect on tha fortunes of The rivals. who will
then rafaliate by changing their own price.

191] in the:-above figure, curve E is the fem's

{a) Marginal Cost Gurve {b) Average Cost Qunes

ich Demand Curve {d) Margiral revenue Curve,

{1 mark)

Answer:

(e) Curve-E i Average Revenua curve which is also known as

Demand Curve.
[82] Abcve figure represenis a

fa)  Monopokat

{b) Perdectly compatitics industry

iz} Pedectly compsetitive fimm

{dl Mone of the above. {1 mark)

Answer;

{a) Gifven curve is Monopolist cunve hecaiss:

i AR and ME are bidh negatively sloped
(B} MR curee Hes hallway betwean the AR curve and the Yeaxis.
I.e, it cutsthe Horizonts! line between Y-axis.and AR into two
aqusl pas
(i} AR zannot be zoro, bul MR can be zard or negative.
[83] In abowe figure firms marginal revantes cornve ia cuma

) E ) A
ic): F {d) 8 11 mark)
Answer:

{c) Marging! revenus curve 5 curve F because i lies haif-way
Betweon the AR curve and e Y-axis.
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[94] The price elasticity of demand for & product is mfinite under:
i8] Perfect competition b} NMaorapobstic competition
{g} Managoly 1d) Ogopely, 11 miark)
Answer:

{a}) The price efasticity of demand for @ product is infinite undar
parfact compelition as thone are large number of buyers and
sallars who compate among themsalves and Ihair numbar s 50
large that no buver or selfer s in a position to Infiusnce the
damand or supgly in the market,

[95] Comparing & Manopoly and Compelitive fim the Monopohst will;

{a) Produce lees and sall at a lower pricg

(b Produce miore and soil 8l & lower price

fc} Produce less and sall at g higher _p'rice

id) Produce zero and sell &t a8 lower price. {1 mark)

Answer:

e} Moempoly is an exireme lorm of impedect compatiton with &
single. seflar of a product which Rag no close substituts as
compared. with the perfectly competitve market. In perfect
compelifion, average and manginal revenue ane kentical but his
is nal the case inmonopaoly as monopalis! knaws that it he wishas
I ncrease his sales-he will have 1o reduce the price of & prodect.

: Thus, produce kess al o higher price al imes
[@6] The reason for the kinked demansd curve is that;

{8 theaoligopofiat believe that competitorawill foflow oltpul increases
bt raok owlpul reductions.

() the cligopoliat believe that competitors will follow price’ increases
Bt rot oup reductions

(g} theoligtipolisthelisve that compatitors will Tollow price cits bul not
prica rises,

dy  the eligopolis! belleve thal competitors will follow price Increases
but pot aupul incraseas. {1 migrk)
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Answer!

{¢) The reason for the Kinked Demond curve is that the oligopalist

belleve that cormpetitors will foliow price cuts but net prce rses.

This kink is formed at a prevaliing price level. This is because the

segmant of the demand curve above the prevailing price level is

highly edastic and the segmeant of the demand curve balow the
prevailing price laved is inelastic.

[27] A discriminafing moncpodist will charge a higher price In the market in

wihich the demand for its productis

—rr e

{a) highly elastio (b retatively elastic
&) redatively inebastic () porfectly slastic. {1 mark)
Answer;

(e} & discriminating moropolial chiargs & higher price in a market
which has a ralatively In elastic demand, The market wiich i
highly responsive to price changas is charged less. On the whels,
the monopolist Denedits from such discrimnation.

(28] IF a fim undes mosopoly wanis to sell mose, s averago revanue
curve will bea lirye,
{a) horizontal (b} verticat
fe} downward sloping i) upward stoging 11 mark)
Answer:

{e} Mafitrn under moncpoly wants o sell moe, 1S averags revenue
curve will be a deswward gloping line because the seller changes
a sngle price for all unis he sells, syarage meenue per unit is
identical with price, and thoz the marke! demand cunde-ia the
average revenue curve for the monopolist

2018 - DECEMBER

[29]  Who sels the price of the product under perfact competition?
fa) Ciovemment {bB) Consumers
i) Bellers {d) Bolh buyars and sellers (1 mark)
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[1o0]

no1]

[102]

(103

Answer:

{d} Price ol the product under perdect compelition & set by bath
buyvers and =silers,

Winich is the first order condition tor the firm 1o maximise e prafit,

fa) AC=MRA (b) AL =AR
i) MG =MA {dl ME=aHR 11 rmark)
Anawer:

(g} Thie first order condiéon for the firm 1o makimiss the profils is
when margingl cost i equal 1o the mangina! fesvense.

Wihich markethas theconceptof  “group’ equibrium in tha long run?

{) Ougopoaly (b} Manapoly

e} Monopolistic compelition (d) Perect compatiticn. {1 revark)

Answer;

{e) In the ibig min manapolistic Sompetiticn has the concept of group
equilibrum. Group equillhnum represents the prce and cutput of
organizations having close substiuies

Which of the following is ncormac?

{a) Ewven monopolislic can sam losses.

(b Firms in perfect competitive market is price taker,

it} Iis always benaficial for 2 femin a perfecily compefitive markei
o discriminative prices.

{d) Kinked demand curve s related {0 an ofigopolistic market.

{1 mark)

Answer:

e} Nisalways beneficial fora frm in a parfecily competitive market
1o discrininate prices. This statement is incormact

Avarage revenis Gurve B also knowr aa;

{a} Profit Curve {b) Demand Curve

(o) Average Cost Curee {d) Indifference Curve 1 mark)

Answer:

{b) Average Revenus curve is aiso known as Demand Cunve,
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[10a]

[+05)

Winich is not cheracteristic of monopoly ?

ta) The firm & price laker

(b There s a sirgle firm

() Thi firm produecas & umigue product

idj The existenss of some advertising, 11 mark)

Answar:

(8) & monopoly i not & price taker but B price maker

Price discrimination is profitable only when:

{a) Diflarent makels aré kepl separate

b} Distance betwoen the consumer and the market s more

{c} Ekasticity of demand in diferent markels is diffarent

{dl The consumers are segregated on the basis of thelr purposs of
use ol the cormmeocdity. (1 mark)

Answer:

(e} Price discnmination is profitable onty when elasticity of demand
in differert markels is diferent.

IWT*JIJHE. |

[108]

Winan the industry is dominabed by ene lansge firm which |s considered

as the leader of the group; the market is described as:

{a} Open oligopoly

B Parfect aligopoly

fe) Partial aligopoly

{d) ‘Organiead oligopaly. {1 mark)

Answer;

{e) Oegopoly 18 partis| when the industry s dominsted by one laroe
firn which s considersd or logked upon as the faader of the
group. Tha domnating lirm will be the price leaddr n panial
aligopoly. The market will be conspicuous by the abeencs of prics
leadership.
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[107)

[108)

(103

Which amorget the fallowing iz not an chjgotvs of prica discrimination?
{a) To hald the extra slocks
b)) To earm maximum profits
e} T enjoy ecanomies of scale
{di To shcure aquily Frough pricisg. {1 Hriark)
Answer:
{a) The ohjsctves of prioe dezetmination are hede undar
1. foeam maximum peofit
2 g dispose off surplus stock
4. Ioenjoy economies of scale
4. o capture forsign market
5. {osecure aquity through pricing
Thus, option {a) i3 the correct answer,
Wilich pd the falldwing statament 2 nol coraet?
fa) Unter mancoaly thers s no fference Betwasn 4 it and induestry,
(b} A monopolist may restrict the output and raise the-price.
{e} Commodites ifered for sale under a perfect compettion will be

heterogenadus,
tdi Product diferentiation is peculiar tomonapolistic compstitson,
11 mark)
Answer:

{c) Commadities offered for sabe under a perfact competition will be
homoganous; There are Erge number of buyers and sellers who
compele amang themsehes and thelr number b5 5o large thal no
buryer of seller s in a posilon fo influence the demand and supply
in the market being the commaodity deall in it s homogeneous, in
the senge that the goods produced by differant finms are identoal
in natung,

Undesr perfact compiatition liom g descrbed as!

{&) price taker and not price maker

{b) price tnaker and nat price taker

() nelther price maker nos price laker

el none of the above, {1 k)
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Answer: )

{m) Under perfect competition firm is described as price takers and
rict price makers. This is because thepe are large numbser of firms
in the markel who are prodicing identical ar hamogencus
products, As such these firms cannotl influence the price in their
individual capacities. They have to accept the.prica fieed (through
Interaction of 1otal demand and total supply) by the industry 82 &
whiole.

{110] Urnder which of the lollowing forms of market strecturé dossé a fiim
have no control over the price of it product?

{a) Monogoly {t) Monopalistic Competition
{e) Ohgopoly {d) Perfect Competiton. (1 mark)
Answer:

{d} Under porfect competitian, a flem have no conteal ohar the price
of its product. Firm have to accept the prce as given.and a5 5uch
they are price tskers mther than price makera. They cannod
increase the price individuasty because of the fearof losing the
cusborner bo aiher firms,

Thu, ootion (d) i& corect

I 2018 - May I

[111] Conditon for equilibriurm of firm:
{aj MR =MC
{b) AR =AC
oy MG curve cuts MB curva from befiow
{d} Both {a} and (o) {1 mark)
Angswer:
{d} Conditions for Equiliprium of firm are:
(i} Marginal revenue shouid be aqual to margmal cost L&, A =
ML

i WEC curve-should cut MR carve frem below ie. MC shoukd
nave positive siops. Hence both conditions,
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112

[113]

[114]

Whatis/ sre featurs (5) of oigapoty

{a) Kinked Damand curve

b} Carlsd

e} Dowrward sloping demand curve

{di Both [a) and (b} ane cormssl {1 Hriark)

Answer:

{d) Oligopoly is lype of marke! in which thera are only few buyers and
sellers (generally 2 to 10) and it was so many features also and
these are as follows,

(B} Cartel

(b} Kinked Demand Curve

ey Inter depence

{d) Giroup Behawviour

() Importance of adverbizing ard salling costs

Manspoly W undesicabbs due bo

{a} 1 has prices higher than compatitive firms

ib) I produces less ouiput than compelitive firms

e} W discriminates on prces

(d) AR at the above,

Answer:

{d} Monppoly means whare anly ona seiler exist and take:all the
prefits, It has some features from his point of view and
undesirable: aiso from public point of view theze are:

(a) Price Discrimination
(b} Produced less ouiput than compatitive finms
(e} Prices higher, than compefitiva fimm {1 mark)

In dang run equilibrium undue perfect compesition Izfare satisfied by

wiich comdiion

ta) MC=MRA

() AC =AR

i) CMC=LAC =P

) Al of the above. 11 mark)
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[115]

[t18)

7

Answer;
{d} Eguifibrium pointis judged inkong run when there isfare following
corditions given
(&) Marginal Cosi = Margnal Revenue or MG = MR
(b} Averags Cosl= Average Revenus or AC = AR
(c¥ Long run Marginal Eost = Long Run Avarage Cost = Procaar

LMC = LAC= P
i the kong rin mencpoiist
{a) Incur ogses (b Musl sarn super normal prodits
ic)y Wantsto shut down {d) Eama cnly nommal profits.
11 mark)
Answer:

(b} Monopoly mesns one sellar and many buyess, Monopoty is lind
af markel in which seller iz Known 48 roonopoiist and as his
busingsse grass for long s then be not only sams normal profits
buil also sbhnormnal profits and which is known as super profits, 2o,
the must eanm super namal profits In lorg um

Tha demand curve of the firm and industry will be same: b which form

of marke!

{a) Monopolistc compstition () Perfect campetition

i) Monopoly () Ofgopoly (1 mark)

Answer;

{e) Demand curve of firm and indusiry will saeme i monopaly market
as price sat by industry and {irm have to choose that Tave! of
oulpul which yiekds mazimum pealits,

Which of these |a the best example of oligopoly?

ia) OPEC (b) SAARC
oy WTO () GATT {1 matk)
Answer:

(@) Qligopoly markot IS type of madkat inwkich there armonty 2 o 10
saliara.
For Ex: OPEC, cold-trink selier; waler supplier atc,
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[118]

[119]

(2

[121)

In & perfacty campetitive marked. if MA is graater than MG, then afirm

shouid:

{a) Increase He production (b)) Decregse its production

(¢} Dacrease ils sales () Increase its sales {1 mark)

Answer:

(@) Ina perfect compebition marked, whan firm increase its output or
producton ihen the reason i s Marginal Revenue/Svesaga
Revenuse i greater than Marginal Cost'Average Cost,

Equilibrivm price for an Industry in predect gompetition i fied ihrough

{a) Inpautand outpu

{b) Markst demand and markst supply

i} Marketdemand and firms supply

e} None of the above. {1 mark;)

Answer:

(b} Eculébrium is that phce-at which boih demand and sunply are
equal and tharelors, no buper who wanted 16 buy al hal poce
goes diszatisfied and none of the seller iz dissatisfied that he
could not sell his goods at that price, Equilibrum prica in perfact
competition ks fiwed through Market Supply and Markes Demarnd

A competiive lirm in fhe short rum ingure losses. The firm cortinues

production, if:

{al P = AVC {bj P=AVC
fc) P<ANVG {d) P AVG i1 mark)
Answier;

(d) Firm continues production I price is greater han or equal 1o
Avarags varahle-cost bul price i less than averags varabla cost
tiven finm will incur definitely iosses which leads 1o closure of firm.

Market formm in which there is only onie Duysr and one selier is:

{a) ‘Dligopoly i) Duopody

{c) Bilateral Monopoly {d) Monopsaory {1 mark)
Answear:

{c) Monopoly is type of market inwhich there are only one seller and
ane buyer.
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2018 - HoOVEMBER

[122])

(%23

[124]

[125]

Thea structure of the Todthpaste lndustry i India = best described as:

ta) Pefactly competitive

{b) Monopoliatic

fc} Monppolistically competitive

{d) Qtgopolistic 1 mark)

Anawer:

(b} Monopokstc markel has differentiated products with close
substitees just ike Toothpaste Industnes.

Product ditterentistion i iha masn features of which markat?

{a) CHigopohy

b} Monopolistic

(o} Disorimnafing Monopoly

el Pedect compatiion {1 miark)

Answer:

{b} In menopolistic competitive market thers are largs number of
buvers and seller each aelling diferentiated product.

Wihich markel is having & single sefler snd singla Buyar?

il Duopoly

bl Monopsony

() Brastoral Monopoly

oy Mo of the abowe {1 magk)

Answer:

{c) BHaleral Monopoly is a markal structure ine which hereis only a
single buyer dnd & single seller e §l 8 8 combination of
monopoly markal and & MoRoESany market,

In Lang run perfect competitive market incurs

ta) Mormal profit

b Bupemamal prafit

i) Losses

{dy Constant Retums {1 mark)
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[127]

[128]

Answer:

ta) In long run, firms will just be saming normal profit because if in
short run they eaming supernosmal profif rew fimme: will be
eftracted and supply will ise which lead 1o fadl in prices and wine

Versa.

Which whe of tha lallowing is not the leature of Oligopoly?

{a) Interdependency

{h) Selling cosl

e} Frae Entry

tdd) None of the aboval group behaviour {1 mark)

Angswar:

fc) Featurs of cligopaly are:

1. Straiegic interdepence

2. Importance of advertising and salling cos

3. Group behaviaur, )

Theraiore, free antry |5 not & feature of oligopaly market.

Price lwadership iz 1he characteristic.ol

im) Ofigopoly

fb) Monapoly

(g} Perfect competition

id) Discriminating Mencply {1 mark)

Answer:

{a) Priceleadership can e by doménarit firm. a low cost firm oritcan
be baromatric price leadershig,

MR Curvain perlect competilion is

{a) Paraflal o X- axis

{b) Parafel to Y- axis

{c) Fall from daft 1o nght

{d) -Rise from kaft o nght {1 mark)

Answer:

{a) MR curve'in parfect competitor is parallel to x-axds. Bacause a
patlectly compatitiva. firm is a price laker and laces a horizondal
demand curve, its ME cere i also horizontal and coincades with
s AL Gurve,
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[129] Which of the following is not the charactenstic of MR?
{a) When TH is maximum, then MR is zero
(b} MR camnol ba negative
e} MR slopes downweard fram fett 1o right
(g} MR Curve iz balow AR Curve 11 resark)
Answer;
by Properies of MA &
{1y When TR iz maximum, then MR is zero
{iij MR cannot be negalive
{BEi) MR shopes dewnward
(i) MR curve is bolow AR curve
Theratore, (0] 13 he corect option, because MA cannol be
negative.
[+30] Which ol of these ane N & feature of perfect compatiticn?
ia) Hemogensous
{b) Large number of buyer and sellers
fch Frea entry and axil
{d) Balkng cost. {1 rriark)
Answer:
{d} Feature of perfectty compatitive market
1. Large number of buyers and aellers
2 Products sre homogenous in nature
4 Firms are fres to center and exit
A, Coensumer have parfect knowledge.
Thareiore salfing cosl is nol inchided in perfectly campetlitiva
markot
[+31] Which of the following statement is comact?
&) Price ngloity 5 an imporant feature of monopoly
{b) “Seling cost are possible under perfect compsetition
(g} Anindusiry consists of many firm
{d) Under perfect competition factor of production do not move fresly
as these are legal raéstriction i1 mark)
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Answar;
{d} Under pedect competition factor of producton do not move frealy
a3 thare are iagal resiriction. Theretore this s correct statament.

I!!!‘IE—I.IM I

[1:32] Which ks the eharacieristis fealurs ol manapaly 7
{a) Honogeneous goods
ib) Strong barers to entry
{c} Perfect compatition
{d) Perfectly etastic demand curve {1 mark)
Answer .
(b} Monopoly Is & nisrket situathen in which there 55 single selierand
large number of buyers. ls-features are:
(i1 Sirgle ssller of the product
{ii) Barrirers to entry
{mi) Mo close-subtitutes of product
{iv) Markel powsr,
[133] A cisoriminating monopalist 1o reach egquadibrium position, hes decigion
on botal eutput depends upon
fa) How mach ot oulpul should be produce ?
(o) How the total oulpot showld be distiouted between the two sub-
markei ?
{c) Bath fa) and (&)
i) Nona {1 mark)
Anzwer:
(e} In order to attain equilibvium position, a diseriminating monopalis:
has to make three main decisions regarding his output
1. How much total outpat should ba produce?
2. How the total cutput should be destribuded batwaen the two sub-
markets? and.
3, What price he should Change in the two sub-makias?
Thus, optlon (€] Is comect,
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[194] Price discrimination is possibie only in _

ia) Monopoly

{b) Perect Competilian

i} Oligopaly

{d) Monopelistic Compatition {1 miark)

Answer:

{a) Prce discnminalian is a mathod of pricing which is adopted by a
manopadist in erder la eam abaormal profits. 11z a meathod & which
diffiarent prices are changed for different Unils of same commodity,
Thus, this methed is-only pessible in monopoly market situaton.

