


| 1 | NATURE AND SCOPE OF BUSINESS |

AR ECONOMICS
) - Marks of Objeétiﬁé, Short Notes, Diétingﬁis'r'l:.Bétwe.en, Descriptive & Practical Qu_eétfohé [

" Legend

e r. ' L (‘\’\ ‘ ,‘ - A ‘ -- F.I - |
Objective @ Short Noteg .- Dlst|.n_gu|.s.h a Descnptwg f:;:_:j Pragtlcal _

o . S - {b) Lord Robbins
(c) Alfred Marshall

- 12

12— TR -sz% R
o RAS | ERAZER A A
{ e e R
o3 . > | T
2 R e A Sditisly
YRR (A R A AR AR TR
2 AARAT, ‘ % 1i” ’ % iy ‘I:‘ " "
NdSddids %
G.Fﬂ\sN 19M 17§N~_26N 214 214ul 21D 224 22D 23

Examinations

[3]

44

I

2006 - NOVEMBER - | -

Scaiﬂner CA Foundation Paber-- 4 (2023 Syllabus):

- PAST YEAR QUESTIONS AND ANSWERS -

‘Econorics is the study of mankind in‘the ordinary business of life’ was
given by: IR o o '
(a) Adam Smith

{d) Samuelson , L < Cdmarky
(c) “Economics is a study of mankind in the ordinary business of life’is
the welfare definition given by Alfred Marshal. -~ L

“Thebranch.of.economic theory that deals with the problem of allocation

of resources is :

~ (a) Microeconomics

* {c) Econometrics - TR
{d) None of these- - .
‘Answer: o

- . utilization of resources. -

(b) Macroeconomics ‘
. ('1'mark)'"."

(a) The study of microeconomics deals with how a producer aliocaies

~ his resources and fixes _th:e'price of his ‘product for the optimum -

Capitalistic Econorny uses

-as principal means of allocating - -
resources. - L T '

- {a) demand

(o) price
* (d) all of the above

(b) supply

o maw



_ [.Chapt_er -1] Nature and Soope_'of 'Busi'n_e___ss Econom.i'cs‘,j

" Answer; ' o

-(¢) A capitalistic. economy is characterrzed by the absence of state'.
~ intervention. This economy uses. price mechanisrm (forces of .

~ demand" and. supply) to solve their. basic- economic problems.

- Demand and supply both depend upon price. and- therefore - -~
- capitalistic’ economy uses price as prrncnpal means of alfocatrngj -
'j resources. : : o

[4]

-8l

A study of how an rncrease in the corporate income tax rate W|II affect .
_the natural unemployment rate is an example of. - ' S
- {a) Macroeconomlcs S : e h
" (b) Descriptive Economics - =~ S e
" () Microeconomics - R B '
- Ad) 'Normati\ie.Economics '
Answer: '

(a) Macroeconomlcs studres ‘the economy as a whole. Therefore
-mcrease in. corporate -income’ tax rate and
unempfoyment is at the macro-level.

In which type of economy do consumers and’ producers make thelr"
‘choices based on the market forces of demand and supply'? B
‘(&) Open Economy - : Do

- - (b) Controlied Economy.

(d) Market Economy

(c) Command Economy
(f mark)

- Answer:

{d) Ina oapltaflstrc economy, producers make thelr choices based on
market-forces of demand and supply. The capitalist economy works .
under the price mechanism i.e. prices are determined by free =
. interplay of demand and suppfy forces A caprtalist economy |s also -

known as Market Economy

45

(1 mark) _.

its effect on.
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Under a free economy, pnces are:
{a) Regulated - : )
(b) Determined through a free mterplay of demand and supply

" () Partly regulated

(d) None of these {1 mark)

.- Answer:. :
~'(b) Under the free eoonomy (capitalist economy)- prrces are determlned

(7]

by the price or the market mechanism i.e. there is no authority to
- determine prlces but they are decrded by forces of demand and

suppfy .
Which of the folfowrng faIIs under mioroeconomlcs’)

... {a) National income - -

"(d) National savrng and- mvestment

{8]

a goods and the level of

- (e} prices, demand
~(d) profits, supply -

(b} General price Ievel L

(c) Factor pricing ‘ SRR :

o (1 mark)

Answer: :

(c) Mlcroeconomlcs studres the: economro behawor of :ndrvrdual
economic units. Factor prrcmg is pncrng -of every factor and hence
is a micro concept o S :

Ina free- market economy, when consumers increase thelr purchase of
exceeds ____ then prices tend 10 rige:

(a) demand, supply’
{b) supply, demand"

(1 mark)



[Chap_te.r“-1]Netute and'Scope of Bu_s‘iness E‘conomiCs o 4.7 -

. Answer : : - ‘ ) :
{a) In'a market (ca‘pltallst) economy pnces are determined by market

. forces of demand .and’ supply. When the demand for goods |
mcreases the supp!y rematnlng the same, the prtces of goods rise.

-[9] Underthe Inductlve method the toglc proceeds frcm
" (a) General to partlculars _ L.
{b). Partlcular to general o .
N () Both (2) and( )
.~ {d) None :
Answer:

{b) Underthe mductlve method conclusncns are drawn on the basns of .

. collection-and analysis of facts relevant to the inquiry. The logic

proceeds from particular to general. The generauzatlons are based

on the observations of individual examples
[10] According tc Ftobbms ‘means’ are: '

.. (a) Scarce - S (b) Unllmlted S
* " (¢) Undefined ~(d) AII of these ' ,(1. mark)
‘Answer:

-(a) -Robbins in hls deﬂnttton of scarcity explalns that there are unlimited
ends (wants) and limited means (resources) Resources are limited -

in nature and have alternatlve uses

[1 1] Econcmlcs is the study of : ‘
(a) How society manages its unlimited resources
{b) How to reduce our wants until we are satisfied
~'{c) How society manages its scarce resources -

(d) How to fully satisfy our unlimited wants. (1 mark)

: (1 mark)

48 - Scanner CA Foundation Paper - 4 (2023 synabu_s) :

- Answer: :
(c) Society has scarce resources and unhmtted wants Economms is the .
- study of how to manage the scarce resources to fulfill the unlimited . :
ends. Economics. deals W|th how to make optumum utlllzatlon of'_

- scarce resources. o

' [1 2] A mixed economy means :

“(a)  Co-existence of small and Iarge industrles T :

{b) Promoting both-agriculture and industries in‘the economy
- (c) ‘Co-existence of rich and poor .
(d) Cc-ex:stence of publlc and prlvate sectors

. (1 mark)j_ ‘ ;‘
Answer: .

(d) Mixed: economy is characterized by the presence of both the pnvate- =

and the public sectors. tnder this economy prices are determlned
both by planning authonty and market’ torces ‘

-1 3] Who deflnes Econcmtcs interms: ot Dynamlc Growth and Development’?

{a) Robbins . (b) Paul A Samuelson .~ .
(c) Adam Smith (d) None ' (1 mark) :
Answer:

(b} Econcmlcs in terms of Dynamlc Growth and Development was given..

by Paul A. Samuelson, Who states that “Economics is the study of -
how men and society choose, with or witholt the use: of money to .
enjoy scarce productive resources which ‘could have alternative - -

. -uses, to produce various commodities over time and to° distribute
- them for consumption now and in the future ‘of amongst vanous ;
~ people and groups of society. :
[14] A Free Market- economy, solves its Central Problems through
(a). plannlng authority :
(b) market mechanlsm
-~ {c) both

(d) none (mak)
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Answer

- (b) Afree market economy also known asa caprtallst economy, has no
~ central plannlng authority to decide- what, how and for whom fo - -
produce Such an economy uses the impersonal market forces of . -
" demand .and supply or.the pnce mechamsm to solve its central__’

problems
[15] Normative aspect of Econom|cs is gwen by
. (a) Marshall . (L) Robblns o
~ (c) "‘Adam Smith (d) Samuelson (1 mark)" :
-Answer? - '

- {a) Normative aspect is concerned with welfare proposrtlons Such an -
_aspect of economics is prescnpuve in pature and describes what .

- should be the thing’. Example, the question like what should be the
level of national .income, how the fruits of national product be
distributed among people. An aspect of economlcs grven by ‘Alfred

'. Marshall’. - - - , , o

It 6] Which one is not the_.characteristic of a capitalistic economy?
{a) Profit motive “(b) Income inequality -
{c} Free employment (d) Collective ownership. '
Answer: o
(d) The characterlstlc of collective ownershlp does not belong to

(1"mark)"

capltallstlc economy. The characterrstrc of collective ownership is .

that of a SOCIaIIS‘tIC economy where the entire control is of the
Govermnment. . ; o
[17] Mixed economy means : Coe S
(a) All economic decisions are taken by the Central Authonty
"(b) - All economic decisions are taken by private entrepreneurs -

( ) Economic décisions are partly taken by the state and partly by |

- ~private entrepreneurs
' (d) None of these

: 2010-Ju~e- .

1[20] Micro economics is also known as

(1 mark) . -
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Answer : ' a S
(€) A mixed economy is characterlsed by the presence of both private
- and public enterprises In this economy, the government as well as

by the government and pnvate enterprlses both.

[1 8] Cap|tal|sttc Economy uses
resources. .
"(a) demand
(c) price '

. Answer:
Same as Answer. 3

as prrncrpal means of allocatlng -

(b) supply

@ al of the above (1 miark)

+ [19] Economic Problem arises'when : -

(a) Wants are unlimited
(b) Resources are limited
(c) "Alternative uses of resources
- (d) Allof the above '
Answer: ' :
.(d) Econoriic problem arlses when wants are unllmlted resources arg
limited and resources have alternative uses. Thesereasonsgiverise -
to basic economic problems of “what o produce” “How to. produce" -
~-and “For whom to produce I :

‘-(1. mark,‘r

¥

{b) price theory

(a) publlc econormics .. ) -
. (d) demand theory

(c) income theory :
- Answer: - S
(b) Mlcro Economlcs is alsc known as Prlce Theory (Self Explanatory)

(1 mark§

~ private enterprises, exist and hence economic demsrons are taken o
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- [21] Adevelopedeconomy uses .techn‘ique,i_n pro_duction; : _' L Answer | R L
' (a) labour intensive | . {b) capital intensive . (d). Micro- economlcs i5 concerned with:
(c). home- based 7 o (d) traditional' B - (1- mark)_‘ _ ~ (i) Product pricing R
Answer: . : ~ . . (i))-Consumer behaviour .