{1351 Kinked demand curve 5

{a) Highly siastio at above the prevaikng price

(0] Inelastic ar below the prevaiing prics

ic} Bath {a) and (b}

i) Mone of the above 11 mark)

Anzwer:

(¢} Inpligopoly market, the demand cune |3 kinked shaped at e lavel
of the prevailing price. The reason behind this Is that the demand
cunég ahowe prevailing prica kevel i highly élastic and the segment
below the prevailing price level is inetastic.
in other waords, a high prices, the firm faces the relatively elastic
damand and af low prices. refatively inelastic demand,

W

Frigg
f..-""'
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[736] Demana curve i honzontal in the case of

&) Monagaly

b} Parfect Compedion

fo) Imperect Competion

i) Monaplistic Campeton {1 mark)

Answer:

B} In parfent compalithen marked flrma se6 price inker Lo, tha sanmsd
flience the price n the i individosl capacty. Price s detsmmined
by the Inciutry, THug, U dormand curveof this mirket 16 horzontsl
L. paralkel to x-mis:

[137] What k2 the chafaciensle o monepoistic competition?
[a) Prize alastcity is low for the product concemed
b Large mumbsr of ssfies
e} Mo oagree of Dontrod over price
il O Buryar i1 mnrks)
Angwrer
b} Monopolstic campetiion is an Imperes! market whare many
produces well diferantated products. fts characlenstics are
1. Large numbar of caters.
2 Produc differentation
2 Freadom of eniry anc exi
4 Nofcprod competinon
[138] 1 a padectly comoatitive lim sarns super normal profits then
fa) AR > MR
) AF < MH
e} AR = WIR
(d} Nono of tha aoova i1 mark)



| 4.256 |m|Solved Scanner CA Foundation Paper - 4A (New Syllabus) |

Answer!

{c} In case of perfect competion super normal proft anses whan its
average revanue & more than ite average fotal cost. There is pa
change in Demand curve, i.8
AR = MR = Demand.

2019 - NovEMBER

[139] Live and kat live is charackenistice of which of the ollosing market?

i{a) Perlect Competificn

i) Moncpoly Competition

(¢} Imparact Compedition

id) Dligopaly Compeiition

Answer:

(d) Qligapaly marks! which forms cartels because there ane 8 few
firrmis, il o wihich are simitar in size. Onestrategy 1S o adgopl a Tve
anid lat five philozaphy'. Specificaliy the dominarit firm aecepts the
presence of fringe fivms and sets the price 1o madamize its prof,
Faking inbo aseouwnt ha Fringe Grme" bohaviour. This s called prica
leaderahip by dominant firm,

[140) In wiich of the fallowing market there sre oy bwo selleis?

&) Duopaly Competition

(h) Pedect Comipetifian

{e} Monopoly Competition

id) Perdect Gompelition and Duopaly

Answer:

{a} Duopaly I3 a aubset of oligopoly, iz & market situation in which
there are only two firm in the market,

Whers as in sligopaly market there are few fimms and lasge number
of buyess with some cegree of conirgl our s price,
[141] Thi degree of elasticily In perlest competition markel.

ia) Perectly glastic

(b)) Inelastic

¢} Perlectly inslastic

id) Elastic
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Ansyeer:

fa) The degres of elastcty in perfeot competition markel is perdecily
¢atic because firm (e 0 proc mker, the demand curve D' facng
an Individual competitive firm i given by 8 honzontal ine al the
beven of miarkesl price sel by e industny. Inotfser words 1he demand
curda of aach finm is porioctly {or infinftely) elEatio.

',‘ mﬂm‘li (i il evietansd Sal@r
A
o
Price B8R
e S T
A= MR- D

[142] & perec competdive linm eams sope)-nomal prodis when

fta) ATG < MG

) AT =MD

ci MR < AR

id MR > AR

Answer

{B) When & firm e2ins supemarma profits B avernge revenuss ane
mare than ifs averags tofs| cost. This, in addition to normal rate of
profi the limm eams some aoditiona profis.
Therin Bnorl N perect eomoetive [im eams super nomal
profits: Bud in long. e it eams normal profits only

L
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[143] A firm ig said 1o earm normnad profit when

fa) AG= AR

{h) MC = MR

{c} AR=HNA

() MG = MA

Anzwer:

{a} When the average revenus of & tom ks est egual o s everags
cost, & firm sams normal profits or 2efo econemic profifa. Le.

AC = AR
It iz to-be moted thal hers a nomal profd percentags for
antrepreneur for his manageral sericns i already ncludd in the
cosl of praduction
[4:44] T firrnis st salling cobd- drinks dnd competing with some idantical
charaslenatics, This is an example of

i3] Duapaly

ih) Monopohy

1) Cligopealy

{d) Monopolisbc

Answer:

{a} Duwopaly market is the subset of oligopoly market where two and
galy twa firms ane there Inthe markel,

Tharefars, when these ars wo firms of cold- drink ane salling cold-
drink and competing with soms identical charactanistics, Thisisan
exampde of Duopoly markst,

[145] Group Behaviour i a characleristics of

{8} Dligapaoly

i) Monopoly

ic} Perdect Competifion

id) Manocpolistie Compatition

Answer:

(2} Group behaviour i & characteristics of oligopaly markat The
theory of sligopoly is ‘a theory of group behaviour, not mass or
indivicual rehaviourand to assume profit maximising behaviour on
the ofigopatists’ par may nol bevery valid. Tha lirms may 2grée 1o
pull bogetiver as a group in promation of their comman interest. And
gach oligopolist céxsely walches the business bahavicur of tha
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othar oligopalists in the indusiry and designs his moves on ths
basis. of some assumptions of how they behave Bre likely
behave.

[145] Myth in Fieal word

(8] Ciigopaly

i) Duapaly

¢} Perfect Competifion

id) Menopoly

Answer:

() Myth in Haal world is parfect competition markat a5 in this markel
thers are large number of buyers and seffars but they el all
homogenous goods which 13 not possibiain real situation, And herg
all s are price-Lakess.

-‘.l“ Gurps o porinat Gomipetifion
P e, 47 - MR
s i
[147] cligopoly ratars o thatl stualion whare (ba firms sell e
products through a centrabzed body
{a) Syndwate ofigapoly

{b) Organtred oligopoly

ic} Collusive oligopoky

id) Parial oligopoky

Answer:

{a) Syndicated oligopoly refers ta Ihat situation where the firms sell
their products through a cenfralized bady.
Crganized oigopaly reders o the gitlation whede the fions onganize
thamsebeas Inte a canlral associalion for fizing prces. outpul,
ouintes, el
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[148] Tha simiardy between monopolistic and perfect competiionis

{a) In shart rum Doth earn super normal profit

ib) In long term both am normal profit

i{c} In shart rury their prices remain constam

id) Mone

Anzwer:

{b} The simianty bebwesan monopolistic and perfect compstifion = mn
e rur both sam nomal profits.
Ag tong fun i a peniod long srough o allow menopalistic to adjust
his plant size-or use his exisling plant at any level thal maximizas
hia profi. in the absence of competition the monopolis need not
perocluce at opfimurm level,
Therefares, the monopodistic will not continde i he makes lossas n
the long Fn . He wil conlinue 1o make normat profits even in lang

run.
[14%) Which Market haz a downward demand suve?
1) Monopeliste competition
{b) Monopoly
(g} Perdect competiion
i) Both {a) and ()
Anawer:
{d) Moropaoliste Competition.and Parfect Manapoly competlion marke!
both have downward sioping demand curve.
Inall forms of imperect compelition, the averane MEnenue cune of
an individual firm sfopes downwards asin these market lorms when
a firm increase the price of its product, its quaniity: demanded
ORCTEASES ard Vice versa,
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Past YEAR QUESTIONS AND ANSWERS ]

M

2

[3

#

20718 - May |

Rampant unemglgiment s found in:

{2} Boom by Recovery

{z} Gontraction (d) Depressgian 11 mark)
Answer:

(d} Bacause wery much unemployment 15 sean in depressan,
According to which economist trade cycle i8-8 pourely monetany for
phenomenon

{a) Schumpter {b) Pigou

{c} Hawirey d) Marshall [1 mark)

Answer:

() Trade cycle |s purely Monetary phenomenon’ s sald by ope and
cnly Hawirey

Grealest depression suffered by econamy in which year.

{a) 1924 {b) 1330

(&) 2008 [d) 20092 11 mark)

Answer

(b} 1830 iz a-vear in which greatest deprassion suffered by econamy

Lasi stage of recession i called:

(8) Depression {b) Recovery

(&) Showdown {d) Alf of these 41 miark)
Answer:

(&) Dep;'eashn i5 The last stage of recession and not stowdown and
FRCOvery
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51

I

In the leng run, a reduclion n labour supply would cause output to

and the aggregals price level to .

(@) fall, rise {1 i, fall

{=) nae, fal (e} rise, rige, {1 mark)
Answer:

{a) M firm in leng run, reduce supply ol labour then il will cause &l n

culpul wiheraas ies in aggregate price. )
Which ol the fodlowing macro gconomis varkables would you nclude &
an Index of laading econemic indicators?

{a) Employmen ) Imfation
{z} Real intereat rales {d) Presigentizl investmant (1 mark)
Answer:

(d) The variablas thal changs betors tha real cutpul changss are called’
leading Indicators' Thaey offen change prior 19 e soonomic
adjusiment. Iowill nclude residential investment as one of s
variables.

Ircdusiries thal are extremaly sensitive to-the business cycle are the

{a) durable goods and gefvice Eacion

&) man durable gosds and sarvice sectamn

(2} capital poods and rion-durable goods sectors

) capital goods and durable goods seciors {1 mark)

Answer:

(d) Capital goods and durable goods both are of same nature Le. lang
term period. These both goods am exiremely sensitive to the
bamirmaas cyclie. Without these business can not go smoolh by,

An aconomic variable that moves in he apposile direction gs agoregals

econommic activity dowh in expansions, up n contractions-is ealled.

(&) protyclical (b} counter oyclical
(o) acyclical (o) a leadng varable 11 mark)
Answer:

(b) An sconomic varsbée that moves in the opposile dirsction as
aggrogate scongmic aclivity (down in expansion and sp N
conlraction) is calisd couriar cycical
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2018 - NOVEMBER

[6] Hew mary phases ana their in business oycla™
(@) Four
&) Flee
&) Cne
() Many {1 mark)
Answer:
(a) Busimess cyele has 4 Phases expansan, peak contraciion, frough.
[#0] T wirled @comoemy sothera the fodgest, despest and most widaspread
depression of the 20" century durnng?
(2] 1934
&) 1928
=) 1430
) 1532 {1 mirk)
Answer:
(&) The workd accnoey sullered mostwidespread deprassion of the 20™
Century durng 1930a. 11 started in LS,
[11] Business cycle iz contagious and im character?
{a) Local
it} Regicnal
(=) Mational
(d) Intarmational {1 mark)
Answer:
(d) Buginass oycls is Inteémational i charscter 85 it effects all over tha
word.
[12] Which Exlernal Factor affect the business cycle?
{a) Population growih
(i) Warabion in governimient spentdlig
{2y Money sunply
() Macro seonomic policles {1 k)
Answar:
(&) Population growdh is the factar which alfects business cyila.
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(1] Which intermal tactar afect the Dusinsss cyela?

(&) Flecteations in imesiment

{B) Matural factors

{5} Technology shocks

{d) Populatan growdh 11 mark)
Anzwer:

(8) Fluctuptions in lovestment 5 the internal Fagior which affect
business cycles.

[14] Whose statemant out of these s laisa?

() Hawtrey — Trade cycle 15 purely Monetane phenomena”

(8] Keynes — “Fluchustions in sggregate Damand”

(2 Pigow — “Fluctuations in investrment”

{d) Schumpeter — ‘Innovatians” (1 mark)

Answer:

{c) According to Pigou, modem business. activities are based on
anticipation of businesa community and are atfscied by waves of
optimismm of pessimism,

[15] When once peak i reached, increase n demand i halted, then

phase bagins?

(&) Trough

{b) Contraction

(=) Expansion

{d) Tren {1 mark)

Answer:

(b} Crce peak ks reached, increase i demand is hatted and start
gecreasing in certain ssctors and therefore, phase of contraction

begins.
[ 6] Fashion Retader is business of

(#] Cyelical busineas

{i7) Sun rise busingess

{2} Sluggish business.

{d) Mane of thesa {1 mark)

Answer:

{a) Business whose forunes are closely by rélated lo the ratas af
economic growth are referred to-as cyclical Dusnesa.
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[#7] Featires of business cycles indude?
{3) Discuss perodically
{b) Have fourdiffersnt phases
(g} Ongenate in frée Markst Economy
(d) Al af ke above, {1 Hriark)
Answer:
{d} Festure of business cycle are:
1, It pecwrs periodically althouegh they do not sxhibit same reaularty
2. They have lour distincion phases.
3. It occurs in fres market sconomy.
4, Itis pervasive in nalure
Tharefora, (d) is the righl aption all of the above.

[18] Which of the foilowing s true about leading indicators?
{a) Measurable economic factors
{b) Ghanges aller real autput
() Bath (a) and (b)
() Mone {1 matk)
Answer ;
(a) A leading indicator i3 & measurable economic fecior that changes
before the economy starts following a particular trend/pattern,
[18] The internal causes of business cycle is
&) Fluctestion in effective demiand
{b) Tachnology shooks
(=) Bath (a) ard (B)
{d) MNone {1 rmark)
Answer !
{8) Businass Cycle is the downward and vpward movement of Groas
Demastic Praduct [GDP) arcund jts lorg tern growth trend. The
irtarnal causes of such movemant includas:
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(1) Fluctuations ay affective damand
(i} Fluctuabons @ invesimant
(i) Varistion in govemment spending
(i) Macro economic policiza
i) Morey suppiy
(wi} Psychological factors
The axtarmal causes sre!
(I} Posl war reconstructian
(i} Technology shocks
(i) Matural lactoms
(v} Populaiion growth
[20] Economics activities will be declining in the phase of

{a) Expansion

{t) Depression

(o) Gonfraction

{d) Peak {1 mark)

Answer ;

() Anespanaionis chamcieriaed by incressing empleyment, ecanomic
growih and upward presgure on prices. A peak iz the highest paint
when the soonomy s at maximum alowsble outpul full
ermploymant. )
Conbtaction l= characierised where growth slows, econamic activities
decines pricing pressurs subside. )

Depression |2 the paint whare the economy has it & botbam from
wisch nexd phasa of axpanson and contracton will emarge.
[21] Busingss Cyole ooours

(a) Periodically

(o) In different phases

(zh Both (&) ard ()

|d) Mone ol the abave (1 rmigrk)

Answer

(c) Busingss cycie have cerfain featires such a5
= |t oeows pencdically although they do nat exnibit the same

reguiarty. ltsduration and intensity vares.
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= i have distinct phases of expansion, peak, contraction and
troughs with indefinite iength.
Thug, option (¢} is cormect,
[22] Apcording to sOme Sconcmists, are e prime causes of
business oycasd.

{a) Flucthsations in effectve demand

() Flocteations inirestments

(o) Macroecoromic palicias

() Aol e abovs {1 k)

Answer :

(d) Businass cyctes odour doe th various causes which can ba bolh
exiernal or inlernat. These includses:

Fluctuations i eifective damand
Fluctuations in investment
Vadiaton in Govarament spanding
Macra economik: poicles
Maorey supniy,
Henca, option (d) is correct,
[23] Which is riol refated to giat deprassion of 19307

{a) I ataded in USA

{) John Maynard Keynesregarded bower agaregate expenditurs asthe
CausE

() Excess Monsy Suppiy

{d) Bath (&) and (B) {1 merk)

Answer @

{g) The Greal Depression of 1930 was started m U5 and becams
wordwide. The Brifish economist John Maynand: Keynes regasded
lower aggregate expenditures in the economy fo be a cause of
massive declne in employmant and income. Tha economeas of the
wod cama oulof recession and antered the exparsion phase dus
1o increase in money supphy, [aternational infow of gald, riga n
govemment spending ete.

Thus, option (e) is not related o great depression of 1930,

- & W & =
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{24] Which af iha following & nat tha phass of business ycles?
(@) Prosperily
(b} Upawing
(=) Regonsirection
{d) Depressian {1 mark}
Answer :
(&) Atwpizal busingss cyvcle hias 4 distingt phases
1. Expanséoniupswing
2, Peak/Prosperity
3. ContractionTownswing/Recesalon
4. Trough/Deprassion

Trowigh Trough

[25] Boom ard depression in business cycle are

{a) Turning pains

() Equilibrium paints

() Bath (a) and {b)

() Wons ol the above (1 miark)

Answer :

(a) Boom and depression are the turming points. Boom or Peak is the
aghest paint whers economi growih stablises for shor fime and
then moves inreverse disection: and same is with Irough - or

depression.
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[26] Which Is nol the charectenstic festurs of expansion phasa in business

cycle 7

(a) Increase iy natiomal cutpit

{b) Unemployment

(&) Risein prida ang costs

{d) Boost in business confdence {1 mark)

Answer: (b)

{b) Expansion phase in bisiness cyele is chargoterised by increase in
nationel cupus, more employment opportunites, sales, profits, rising
stock prices. Prices and costs also tend to fise faster. There is an
increase in prosperty, high standand of wing, business confidence.
The growth raie slowly reachas to the peak, Thus, unemployment is
nal the chamcenstic leature of this phase

[27] "Modern business activities are based on the anticipations of business
community and gre affected by waves of optimism or passimism,

apcording o

{a) Figou

{b} Keynes

(&} Hawiray

() Schumpeter {1 mark)

Answer:

(a) According to Pigou, "Modern busingss gotivities ars based on the
anticipations o businass communiy and are affected by waves of
colimishic or passimism’, )

I 2018 - NOVEMBER |

[28] Firnd the cdd man cut:
Which of thase is nol a coincident factor?
{a) Fetail sale
) industrial producian
=) Inflaton
{d) Mew orders for plant & machine
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Answer:

{d}) Coingident indicator are also called concurrent indicators, caincida
or ooeur simullaneously with the business - cycle movemants.
For Example: (GDP} Gross domestic product
«  Inclustrial production

«  Irfiation
+  Parsonal incoma
+  Refad sale

«  Financial markat trends.
: Bt new orérs for plant ana muching s a eading Indicitor.
[9] Excess capacsty in capial industries eads 1o

{a) Peak

(o) Trough

[z} Expansicn

) Reca

Answer:

(B) Excessdcapacity in capital indusiies leads 1o ough a typical featurs
of deprassion is the fall In the nterest rate. WIK Iower interast rate,
the demand for holding liguid money (e in ¢ash} increases.
Industries, especially capital and consumer durabls goods indusiry,
suffer lrom excess capacily

[30] Hese, growth mowves in revarse direchon

{a) Paak

{b) Expansion

(g} Cantraction

(d) Redovery

Arswaner:

(@) The lerm peak tefers o the top or the highest poinl of the business
eyole. In fie later stages of expansion. inputs are difficult o fingd a5
they are shorl of their demand and therefore input prices ncreases.
This iz the end of expangion and it oceurs whan aconomse grawth
has reached a point wihere it will sladilize lor a shoet time and then
mowve in the reverse derection.
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[31] Frictional unempéoyment existsin

(a) Poak

{b) Contraction

{2} Expansion

{d] Recovery

Answar:

(&) Fricticnal unemploymant axists in edparsion phase Lo, \herd s
Inerease in national output there |8 imvolentary unemployment s
almost zero and whatever unemployment is thera ig aithiar frictional
{i.e, dise 1o change of jobs, or suspend word dus 1o strikes or dus to
impesect mobiity of labour etc.

[32] In whiech slage maximum produchion ocours,

(&) Paak

{6 Expansion

(&) Boom dr Expansion

{d] Tough oF Baom

Answer:

(@) The term peak salers to the top of eghest pont of the business
cycle. Hene in this stage maximum producilon ocouse, Inpuis. ane
difficull to find as they are shor of their darnand and therelore ingput
prices increases: This stage |5 1he end of expansion and |t ooours
when economic growth hes reached a poirt whena it will stabilize for
short period of tema.

|33] Unemployrment s cauged dus e struciual clanges 12 known as?