(b) Developed Econom|es have maore of technology S0 they use capltal (iiiy Factor pricing. - :
_intensive techmques |n productlon to m|n|m|ze the cost of - (|v) Ecornomic conditions of a sectlon of the people
 production.” . R L (v) Study of firms
“[22] Which one is the feature of Marshall s def|n|t|on‘7 B : , T (V|) Locatlon of an mdustry
(a) Limited ends-. . ' S :
“{b). Scarce means : :

{c) Study of wealth as well as study of man . o ‘
-{d) Study of allocatlon of resources- o ¢! mark)‘ - _
Answer: ‘ | ' " [25] Who gave the. posmve aspect of smence"

-(c) Alfred Marshall clearly pomted out that economlcs ison the arie s:de : (a) Alfred Marshall o

- a study.of wealth and on the other and more |mportant S|de a part_ . . (b) A.C. Pigou
 of study of man. | (c) ‘Adam Shith - T Sk
(d)- Robbins - o T ; L - (1.mark) -

2010-DECEMsER_I N T e o Answer R i
: i L S o _ o (d) A positive or pure science analyses cause and effect relatlonshlp _
Lol T ' S S S between variables: but it does not pass value judgments. This - -

posmve aspect of sc:ence was empha3|zed by Professor Robblns

[23] Whlch one in the followmg is not correct
[26] A mixed economy means

-(a) There are limited Wants. -

. (b) Means are scarce _ o R T (a) Coexisténce of both private-and publlc sector '
- (c) Resources have alternative uses . . e R ()] Coexistence of poor and rich people '
- {d) - Economlcs issclence - S { rnark) . (c) Both (a) and (b) T R
Answer: e ‘ “ o (d) Nome: . - '. R o "'(1r‘nark)_'j

~ (a).'According to twc fundamental facts human belngs have unllmlted- s

- “wants and the means of satlsfymg the wants are scarce
[24] Micro Economics is concerned W|th
{a) Consumer Behawour o
“(b) Product pricing -
" (¢) Factor Pricing .-

- (d) All of the above o ' _ ] B - . o (1'mark) -

Answer:

~ (a) ‘A mixed economy is an economy that mcludes the best features of_"' -
“both- the controlled economy and the market economy. “The most.
lmportant feature of a mixed economy is the co- exlstence of both

- private and public enterprises.

[27] WhICh of these is a part of mlcroeconornlcs?

-{b}: National Income - =

. (a) Factor pricing , R
(d) None. = (1mark) -

(c) Balance of payment .
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Answer

(@ Mlcroeconomlcs is the study of the economic behav1our of an.- -
individual, firm or mdustry in the national economy. Itis the study of
‘a particular unit. Factor pricing relates to the pricing of mdrvrdual'_

factors and hence is a subject of mlcroeconomlcs
{28] Which of these is an example of macroeconomlcs
(a) The problem of unemployment inIndia

(b} The-rising price level in the country

.. (¢) Increase in disparities of income - - - S
- (d) ‘All of the. above _— “ {1 mark)
.Answer: : :
j.(d) In macroecbnomws we study the economic- behavrour of large

- aggregates such as overall conditions of the economy, total--

production . ete.

Therefore all
macroeccnomlcs .

‘these - are - a sub]ect "of

[29] In a capltaltst economy the allocatlon of resources |s performed by:
~ “(a) Producers. - . : ,
() Govemment‘ R S T ,
" (¢) Planners T e

. (d) Price mechanism -~ .
- Answer:

{d) A capltallstlc economy has no central plannmg authonty to decmie R X
what, how and for whom to produce. Thus, the allocation of ..
* . resources is. performed by the market forces of demand and supply )

known as price mechanism. ,
[30] Wthh of the followirig statements is mcorrect’? : -
(a) Alfred Marshall propagated the wealth deﬂnltlon of Economlcs
- {b) L. Robbins introduced the "Scarcity” definition of Economics -
(). Samuelson emphasized upon the "growth" aspect of Economics - -

- .(d) AC Pi_gou_believed in the "welfare” aspect of Economics (1 mark)

414

{1 mark)"_;' ‘

Answer

“(a) The wealth’ definition of ECOFIOH’]IGS was glven by Adam Smith and . :

JB Say:
“An inguiry |nto the nature and causes of the wealth of the
nat;ons — Adam Smith. T - :
“Science whlch deals with wealth™ —
[31} lnequalltles of i mcome do not perpetuate in_
* (a) - socialism’ (b) mixed economy

. {c) capltalrsm (d) none
.. Answer: '

JB Say

(a) The relative equallty of i lncome isan. |mportant feature ofa somallstlc

.. economy. Educational and other facilities are enjoyed more or Iess
- equally, thus the basic causes of mequalltles are removed

[32]- Whlch of the foliowmg are the features ofa mlxed economy’? .

" {a) Planned economy o
_(b) Dual system of pricing eX|sts L
(c) Balanced reglonal development
" (d) Allofthe ‘above. -

"Answer;

(1 mark)

. (d) AN econorny that mcorporates the features of capltallst and somahst

both the economies is called a mixed economy It has the followmg
features —
(a) A mixed economy isa planned economy where the government
‘has a clear and definite economic plan. -
“ (b) In a mixed economy, the prices are determined both by pnce
mechamsm and central planning authonty Hencea dual system
“of pricing exists.

(c) Thereisa balanced reglonal development ina mlxed economy
' as the public sector enterprises will be set up in backward areas ;

for balanced development.
'Hence, the answer will be all of these.

. Scanner CA Eoundation -Paper - 4 (2023 Syllabus)

-

- "(fmark) o
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- [33] Normatrve Economrcs is based on:

' (a) Ethical Consrderatrons (b) Facts and Generahsatlon
(). What is? o _(d) All of the above.
Answer: o

" {a) Normative economrcs is concerned with welfare proposrtrons lt

states ‘what should be the things.”.It doe& not deal with facts but -
- involves value Judgments The ethrcal aspect of 8CONOMICS is.

normatrve 2conomics.

Example: What should be the wage rate Ievel'? Thrs is a normatrve s

statement.
[34] The dual system of pricing exrsts in:
(a) Free market economy
-{b) Socialistic economy .
~{c) Mixed economy
{d) None of the above
- Answer : : !
() ‘A'mixed economy isa type of economy wh|ch combrnes the features
“-of both capitalistic and socrallstlc economy. In- this economy, the
“ - dual system of pricing exists i.e. prices of essential commaodities are
determined by the government while the. prices of -others

E commodities are fixed by the price mechanrsm (by the mteractron of '

: ‘demand and supply)-
: '-'[35] In the Inductive method, Ioglc proceeds from;
{(a) General to Particular (b) Particular to General . -
" {c) Both (a) and b) . A{d) None of these. -
Answer:

{b) Under the mductrve method conclusrons are drawn on the basis of R

- collection and analysis of facts relevant to the i inquiry. Here the logic

proceeds from. particular to general. ThlS means generaiizatrons are

_ made based on facts collected.

[36] In a capitafist economy, allocation of resources |s done by
{(a) Producers «(b). Govemment _
(c) Planners (d) Price mechanism

(1 marl(‘)_ -'

| (1 mark)

'(1 malfk)'- .

(1 mark) )

4-_1'-6 ° " Scanner CA Foundation Paper - 4 (2023 .S‘yllabus:)” L

' Answer : A :
(d) In a capitalist economy, there is no government intervention. In thls '

economy, the resources are allocated based on the demand of the B
consumers. Producers will, produce those goods -which are in~ -

: 'demand without thinking about the public welfare. Hence thls'
: economy is guided by the prrce mechanrsm ‘ '

2012 - DEcEM'BER : " |

[37] A Caprtalrst Economy follows the poilcy of
- (a} Laissez- faire
b) Regulated markets o
(¢) Promoting public sector -
{d) None of- the above
Answer: ' - -
.(a) One of the gurding pnncrples of the caprtalrstrc economy is that the
economic system should be free from' government intérventions "
' and be driven by market forces. Laissez- faire means allow to pass.
“Thus, the caprtallstrc econoemy follows the policy of laissez- farre
* [38] ‘Economics is the science of choice- makrng |mpI|es -
(a) No choice is to be made -
. {b). The choice to be made between alternative uses -
~ {c) The choice to.be made between means and ends
- {d) ‘None of the above ' : Co
~ ‘Answer: S
- {b) Robbins gave the followrng defrnrtron of economics —
' “Economics is the science which: studres human behavrour asa
relationship between ends and scarce means whlch have alternative :
uses”. - : :
Thus, economics is a scrence of chorce whlch is to be made, .
' _between alternatrve uses. : : :

'(1 mark) e

K mark).“ : j_":
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[39] Whrch of the_fo!!owrng rs a part of the subject matter of macro' '

economics?
" (a) Study of firms -
... .{b) Aggregate profits of a fifm.
" {c) - Market demand foraproduct '
(d) Net national product '
_‘Answer: ‘
L (d) In macroeconomlcs we study the economic behavrour of large

aggregates such as overall conditions of the economy, total -

production “efc. Out of the given options, only NNP studies the
- national income which is-related to the entire economy
- [40] A capitalist economy is by and Iarge :
(a) a closed economy- :
(b) a free market economy - ;
" {c). a centrally controlled economy = - -

(d) an economy in which a government nelther collects any taxes nor. o
' (1 mark)_

.. incurs any expendrture
“Answer:

(b}’ A capitalist economy also known as free market economy has no- _: :

~ ‘central planning authority to ‘decide what, how and for whom to
produce Such an economy uses the impersonal force of the market

demand and supply or the price mechanlsm to solve its central . B

problems

-

s
(a) Absotute!y correct
(b) Absolutely incorrect
(c) Partially incorrect. =
~ (d) None of the above " .

-~

e 'mark).

[41] Deductlve and Inducttve methods are complementary to each other 1t -

T mark) .

"'4-_18 . StannerCA Foundation Paper-"4(2'023 Syllabus) . -

Answer

" (a) Deductive and inductive methods are not mutually exclusiveandare " .

used side by side in any scientific | inguiry. Conclusions drawn from

. the deductive method of reasoning are verified by the mductlve

“ method of observing coricrete facts of life: Thus, it can be said that.

- Dedugctive and inductive methods are complementary to each other
is absolutely correct, - :

[42] Afree- market economy's drrvrng force is: -
(a) Profit motive . I
(b) Welfare of the people
{c) Rlsrng income ‘and levels’ of Iwrng

~ {d) Noneof the above '

- Answer: - o : P

: (a) A free market | economy ora capltalrst economy is one in whrch all
. the means of production are owned and controlied by private
rndlwduals for protlt Thus, the proflt mottve is the dnvmg torce of
~-a free market economy

(1 mark) .