{a) Elhric unemploymant

{B) Invalumlary unemgloyvmant

iz} Siructural

{d] Moasg

Answer:

(g) Unsmployment is caused due 1o structural changes is known as
stiuclural uremploymenl. Il i almosl zers and  whiilaver
unemployment Is there 15 eithar fictional {l.e. due fo changs af joba,
strike] or structural unemplovment caused die to structural changes
Iy the economy. And all these types of unemployment oecur i
expansion phase,
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[34] At trough produstion &7

{a) High

(o) Love

(=) Megative

) Wone

Answer:

(b} At trough procuction IS low. It IS & situalion where rhere 5 lowier
rate of interest peopde's demand for holding iquid morey (L&, in
cash) increasas,

Despite lowes enterest rites, the demand for oradit declines becausa
imvastors confidence has faller, At the depth of depression all
economls actviies touch the bottom and the phase of trough s
reached. 1 is avery agonizing periad causing kots of distress far all,

|35] Stage-at which actual demand is stagnated?

{a] Peak

() Boom ar Paak

{z} Contraction

(d) Tough

Answer:

(b) Peak)sastage atwhich actual demand is stagnates. As peak rlers
to the top or highest point of the buemess cycle. Oulpul prices ais0
risa rapidly keading 1o increased cosgt of living and grealer airain on
fixed income earmers. Consummiens begin o review Their consomplion
expenditure on housing, durable goods elc Actual demand
stagnates. This is the end of expansion and it occurs when
economic grawth has reached a pednt whese it will stabliize fora
shon time and then move in the raverse direction.
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|36] A change of reaction producer cancel their arder in which, stage?

{a) Paak

{b) Contraction

(e} Trough

{d] Mone

Answer:

(B) Conlraction s o stage where aconomy cannsl endlpss by grow.
During confractian, there is fall In the levels of mvestment and
employment. Producers being aware of the fact that they have
indulged in excessive investiment and cver production, respond by
holding back futzre investment plans, cancellation and stoppage of
orders for eguipments and all types of inputs including |labour,

[37] Which of the fodlowing s true:

{a) Depression i secure form troagh

(o) Deprediation causes fall in interest rate.

&) Bath (&) and (B)

{d) Mone:

Answer:

{8) Depression iz the severe form of trodgh. During this phese of
busineas cycla growth rate becoenes negative and the lavel of
netional Income and expenditume declines rapidly. Dewmand for
products and services decreasas, prices are at their lowest and
decline rapidly forcing firms to shutdown several production faciiiies
deCreases, prces ace Al 1eir wes)
it & @ very agomneing panod causng ofs of distress for all,

[38] Ghina's recant skovedow caused

{a) Cycle of decline and panic acioss the warkd

{b) Gountries across the globe were able 1o inswlate themaehes
frevm thae-erisls:

(¢} Stock Markets in the emaerging economics largely remaned
unaffecisd

{d) Cid technwlogy fualled the economic dachng,

Answer:

{a) A r:le;clne In' China's ecenomy had caused adverse affect an other
countries, It causes decling and panic across the word.
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Businass cycles ars contagious and are intemational in character:
They begin in one country and mosty spread 1o other countries
thraugh rade relations. Forexamgale, the great depression of 18305
i e USA and Great Briadn afectsd ‘almost all the countries,
especially the capitalist countries of the world.

[39] What of the lolowling are not extémal causest

{a) Past war reconstniction
(8] Population growth
(g} Technology factors
(d) Fluctuation in effective demand
Answer:
(d) External cavse or expgencus lactors which may lead 1o boom or
brust are 2
(&) Wars
{b) Post war Heconstruchion
{e] Technobogy shocks.
{d) Matural shocks
{#) Populalion growth
IHustration in eftective demand is a intermal cause.

PracTice QuesTiOoN OF MCO .

{1

4]

The four phasas of ihe businass cyclas are:
(a) Paak recassion, augh and daprassion
{b) Peak, recession, trough and boom

(¢} Peak, depression, rough and boom

{d) Peak, depression, busst and boom
Answier:

(b} Peak, recession, rough and bosm
Gireat- Depression coourred guring:

{a) 1830 (b) 1947
ﬂ 1857 {d) 2000
SWEr

{a) 1830
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&

14

Intemal causas of depression inchides;
{a) Flustuation in imvastments (b) Momey supply
¢} Paychological factors g1 Al of thase

Angswer:

(d) All of thega

Extemal factors lor degression does nol include:

{a) Fopulation growth {b) Technology shaoks

fc} Maoro economic poficies  (d) Post was reconstruction
Answer:
{e) Macro econcmic policies
Is fhe measurable economic factor that changes befors
aconomy stars 1o follow a particular pattern or trend:
{2) Leading indicator {b) Lagging indicator
ic} Concurrent indication {d) Coincident indicators
Answer;
(&} Leading indicator
The Bhytiimic: Huetiabons in agiragata econormic activily over a period
ol time ars called:

@) Business cycles {b) Trade oyolns

g} Balh {a}and (k) {d) Mone ol thesa

Anagwer: )

{e) Both (a)and (b)

Accarding 1o magam business activities are based on
the anticipation of busineds commianithes and are altected by waves ol
optimism and pesgimism;

(8] Figou (b Hawirey

{c} Keynas {d) Schurmpaler

Answer:

{a) Pigou

Accardingto rade cyiles ooturs as aresult of innovation
which takes placs in the system lrom e 16 lime:

{8) Pegeu b Hawirsy

e} Keynes {dj Schumpater

Answer:

{d} Schumpeter
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(1]

]

[i2]

[13]

(4]

Variables that change after real outpul changes Are:

&) Leading indicators {1 Lagging incicators
¢} Comnpidant indicators (o) Moraof thesa.
Answer:

(b} Lagging indicators
Severe form ol racessson is cabad:

fa) Boom (b} Deprossion
e} Trough {4 Racovery
Answar;

b} Depressian

Industries which are extremehy sansitive to business cycles includeas:
{a) Mon durable goods

{b) Sarvice Secior

o) Capital goods and durable goods

{d) Mone of these

Answer;

e} Capital goods srd durahle cost

FPoaks and iroughs of the business oycles am known colactively as:
(8] Tumirg points (b} ndecgtors

1) Equilibrium poirts {d) Contraction
Answer:

{a} Tuming painta.

Durineg recassion dutpus:

{a) Falis (o) Pises

{¢} Expands {d) Mone of thess.
Answer:

() Fars

Buslness cycles generally origirste in:

{a) Free market economies.

(b |Imperfect econmonkies

{c} Developed nations

{d) Lew growth economiss

Answer:

{a) Fres market sconomias



| 4.278 |m | Sulved Scanner CA Foundation Paper - 4A (New Syllabus) |

[¥6] At the-lime of Great Depression of 1830, GDP fel arcund:

&) 4% ) 15%
o} 20% gy 26%
Answer;
(B 15%
|#6] The highest point of business cycle is known as:
@) Trough (b) Peak
(¢} Trend {d) Boom
Answer;
b} Peak

[¥7] Dwirireg tree slow down of sconormy,
{a) GOP | increasing at fast rafe.
) GDP is increasing at siow rate
(e} GOPis decreasing at lasl rate
) Allof thega
Anzwer:
(b} GOF s Increasing al slow rale
[18] The sconomic boom is characierised as peried whan:
4a) Rising ermpleymearnd
() High demand of imported goods
{c} |ncrease ininvestments
i) Al gf these
ANswWor:
{d) Al of these
[18] Which macro-economic variables are exchuded from leading economic
indicatora:
&) Industral production {b) Feskdential investment
e} Monay supply () Irvestony investment
Answer:
{8} Industrial production
120] When sggregate econcimic activity I8 declining, is the phase ol

{a) Expansion (b} Cantraction
(¢} Recovarny {d) Trough
Answer:

b} Contraction

-]
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PasT YEAR QUESTIONS AND ANSWERS

2012 - DECEMBER

(1]

& afeature of parinership form of business
[a) Saparate lagal entity fram the fiem
{b) Limited scope for razng financs
(&) The Tabifity of a partner i fimited o hiz contribulion to capdal
{d) Bogistratian of parnarship is comgpulsany
Answer:
{b) Followng are the essential isatures of a8 parinership lorm of
bassinass:
(iy Canbe stafted by minimum 2 persons.
() Carvhave maximum 120 parsons.
(i) Scope for raising finance s imited,
(Iv) Foreed for caming profit,
(v} Linhility of afl parmers @ unlimied,
(v} Registration is volurtary.
{wil) There exist 8 principal-agent relationship,
Thus, aming the given apticns “limited scope for raising finance®
iz a feature of parnership form of business.

L - form of business s/are appropriate for retail businsss.
{a) Sole proprietorship (bl Partnership
&) Company {d) Both (a) and (b)
Answer:

{d) Business providing direct services like retzil business shauld be sat
up &5 soiE propretan; businesses requanng poaling of skills and
lurwis should be set up Bs partnarship, while manuiacining
concems of largs size should be sel up as companias.

Thus, bath sole proprietorship and partnership iorm of business
are appropriate tar refsdl business
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(3] Which one of the following doss not have pérpetual succession?

{4) Company () Statstory Corporation
{2} Sale Propretosship (o) Co-aparalive Socialy
Answer:

{c) Par[:ramal succession meaans that the death / msabeency of any
mesmiber of a concem does not aflects its continuity.
Thus, fe legal entity is separate ram its mamnbers
Al excapt sole proprietarship ars formed like a corporate form of
isation and thus, have perpetual succession.

[4] Ina Hindu Undivided Famiky, labilty of ig-urslirmited.
{a) Kana (b Coparceners
(=) Bothaandb {d) Maiher a and b
Answer:

(&) In HUF, labiity of all the co-pariners is imited excepd Karta, thug,
enabling more efficient management.
Thus, the liability of Karta is unbimited.
{5} Inretation ko business orgarisafion strueture, which one of the following
B easy to form and wind us?

{a) A comparny (b} A sohe propristorship
(@) Statutory. corporalion o) Puthbc anlesorisas,
Answer:

{b) Cneof the advantages of sols propristorship form of business is that
na legal lormalities are- required for As foemation. I can be stared
with & small amount of caphal. Siméiary, dz winding up alsa is
completely dependant ufion ol propeetor,

Thus, sole proprietorship foem ol business have easy formation
and windimg wo.
|81 Which = nat & feature of LLP?

(8) SBeparate kegal entity

{B) AM LLP have exstence for fixed period,

(=} Parnarg in an LLP gre required ta tum inic’ an agreamsant

{d) Inan LLP, parners are nit liahle for the act of other padners.
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Answer:
(b) Followmg are the: lealues of a imitad labsdity paninecship:

{ih
(i}
{lid}
{iv)
v
L]
(i}
fwlit}
(i}
{xh
iy

Body conporate.

Separate Legal Entity,

Parpeiual Sucoession

Easy formation

Flexible operations.

Mo minimum capital contributon.

Eagy disealution.

Lew cost af formation,

Mo partner lable far other parirars act,

Mo FESIFiCOn on MaXImum number of panners,
Mutial fghts and dutios of panners are governed by an LLP

agreamisnt

Thus, ameng the given opticns, option Bie: "AllLLF have exigtence
for fixed pericd” is not & feature of LLP.
[¥] Gas Authority of India Limited is an example of;

{a) Limited abiiity parneship (b Private limiled company

(&) Pubdic-entarprize () Mana of the above

Answer:

(e) Public enferprises refess 1o business organisalion owned, managed
and contralled by kocal, central or Stete Govemment. Whole or most
of the invesiment is made by government Aself.

Example; Gas Authority of India Limited, Hindugtan Maching
Tools, et

2013 = Jume

|87 Which-one of the following is treated as a separate legal entity different
from it mambars?
{a) Sole propristorship (B} Hindu undovided famity
(£} Parnership {di Limited lishifity padnership.
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Answer:

{d) Limited Lizbility Partnership has a separate lagal entity, liable totha
fulf extant of its aszeta. The liability of the partner would be limited
to their agreed contribution in the LLP
Thiis, Limited Liabifity Partnership is treated as separate (egal
entity, different from is members: In 8l other cases the entity and ils
mambers sre same peEons.

2013 - DECEMBER

|9} The choice of an appropiate form of business: seganization kargely

dependa upon,

I, Ease of formation

Il Continuity and stabiiity

I, Lisbillty aspects

Correct option is —

{a) rand Nl (b} Wandin

(=) Fand i {d) |, 1l and il

Answer:

(d) Before selecting any form of business organization, wne must
consider the following facion;
i} Easy formation

{iny  Lizilty of gwner

(i} Contnuity and stabilily

i) Capilal Adeguacy
{v} Flesibility of aperstions )

{vi} Helationship between ownership, control & management.
Thus 1, I and il Le. Easeof lormation. contiaukty and =lability and
liabikty aspects, all are consigered whils making choice of an
appropriate form of business organisation,
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[10] Which form of business organisation has & separate legal entity?
{a) Hintu Undiided Family [HUF)
{t) Co-operalive sochaly
{¢} Parnarshap fim
() Sole proprietorship
Answer:
(b) Co-operative society possess the following characteristos-
[i} Vetuntary Assotalion
(i} Separate kagal ety
(i) Democrabic managaman
(v} Serdoe motive
(v} Utiisation of surplus
(vi) Cash Trading
{wil)  Froed Rate of Retum
{wii) Government conirel
(i) Share Capilsl.
Thus, eo-operative soclety has a separate legal entity,

2014 - dune
[11] What is the liability of sach parner undasr LLP7
{a) Limited {b) Unlimited
() Partinlly Limted {di Mone of the above
Answer

(&) Under Limited Lability Partnership, as he name represents:all the
partners have a form of femited lablity for each |ndividuals
prafection within the pannership.

[12] Which of the following ks nat a form of organisation?

{a) Parinership () Compnny

(& Parine {d) Sole Proprietarahip

Answer:

(&) Parinarship, Campany, Sole propristarshp are forms of argamsation
while partners are the members of a parnership irm and nol @ form
ol business anganisation.
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[13] Whao can be the head of Joint Hindu Family business?

{a) Karta (b Go-parcensr
{2} Manager (o) Driressor
Answer:

(&) Ascording b the Hindu Law of Sccisty, only Kars i5. the sldest
mala member af the Hindu amidy can b ihe head of Jeint Hindu
Eamily Business Hence option (8) i comresl
[14] Members of HUF are known 25

{a) Parinars {b) Sharsholdars
{) Members () Co-parconers
Answer:

(d) HUF i & most peculiar form of busingss erganisation in which the
famiy posseases soma inherited propedy. ks members sre known
a3 Co-parceners.

[#5] Which amaongst the following is & feature of LLE?

{a) Saparate legal entity {bi Linfimited latlity

{z} Mo perpeiual succesaion {d) Mat s body comporate

Answer:

(&) Following e tho featlures ofa LLP

(1) Body carporate

[{) Separsielenal enfiy

(u) Perpstual sucoession

(iv) Easy formation

(¥) Flexibde opesmations

(Wi} Mo mirdmum capital contributions

(vil] Easy dissalution
(i) Low oost of formation

{lx) Mo partner lable for ather partnar's act

(x) Mo restiction on maxkmum number of partners

(xi) Mutuzl rights and duties of parners ae govemed By an LLP

agresment,

Thug, among the given options, option {a} i.e. Separate legal
entity iz a feature ol LLP.
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[16] Head of HUF iz known a3 -

{a] Karia {b) Co-parceners
{z) Manager {d] Head
Answer:

{8) HUF iz the mos) pecullar form of business organsation inwhich the
famidy poasgsses some inherfed property and the bead of the
famify, known as Karta, who manages its affairs.

[17] In case of HUF what are liabiltles of Co-parcensr and Kama -

{5) Both have unlimited lebafity,

(b) Co-parceners kability is tmitac while Karta's liahility s undimiled.

(o) Kare's linkility is limitad while Co-parcensar's lianility is unfimitad.

(d) Both have limited hability.

Answer:

{B) In HUF, Hability of all the co-parcenans is limited except Kas, thus
enabling more efficient management.

Thus, Bability of Karta is unlimited and co-parceners is limited,

2014 - DECEMBER

| 18] To torm & parnerahip, the minimum capital contribution should be:

{a) %1 Lakh

{B) There @ re mimimurm it

(&) T1Crre

{d) T5Lakh.

Answer:

(b} In g partnership; there are no comptcated legal formalities involved
in the establishmant of partmership business. The partners entered
into & parnersha agreement can start thew business, thers is no
sich any minimum capltal contributlon limlt, However, In case
of sole proprgtorshin, the capital is bmited to the savirgs of one
ewner of s Borrowing capacily. Hende, option B is cormect.
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[19] The Karta in Jeint Hindu Eamily busindss has:

{a) Untimited liatility {b) Joint tabiity
{e) Limilad hiability (o) Mo liabisity for datls,
Answer:

{a) The [iability of the co-parcenars &g limited, axcept for that of tha
Karta. This makes fha Karta to manage the business in the most
eficient mannsr. T, the Karta In Joisl Hindu Famsy busmess has
unlimited liability.

Im‘lsamuz I

[20] Which corporation has. both charactanstics e, of a partnedship and of

a separate legal entity™?

{a) Limited Liabilty Partnership (LLP)

{B) Company

{2} Partnarship

{d) Statutory Body.

Answer:

{a) A Limited Liabifty Partnership, populardy known as LLP combinas
the advandages of bodh the company i.e, separate agal entity and
partnership into 2 single form of arganization.

2015 - DECEMBER

[21] What & Karla's fiability in HUF?

(&) Limited {b) Uinfimited
(g} Limited by guarsnize {d) Mone of ineze
Answer:

(b} The lability of the co-patcensars is limited, except far that of tha
Kara. This make the Kada 1o manage the business in the most
efficient manmer, Thus. the Karta in Joint Hindu family business has
unlimited labiity,
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[ZE] Liability of othes Co-parceners arg:

{a) Uimited uple the extent of share except Kara

{b} Uniimited upto iha extent of shars except Karta

{2 Unlimited

() Limitad

Answer:

(8] The labdlity of 2ach member of the hindu undivided tamily business
iz imited to the extent of his share in the business while karda has
umnlirmitied lizbifiby.

ImtE—ME |

[23] The Bability of each member of the Hindu Undivided Family business iz

{a) Limited 1o & sum a5 declared by him in general public

{B) Uniimitad

{g} Limited fo the extenl of his share in the business excepl karla

{d) Limited to the extant of his share in the business meluding thal of
ks,

Answer:

{c) Theliability of esch member of the Hindu Undivided Family business
I Itmited to the extent of his share In the business except
karta. This makes the Kara o manage the business in the mast
efficient rarner,

2016 - DECEMBER

[24] The aftalrs of a4 company |5 oversesn by
(a) Shareholdars (b} Employess
=) Baoard of Directars (e} Dividand Holdees,
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Answer:

{e) A company s & voluntary association of people camying on
business. |l iz a Arificia! Legal person whoss managemenl is
separated from ownership. Ownership les with sharehoiders who
contribaite share capial and management lles with the Board of
Directors who overses tha atfalrs of company.

{25] in cage of Hindy Undivided Famiy, the individual share of eachr co-

panGenar

{a) cepends upon s efficiency

{b) keeps changing on the death or birth of co-parcenar
(£} |5 fxad

{d) keeps changing annually

Answer:

(g} Ina Hindy Undivided Famity Business, the shara of each Co-
parcenas is fixed bul s liable o changs dus o death or binth of any
rrredbaf IR the famlly.

[26] The size and structure af business depend on many factors which (are):

{d) In the control of enterprises
(o) Acbitrary and random
(=} Ranges fromintermal to exteenal factors which are beyond the control
of antarprises
(ch Beyond the control of enterprises.
Answer:
{a) The Size and Strocture of Busingss depend upan factor such as:
{2} District Ownarship
(k) Lawhil Busingss
(o) Separafe Status
() Deals in Goods and Servicos
(&) Fizk invohiemeant
They are 3l in the control of enterprise.

|27] Limited Liakility Partinership is constituted undar

{@) The Companies A, 2013

(B Limited Liabilty Farnership Aot 2008
(&) Parinership Act, 1032

() Mene is appiicatle
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Answer:

{b) Limited Liakility Parnership, the world wide recognized form of
busiress organisation has been introduced in India by the way of
Limited Liability Partnership Act, 2008,

2077 - JUNE

28] Sole proprietary business i suitable when market i

{a) Mon Existent by Mational
(=) Loca (d) Glabal
Answer:

() Thea sola propretorship Business & most suitable whars the markat
for the produst |s small and local, where the capital requirement is
simall and the fsk imeolvennent s mot oo heavy. Thus, Optien G is

cofract,
{28] Limitad labdlity patnsship & constinted undar
{a) Companies Act, 2013 {b) Limited Lisbility Parnership Act,

2008
() Parnership Act. 1932 (d) Maone is applicabls
Answer:
{b) Limited Liability Partnesship Act, 2008 came Inte effect by way of
reotificabicn dated 317 March, 2009, Thas i s govermad by Limited
Liabiiity Partnership Act, 2008,

_

[30] CSA stands for;
{a) Cash Security Ratic
{b) Gash Supply Ratio
() Corporate Sockal Responsibiity
() Consumer Satislaction Ratlo {1 mizrk)
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Answer:

(o} G5R stands for “Corporate Soclal Responsibility” Qe
accountabdity of the managemeant towards the atakeholder.

[31] LLP ha=:

{a) Liability of Partrers i Limitad

{o) I case of fraud, Rabiity ol partnes becomas unlimied

{23 I was incemporated undar LLP A1, 2008 {1 miadk)

{cf) Al of the above,

Answar:

{d) LLP isahybrid mode! which contains features of both company and
partnarship firm. It iz -8 mitad liabilfty association wihere liabdity of
partner's is fimited. In case of fraud by LLP, the liability of panners
becomes urdimited, LLP miest b incarporated under LLE Aot 2000,
Hence, all th atove are s fealurds,

[E2] Which of the following is correct?

{a) Max. no, of members is 50 in case of private limited company,

1) Frealy tramsterabla shares in-case of prvate limited company

{E) Max. no, of membars - 200 in case of privaie mitad company.

(d) Mone of the above, {1 mark)

Answer:

(g) Incazeof Private Limited Co. the maximum no. of members can be
200, Snares in a private co. are not freely transferable. but subject
o cerlain restictions.

[22] bn HUF:
{3) Liability of Karkads fimited (b)) Mo liability of Karia
() Lisbility of Karla is unfimited (d) Liabifity of everyone ks unlimited
{1 rark)

Answer:

(e) In'gage of HUF the Eabdity of Karfa & enlimited and that of co-
parcensr is Iimited.
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2018 - HoOVEMBER

133]

24

[25]

Tha Loge of Instilute of Chartered Accountants of India [ICAL is

sugpestive of :

(A} Imegrity

() Vigiance

(c) Professional

(d} Mene of these {1 mark)

Anzwer: ;

(&) The logo of the instisute from the instliute of Chanered Accountants
of India (ICA) |5 suggestnes ol tha vigiance axpectad from tha
Cas.

When FERA is converted Ino a FEMA:

fay 1234

) 1928

(c) 19849

(d} 1947 {1 rrark)

Answer:

{8} Foregn Exchange Managemant Act (FEMA], 1999 thal replaced
the Foreign Exchange Reguiation Act [FERA), 1973

Which is not a mertof LLP?

{a) Designated parners have io do all compliance

b} Separata Legal andily

(c) Bath {a) & {b)

(d) Mone of the above. {1 miagk)

Answer;

{a) Designate Parner Le. ensure the compliances howevers, in
comparison with the companies, the compliances are fewer and
simpier @& the limitation of the LLP
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[26]

[27]

28]

[24]

[noeme tacact, HUF sanmat card which type of

() Prodit

(b} Salary

() House Properhy

(o) Ciner Sources, {1 mark)

ArvEwer:

(b)) Actarding ta Ingoime Tax Ad, HUF cannal aam salary of any kird.

HUF b formed by grodp of poople who do not constitute

2 family,

{ay cannol

(b} can

(e} shourd not

(d) may {1 mark)

Answer:

(a) HUF, eannot be formed by a group of people who do not constifute
a famidly. Itcan only be formed by a family

No. of diractors in a prevate-company.

imy 2

(o) 3

cy &

(7 {1 mark)

Answer:

(a) There are onty 2 directors in every prirmmpumr

Eonomic, Activities are driven cause of

(A} Self-interest

(b} Seltless motive

(6] Himan weltare

{d) Salt satistaction {1 mark)

Answer:

(2} Economic activities are sakd to be driven by rationality or self
intares! and non-economic activites are driven out by human
wedlare therelora, human welfare i nol neluded in Bconomic
acdivities.
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[40]

[41]

Economic acliviliss do not include

(a) Profit sarming

(b} Ermoticnal santimertal

(o) Self interest

() Lvelood motass {1 madk)

Answer:

{b) Economic activities Invehies activilies done for meney of money's
worth tharafora:n will not include emotional sentiment &5 i is dona
out-of love and aflection,

The cholce of an appraprdate form of business organisation depands

s

(i) Ease of formation
(i} Leakility of aspacts

(i) Capial adequecy

(2} Onlyl

() Cnly 1

fey &1

(dy 1 & {1 marh)

Answer:

{d) Tha choice of an approprigle form of business  erganisation
dapands upan:

1. Ease of tormaton

2 Liabisty aspacts

3. Capilal struciurs

Therefors | 11 and I1-aH the charactenstics are followed.

2019 - May 1

[42] The Compandas Act 2013 provides registration for

(a] Cne pamson company

(b} Sminh company

(g} Defunct company

(d} Al of the above {1 mark)
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[#4]

44

[45

|

Answer:

{d) Companiss Act, 2013 provides mattars related 1o meorporation of
various types of companies in Inda, incduding Small campany,
Dermant Company and One Person Company,

Thus option (d) ks comect

Which of the following is not & featne of LLP?

[a) Every partner i agant of LLP

(b} Legal entity separate fron its parners

(o) Registrar of firm is the administaring autherity

() Wes Bimilt on rasirmum mo. of padnies {1 k)

Answer:

(g} Fellowing are the feaiures of LLP losm of business,

{a) Limited Liability

b Legal enfity separate from its partners

{e} Regstensd urder Limded Liabiliyy Patnership A, 2009

{d) Ewery panner of LLP & only agent of tha firm

(&) Minimurm 2 and no fimit en maximium number of parners.
Thus, oplion (&) - Registar of firn is not the adminkstading
authority, 1t & govemed by the Minstry of Corporate Allairs,

Business ag & Institution is

{ay Job crealor

(b} Job seeker

fcy Both

(d) More of the above 11 mark)

Answer;

{a) Busivess ot an instilufion gensrains emplayment coparunities lor
job seekers Thus, businass in isell 15 tha Job ereator.

Which of the following I3 part of HUF?

{al Hirdu and Sikh Famiiy

(b} Parsi Family

(2 Both {a) and (k)

{dy MNone of the above 11 rmrk)

Answer:

{c} The definition of HUF In addition to Hindus also includes Buddhist,
Jain; Parei and Sikh families a8 well. Thua option {g) is corect.
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[46] Which of the following is crganic objective of busmess?

[47]

[44]

{a} Fitness of Human Resources

(b} Commurity Servica

(£} Efective waste handling and dispossl

(0} Economic Valse Sdded (1 rrark)

Answer:

(a8} Crganic objectives of Business includes Survival, heatth (age of
agsels, fitmess of human resources) diversification of capabilifies.

Which of the following statement is coract with reapect to HLIF

(a} HUF eams income from sakary

(b} Four successive gensrations of an undividad family

e} HUF enjoys & sepamte entity status under Income Tax Act, 1961

(d} All of thie ahova (1 mark)

Answer:

{c) HUF iz an entity that enjoys & separate entity status under the
income Tax Act, 1961, If cannct eam ingome from salary, Tha
three suctessive generations of an undivided tamily gre known as
HUF,

The attribute of 3 profession doss not inclads.

{a) Certificate ol senice from government

b} Salf imposed coda of condie

(¢} Renderng of speciatized natere of services

{d) Al of ke above {1 rrark)

Answer:

{a) Profession is rendenng of serdces of specialized nature for a fes
under a certhcate of praclice that alse has selt imposed code of
conduct of the examinalion and assessment body. Thus,
certificate of service from government iz not the attrbute ol &
profassion.
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2019 - NoveEMBER

{49] What are features of BCIK?

{8} Sustainability

{o) Technical

{¢) Sociclogy

{d) Ecanamic

Answer:

{a) BCK means Busingss and Commearcial Knowledge which daals with
accounling and linance, oparmbions, human bebaviour {paychalogy)
sockalogy. laws, econamicsathicsalc. all thesa includes the Tealures
of BOK, It also includes sustanability of the factors of environment.

[50] There can ba partnership betwearn:

@) Matural peraon

{b) Parnerahip fim

{¢) Artificaal persen

{d) Any combination of natural person and artificial paraon

Anzwer:

(2) A partiership Implies contracteal co-ownership of Business, T2 a
relaticnship betwean fwio Or mare persans who agree 1o share the
profits of 2 buskness, Tha bugsineas may be camed on by all or by
some of the parnes (called active partness) for and on behalf of all.

[51] Which is nat part of HUF?

{a) Mustim family

() Sekh

(&) Jain

() Hirdu

Answer;

(@) Hindu Undivided Famiy (HUF) business, family membees may
reaturally ol each other in business. In contrast, ina Muslim family
if the ssblngs wish o associate Ina busiress, they with have (o do it
contraciuzslly &g, Parnership Agraaman
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[52] Which of these is niot a charactenistics of LLP?
{a) LLP is administersd by the registering state authonty
{0} Mot irvalves matual agancy function
{e) Bath (2 and (&)
(4] Mone
Answer:
{#) Characteristics of Limitad Liabiity Parinership (LLP) a:
(&) LLP is admirsstered by the registenng authorty named Ministry
ol Corporste Afairs [MCA),
() Limited liability no personal liapility of pariner, except in case of
frad,

i£) Incorporation is mandatory,
(d) Itisa legal ety separate, from its parners,
{8) Every paringr of LLF is onky agent of firm.
[53] Which bl the Tallowings shares the ralationship betwess thi parners of
LLP?
(&) Undirnited Hability
{b) Mulual agency between all pariners
(g} Parners are agents of lim only
{d) Mene
Answer:
{2 Limited Babillty parinership's leatuses ang
ta) Limited fiability mo personat llaollity of panner, except incaseof
frad,
(B) Incorporation 5 mandatony,
{g) It ie & lega entity separate, from its parines.
{d) Every partner of LLP iz only agent of firm.
|54] 'A partnérship may be formed to carry oo
(@) Any tads
{b) Prolession
{2} Occupation
{dl Soclal enterprise
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Answer:

{d) Parnershep implias contraciual co-ownesship of business. L= a
redationship balween two or more parsces who bave agreed o share
the profits of & business, A padnership cannot be formed for mon-
busginess purpose. Hewoever, the word business here Includes avery
trade; oomipation and profession. For exampla, many accounting’
audilng and bogal firms ans organised as partnership fimms

PrACTICE QUESTIONS OF MCQ

[¥] Which af ihe following is a form of business organisation?

{a] Templs i) Church
{z) Parinership {d) Mosgus.
Aonswer:

(e) Parinership

|2} Follewing & not a characienstic of business crganisation:
{a] Disconfinuity of operations
(b Distifict ownarship
(g} Lawful business
({d) Risk imvelvamant.
Answer:
{a) Biscontinuity of operations

{3 is a form of business that 15 owned, managed and
coninslled by an individual.
{a) Parnership (b} Compary
{5} HUE {d] Sole Propristorship.
Answer:

{d} Sale Prapristorship
{4 Individual owing and running the business is known Ba:-

{a) Sengle owner {b) Scle Trader
(&) Singla Trieder {d) Businessman,
Bonewer:

{B) Sole Trader
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L]

Which & the oldest business form?

{a) Parnership bl HUF

{2} Sale Propristorship {d) Co-opsraiies Sociaty.
Answer:

{e) Sole Propristorship

Which of ihe fallowing would have unlmited kabilib?
{a) Co-operative Socisty (b} Company

() Sale Propristasship {d) Shareholdsrs.
Answer:

{e) Sale Proprstorship

Which of the follewing is an advantage of sole propristorship?

{a) Easyfommation {b) Maintanance of business secracy
{21 Bath (@) and (b (i Mona of the abave.

Answer:

{e) Both (a) ard b}
Which of the following has mast etable existence?

{8} Sole propristorship (b} Partnershin
(=} Gompany {d) HUF.
Answer:
(e} Company
Wihich torm of erganization la onby found in india?
{a) HUF {b) Co-Dperative Sociaty
(e} Jomnt Stock Company (o) Gowarnmisntal Undentaking.
Answer:
(&) HUF
[10] What s tha masimum strengtn of HUF—
&) 10 by 20
e} 100 {d) Mao limit
ANSWer:

(d) Né fmit
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[11]

(12

[+3]

[+4]

[¥E]

6]

The business aMfairs are managed by the fisad of the family, known
AE—

{a) Co-parconar (B Chmar

{c} Shareholcer (d) Karta
Answer:

() Kara

Oty copaipaner can besoma a Karta, This statarmen 13—
Al Tre {b) Faise

e} Fanrly trug {dj Party false
Answer:

{a) True

Karta's liabilly is—

{a) Limsitad () Unlimited

(o) Limmdted by guarantae () Mong of the above
Answer:

{b) Uniimited

What is-the maximum number of parness inany partinerskip fim?
a) 10 (o) 20

(¢} 5O (d Mo limit.

Answer;

e} 50

Mutug! agency |s an important teature of—

{ay HUF (b} Joint Stook Compary

e} Parinarship () Co-oparalve Sociaty,
Answer:

ic} FParinership
Company have & perpateal succeasion and work under a commaon
seul. This statamant |5—

{a) True (b} Falss
{c} Partly Time () Partly False.
Answer:

fa) True



| 4.304 |m|Solved Scanner CA Foundation Paper - 48 (New Syllabus) |

117

e

(18]

[20]

[21]

[22]

Company is managed by sharshalders,

(&) True b False

(¢} Sometimes {d) Mone of the above
Answer:

ib) Faise

Statutory body ks & body that is created underan Act enacted by

{8) Associgtion of people

by Association of ministers

e} Balh (a)and (b}

(d) ducticiany.

Answer:

b} Assofiation of ministers

In which al the loilowing, the ownership of venture is reflected by
ownership of shares or slock?

fa) HUF (b} Farnershp
{c} ‘Corporations (d) Trusts.
Answer;

e} Comorafions

LLP Act, 2008 came into effect on—

{a) 31/4/2009 (b IF32008
(g} 3132009 (d) 3t/42008.
Answer:

{c) 31732009

Far hawving direct control over the business: actvities, which farm ia
preferred—

{a) Parinership (b} Sode proprietorstin
{c} HUF (@) Company.
Answer:

(b} Sole proprstarship

Which is nat & charactenstc ol sole proprietorship?
fa) MNeshading of profitard |oes

i) Crwman's capial

fc) Less lagal lormalities

id) Azscciation of persons.

Answer;

{dl Association of persons,



[Chapter = 1] Introduction to Business and BCK B[ 4.305 |

23]

[24]

|25

(28]

[27]

|=28]

What are the characteristics of HUF?

1) Governsd by Hindu Law

ih) Continuity

{c} Fluctuating share of each member

id) Al of thesa.

Answer:

{d} Aflol these

Which iz nat an advantage of Jaint Hindy Family businasa.
{a) Limited resources

(b)) Continued exlstence

(¢} Freedom in managing

{d) Assured shave iy profit.

Answer:

{a) Limited resources

The companies are governed by which Act?

{8} Indign Confract Act, 1872 () Parnership Act, 1932
i} Indian Carmpany Act, 2013 [d) Mane of these,
Answer:

e} Indan Company Act, 2013

What are the advantages of comoany?

{n) Geoatl stability {b) Lbreted labity
ic} Bath (a) and () {d) Mone of these.
Answer:

fc} Both (a) and (b}
LLF, this forms-of orgardsation has been introduced in India by way of #

{a) LLP Act. 2009 {b) LLP Act, 2008

ek LLP Act. 1832 (d) Mana of these.

Anawer:

(b} LLF Act, 2008

Dfrect motllvation, maintenande of business secrats, close personal
relations etc.are the advantages of

fa) Parinership (b} Lisvsted labiity parimership

g} HUF {d) Sole Fropristarship

Answer:

{d) Sale Froprictorship
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28] The profit shame of coparceners in a8 HUF
fa) Depands on Ine Gapited Gonlrbiuted
b} Depends on the decision of Kafa
i) |5 equal
{d) Mowns of the abave
Answer:
e} |2 equal
130] In cass of death ol a Co-parcensrs
(&) Thewife of e decossed Co-pareener can demand partitlon
(o) Wife can become the co-Dancensr
(¢} Thawita can clalm share of prodit
i) Al of the above
ANSWEr!
{c) The wite can clalm share of prodit
[31] Which o the laliowving Statamenl is rue in respoct of & HUF?
{a) The Kabllity of co-parcanars is limited
{b) The liability of Karts iz unlimited
ic} Both (ahand (k)
{d) Medher {a) nor (b)
Answer:
e} Both ja) and (b)
[32] Which of the fellewing statements & tnee
(&) The creditors can claim the enfite dett fram any of the parne
{b) Tha partners can share profits in any ratio-as agreed
ich Both {2} and (k)
idy Mesiher {a) nor (B}
Angwer:

{c) Baoth (&)end (b}
133] Registration of Partmership is ndt compulsony bul benaficiany.

fa) True {b) Partly Trug
¥&} Fatsa {d) Party False
Answer:
{a) Trse
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[24]

28]

28]

[37]

In case of death of a partier

8] The partnership dissobhes

{b) Thepartneship lnm dissohras

ich Bath (a) and (k)

{d) Medther {g) nor (i)

Answer:

{8) The parnenship dissches

Greater Permanency, imited lzbilty, case of ransfer of ownorship ans
e advantages of

{a) HUF {5 LLP

ic) Sole Proprietarahip id) Compary
Answer!

(d) Company

Lack of secrecy, promation of frauds, sepamtion of gwneehip fram
management are the disadvaniages

18) Farnership i LLF

{c} Company {d) Ml of the above
Anzwer:

(e} Company

The: maxemum numiser of partners ina LLP are

&) Mo limit by 50

fch 100 fdi 20

ANSwer:

{a) No ol
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Past Year QUESTIONS AND ANSWERS

2078 - May

i1

[

8

SWOT stands lor

{g) Strength, Weakness, Opporurity, Threats

{7 Steong, Weak, Opporiunity, Threals

(=} Sirong, Weak, Occurring, Thingz

() Sirength, Weak, Opporiunily, Things {1 mirk)

Answer:

{a) SWOT analysis | sirengiths, weaknesses, opporuniiies and threais
analysicl is & framework for identifying and snalyzing the infsmal
and extermial tactors that can have an Impact on the vishibly of a
projest, product, place or person.