- [43] "Economics is neutral between ends" The statement |s glven by

"(a) L. Robbins -
(c) Alfred Marshall
. Answer: . : . ,
~ (a) According to Prof Lronel Robblns "economics is neutral between
ends" Ends referto wants. Human wants are unllmrted When one
.want is satisfied, other wants crop up. o
[44] A system of economy in which ali the means of productron are owned -
- and controlled by the private rnd|V|duaIs for the purpose of proflt is
" called: .
(a) Socialist Economy
- {c) Mixed Economy
Answer ' - o
. (b) Capltallstlc economic system is one in whlch aII the means of - -
productron are owned and controlled by private individuals for profit,
In this system, the govermment does . not rntertere in the '
_management of economlc affarrs : : :

(b) Mrs, Joan’

(d) AC Prgou '(1 'm'ark')"

(b) Capltalrst Eco_nomy. .
(d) Atl'of the above ;

() mark)
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- [45] Where does the pricé mechanism exist?

~ (a) -Capitalist Economy (b) Socialist Economy '
_ {c)' .Both types of economres ' (d) None of the above
" Answer:

{(a} A capitalistic economy has no central plannlng authonty o decrde

" what;, how and for whom to preduce. This economy -uses the
impersonat forces-of the market demand and supply of pnce ,

: ~mechanism to solve its central problems

. [46] Economics which is concerned with welfare proposMons is cailed
(a) Socialistic economics " {p) Capitalistic economics:
(c) Positive economrcs L (d) Normatlve economlcs
Answer:

(d) Normative aspect is concerned wuth welfare: proposmons it mvolves :
value ]udgements Itis prescrlpttve in nature and describes ‘what .
should be_the things'. E.g. what’ should be the level of nattonal

income, what should be the wage rate.

, " Thus Normative economics is the correct optron
[47] In which among the foi!owsng systems the rrght to property emsts _
. (a) Mixed economy : . :

. {b) Capitaiist economy -
" . (c) - Socialisf economy

) Tradrtlonal economy _

CAnswer::

(b) Capttalrsm 1s an economic system in WhICh aII the means of '

productlon are owned and controlled by private individuals for profit.
The right of prlvate property means that productive factors such as

tand, factories, machinery, mines efc are under private, ownership.. - -

~ The owners of these factors are free to use themin the mannerthey
like. . :
‘Thus optron (B) is correct

- (1 mark) |

(t mark) |

(‘t' mark) -

420 . fScanner‘QAﬂl':oundation Paper - 4 (2023 Syliabus)

o 48] Positive science only explains ©

_{a) What is? -
-(b) What ought to be?
{c) What is right orwrong
(d) None of the, above
Answer: ' : :
- (a) A positive or pure sclence analyses cause. and effect relatlonshlp-_ )
. petween variables but it does not pass value 1udgement It states" ‘
‘what is and not what ought to be. : .
" Thus, option (A} is correct. 3
[49] Socialist Economy is also known as -
{a) Mixed Economy = . '
- (b} Centrally Planned Economy
(c) - Capitalist Economy -
(d)} None of the above
Answer; ' S : S
(b) Sccialist economy is. also known as. centrally planned economy
- because there is central authority to set. and accompllsh'
socio-economic goals: - ‘

o 'mark)"-r '_

(4 mark)

201 a - JUNE

[50] WhICh of thé foltowmg is not & feature of a caprtallst economy‘?
{a) Right to private property : o :
. {b) Restrictions on consurners rlght to choose :
{c) - Profit motive
{d) Freedom of enterprlse
Answer: ' :
{b) The features of & capltallst economy are:
(1) The right’ of private property
(2) Freedom of enterprise. i :
{3) Freedom io choice by the consumers -
- (4) Profit motive :

(1 mark)
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(5) Competltlon .
" (8) Inequalities of income

- Hence, restrictions on consumers rlght to choose is not a feature--. o

of a capitalistic'economy. -
[51] The term “Mixed Economy” denotes ‘ :
(a) Co-ex:stence of both consumers and producers good ] mdustrtes in
. the economy
. «bj Co-existence of both pnvate and public sectors in the economy
~{c) Co- existence of both rural and urban sectors in the economy.
(d) Co emstence of- both targe and-smatl mdustrles in the economy.
' o : C (1 mark)

Answer

(b) The term -“Mixed. Economy" denotes the co—eXistence of both.
. private & publlc sectors in the economy. In fact, in.a mixed .

economy, thiere-are: three sectors of rndustnes
.- {a) Private sector .
. - {b) Pubiic sector .

(c) Combined.sector

[52] The maost |mportant functrcn ofan entreprenem is to S
(a) innovate
-~ (b) bear the. sense of respons:tnllty
- {¢) finante .-
©(d) eam profit
-~ CAnswer:

{a) An entrepreneur is one of the factors of productton Me is the one '_ _ ’

who co-ordinates with other factors like fand, labour capltal elc.

Vartousfuncttons of entrepreneurs aré decision- makmg, managerial .
_function, organlzatlonal functions, etc. while the most |mp0rtant .

functton of an entrepreneur isto lnnovate

| {1 zrnark) .
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[53] Under[nductlve method logic proceeds from: . L
{a) Generalto partt_cular (b) Positive to. normatlve s S
{c).. Normative to positive . - {dy Partlcular to general ‘(1 -mark')' o

- Answer:

_{(d) Under inductive method conclusmns are drawn on. the ba3|s of
collection and analy5|s of facts relevant to the inguiry. The logtc in .-
thrs case proceeds from the parttcular o general :

[54] The meaning of time element in econom:cs is:
(a) Calendar time :
{b} Clock time - : : . _
{c) Operational time in which- supply adjusts W|th the market demand L
. (d) None of the.above {1 mark)'
Answer: o
{c) Operatlorral tire in V\.d'nch supply adjusts with the market demand o

. [55] All wanis of an individual are not of: o

~{a) Equal importance -

(o) Immediate‘importance: ...,
(¢} Fixedimportanece =~ -
(1 mark)l

(d) Ali.of the above -
Answer: - S ' _
(a) Alf wants of mdiwduals are net of equal 1mportance as s all cannot be '
: futfﬂted : :
B8]~ . s another rname of productron possﬂ:uttty curve

(b} 1SO-Product Curve
{d) Dlmlmshmg Utlllty Curve :
(1 mark)-'

- '(a) Endlffefence Curve o
{c) TransfcrmationCurve :

Answer: ' C
(c) PPC is also known as Producticn POSSIbtllty Curve Productron' -
 Possibility Boundary, Transformat:on Lme/Curve : s
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[57] ‘Who is the author of “The Nature and- Causes of Wealth of Nat|ons"’?

(a) Karl Marx

(c) JB Say

Answer: . . -
~ (b) Scrence of wealth:

- {b) Adam Sm|th_
{d) _A C Pigou

rAlthough the activity of acqumng and increasing ‘material’ wealth |s' '

" as old as civilisation, a disciplined study of the wealth- producmg

activities commenced about.235 years back (in 1776) when Adam B
Smith; the father of Economics, publlshed “The Nature and Causes

- of Wealth of Nations”. _
[58] Mrcroeconomlcs doesnotstudy - .- -
(a) Consumier behavrour , e
(b): Factor pricing
(c) General price level_ -
- (d) Firms equillbrium'
Answer:

-...';(c) M|croeconom|cs is .the study of . partrcular flrms particular -
households, individual price, wage income, |ndrvrdual mdustrres and * -

particular commodities. -
* . We mainly study the following: -
"~ {i). Product Pricing . -
- (i} - Conisumer Behaviour ’
(iii). Factor Pricing '
(iv) -Economic condrtlons of. a sectlon ot the people
(v) Study of firms . o
(vi)- Location of industry
[59] Find out the correct statement . . ‘ :
- {a) Higher the prices, lower the quality demanded of a product |s a
“normative statement .
(b) l\/lrcro and macro- economrcs are Jnterdependent

(e

(1 mar
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(c) Ina capltalrst economy, the economic problems are solved by
. plannrng comm|SS|on . S
{d) In deductlve method ioglc proceeds from partlcular to the general S

(1 mark) "

- Answer ‘
(b) Micro and l\llacro Economrcs are rnterdependerlt on each other

_ ‘because they both play a vital and in most cases they. play a .- '
complementary role Ex. National income cannot. grow unless the - .-

production in individual firms and factories rises.- _
[60] Which of the following.illustrate a decrease in unemployment usrng the'
PPF? .
. (a)- A movement down along the PPF
.. (b) Arightward shift of the PPF - -
{c): A movement from a pomt on the PPFto a pornt |ns|de the PPF

(d) A movement froma pornt msrde the PPF toa pomt on the PPF -

(1 mark)':_ T
Answer :
(d) A movement ot point inside PPF to on the PPF |hd|cates the actual

growth. in -an” economy and ‘wherever- there is a decrease in . g
unemployment, it shows that an economy is makrng progressl-' o

towards growth by optrmrzmg rts full resources

[61] Mrcroeconomrcs is the study of
{a) Individual parts of the economy -
(b) The.economy as awhale s
(c)” Choice making - T S
(d) Development of the: economy PR (1-'mark) S
-Answer: - : S
(a) The term mrcroeconomrcs is denved from the Greek word mlkros oo

meaning “small”. In microeconomics we  study ‘the economic

'_ " behaviour of an individual, firm or industry. It is thus a study of a :
T partrcular unrt rather than all thie units combmed
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[62] Freedom of choice is the advantage of o
(b) Cap|tallsm

(a) Socialism o S
- {¢). Mixed Economy (d) Communlsm . -~ {1 mark) -
" . Answer: ' R

{b) Freedom of chonce is the advantage of caprtallsm :

" [63] The definition of economics given by Robblns does not deal W|th one of
‘ '_the following aspects. Indlcate that aspect '

_(a) Scarce means - S

" (b) Limitedends . - . S s ,

. (c) Alternative uses . co SR
(d) Economics is a science, - ‘ B '
Answer:

' -(b) The defmmon of economlcs glven by Ftobbms does not deal wrth o

Jimited ends asin the: definition, he deals with unlimited ends.:

[64] An economic system in which all means of productlon are owned and o

= controlied by private mdwnduals for proflt is called
. (a) Mixed Economy :
. {b) - Socialist Economy
. {¢)- Capitalist Economy
(d) Developed Economy
© -Answer: - :
o(e) A capltallst economy is an economy system in- whlch aII meéans of

- production are owned and control!ed by private mdrwduals for proflt_._‘_

[65] In which of the followmg methods conclus:ons are drawn on the basrs of', :

collection and analysis of facts?
‘(a) Deductive method-
(D) Scientific met_hod :

' (d) Experimental method

. {c) Mixed Economy ‘

B ‘(1 mark) ..