Tha bwa E's in PESTLE stands for

{a8) Economicand Envirsnment

{b) Endisss and Economic

{=) Entry and Exit

|d) End and Exit i1 rrark)

Answer:

(@) “PESTLE" |z amnemomic which in it's axpanded o denotes F lor
Palifical, E for Economic, 5 for Secial, T for Technological, L for
Legal and  E lor Environmertal

Which of the following are naf characterstics of business envirormsnt:

(&) Complax

() Dynamic

(¢} Single Faceted

{c) Farseaching Impact (1 mark)
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Answer:
(e) Charactensiics of Business enviranmen! are as foliows:
(a) Complex
() Dymamic
() Multi facetled
{d) Farreaching impast
[4] Which of ihe following is not a FMOG Company:

() Patanjai b} Colgate
= Bajaj (¥ A 11 mark}
Answer:

{e) ‘FMCG Companies, uch as Unilever, Procterd Gamble and GSK,
creat and distributs products thatans ypisally boughl by consumears
frequantly, {Essentially they more from a ratailsrs shshves o the
consumerns very quickly) Baja| is not FMCG Company as it deals.in
heavy vehicles

[5] Dermographic environment ralates o

{a) Characleristics of population in an area, destecl, courtry o i tha
Ward

{0} Controfling and changing people's lile.

(o Inflsence almost all eoterprises in o similar mannar

(d) Positive and negative impact of significart mtemational event.

{1 marki

Answer:

{a) Demographicasnvironmant relatas to charasteriatics of population &
an area, et country or in the wiorkd.

2018 - NovEMBER

[8] Business Envicenmant arnalvsis help in:
(@) Give dirgctions lar growth
{h) Determiring opponunities and threats
{=) Imaga bailkling
(d Al af the above. (1 mark)
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Answer:
(d) Business environment analysis help in:
(I} Detarmining opportunifies and threats
(i) Giving airection forgrowth
{iii}) Contnuous lsarming
(v} Image Building
v} Meehng Compelition
____degcribe a framewaork lor analysis of macra environmantalfactar.
{a) S0CiAL
() PESTLE
{5} POLITIGAL
() MIXE {1 mark)
Answar:
(b) PESTLE describe a framewatk for anakyszs of macro anvironmeandal
faine. Polilical, Economiss, Social, Teahnological, Legul emvEnnmernt
Which & nota feature of business ervironment
{a) Simpla
{t) Compleax
(o) Mudti tact
() Dyramic {1 mmaik)
Answer:
{a) Features of Business Environment:
(&) complex
(k) dynamic
{c) for reaching impact
{d) mul-taceted
|0, Busimass Environiment was Aol al all simpla
A 15 Enhearent capacity which an organisation can wse to gain
sirategic advantage ovar t's compatitors.
{a) Strength
(b) Cpporunities
{g) Threat
{d] Weakness 11 mark)
Answier:
(8] Astrength is nherent capacity which an organisation can uge 1o.gain
strategic advantage over s competitons,
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[va]

___ia imp. and specific corurence taking plece in different

environmantal sactors,

(&) mvents

ik trends

(¢} lssues

1d) expectations {1 mark)

Answer:

(&} Events are mmportant and specific ootumences takng place
difieeanit edvironmental sectors avenls 2 certain happeaning in e
Irternal or external organisational environment which can ba
observed and irecked,

2019 - May

p1]

Irtemal Environment includes

{8) Demography

(o) Cusiomar

e} Economic

fd) Mission and Chjectves 11 rriark)

Answer:

(d} Internal environmeand consists of varous elemenis present within
the organization which infiisences s astivities, it comprizes of —
= Malue systemn
= Mission and obijectives
- Drganisaticnal Structure
— Corporate culiure
- Qizaly of Humsn Resaurces
= Laboar unicns
—  Physical Resourcss & Technological Capakiifities
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[t2]

3]

[:4]

Competifion Brings direct benefit to

{a) Cusiomars

by Suppliers

(¢} Government

) Intermedianas 1 mark)

Answer:

{a) Compalitian among vanous business organksations provides direct
bonefits ta the customerns in the formof availabiity of products at
reducad prices.

PESTLE analysis doas not include

18} Legal

(b} Economic

{c) Technolagy

d) Palicy {1 mark)

Answer:

{d)} PESTLE Analysis involves identifying following influences on any
organization —

Proditrcssl

Economic

Socio-cultural

Technobogicsal

Legal

Enwirgamental
Hence, it does not include policy.

Oppodunily is

{a) Inherent Capacity

{b) Stratsgic disadvaritags

¢} Favourable condition

fdi MNone of the shove 11 mriark)

Answer:

e} An opportunity is a favourable conditien In the organization's
arvircnment which @nablas it o strengthen its position.

& & & & & @
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[¥5]

[1€]

[17]

Cost structure of an industry sz eflected by own bargaining
POWar.
{a) Ovganisations
{b) Supgpliars
(¢} Consumer
{d) Intermediany {1 mark)
Answer:
(b} Suppliers wilh thelr awn bargaming power affect the coststructune
ol ihe imdusliy,
What is nota characterstic of business envirorment?
ia) Siatic
b} Complex
(¢} Far reaching
i) Mudti-faced {1 matk)
Answer!
{a) Characlenstics of business eovironment inckide:
+ Complex
+  [Dynamic
+  Multi-faceted
+  Far Reaching Impact
Henice, option (@) static & nel the charsctanstic of business
aringnmeEnt.
Macro Enviranment includes
(&) Srength
(b Weakness
fc} Oppertunity
A{d) A% of tha above {1 mizsk)
Answer:
{e} Macro Environment includes Opportunity and thraats whils Micro
Envirenmant comprises of Strength-and weaknesses.
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2019 - NoveEMBER

(18]

[

[20]

The: term PESTLE analysls 19 used to describe a framewors tor

analyzing:

{a) Macro Ervirgnment

{h) Micra Environment

() Bath Mazno and Micra Ervircaiment

{d) None of above

Answer:

{a) The term PESTLE analysis s used o describe a lramawork for
anafysing macra emvirenment. As PESTLE analysis invohas
[deritying the polilical, sconomic, socis-cultural, technological,
legal and environmental influences on 0 organesation and
praviding & way af scannng the &rviranmental infliences that have
alecied ar are likely 1o affect an grganization or ks policy,

What'ls the stralegy used by firm?

{a) SWOT

by SOWS

i} PESTLE

id) PEST

Answer:

{a) A systermalic approach o' undersstanding the sovirenment is the
SWOT analysis. it Js a strategy used by firm. Business firms
urdertake SWOT analysis to understand (he external and infermal
arnsironmant, Theacsanym lor strengihs, waakness opporturibes
ard threats.

Winich of the following ts not a tactor of Demographic Envronment?

{a) Ethic Min

ih) Legal

i{c} Populalion size

{d) Geographic distribution
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Answer:

o) The term demageaphics denoles charactenslics of population in &
ared, district country or inthe wodd. It Includes factors such as
race,age, Income edunationat attainment, assets-ownarship, home
owriership, invodtves, athin mix, population size. geographical
factors, increasing dhversity, changing age struciura of popuiation
olo.

[21] wWhich of the follewing is nota charactanstics least resislance stralegic
raspanse?

{a) Semple goal maintaing

(b} Pagalve approsch

ic} Dynamic

{d) All of 1he above,

Answer:

{¢) Least resistance: Same businesses jEsl manage o survie by
way of copeng with thalr changing sdemal emvirenment, They ara
simple goal-mamtaining units. Thiy. are vory passive in ineir
behavigar and are scéely guided by the slg_nala of the extermal
BOWirGnment.

[22] Accarding ta Peter Drucker aim of the business is the _ and

{a) Croate and retain custormer

{b) Redain cusiomer and creade prolits

{c} Create and retalin consumes

(o) Relan consumer and maxirmse wealth

Answer:
{a) According to Peter Drucker aim of e besiness 15 10 create and
rtainy cUstomat,
[23] Trea business should. continubushy anid 1o the

environment if it is fo senice and prosper.
i8] |dentify, appraiss

{b) Monitor, adapt

{e} Identify, moritor

{d} Moniter, agpraise
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Answer!

{b) The business should continuously mondor and adopt to the
arwironmient i g o service and prozper. A succassiul business
has bo identity, appraize, and respend to the varkous opportunites
ard threats in is arironments,

[24] resronSe rol merehy recogmss and word ofl threats bul also
convert theeat inla opporiumilies

{a) Aggreasive

{0} Dynamic

g} Sistic

{d] Passiva

Anzwer:

(b) Dynamic responge not mersly recognise and ward off threats but
also comeert the threat nbo opporunity. A threal s an
urfavourable conditidn in the organisatior’s amdronmeant which
creates a risk for, or couses damage to, the erganisation, An on
ppporturdty A faveurabls condition in the organisation's
arivironmenl which enables i o consolidale and strengthen (is
s ibion.

PRACTICE MULTIPLE CHOICE QUESTIONS
(1] Profil s the only ohjective of all isiness fims

ia) True
b} Falsa
{c} Farily Trua
{d) Parlly False
Answer:
(b} False
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[

|41

51

Modem busingss i ...,

fa) Constant

i) Profitable

{c} Dynamic

(d) Stable

Answer:

(¢} Dynamic

Featuras of business environment does not includs:
(&) Lncertainty

() Rredativity

(o} Siati MNature

{d) Specitic and Genoral forces

Answer:

() Sale Nature

cteeininsennnneae 1601 the purpose ol business sxielance.
{a) Vesmn

(o) Mission

ic} Baolh ja) and (b}

id) Mong of the above.

ATSWer!

i) Missicn

Typas of Busingss Environment includes the following:
{a) Intarnad

b} External

e} Bath (a) and (k)

{d) Mone of the above
Answer:

{c} Baoth (a)and (b}
Intermal business anvironment does notincisde:
qa) Man

(b)) Money

o) Marketing Flesources
() Government Policies;
Anzswer!

id) Government Policies,
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[1

Environment facters which are within the control of busines s are kaown
a5

m) Micro lactars

i) Intermal factors

{c} Magro factors

id) Exiemnal faciors

Answer:

b} Internad {actiors

e 158 PR of extemal endironment,

(2] Owperating

(b1 Gensral

¢} Remale

{d) Al ot -the above,

Answer:

(d) Al af the ahowe

bMicro factors are the faciors that are in the company's immediate
environmant

fa) True

by Faikae

i} Parly True

{d} Nore of the above

Answer:

(a) True )

Micro enwironmnental factars can be described as .......ooo.o.... ChOSE 1O
a busmess that have a direct mpact on its strategy.
{8) Exlemal factors

(b)) Intarnad factors

e} Both (a) and (&)

{d) Compelitive faciors

Answer:

(b Internad faclors
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1

(2]

L

[34]

Macro environment is algo fonpwn ag
1a) Task smvironment

{b) Remaote-enviranmant

(¢} Ghobal ervircnment

{d) Operaticg anvircarmant

Answear:

{b) Remate edvirearmesnt )
e e 1E10rS allects the ooonomy 4% a whole and are not
parlicular o any crganisation.

{a) Micra

(b Mazrg

<} Imternal

{d) Norme ofthe above

Answer:

h) Macsn

Charge in technalogy, economic condibions, poftical and legal factors
BIE o wihision i THODORE,

{a] Infarmal

(b External

(¢} Bath {a)and (k)

i) Mone of the atove

Answer:

{b) Exbernai

Fiscal polioy, EXIM policy, Ingustrial poilcy elc. am iypes ol ..o
Polcas.

{8) Privaie

() Busimess

¢} Government

fd) Semi - Gavernment

Anzwer:

(¢} Government
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[t5]

[146]

[¥7]

18]

|8

A Business has absolute control on the
i{a) Imernal Envirgnment

(b} External Emvironment

(¢} Bath (o) & (b)

{d) MNone-of these.

Answer:

&) Internal Environment

Micro and Macro Environmant is the pan of
{&) Business Enveronmert

ih}) Internal Environrnent

ic} Exiernal Ervvironment

id) Both (k) & (c).

Answer:

e} Extemal Envirenment

Mecro. Emvirgnimient is alsc known as
{a) Dperating Environment

(b} Task Environment

(€} Both-{a)and (k)

(d) Eithar(a) or'{t).

Answer:

i) Balh{a) and (k)

Financial Factors, Human Resource, Marketing Resourcs and
bMizcellanenis: Faclors are Factors,

fa) Micro.

b} ‘Macrm

ot Intaerad

() Extemnal

Answer:

{c} Internal

GORP, Per capital income, toreign exchangs ane the exsmpes of
) Economic Palicy

(b} Eeonamic Systerm

(¢} Economic Conditions

id) Both (a) sind (B

Answer:

{c} Economic Conditions
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[20]

[21]

[22]

(23]

[24]

Wihan did Government otindia introcuced a changein Economic Policy
&) 1882

b 18

{c} 1895

fd) 1781,

Answer:

i) 1o

_means tho ekt and adaptability of law and other legal
rule goveming the business.

{a) Palitical Ervironiment

{b) Legal Emdronment

{c} Techrological Environment
{d) Bath (a) and (b

Answer!

(o) Legal Environment
Economic Policias are framead by
{a) Privats

(0] Business

{c} Government

{d) Semi gawernment,

Answer:

i) Qovernment

Logistature, sxeculive and the judiclary comes unider the

1a) Palitical Emvironment

b} Physical Enviconment

(¢} Legal Envirenimeant

id) Baoth {a} and {c).

Answer:

ta) Palitical Environment

The maiters relaling to crealing ciose linkages  and  lefler
commuricalion with cuslomers, suppliers and alliance parners given
in & mizsion’ vision Statement are

{a) |rbarral o orgamnization

{b) External o organizalion
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[25]

[26]

28]

ic} Both (a) and (i)

{d) Meither {a} nar (B)

Answer:

{b} External to organization

Which of the folliowing 13 nod covered by the orgamsation's Internad
Enwvironmmanl

(&} Human Resource

ib) R&D

i} Media

(d) Management Structure

Answer:

ic} Media

The tarcel which ans eteinl bul skl have a difect baaring on the
operations of the firm ane called.

{8) Micra Environiment

1) Macro srvirenment

(o} Intermal Environment

(d) Aol v above

Anzwer;

(&) Micro Environminit

Customers, sharehelders, competitors, eto. are the elements of
{8} Micra Enviranmerit

(o) Internal @nvironment

{c} Macro Ervvircnment

(d) Mone of the above

Answer:

{a) Micro Ernvironimant

Tachnalogy. Cullure. Demographics efo. are the afements al
fa) Intermal Envinopment

b} Micra Environment

(¢} Mago Envirenmant

{d) None of the above

Answer:

il Mazro Envirenmant
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[29] The gize, density. distributicn and growth rate of populetion s calfad
ia) Ecology
(k) Habital
{¢} Demographics
) Mone of the above
Answer:
£} Demagraphics
[30] Wwhich of the tellewing is an element of Polltical énvironmant?
{a) Legiskatura
i) judiciany
¢} Exscutive
) Al of the Aboye
Answer:
i) Al ol thia Above
[31] Which of the fofowing |5 not e in relation to the business
environment?
(2) Itis beyond the organisation
(b} Itis a sum iolal of indgrnal and extarmal conirol factors
(¢} Oeganisalion can remain insensitve 16 the buginess emvironmant
(d) Itbs dymamic iy natene
Answer;
(£} Ceganisation can ramain insensiive bo the business anviranmant
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PasT YEAR QUESTIONS AND ANSWERS

2018 - Max

(1]

1%

Which of the following is ncorrect:

(&) OMNGES is-all axploration compeny.

{0} Incorporated s 1956,

(&) s headauaners is Abrmedakiac

{d) Moo of these. {1 mark)

Answer:

{c) Headquarer of ONGC = not in Ahmedabad but in Uttarakhand,
India. Alhaugh the ettier poinls ane somact, i was establshad m
1956 and is an Ol Exploration Company.

SBI Bank has following characienstcs

(&) It was incomorated in 1808,

{h) & asadcate banks and Bhariva Mahda Bank were marged with
State Bank of India with effect from 1 Apl, 2017,

{c} W has 14 subaidiaries.

{d) Al of the above, {1 mark)

Answer:

{d) SElhas allthe fellowing characteristics, Tt was Incomporated In 1006,
has 14 subsidiaries and 5 associate banks and Bhariva Mahitz
Bark were mergad with State Bankof india w.e.f 1.04.07,

Who lounded Wipro Lid.

{a) Azim Premj (bl WMaohamed Prami
(¢} Sam Watson {d) Steve Jobs. {1 mark)
Answer:

i) WIPRO Company was incompargted on 29" Decermnber, 1945 in
Amalner 2 small town in Jabgaan district by Mohamed Pramji,
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14

Wihich of tha Isllewang is corrast:

@) L& Tand Giola Lid. are forsign company

ity Mestle and 1BM are foreign company

(¢} NTPCi5a MNC

{d) Tata Sons was founded in 1086, {1 mark)

Answer:

(b} Mesdle and IBM are forelgn companas whergas L & T and Clpla
are indlan Companias, NTRG 5.8 power Company and Tata Son's
was founced i 1868,

Which gra company owns india's largest pipeline network?

{a) GAIL {india) Lid.

{b) Bharat Petroleum Corporation Lid.

{e} Raliance Industriss Lid,

(d) DRGS 11 k)

Answer!

{a) GAIL owns the country’s larges! pipaline network. Tha company
owns And operates morg than 11,000 km. long tross country
natural Gas pipating in India.

SBI wag formerly Known as!

{a) Bank of Madras (U Bank of Calcutla
() Imperial Bank {d) Indian Bank 11 k)
Answer:

(o} 58I traces its ancastry to British India. through the Imperial Bank
ol India, 1o e founding, n 1808, of the Bany of Cakulta, making
It ke oidest commancial bank is ihe indian Subcontinent

Whiare are thie headguarters of Walmar ¥

(&) Arkansas, US {b) Cailorna, US
e} MNew York, LS {d) MNone of thesa. {1 mark)
Answer:

{a} Headguarters of walmard = at Arkansas US. 11 is an Amencan,
mustinafional relaliing corporation thal oparatos as 4 chain of

hypermarkels, eto,
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8]

¥

[11]

[12]

Intel's core velues are:

ia) Cusiomar Orientaiion, Discipliine, Risk Taking

{b) Hard work, Pasgicn, Graal place o work

e} Chuality, Cuantity, Discipline

{d) Mong of thesa, 11 resark)

Answear;

fa) Intel = an Amercan multinational corparation and tEchnalogy
company. Its core values are Cusiomer Onigntaton, Disciplineg
Risk-Taking, Results Drianlation, Quality and Great Place 1o'Wark:

Whin did Microsoft bagin its business in India®

ia) 1990 {B) 1987
g 1985 (< 1889 {1 k)
Answer:

{a) The Microsalt India story began in 1960,

Who wias the founder of Walmart?

fa) Sam Waklon

b Bt Bigns

(¢} Greg Pennet

{d) Luca Maost {1 madtk)

Answer:

&) Walrnart was founded by Sam Wallon in 1962 and incorporatad on
Oclobér 31,1962 . The company was |isted on the Mew York Stock
Excharge mn 1972,

Indane LPG = tha product of which corporation in ndia?

fa) 10CL () NTPC _
o) OhGT (d) PGCIL {1 miark)
Answer:

{a) 1OCL has leading energy brands like XTRAPREMIUM petrof,
Imcare LPG ete.