- (1 mark)'
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(c). !nduct|ve method P
1 mark). :
‘Answer: -
{c) Inductive’ Method: Under thls method conclusrons are drawn on
the basis of collection and analysis of facts relevant to the inquiry.

" The logic, in this case, proceeds from partlcular to general: The

generalizations are based on observatron of individual examples
_ Thus, option (c) is correct..
[66] Which Economic Systern is descrlbed by Schumpeter as’ capltahsm in
the oxygen tent’? .- .
(a) Laissez-Faire Economy “(b) C_ommand Economy. N :
{d) Agrarian Economy. -1 mark)_ .
_Answer: -
(c) Mixed economy is described by Schumpeter as “Capltallsm in. the
oxygen tent”. According to him, it is only a trick of the capitalists to
cheat the working class’ by ' offering. them some ternporary
. advantages like social security, upllftment of the depressed ctasses--
etc. Thus, option.c is correct.
{67] The productlon Possibility. Curve (PPC) is also known as:.
- (a) Indifference Curve
-(b) Supply Cuive . o
{c) Transformation Curve : I .
(d) Demand Curve, - ' S '
Answer: ' ' -
(¢) The production- possrblllty curveis also known as the transformatlon S

I mark). 5

curve, ltisa graph that shows the different rates of production of two . o

. goods that an individuai or group can efflclently produce W|th I|m|ted o
productive resources. ' '

T '[68] The Central problem in every economic somety is!

(a) To ensure a minimum level of income for. every individual.

{b) To allocate scarce resources in such a manner- that somety,
unlrm|ted wants are satisfied in the best poss:ble manner

(c) “To.ensure that productlon occurs'in the most efficient manner, .

d) To prowde jOb to'every job seeker (1" mark)
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Answer _
(b) Every economic system be it capltallst somallst or m|xed has to

“deal with this central problem of scarcity of resources relative to’ '
wants for them. The ceritral economic problem is further dlwded |nto -

four basic economic problems
These are: o
(i) What to produce -
. {ii) How to produce
"(iiiy For whom to produce :
- What provrsrons (if any) are.to be made for economtc growth‘?

' [69] Socialist Economy was propounded by

(a) Karl-Marx. . (b) Samuelson
.(c) A.C. Plgou
Answer:

" (a) Karl Marx gave the theory of somallst economy

[70] Concept of Business Economics was given by:

-{a). Joe! Dean (b) Alfred Marshalt

" (c) Adam Smtth

. Answer

(a) Concept.of Business economlcs was given by Joet Dean

[71] Features of the book wealth of natlons R

{a) It was the first ‘book written on economlcs
o) It was created in 1776

- {c) Itwas also known as ‘wealth of nations o S
(d) AIIoftheabove R . (1 mark) -

" Answer: .

(d) Adam Smlth was the father of Economlcs He wrote the book ‘the ‘

Nature and Causes of Wealth of Nations’ in 1776. This book was

- also known as ‘Wealth of- Nattons He defined economics in ‘An.

' Inquwy into the Nature and Causes of wealth of natlons

(@) Adam Smith © o (imark)

(d) L Robblns R o mark).‘

[74] Capitalistic Economy uses
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[72] 1n India, Mixed Economy exlsts due to
{a) coexistence of public sector and private- sector-.

{b) individual forces of demand and supply
(c) orders by government . PR RN
(d) Noneofthese. = . . . 1 (1 mark)
Answer: ' ' - : o

- (a) There are three types of economy. These are:

.'(a) Capitalist economy (private enterprises) -
(b) Socialist economy (governed by government)
{c) Mixed economy {public and private enterprises)

" Mixed economy means a co-relation or co-existence of publlc and-'- 8

‘private sector:

[73] Which economic systemis descnbed by Schumpeter as capltalrsm in ther- .
~ oxygen tent?. , o '
- (a) Laissez-faire Economy

{(b) Command Economy_ _
(c) Mixed Economy - _ _ e T LT
(d) ‘Agrarian Economy R o (1 r'na‘rk)_

‘Answer:
* . {e) Mixed Economy is descnbed by Schumpeter as capltalrsm in
oxygen tent’. According to him itis only & trick of capitalismto-cheat . .

the working class by offering them some temporary advantages like:
sodial-security, upllftment of depressed classes elc, _
as prmclpal means of allocatmg .

resourges:

" (a) demand.
{b) supply "

(c) price’

" (d) allofthe above. - T : U (mary |

Answer: S o -

- {(c) Price is pnnmpal means of allocatmg resources |n a capltalrst“'

economy while it is not so in a socialist economy Prlce Mechanlsm' .
isa charactenstlc |s capltallst economy ‘ S
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[75] Under rnductrve method logrc proceeds from
-~ (a) General to particular -
" (b) Positive to narrative
(c): Normative to positive . -

(d) Particular to.general' .~ o S (1 .mark)'. |

. Answer:
- {d) Inductive Method is based on facts and in thls method loglc-

_proceeds . from. particular to general While deductive method is.
based on. assumptlons and |n thrs logrc proceeds from general to

" , particular.