What |s the global banking platform by Edge Verve System {Infosys)

cixlled?

i8] Mana (b} Skava

{c} Finacle {d) Cloud Suite 11 mark)
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Answer!

(e} Infosys provides sofiware development, mainfenance and
Independant validation. servicests companies in banking, finance;
Insurance, manulachiring and other domalns. One of its known
products ig "FINACLE" which &5 & universal banking solution with
vanous madules for retall and Sorporate banking.

I 2018 - NoveMmsER I

i3

[+4]

Which of the tollowing is & product of Apple Company.

ta) Magbook and Macbook pro

(b} -pod & i-pad

fch Bolh (u) & k)

{d) Nong of thesa, 11 mark)

Answear;

{c} Product Seament of Apphe:
Mac, i-pad, Fphwone. watch, Tv, Music

Walmart s _ production?

@) Technology

(b} Finanting

g} Food

fd) Bedaling {1 rrark)

Answer:

{d} Walmart iz an American multinatoral retailing corporation that
operates as a chainof hyper markets, discount departiment stores
ol

[158] “Good food, Good fife” s a tag lire of:

{2l Walmart

(b} Cipta L1,

i) LG,

id) Mesile {1 mark)
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[16]

|

[%4]

Anzswer:

{d) Generally every ocorporation has a tagline to differentiste it
products from oihers. As good food good Iife iz & tagiing of Nestle
Group.

Wich of tha fallowing is State whed company

{&) HOFC Company

(b} Coal India Limited

g} GO Company

fdj Cipla Company (1 rrark)

Answer;

{b} Coalindia Limited {CIL) iz an Indian state-contralled coal minning
cenmipary,

Which iz nat a American Multenational Technsdogy Company
{a) IBM comoration
(0) Microsalt corparatian
il Wipro B,
id) Intal corporation {1 mark)
Answer:
{c} America, Multinational technology companies are:

(I} Dwutsche Bank

{ii} American gxpress

{Hi) Nastla

(iv) Microsoll comoration

(v} 12M corpoeation

fvi) Iritel corposation

(vil) HF

{uiil]  Apple

(i) Walmart
The Headquariers of Deutsche Bank is i
8 U3
(b Garrmany
{c} India
{d) Buwitzedand (1 mark)
Answer:
{b} Thaheadguarters of Deuiechs Bank is in Frankfurt Garmany.
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2019 - May

(19

[20]

[21]

(22

The Headguarer of Mestie |z in
{a) Vewey. Switzerland
{b) Basel, Swikzerand
¢} Zunch, Swiltzerand
) Interiaken, Switzefand {1 maik)
Answer:
(&) The head guarter of Nestte isin Vevey, Swilzerand.
Which of the following is not 8 subaidiary of Indian O Corporation Lid.
&) Indian Catalyst Private Lid,
{b) Brahmapwtra Cracker and Palymer Lid.
(e} Chennal Palralivm Lid.
{d) Mone of the above {1 rrark)
Answer:
(b} Inckan Oil Corporation Lid. has following three Indien subsidiares
{i} Chennai Petroleum Corporation Limitad
(i) Indign Ol — CREDA Bio fueks Limiied
(iily Indian Catalyet Private Limitad.
Thus optian (b} is not the subsldiary of Indian Oil Comporation
Limited.
Who is Chalrman of Infosys?
fa) K.V, Kamanth
{b) Mandan Miakerd
(¢} Sudha Murthy
idy Vishal Sikha {1 mark)
Answer:
i) Mr. Mandan Nitakend i the chalman of [nlosys Lid
Which of the following is mot related 1o (TS Linited?
{a) Kolkaa
b} 1510
ie} Yogesh Chander Deveshwar
{d) Vishai Sikha {1 mark})
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23]

a4

[25]

28]

Answer!

{d) ITC group was incorpomied in 1810 having s headguarier n
Kaolkata, is chalrman |5 Yogesh Chander Deveshwar,

Howsever Wy, Vishal Sikka is the tormer Vice Chaiman of Infesys.
Thus, Mr. Vishal Sikka s noel relaled to 1T Limied.

Walmart Slogan

&) Happy e, Good food

{b) Betier food, Low cost

e} Good food, Good IHe

{d) Save money, Live betier 11 mark)

Answer!

{d) Tha.sogan of Walmar & “Save money. Live Better”

Wina is the presant MD & CEO of 1CICH Bank

{&) Shika Sharma

ib) M.K. Sharng

{c} Sandsep Bakshi

) Chanda Kachar 11 migrk)

Answer:

{c) Sandeep Bakshi 5 the Present Head (MD and CECH of 10101
Bank Limited,

What happened in Microsoft in the year 2014

{a) Satva Madefia Succecded on Steve Balimer

b Acquired Hardwara divisian of NOKIA

(¢} Baoth (@ and (k)

fd) Moris of the above {1 matk)

Answer;

e} In 2074, Microsoft actoired the mobile hardware division of MOKEL
Satya MNarayan Medella currenily serving as GEOQ of Microscfi
sucessding Steve Bafimer n 2014, Hencs, baoth the given
statermant ara comact,

A thind parly commgrcial operation sstabliched by bwe or mose fisms 1o

pursae 4 particular market, resource supply, of other business

oppartenity Is cailed
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(=7

{a) Merger

by Aculsifion

{c} Joint venture

{d) Mone of the above 11 mark)

Answer:

{c} A third party commercial operation established by wo or more
firms 10 purgue & particular mamked, resource Supply or other
business appordunity s known as Joint Venture,

Carry forward of a fransaction from one setilement penod to ciheris

{a) Badia

ib) Fepo

{c} Open interes!

{d) Mone of the above (1 mark)

Answer: )

{a) Badla is the camy forward of ransaction from one setement
period to-the-pext without effecting deliverny or paymant.

Izcrie- NOVEMBER I

28]

28]

Craring for e’ is a sywicl of which company?

{8) Gipla Lid,

{b) Masie

ie} Dr. Aeddy's Laboratory

i) Mone

Answer: (a)

ta) Cipla Lid, & a leading medicine manufacturer in India. The
company has about 1,500 phamaceuboal products in manae than
B0 therapeutic categornies, The slogan for the Cipla Lid. company
i5 ‘careng for lite’

Wha feunded Wipro (imited?

{a) Azim Premj

by Mohamed Pram)

{c} Champaklal M. Choksi

{d) MNong
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Answer:

{b) Wipre Lid. s & globel information fechmology. consulling and
company with chapls in 175 &+ cities acrose 5 continemts. Tha
founder of Wipro iz Mohamad Premji.

Which Bank provides tha digital services PayZapp?

{a) Axis Bank Limited

(b HOFGC Bank Limited

el ICIC! Bank Limited

id) 58I

ANswer:

{0} In 1994, HOFC Bank was Incorporated, with s registarsd offica in
Mumbai, India. He first corporaie office and a lull service branch at
gandoz House, Waorl was inaugurated by the than Linion Finance
Mirdster. This band provides the digital services of PayZapn,

[31] Whots the curent CED ol 1ICIC] Bank'a?

{8) Sandesp Bakahi

b} Chanda Kachiar

fc} Vijay Channdok

{d) Shwesta Bansal

Answer:

{a) |CIC] Bank was origimally promatad in 1084 by ICICH fmitad, an
Ircdzar finsncial institulion, and was its whally-ownad subsEdian-and
CED of tha ICIC) Bank Sandeep Bakshi

Whare arg the headguarters of Land T#

{&8) Bangaliri

(b} Demi

e} ‘Mumibai

id) Chennal.

Answer:

(¢} Larsen and Toubro Ltd, wae foundsd in 1938 by two Danigh
anginears faking refugs in India, A headquarier is in Mumbai,
Maharaskira, India.

{30

(a2
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PracTice MuLTiPLE CHOICE CQUESTIONS

11

23

[

41

hilps companeas and organisation kaap 1heir linance on frck.
{&) Budge! Anakyst
() Financal Anakyal
{c} Management Analyed
{d) Market Research Andlyst
Answer:
{a) Budget Analyst
are also called as sagurily anslysl, imastmenl analyst cr
rating analyst.
(8) Budget Anelhyst
(b} Flnancial Anabys
{c}. Management Analyst
i) Market Research Analyst
Answer:
(b} Financial Anahst
They wark with the heads of business. to improve efficlency and
consequanily prafitability
{a) Budgel Anahsst
(b} Finanosl Anahs
{e} Managemeant Analysi
() Market Ressarch Analyst
Answer:
{c} Managemant Anakyst
Thesa analysts study sirength and waakness for laking decision o
incredse marke! share,
1a) Budgel Analyst
i) Financial Anahys
(¢} Manggement Analysi
{d) Market Research Analyst
Answer:
{d) Marker Resesarch Analysi
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153

L3

7

9

AxizBankisthe  privatesector bank in India
1a) First largest

() Second kargast

fg} Third largest

{d) Fourth larges!

Answer:

(o) Third largest

Warld's largesi thres whesler manulacturer is
e} Hero

{b) Bajay Autd Limited

() Scooter India Lid,

) Marui

Answor:

(b)) Baja] Auto Limited

Largest mobile metwork aperatar in India is

{a) Bhart Alrted Limited. () Ichea
{c} Viedafone {el) BENL
Answer:

fa) Bhari Airial Limided

Waorld largest coal produecer company is
&) Coal India Limited

{b) NLE India Limited

{c} Okdisha Coalard Power Limited

{d) Westem Coallialds

Anzwer:

&) Coal lrdea Limidbed

Largeat state owned natural gag procassing snd distribution company
i India is

i) GAIL (Indiaj Ltd,

ib) NTPC

(e} Shedl Oif Co.

(d) Western Gas Parners

Answer:

{a) GAIL (India) Ltd
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[10] Full form of HOFC i3
{a) Home Developmant Financial Corpoeation
ih) Housing Daveiopment Firancial Corporation
(¢} Housing Dairy Finance Company
{d) Housing Developmgnt Finance Company
Answer:
(b} Housing Developmant Financial Corparation
[11] ICHSH stands for
fa) Industral Cradit and Investment Cororation of India,
i) Indsam Credit and Irvestment Company of India.
ich Industrial Credit and infrastrechure Corparation of Indis.
id) Ingustrial Comer and Investrment Corporation of india
Answer:
fa) Industiial Creditand Imvestment Corparation of Indis
[£2] Which of the fellowing 1z not a pubdic sector underaking
{a) NTPC Lid. fhy ORGEE L
{c} SAlL {d) Reliance
Anzswer!
(d) Resiance
[13] india’s Largest ol and gas exploration company i
{8) NTPC Lid.
(b} Redanoce
o} OMGE Lid.
{d) Mone ofthase
Answer:
(g} DGO Lid.
[14] Who is the Chlel Execulive Officer ol Reliance Industries Limifed.
ta) Dhiribhal Amban
) Anil Ambeani
&) Mukesh Amban|
id) Anant Ambani
Answer:
() Mukesh Ambani
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[*5] Largest banking and finarcial services company in India by assets is
{a) Union Bank of India
ib) Bank of Baroda
¢} Siate Bank of India
() Punjab National Bank
Answer:
(¢} State Bank of Indsa
[46] Irecdia’s largest Conglomanate is
{a) Tata Sone Limited
b Relance Industries Limited
i} TG Limited
(d) Nasile
Answer:
{a) Tata Sons Limted
[17] The Headguartar of Dautscha: Bank is in
{a) Genmany
fh) Us
{c) Switzerand
id) Ingéa
Answer:
(&) Gemany
[18] Good Feod, Good life is the mission of
fa) HUL
fb) Mestie
ich Patandah
id) Cadbury
Answer:
(b} Nestls
[¥9] Micrasoft wag foundad by
ia) Paul Allen
by Bill Gates
jc} Baoth of these
{d) Mone of thesa
Answer:
(c} Buothof these
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0]

[21]

[22]

{2d]

Girewvlh §& b 12 P mission of

fa) Raeliance Industries Limited

i) Incian Oil Corporatson Limited

{c) HDFC Bank

{d) Axix Bark

Answer:

{a) Fediance Industries Limited

1B} stands for

{a) India Bulls Machines Cosporation

ib) Indian Business Machines Corporaiion

o) Intarmatonzl Business Machings Corporalion

id) International Business Managament Corporation

Anzwer!

e} Internafional Business Machines Corporation

World's largest and highest valued semi conductor chip makers is

{a) Samsung

o) Cualcamm

lc} Toshiba

1d) Intal

Answer:

id} Intal

Wisicn of HP is

fa) To be among tha Top 10 Global [T and Busifiess Process
Dhutsowrcing Services.

(b1 Tobe world's leading power company, enengising India's Growth.

g} To create technology that makes Iife beter for everyone,
avenywhare.

{d) To be best refader in the hearts and minds of consumans and
employeas.

Answer:

(e} To creato technology thal wakes e befter For overons,
evenywhara,
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[24] Chist Executive Officer of Appla is
{a) Tim Cook
{b) Steve Jobs
{¢} Chanda Kochahar
[d) Bill gates
Answer;
fa) Tim Cook
[25] First stors of Walmar in india was opened in Amntsarin
(8] 1962
by 1872
¢} 2009
id) 2016
Answer:
{c) 2009
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PasT YEAR QUESTIONS AND ANSWERS

2018 = May I

[1] Gewermment halds responsitiity as private sector handies fully and

partly the product and services.

{a) Delagaticn

o) Divestiman

(=) Displacemen

() Dislrvestment {1 mirk)

Answer:

{a) Privatization can ba conceptualized in few types, one of them (s
ol egation, which says |
Govemment keeps hold of responsibitity and privale enterprisa
handles fully or partly the detivery of product and serices. Thete s
active involvement by Government. Delegation may happanthrough
contract, franchisee grant, stc.

127 Giobalizaticn mesans:

(&) Taking off restoctions inexport and impon of goods and sorvices

{b) Gradual dsecreasa i government command and control ower
BEONOMIE policies

() Trangfer of govemment ownaszhip 1o privats lands

(d) Mine of hesa. {1 rmark)

Ansiaer:

{a) Globalzation is the free movemeant ol goods . services and peopia
across e workd in ascamless asd infegraled manner. Hence, 1t is
ahout taking off sestrictions. in Export and import of goods and
BEMVICEE.

Which of the follawing is comsct?

{a) Govemnmens looks for Fil's ower FDI's for investiment purposes

(i) There ks /o restiction (n any sector for FOI

(o) There s lmtation on some seciors for FDI

{d) Al of thase. {1 mark)

I3
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4]

5]

Answer:

(g} There is Emitaticn on FEI in some sectors this = correct . FDI iz not
umifornn for all sasctors. Some sectors are opened up for 100% and
in same it is allowed only upto 26% , 49% ar 51%, Incertain areas,
FDI limit has been cappad like, the Insurancs Business.

{FCH stands for.

{a) Industrial Foreigr Corporation of tndia

{5 Industrizt Financlal Conporation of (ndia

(¢} Industrial Finance Corparation of India

{eh) Indian Financial Corpomation lor Industies {1 mark)
Angwer:

{¢) IFCI starids for Indusinal Finance Corporation of Indi.

A amanates frim decrion and decision & taken in live with

jdentdy the right expressEon 1o il n e blanks,

{a) Palicy, Goal

(o) Pian, Budget

{£) Goal, Plan

{d) Budget, Plan 11 k)

Answer:

(@) A pobicy emanates Irom decision and decision s akan n ne with
goal, Many & times the lerms ke political goal, decision and palicy
are used Interchangeably, but they do not maan the same,

2018 - NOVEMBER

|

HIT Aayog replaced.

() Planning Commlssion

&) Election Commisaion

{2} MATFE Commission

{d) Financial Commisgion {1 mark)
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Answer:

(@) Plapning Caommesson was established o make-econamic plans lor
a perod of fve years, I may be noted that NITI Asyog has now
replaced the planning comrmission,

[7 migkas the trade belween two courtdes mom dillizel e

EHpeEnsive,

{6) Bamer o-entry

{B) Bamer o trade

= Cuestonm duly

{d} Mone of thess 11 mark)

Answer:

(b) Barmers fo trade makes the race betwesn (wo couninas mone
ifficult and sxpensve thes acimal

[B1 100% FDY investment allowed in which year?

{a) 2010

() 2072

(@ 2014

{d) 2004 {1 Mk

Answer: !

(b} In year 3012, 100% Farsign Direct Investment in India was altowed
for-aome seciors only. & some special sectors:

197 Gradual decrease in govemment command and confrol over the
econamss policias:

{a) Globalzation

(i) Privatization

Ie) Liberahization

{d) Nona of tha above, {1 mark)

Answer:

{c) Liberalization of sconarnic palicy refers to the gradual decrease in
goul Command and control ever the sconomic palices. Simplication
of tax strucine, fomoving quotis, bars and econorme residelions am
soime example of lberalization
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2019 - May

[#0] Which of the ipllowing & type of Publie Policies.

{8} FacBitative Folicy

{o) Reguistory Policy

(&) RestnGilive Pokicy

() Al ol Wase {1 mmaik)

Answer:

{d) Public poticies are of three types:

—  Restrictive

— Regulastory

—  Facilitating

Thas gption (d) s correct.
[11] FEMA replaced FERA In

{3) 2004

{b) 2000

{2} 18m

{d) 1999 {1 mark)

Answer:

{d) Forelgn Exchange Managermend Act, 19%3 [FEMA) replaced Foreign
Exchange Hegulation Act (FERA). 1973 in the year 1999,

[2] Who cannot be a Foreign Direct Investar?

(a) Govemments or Government Agenoies

{b] Esfatas, Trusts, or Othar Organizations

(£} Umincorparated Private or Public Enterprhisas

{d) Mons of the above {1 rroark)

Answer:

{d) Foreign Direct Investment can be through many channels including
Govamment Houts, Mon-commercial Howte, Automatic Route. Thus
all fhe grven colions can be Foralgn Direct Invastars.

Hernice, option none of the above is corect.
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[18] LPG stand for,
{a) Liberaksation
{0} Privatization
{2} Globalisation
(] Al of the thass 11 k)
Answer:
{d}) LPG stands for Lineralization, Privatizathon and Globalization. Thus
option {d) all of these is corradt,

2019 - NoveEMBER

[44] Governmnent hokds responsibilty as private sector handizs-folly and
partly the produst and senices:

{2) Delagsticn

(i) Displacement

(&) Divesirnant

{d] Disinvastment

Answear:

{a) Govemment keeps hold of responsibiiity and private enterprise
beanles Tully ar panly e delivery of product and sarvices. Thats is
active invedvament by governmmeni, Delegaton may happen thicugh
contraet, franchise, grant, ein,

[15] The partial or full disposal of an Investment or asset through sale,
exchange, closure or hankruptoy is cabed as:

{a) Divestilure

(b Denatianaiisation

(£} Delagation

() Disirvestmant:

Answer:

{a) In finance ard ecanomics, divestment of, divestilUre i the reduction
of some Kind of asset for financial, ethizal, or political objectives or
saba of anexisting busiross by afiom, 12 the partial o full disposal of
an imeestment or asset through sale, exchange, cosug o
bankapicy is called dvestiture,
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{16] S0% or more of shares are fransferred to private anfitiss:

{a) disinvesimen

{b) celegation

(&) dvastrent

{d} displacement

Answer: (a)

(&) Govemnmentsurenders partial ownership responsibiity and sellsthe
rajosity. stake 1o one or more prvate, entithes in course af Grme s
callad divestment,

Theretore, disimvestmesnt should bethe comect gnswer which mean
selling a porticn of ownership (slake) Ina pubidic enterprize fo grivate

S8,
[47] The private enteeprse expands and gradually displaces the govemmant
antity:
{a) Defegation
{1 Divestman
(&) Dispfacemant
{d) Digirvgsimant
Answer:
iz} The privade emterorise expands and gradually dispiaces tha
gavemment erlity. Displacemen! tacillates provatisation it enaties
privake secior b challenge a govemmenl monapcly.: The government
monopoty ihrmugh BSML and MTHL has been displaced by tha
prrivali secion
[18] FDI prohibited at bodh roules:
{a) Midh
(b)) Madia
{c) Real Estate
() Shell Company
Answer:

|
) Foreign Ceect investment (FIN) bas always remained:a hone of
contanion and FDI in mult-brand retail, datance ale, are classic
exampies. It'a often et that areas like media and defanse could
compromise an Indiz’s secusity interedt and hence no FDEshaukd be
permilied,
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[15] FOI is-all cowed n:
{a) Tea Flaniaton
{0} Coconut Plantation
{2} Sugarcans Plantalion
(4] Mone
Answer:
{8) Forsign Direct Invéstment (FDI) plays a very impariant e in tha
prociess of development of a nation.
Bt in few in argas FOU is probibdted under bolh (e Govermmeant
Route as wall 88 Automatc Habe:
(&) Atomec Energy
) Lottery Business
(&) Midhi Compary
id) Agricutiural{excluding Flomculturs, Horficufture, devalopmant of
seeds, Animal Husbandry, Picicullure and oullivstion of
wegetables, mushrooms ete. Under controlled conditicns and
semvices ralated o agre and allisd sectors) and Flantations
activitiss (other lhan Tea Planlabons)
Tea Pramation is allowad in FDI
[20] bn which of the foliowing policy curtall all benefiss?
{a) Reguiative
{B) Rastrctive.
=} Faciitative
{d) Mone
Answer:
(0] Restnctive policies are those palicees which cunails all benedils in
some padicularissue. For example. custom deuties may be imposed
ia profect Indian products.
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PracTice MuLTiPLE CHOICE CQUESTIONS

(1

43

151

Which of the fallowing & & type of economic: system?

(&) Capitatist Econarmy (b} Scoetialet Ecanomy
1€} Mixed Economy {d) Al of the above
Answer:

(d} All of the above
e = 8 process of sliminating unnedessary controis and
restrictions on smooth functioning of business enterpriss.

(@l Privatisafion (b1 Geabelisation

{2 Liberaksation {d) Maneof the abowe
Answer:

(c) Liberaksation

Libaralisation does not nchude;

{a] Abdlishing industrial llcensing requirement

{b) Freedom in lixing prices of goods and serices

{2} Restinclion in decding the scale of businass aclvily
() Simplfving the pracedure for impons ard expors
Answer:

{e) Resinction in deciding the scale of business ackivity
Following ks not an objective of privatisatian.

{4) Impraving the pedormance of PSU's

{b] Decreasing the size of private seclor

{2} Reducing administrative burden

{#) Revenue generalion

Answer:

{b) Decreasing the size of privaie sector

Etoromie Polissas araframed by

(&) Privage b Business
() Govesnmeant {d] Semi-Govemmeant
Answer:

{e) Govemment
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[} The partial or full disposal of 2n Investrent ar an assst through sale,
exchangs, closure or Denkruptsy s called a5

{#) Divestiture (b} Envircsiment withorawsl
{2} Denationalisation (0] Reprivatizaton
Answer:
{a) Diveslitlue

[7] Palivies which facilitates an activity ade known as
{a) Resinciive Poficies {b) Regulatory Policies
{z} Faciitating Policies {dl Mona ofthese
Answer:

fe) Factitating Palicies

|8} Policias that curtail all henedits in some padicular issus are

(4] Restrictive Polizies b Regulstory Policies
(&) Faclitating Policies {d) Al of these
Answer:

(8) Restnclive Policiea
197 Public policy is whatever govarmment chogzes to do or not 1o do was

said by

{a) Martin Luthsr {b) Richard Rosa
() Thamas B Dye {d) Alfred Marshall
Answer:

{e) Thomas R Dye
[#0] Mich of fhe followsnig isfre the charastenatios of B good publis policy
{a) Public Polcy i goal arisnted
(b} Public Policy i the cutcome of government's colbactive action.
¢} Public Policy is positive in the sense that it depits the concam of
the govermmsani
{d) Aflof these
Answer!
{d} Al of these
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[11] CCBs stands for
ia) Cwer tha Counter Bodies
{b) Crerseas Country Boan
{c} Dhverseas Corporate Bodias
{d) Owerseas Country Bormowings
Answer:
{¢) Owverseas Corporate Bogies
[12] MIGH stands far
(&) Muttinational Invesiment Guaranes Agency
i) Mutticimensiored neesiment Suaranies Agarcy
{g) Muttilateral ireestmant Guarantse Agency
id) Mode! Investment Guarantag Agency
Answer:
{c) Mulitateral investimant Guarantse Agoency
[#3] Policies maant for pacific 2egmants of sociaty are called

{a) Regilatory Polces () Digtributive Palicies
(¢} Facitating Policies () Rastrictive Pokcias
Answer:

) Distributives Policies
[t4] The prvete enterpise expands and gradually displaces the
governmeant entilty, This concept s Knowr as

{a) Delagation (b) Divestment
¢} Dispiacemen () Diginvestmant
Answer:

fe) Displacernant
[15] FEMA replaces the FERA s legisiation in

{a) 19m k) 1909

2‘:‘]." 2005 d) 2016
SWhaT.

{b) 1989

[+6] SEBI, IRDA, RBl ail are axamples of
(3] Regulatory Institutions {b) Private nstituticns
{c} Foreign Institulion {di Mationalsed Banks
Answr:
(8} Regulatory Inssitutions
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117

[+

(18]

{26]

A emanates from decision and decision is taken in lne witn
;- F——

{a) Policy: Goal {b) Budget; Plan

{c} Plan; Budget {d) Goal; Palicy

Answer:

{a} Puolicy; Goal

Fuli form of MOGCHL

{a) Mational Organic Chemicals Industries Limited

ib) National Orange Chemicals Industries Limited

{e} Maliona! Organic Compos! Industries Limited

(d) Natienal Organic Chamicals in Lotden

Answer:;

{a} Mational Organic Chamicals Indusines Limdted

In witich of the fofowing sectors Foreign Direc! invastmenl s not allowed

(2] Autarnebils (B Mgricutre
i} Textles (d) Irfrastresture
Answear!

(b} Agricuture

Forergn Direct Investrmant is allowed In

{a) Tea Plentaficn {b) Sugar Cane Plartation
o} Animal Hustandry {d) Al ef thase

Answer!

{a) Tes Plantation
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PasT YEAR QUESTIONS AND ANSWERS

m

21

2018 - May I

BRICS stands for:

{a) Brazil, Russia, India, China, South Alnca

(B) Britain, Russia; India, Ching, Sweden

(&) Berazil, Russia, India, Columbia, South Amarica

{d) Britain, Augsia Indu, Columiss, Steden {1 rrirk)

Answer:

(a) BRICS is the acronym for an assoclaton of five major emanging
BCONOMISSs -

Brazil, Hussia, India, China and South Alica, BRICS member ars
knowin foi thaeir significant influence 'on regional aflairs |
Whilch of the following a devaloprr bank:

{a) NABARD (o) EXIM Bank
e} S0l {dj SEBI (1 mark)
ANswer:

{a) MNational Bank for Agricullung ard Rural Development (NABARD),
15 an-apex devetopment bank in india, keadguartared at Mumbai
with brarechess all ovier lodka,

Business facilitalor |s/are:

{a} Whao helps the business

i) Wha advises the business on vanous sources of finance - domastic
as wall as torsign

{c} Who create and grow young business

{d) Al of these. {1 mark)

Answer:

(d} Buginess facilitators are professional who help the business and
help create yaung business and grow them and who advice the
business an vanous sources of fmance both domestic as well as
farsign.
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43

L]

Which of tha fallowing is a dirsct Baneficiary of IFC17

{a) Agre Based industry

{b) Sarvice Indusiry

¢} Capital & Inlermediate Goods Industny

id) Allof thesi, {1 mark)

Answer:

{d} Sorme sedtons hal have ditectly benaliled from IFCH includa
(&) Agro - based industry (texiiles, paper, sugar)

(k) Service Industry (hotel, hospital)

() Bassg Industry ( lron-stoel elc)

(e Capital and Infermediate goods Industry (Electranics, fibers
]

The RE|l has besn vested with axtensive powss fo contred and

supenvise commencis| banking systam under tha:

ia) Resernve Bank of India Act, 1834

(b} The Banking Reguiation Act, 1949

ie) Both () and (1)

id) Mone of the absove. {1 mark)

Answer: )

{t':} RBl is a bankar's bank . it has been vested with extensive power
o controd and supenise commeanial banking system undar tha
Reserya Bank of India Act, 1934 and the Baking Regulation Acl,
1849, RBl alse provides financial assistance to the banks

MABARD ks this miost Important institutlon in the sountry which icoks

aftar the caveiopmant of the:

{a) Cotiage Industry i) Srrall Industry
i} Village Indusiry (d) Al of the above. {1 mark)
Answer:

{d) NABARD has baen instrumental o groundirg rural,  socis
Inripvations and socialenterprises inthe rural hinterlands NABARD
i the most important institution in the country wivich looks after the
developimen of the cottage industry, small indusly &nd vilags
industry, and olbwar rural industnes
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2018 - HoOVEMBER

|

[10]

Which conditson, or which i ol Fue oul of options about bank rate:

fa) Itis called discount rate

i) s different o rspg vate

(¢} SEBI Influgnces the interast rates through bank rate,

{d) Higher bank vate will translate tohigher kending sates by the banks

(1 mark)

Anzwer:

{¢) RBlinfluences the Interest rates threugh bank rate,

Which one of the folicwing is the funding rsttution,

&) REl by IRDA

e} IR {d) el {1 mark)

Answer:

(&) Furding lnstitilions:

IFLH

S1DB|
EXIN Bank
NABARLD

S|DEI includss small, micro or enférprise .

8] Tiny {b) Medium .

¢} Lame {dl Macro {1 mark)

Anawer:

{b} The business sphere of SIDBEI conaist of Micro, Small and
Medium enterprises (MSME's) which contribute significantiy to
the Mational Ecanamy.

reprasants the ratho.of liguid assels of the: banks o thiir
deposit labilties.

i) LR by CRR
{c} CLR {d) MNone {1 mark)
Answer:

{a) Salutatory lquidity ratlo represents the ratio of the Banks fo their
deposit labilities.
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[11]

[12]

[19]

Which institution includes money market and forex market.

i@ SEBI oy IFCH
e} S108! d) RBE 11 rnark)
Answer:

(d)} Reserve Bank of India Includes mongy marke! and forex market
as It 15 the. sote authorty of ssue of currency and custodian of
fargign exchange rasene,

Permissian o MR ba inwest upto in high prsarity arsas

fa) 27% bl 51%

{c} T {di 100% 1 migrk)

Answer:

(d) Permission o MRI o lmeast uplo 100% in high prlority areas

Which of these nat iz & reguiatary insthution.

&) REI

(b} SEBI

ic) IRDAI

i) Municipal devalopment agency (1 miark)

Answer:

(d) Regulatory Institution of India sre:

1. RE!

2. SEBI

3, GOl {Competition commission of ndia)

4. |RDA

Therefore municipal development agency is nol a regulalony
instituthon.

2079 = May

[t} SEBI Functon Consists of

la) Ouuasi Leghsialve

(b Chuasi Judicial

fc} Both (a) and (h

{d) Mone of thesa {1 mark)
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[15]

16|

[17]

Answer:

e} Funchons of SEBI includes -
la} Cuasi Logistative
(b} Cheasi — Judicial
(] Cussi - Executive
Thus aplion (¢}, both (a) and (b} is correct.

Compstitian Commission of India s Formed 1o

ia) Ta prevent practices having adverse sfieci on competition

(b} To profedd the interests of consumers

{c} Both (a}and (k)

id) Mone of thesa {1 mark)

Ansiwer:

{¢) Competition Commisslon was set upto create and sustain fair
competition in the economy that will provide a playing fisld to the
producess and make the market wark for the wallase/intersst of
ponsumars. Thus oplion () is cofrach,

Which of the fellowing body has been dissalved recenily

) Compefition Commission of India

(b} Foneign inatitutionsl Promiotion Boand

(&} Panning Gommission

i{d) ‘Mational Statistics Commission {1 mark)

Answer!

ic) Planning Commission was an insfifution in the Govemmant of
Inka which was mecently dissoled by Narendra-Medi-led BJP
Govarnment in-2014 and replacad the same with NITI Aayog.

Which of the following b et a tuncton of BB

{a) Fiscal Pabicy

b} Controbar of Credd

{c} Monetary Policy

{d) Cusiodian of Foreign Exchange Reserves {1 mark)

Answer:

{a) RBI performs all central bapking lunctions such as—

(i} Essie of currency
(i) Bankerlo the goverrsmont
(i} Bankers Bank
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(18]

[¥9]

{201

(v} Custedian of Fomsign Exchangs Reserias
v} Controfer of cradil
{wi} Promaotional iunchions
It & India's eminent publlc financial Irstifulion responsitle: for
pontralling the courtny's manetary pollcy. However fiacal policies
are not setup by REI
FCi has feunded and-devafopad
{a) RGN
b} TFCH
e} LD
() Al af thi above {1 miark)
Answer:
{d) IFCI has founded and developed prominent instiutions such gs:
—  Tourism Fingnce Corparaton of Incha [TFCH]
~  |nslitate of Lesdership Developmant [ILD]
Rashirive Gramin Vikas Ridhi [RGWHN]
Hence option (d) is comact.
The first appeal of Securitiss Exchange Board of India
fa) RBl
b} Supreme Courl
{ch High Court
{d) Secures Appellate Tribunal {1 mark)
Answer:
(d) Thefirstappeal against the order of SEBI ligs to Security Appe(late
Tribunal and second appaal lisa directly 1o Supreme Courl.
Who was the reguialory body for canfroling financial alfales belore
SEBI?
la) Reserve Bankool India
{b) Controfer ol Capilal lssues
ic} Government of India
{d) Irsurance Regulstory and Deselopment Authonty of India (1 mark)
Answer:
{b} Conirolier of Capital lssues was an authority undar capital issus
[eontrody Act, 1947 to regulate linancial aftairs.
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[21] SEBI, BEI & IBDA are
{a) Regulatory Bodles
b} Cluster Bodies
¢} Goal sector bodies
{d) Mo of thasa {1 madk)
Answer:
{a) SEB|. RBI & IRDA ars the regulatory bodies.
SEBI is the apex body of sacurly axchanges
B s the apex bk al e countey.
IR 5 the apex statutory Bocy which requlates and develops the
Insurance moustsy,

2019 - NOVEMBER

[22] Which ol the lallewing is e indicalor ol bank's liguidity ratio®
fa)-SLA
i) CRR
{c) Repo Rate
{d) Rezersa Repo Raba
Answer!
fa) SLA: N represants the ralle of liguk sssats of the banks 1o their
deposit llabiibas ~ the lkued assets include amaong other things,
gowerniment securities whose lzsueris the Besenve Bank of nadla
Clearly such a ratey is an ingicator of Dank's louldity and salvency
| & thekr ability 1o meat their labiities on demand.
[#3] Which of this does elate to competiion commission of tndia?
18] To prevent having aduerss effect an compatition
{b) To promate and sustain competition market
(g} To profect the interssts of consumers
{d) Al af the above,
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[24]

Answer!

id) Compeltion commission has been estabishment for the
accomphehment of the folowing objectves:

{a) To prevent praciices having adverse effect an competitan
(B Topromote and sustan compatition in markeds
fe] Ta protect the interasis of consumers and

The reglonal office of SEBI is not kocated In:

{a8) Chanral

b} Kolkata

e} Chandigarty

{d) Ahrmedabad,

Answer:

{¢) Secumbes avd Exchangs Boand of reduilats and davelop the Indians
capital market and protect the interest of investors in the capital
markal,

SEB| haadguartars is in Mumbai, Westemn Regional Offices in New
Diedhi. Kodkata, Chennai and Ahmedabad, respectivaly,

PRACTICE MULTIPLE CHOICE CIUESTIONS

M

2]

Which of the folowing peraons organeses shipments for the business
T b et goeoces from manulacturér 1o the mirket

{a) Freaight forwarder

() Businese Incubstor

{g) Flranctsl Consultam

(d) Marchandiser

Answner:

{a8) Freight forwarder

He advises the business of vatous sources of finance.
{a) Freight forwarder

{0 Business ncubator

{g) Financial Consuflant

{d} Merchandiser

Answer:

{c] Finanzaal Consultant
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13

M

kil

. helpatocreate 2nd grow young busingss by providing them
NECEREATY EUpROTt

(&) Freight forwarder

) Business Incubator

(&) Finansial Consuftant

() Merchandiser

Answer:

{b) Businsss Incubator

Fashion house abizins ite supplies for his business. It is an exampie of
{a) Freight forwarder

{b) Merchandisar

(&) Business Incubatos

{d) Dipoictar

Ansaner:

(B) Marchandizer

RAB was established on

{a) 1*April, 1953

{11 1% Aprii, 1935

&) 10™ Aprl, 1953

{d) 10™ April, 1965

Answer:

() 1% April, 1935

Issua of curmeney, cestodian of lomegn exchange reserves, Banker's
bank, all are e funeions of

(&) RE

it) S8l

{cy SEBI

(o) EXiM Bank

Angwer:

(&) REl
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[

(5

]

Orie parcent is aqual ta baszis points
{a) Hundred

) Ten

{2} Thausand

(@) Cne

Angweer:

(a) Hundiod

SLA ang CAR ard which bype of measures of credl control
{a) Quantitative

) Cualitative

(=} Pretminary

{d) Moneof these

Answer:

(@) CQuantitamive

Rate at which bank bormow money from BB agalnst pledging o salle of
govemment securities 1o RE|

{a) RepoRatae

{b) Revarse Repo Rata

(2} Bank Rate

{d] Discount Rats

Answer:

(8) Fepo Rate

[10] Rate of merest offered by REI, when banks deposit their surplus funds

withy iha REI far shor periods
{8) Repo Rate

{B) Revarse Hepd Rata

{z) Bank Rata

() Discount Rate .

Answer:

{b) Revarse A=po Rate
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[11] SEBL, Act come inte force with effect from:
{a) 30" January, 1991
(b} 20" Fanuary, 1053
£} 2317 January, 1991
{d] 307 January, 1992
Answer:
{d} 307 January, 1952
[18] Head Quarter of SEBl s at
{a) Mumbal
o] Mew Delhi
{2} Chernal
{dl Ahmedabad
Answar:
() Mumbe|
[{13] SEBI dratts ragulations i its
{a) Legslative Capacity
) Judiclal Capacity
o) Executve Capacity
{d) Mone of thazs
Answor:
(a) Legisiative Capasily
[14] SEB! conducts imestigation and entorcement action in s
funchioes
(&) Quasi - Legislalive
() Cuasi - Judicks|
() Quasi - Executive
{d) Mone of thesa
Answer:
(&) Cuasi- Executiva




[ [Chapter = 5] Organisations Facilitating Business || 4.365 |

{¥6] __ wasenactsdio prevant practices having an appreciabls
adverse eMect on compatitlon.
(2) Compalition Acl, 2002
{b) SEBI Act, 1993
{z) Indian Contract Act, 1872
() Companies Act, 2013
Answer:
(a) Compatiion Al 2002
[VE] _ ___ Bthe apex statutory body which regulates and develops
nguranes industry in India )
{a) IRDA
&) SEBI
(€} SID8I
ey et
Answer:
() IRDAI
[17] Ratio of cash o the tolal deposis that the banks are required to
malrtaln on & daiky Basis
{a) SLR
o) CRR
{2} Gaining Ratio
(el Sacnficing Ravp
Answer:
{b) CRA
[18] Ratio repressnting liqusd asseis of bank to their depost liakiites
{a) SLR
(o] CRA
(=) Gainirg Ratio
{d) Sacrificing Ratio
Answer:
(a) 5LA
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[*4] Modal agency for Scheme of Credn Enhancemsnt Guarantge for
Scheduled CGaste (3C) Entreprénaurs is
{a) IFCI
(o} IRCA
&) SIDBI
) MABARD
Answer:
(&) IFC
[20] i tha wholly owned subsidy of 1D8]
{a] IFCI by SIDBl
{zh NABARD {d) EXIM Bank
Answer:
(b)Y SIDE
[21] Which of the following act as the principal financial instituticn in the fiekd
of internalbomal tracks of India
{a] NABARD
(&) SIDBI
(o} EXiM Bank
{d} REI
Answer:
{€) EXIM Bank
[22] MABARD stands for
{a) Modal Bank tor Agriculture and Rural Develcpment
(t) Mational Board for Agrculturs and Rural Developmeant
{z) Matonal Bank for Agro and Rural Dealing
{d) Mational Bank for Agriculture and Rural Development
Answer:
(d) Mational Bank for Agrculture and Rural Development
[23] Wha was the reguiatony body fof cobtralling Rrencial Sffairs in India
belere SEBI
{7 Resarve Bank of india
(1) Controter of Gapital lssuns
(=) Insurarce Regufatory gnd Devalopmeant Authorsy of Irdia
{d) SIDB
Answar:
(b} Conlrotler ol Capital [ssuas
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[24] Which of ths faflowing i nat 3 devaldpment bank?

{a) IFCI (bl MABARD
{5} PNB (e EXIM Bank
Answeor:
{c) PNB

|25] First appes| aganst SEBIcan ba made in
{a) High Court

{3 Suprame Court

(¢} Securties Appellate Tribunal
{d) AEI

Angwer:

{¢) Securities Appellate Trbunal
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L]

4 P'a of marketing ans;

{g) Plan, Price, Production, Publicity

{4 Pian, Production, Plece and Promation

{ct Pan, Price, Product, Promolion

{d) Product, Price, Place, Promoation {1 roark)

Answer:

(d) Commercsally, business |5 all about marketing managemant.
Ezzentially il comprises of tha famed 4 P's of marketing which ara:
Product; Price, Place and Promation for goods marketing.

Bid % the apposile of

{3) AskiDHer b} Gah
2 Eguity () More (1 mradk)
Answer:

{8) Bid is the price ai which market maker buys from the mvestor and
oifer in the price at which ha offers to sall tha stock 1o the investor.
The alfer's higher than bid

The process of astimating fubure demand by anticipating what buyers are

likaly ko do undera given sel ol marketing conditions:

{@) Cross Markeling {b) Forecasting
[z Market Development (i Internal Marketing 11 mark})
Answor:

(b) The process af éstimating lulife demand by -arbioipating what
buyers are likely 10 do under & given st of marketing conditions is
kriown &% forscasting.
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[47 Conzolidation maans:

{a) Combination of two or more entities that oocours when entities
transfar all their net assetsto-a new entity created for purpose

(0] A security by an issuar

(=) An oplion gived o investorn

(o) Commissicn charged by the broker (1 matk)

Ansiaer:

(a8) Consciidation maans Combining assets, eguiy, labifities and
oparaling aceounts of & parant Frm and is subsidiares inlo ana
financial staternsnt or combining two or mors firms through
purchiase, frgrger, oF ewrership transder i fomd a rew firm.

(B} “Personal sailing” is done throwegh:

(&) Wiitten Commarscation () Owal Communication

(g} TV and Meaia {d) Sign Language 1 mark)

Answr:

(b) Personal seiling i whers businesses use paople (Ihe “sales forca”)
b sedl the product afber mosting faca-1e- face with custorer. Hance,
it takes place throwgh oral communicaton,

(&) Tha numberof anits of ghvem currancy thit can b penchased for one i

aof anpther currency is called i

{a] Cument Ratio {b) Exchangs Aatio

(&) Equity {d) Divicend {1 mark)
Anzwer:

{b) The numixerof units of given curmency thal can be purchased for ona
unit of anather currarcy s calied Exchangs Rate,

[71 is 8 road map of company's futura;
(8] Chjective (t) Gioal
{2} Vision {dl Aim {1 mark)
Answer:

(=) A strategle VISION is a road map of a company's future.- providing
speciics about technology and customer focus, thegeagraphicand
pracuct markets fo be pursued | the capabilities it plans to develop,
and the kind of company that mahagemant is trying to create.
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[8] When tao or more companies come tbgether Io exparnd their businass
eperabons in 4 newly created sntity,

(@) Jomnt Ventura (b Acguisifion
{2} Parnership {d) Merger {1 mark)
Answer:

() Whan twooor Mo coenpanies come together to incraase ther
strengih and financial gains along with breaking the trada barmars in
a newly creatad entity, it is knawn as "merger”

2018 - NovEMEER

191 It ks the amount of revenue from sales which exaclly eqguals the amouni
of expense.

{a) Braakeven poiid {b) Total revenus
(e} Both (&) and (k) {d) Man=of these {1 mark)
Answer:

{a) Break even pointis the amount of revenus from sakes which exactly
GqUals 1o the amound of expanse
[10] Financially sound companies with paid dividend is known as?

{a) Bluethip b} Bonds
|z} Deberiture {di Maone of the above. {1 mark)
Answer:

{a) Blue Chips are shares of large, well esiablished and financially sownd

compames with an impressive record of earnings and dividenda.
[1] What iz the meaning of arbitrage?

{a) Buying & sefling of different commaocdites

{8 Simultansows buying & selling of identical commodities

=} Only buying of idenfical commibdities

{9} Salling of identical commodities only {1 mark)

Answer:

(b)) Arbitrage i the simultarecus purchase and sale of twa icentical
cormmadites o mstruments
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[+2] iz the reduction in the prce of goods given b encourage saka
on cash base, i
{a) Cash dizcount: (b Traoe dizcourt
{c) Both (&) & (&) {dl Mare of thess., 11 mrk)
Answer:

{#) Cash Distount 15 thwe reduction In the price o goods given 1o

encourage sale on cash basis
[£3] Azsel which can be seplaced within a year inlo cash.

(2] Fixid

{) Intangible

(=) Currant

{d) Men-cuiranl. {1 rriark)

Angwer:

(€) Current Assets aro the assels for shorl peviod of e b can be
replaced within a yeaar into cash,

[54] WWhsal [P0k s prsfeatis e )

{a) Companies first issue to general puldic

() Rights igsue of the compary

{c} Bath ja) & (k)

{d) Nene of thesa. {1 mark)

Answer:

(&) Inival Pubse Oftenng (F0) s a companies first issue of shares o
general public. [POYs ane issued by smaller younger companies
seaking funds lor expsansion and growth,

[5] Shares of a company listed an atock exchangs are:

{8} Securities {b) Listed sharas
{z) Debentures (¢l Bonds 11 Friark)
Answer:

(b) Listed shares ara thie.sharas of 3 comipany listed on stock exchange.
The compary has to pay feas to be lislad in ha stock exchange
[v8] ____inwolves charging a retatively Righ price fera shor period of tme.
{s) Price skimming (b} Prica sensilidty
{z) USP {d) Haolding price {1 mark)
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Answer:
{a) Price skimming myalves charging a refathaly high price for a shart
Himewhara & new, Innovalive, of much improved product i launched

il markat,
[17] The ipweast price al which an owner is willng 1o 2ol his security i
{=) B {b) ASK
(&) Cags (4 Sale value {1 mark)
Answer:

(b)) ASK s the lewest price al which an owner & wiling 1056l his secunty,

2018 - May

[18] Which.of the iollowng &= Retern on invsstment

() Dividard (b} Irtarest
() Yield {d) Mone of the above {1 mark)
Answer:

{c] Yield s the mcoma refurned an an Investmant. it refars to eamings
genaratod ard realised on an inveslinen! oves a parksular perod of
time

[+8] When two companiss come togathear to axpand their business oparation

i a nawly created entity.

(=) Merger {8} Parnerghio
() Acquisitian {d) Joint Venlure {1 mark)
Answer:

{a) Merger is considerad as a process when lwo or mote compdarnias
come together as a newly created entity in order toexpant thedr

cparations.
[20] The oppesite af bid s 3
a) Ask/ONar (b Cafl
{c) Pumchase {d) Mare of the above (1 mark)
Bonswer:

(&) Bid éa the highest price a buyer s willing to pay for a stock, lis
opposite is Askioter.
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[21] Bull Marke! is called
(8} A market i which SIock price 15 INCERAsIng conasiantly
bh A et fn whech sdock price s decrsing comsistenily
(G) Both (@) and (D)
(el Mope of the abave {1 maark)
Answarn
{m) Bull inarkel s a markel 0 which the siock price = increasing
conglstanty.
[22] Pessonal s=ing s done though
(@) Slan langueage bl Socn Madia
(&) Writier Comemusieation (el Oral Commumisafian (1 mark)
Answer:
{d) Peracnal selling = Lhe oral communicalion with polential buyer of
@ product with tha infention of making salo. it focuseg on developing
& dafinnship with the pobential buyes

[ vowem

[28] 45 bussis poinds bs s bo:

im A%

i) 450%

5 5%

[dy 4.5%

Answer:

{2) Besmpoinisa mqawmm change in linancial paramete:ns suoh a5

imtarest, sinck indices and market retes,

1
s ihdmnpﬂn‘mﬂ

S0 45 basis poinis k egual lo :;
Which sequal o 1.45%
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[24] A series of fixed payments at fixed interval of time:

{a) Annuity

() Annuity dua

{2} Instaliment

{ci Mone

Answer:

(@) A soras of paymants of ar equal amount Jl & fked ntervals lora
specified number of perieds is called annuty

[25] When & member of banks callectively glve loan 10.a person it is known
as;
{8) Syndicated ban

{b] Mortgage

(2} Bath & and (bB)

[d] Mons:

Answer:

{a) A very large loan exiended by & group ol small banks to & singks
barrower, especially corporate borrowers. In most cases of
syndicated loans, there will be a lead bank, which provides a pat ot
thex boan and syndicates tha Dalance: amount 1o other banks

|26] Whexn the revenue earmed is same &3 expenses incurred for that It is
ko

{a) Break-sven-point

{b) Equilibrium sstate

(=) Baoth (a) and (b)

{d) Mone

Answar:

{&) K iz the amount of revenus Irom sales which exactly equala tha
amourit of expense. Broakeven point ls often expressad as the
rrurfiber o units thal mes! be sold to praduce revenuss axacty squal
to expanses sales above the breakeven pont produce a profit and
below produces ioss
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[27] Combination of saveral companies working logether

{a) Coensosdium

{B) Merger

(=) Gonsotidation

{d) Mene:

Answee:

{a) Censorimis acombimation of several compantes working logather
for-a partcular pumpose for examples:

+  |noorder tocbuy something
af Buiiding something.
[28] What is & bull marsst?

{4) A marked in which stock price are increasing

{b) Amarkit in which the sloch prices are dacraasing

{ch Both (a) and (b)

(d) Mene

Answer:

(&) A Buil market & a market in which the stock prices ars increasing
congistanty. Ard o Budl is orve who expects & fisa in price so that he

) cain Later soll @l & higher price.
[28] Bid i appoate af:

(&) Ask/Offar

o) Call

() Equity

{d) Mene

Answer:

{7) Bad is the highast price & buyar is wiling io pay for 2 stock,
Askioller is the lowesl price at which an oWmer is willing to seif hia
secutiies

Bid ks spposits ol -askiofiar
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15 known &% gap financing, brdge inancing is a 1oan whare

Ihr time-anl cash fliow batwesn & short lomm [oan and famg term Ioan is

fiBed up,

{a) Bridge financing

{b) Bank rate

{2} Financing

() Mone

Answer:

{d) Bridge financing & also known as gap. Fimancing, bridge fmancing
is @ loan whors the ime and cash llow batween a shoert lerm loan
and a fong term loan i8 filled ug. Bridge financing tegins at the and
of the time perlod of the first lean and ands with the star of the tme
patiod of tha second loan, thomby brdging the gap betwesn two
Ipane i s also known ag gap financing,

[31] A stock that provides a conatant dividends and stable eamings even in

the perods of econemic downtum is

{8) Defensive siock

() Cash bdgel

(&) Income slock

{d) Listed stock

Answer:

{a) Detensive stock Is a stock that provides a constant dividends and
EArmings even in the periods of econome downtimm Le. even inthe
exireme crifical siuations of the stock market these companies
continge b pay e dividends at & constant sk,

[22] The: lowest price al which an owner is wiling 1o sell his securities i

(a) kid
(b} askioiier
(=) both (ahand (B)

) raone
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Answer:

{a] The lowest price at which an owner is willing o sell his securities ia
called bid,

Whereas, offer is the highest prce at which owner 15 willing to sl
hmg seturifies is called affer.

133 _ is the measure of return on investments in terms of
percaniage.

{a) Yield

{b) Indes

(&) Equity

{d) Bonu

Answer:

(h) A statatical measurement of change in the sconomy oF Sesurity
market, Such ingices how thalr own caloulation methodoiogy and are
uEualy me assured &8 A parcentage changs in the base vakue over
thie firme.

ig & atrategy that is uzad to minimize the sk of a particulsr

invesiment and maximize the returns of investment.

{a) Cap

{) Engryplion

(o} Hodgs

() Term insurance

Answer;

(= Hedogais @ steotogy hat i used 1o manimae e sk of & particular
Imvstment and minimisa the retums of an imvestment. A ‘hedge’
strategy Is. mast of tha times, Implemented with the hielp of a hedge
tirwd. This term has bean wiitten from the banker's point of view and
may be intenpreted differanthy in the field of inancial and commaodity
market

i34]
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PracTICE MuLTiPLE CHOICE QUESTIONS

4

An economic resource thal is axpected 1o be of benefil in Tulums is
palled:

(a) Asaet

(b} LEability

{c} Capital

{d) Loan

Anawer:

{a) Asset

The lowest price at which-an owner is willling 1o sell his security s
fa) Ask

(b} Call

(g} Pt

{d) Book vaiue

Answer:

(8) Ask

Iarket situaton whiess stock prce are Yalling consistently:

{a) Stag

{b) Beaar

{c) Ball

() Badia

Answer:

{b) Bear

Market situation whers one expects a rse in prioe so that he can liter
soll at a high price:

{a) ‘Siag

{b) Bear

{c) Bull

i) Balla

Answer:

A=
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[81 The riskiness inherited in firm's operstions if il user no debt:
{i) Business sk
b} Bata
(G} Market rish,
(d) Farg risk
Anzwer:
{a) Business rizk
[8] Opiion to by a secerity 5
{a) Call option
fh) Put aptisn
{c} Hedging
id) Asbitrage
Anzwer:
() Call opticn
[7] Commescial papers are:
{a) A type of kong term promessary nota
(b} Transferabie certificate of cwnership of Investment
ic) Bond thet pays no anaual interest but sold at dizcount and
redarmed al par
{d) Linzecured. shor term promsssory nofe of lerge firms usually
[s5ued In denominations of 7 1.00,000 or mare
Answer:
{d) Unsecured, shorl lemm promissory nole of large firms asually
issued in denominations of ¥ 1.00.000 or mare
8] Businsss combination of hwo or moms entiies that oocurs whsn the
entities franster all thesr nel assets [ a new. enfity creatod foe that
purpnse,
(&) Demergar
ib) Consolidation
fet doint Venture
{d) Mone of these
Answer:

(b} Consolidation
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1

(1]

[11]

[v2]

Sfock thal provides corstant dividends and stable sarmings dver a
wenod of ecorormd down furn also:

{a) Agoressive stock

(b} Debenture

e} Defensive stock

{d) Bond

Answer:

(¢} Defensive stock

Security whose price is derived fram one or mare underying assets:
{a) Shams

ih) Debentures

ich Bonds

{d) Derivatives

Answer:

{d) Derivatives

Company's first issue of shares fo general public:
{a) FPO

iy PG

{e} Liquidation

id) Internst trading

Answer:

b} IPC

F/E ratic is calculated as:

{a) MPS 5 EPS

(h) EFS = MPS

g} Earning + Mo, of sharas

id) Any of these

Answer;

(a) MPS + EPS
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[t3] Price at which the holder of an option c=n buy or 2ell the secarity thay
hiold when the option is executed:
fa) Premium amourit
(b} Sirke Price:
() Facs Valis
{d) Market Price
Answer:
{b) Sirike Price
[14] Rats af relum eamed on & bond I 1t i called befors maturty:
@) YT
B MTM
() Dividansd
{d) Capital gain
Answer:
@) YT
[15] A reduction by the-price of goods ghaen 1o encournge sale of cash basis:
(&) Trade Discount
(b Commission
e} Cash Discount
{d) Sales Discount
Answer:
{e) Cash Descount
[16] A marketing acthily directsd om ong Business 10 anothor:
ia) B2 B
by B2C
e G228
iy c22
Answer:
fa) B2B
[17] Company that has contnol over a certaln market
{a) Market leader
b)) Market Followeyr
(¢} Masa marketing
{d) Market segmant

e e [——]
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]

[¥9]

fea]

1]

Answer!

{a) Market laacler

4 P'z ot marketing:

fa) Price. Plan, Place, Product

{b) Pecpls, Planat, Plant, Product

ic} Prics, Product, Pecple, Promoticn

{d) Product, Price; Place, Promoation

Answer!

{d) Product, Price, Plaoe, Promation

Fricing stralegy thil invalves satting lowser prices in order (o discourags
potential new antrants it seppliers market:

§2) Penstration Palicy

{b) Skimiming

i} Pra-Emplivie Pricang

{d) Market Price

Answer;

() Pra-Emplive Pricing

A skili, resource or other adwaniage that firm has relatve t© s
competitors thal is important 1o serving the needs of customer in
riarkie] pracy;

&) Sirength

{b) Weakness

iz} Crpportumnity

id) Threat

Answer:

(a) Strength

Lirnitation or lack of skls in affective parormance:
ia) Sirength

b} Weakness

ic} Opporunity

{d) Thraal

Answer:

(B} Weskness
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[23] Limit thal reguiates the increase or decreasa in the mle of interest and
installment ol an adjustable rate motgage:
(a) Cap
(b) Floor
() Colar
id) ‘Shos
AnNsWwer;
{a} Cap
23] Creates of trusl who takes the: resporsibiity of repayment of kban:
@) Investor
i) Guaranlar
(¢} Bormowar
{d) Caship
Answer:
{b) Guaranlbor
[24] Economicinsalvency, whare in parson’s assels are iquidated:
(&) Bankrupicy
(o) Amalgamation
()} Demerger
{d) Bad debt
Answer:
{a) Bankmupcy
[25] PESTLE stands fop:
{a) Palitical, Ecenemis, Soclal, Technodagical, Legal, Environmantal,
by Political, Ecodogical, Structural, Techinical, Legal, Environimantal.
ic) Puolicy, Emamoment, Social, Teamwork, Legal, Enviranmental,
Answer:
{a) Political, Economic, Social, Technelogical, Legal, Envirenmental,

-]