[76] Human wants are in response to satisfy their wants?_
© . (&) Unlimited ‘ T
. (b) Limited
. (c). Scarce

i
1

() Mutiple . o (dmark)

_ Answer:
(@) ‘Human beings have unlrmlted wants and the means to satrsfy these

unlimited wants are relatwely scarce form the subject matter of B

L Economics. _
[77] Price Mechanism is the main feature of whichr economy’? '
- (@) Capitalistic Economy - « :
: (b} Mixed Economy
' () Socialist Economy .. - : R R
- (d) Allof the above SRR S (1'mark)
- Answer: IR ‘ o

B I_(a) Capitalism is self- regulatrng and works automatleally through the:

-price mechanism.
[78] Business Economics is also known as”
" (a) Applied Economics
(b) ‘Managerial Economlcs
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(c) Ithro Economics e o ,
()Alloftheabove _ ‘, ST P (1 mark)

. Answer: : : ,
. (b) Business economics, also reterred to as managenal economrcs
generally refers to the rntegratron of economrc theory wrth busrness o

" practice. -

[79] A business economy mvolves the theory of Busmess economics with '

(a) Normatrve Economlcs

-(b) Business practices

{c) Micro Economics

_ (d) Macro Economics. < o (imak)
- Answer: o S
- {b) Business economy, . lnvnlves theoiy of business with- business

" practices. (appllcatron of theory)

[80] Which is not included in' Economics?
‘(a) Family Structure -
(b} Managerial Economics .

(¢) Micro Economics -

_(d) Macro Economics. I R (1 mark).‘.

Answer:

(a) Family structure in'no sense effects econom|cs, therefore it |s not

included in economics.

[81] Business Economics involves the elements of '
(a) Micro Environment. : :

(b) Macro Environment

. (C} L.!oth (a) an 'Id ‘b\ -

(d) None of the- above S (.1 mark)
Answer: : I '

. (c) Business economics involves the economy as a whole and’

therefore, elements of maoroeconomtcs and mlcroeconomms are
mcluded init. . o _ .
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[82] In which economy market and government both play an rmportant role’? :

(a) Mixed economy. =

(b} Socialistic economy

~{c)y Capitalistic economy

. (d)y. Busrness eoonomy _

Answer: . - A .

- (a) The mixed economic system depends on market and government :

for allocation of resources. Infact: every economy in the real world

- makes use of both market and government and therefore is m;xed_

economy in its nature.

[83] Which facter is included in business Economrcs?

‘(a) Business Economics is.an.art
~(b): lnterdlsmplmary in'nature

(c) Normative in nature

{d) Al of the above

. -Answer:

(cl) Factors of busrness economlcs are
" L ltis ascience .

2. 1tis normative in nature

3.itis Interd|scrplrnary in nature

4. It is pragmatic in approach L
: ' Therefore answer will be all of the above. -
[84] Which out of these are the features of caprtalrsm‘? "
(i) Profit motive
- (i) Human welfare ' I
.(m) Work through price mechanrsm S
(@) (i) and (i) - . S
(o) (i) and (iii)

(d) Allof these. -

- Answer: '

~ (c)-.Features ofa caprtalrst economy

- 1. Profit motive )
2. Work through the price mechanrsm -
-3. . A high degree of operatrve efficiency .
. Therefore, human welfare is not a feature of capltalrst economy

-(1'mark) "
() Interdrscrplmary in nature - '
- {c) Both . Coe

~ (d) 'None .

C(imang

(1 niark)
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[85] Busmess Econom|cs is .

(@) Normative in nature

(1 mark)
Answer:

. (c) The nature of busrness economrcs can be explarned by the followmg -

pornts , - _
(i) Business: Economrcs is a science R ‘ ‘

(i) It is based -on microeconorics and’ also- mcorporates the o
elements of macroeconomics., o

" (i) 't is normative in natire, i.e. it mvolves value judgementsre |t -
- also deals with ‘what should be'. )

-~ (iv). lnterdrscrplrnary in nature i.e. it rncorporates tools from other
' disciplines moludlng lVlathematlcs Operatronal Research,

Finance, Marketing, efc.

- [86] Socralrsm ensures

(a) Rapid growth and balanced development
(b) Right to work
7 (¢} Incentives for efficient economrc decrsrons
(d) .Both (a ) and (b) ' :
Answer : - e R
(d) na socralrst economy, productlon and drstrrbutron of ‘goods are -
aimed &t maxrmrsrng the welfare of the commuhity as-a whole:
It ensures.rapid-and balanced economic development.as the central

(-1-"r'hark)f o

planning authorrty coordinates all resources in an effrment manner: .

- according to predetermined priorities. - B
~ Italso ensures thé- tight to work and a minimum standard of Iiv:ng to
- all people. Howevet, no. |mportance is glven to personal effrcrency. '
‘and- productrvrty . .
. Thus, optron (d) is correct
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[87] Macroeconomlcs mcludes '
(@) Product pricing*~
“(b). Consumer behavior
{c) Extemnal value of money

. {d). Location of mdustry L | _ L '(1-mark) :

- Answer :

{c) ‘Macroeconomics is. the study ot the overall phenomena or the

economy as a whole, rather than its individual parts. It includes:
* (i) National income and national output
(i) General price level and interest rates
_(iii)y Balance of trade and balance of payment _
(i) Theoverall level of savings and investment
~ () The levei of employment and rate of econom:c growth
“'(vi) The external value of currency. R ‘
{88] Exploitation and mequatlty will be more in S
- -(a) Socialism. R '
“ {b) Capitalism
~{c)y Mixed

- (d) All of the above RS : SR o E - mark)

Answer :

(b) In.a capttallst economy, aII means’ of productron are owned and‘

controlled by private individuals for profit. -
There is vast economic inequality and social m;ustnce wh:ch reduces
“aggregate economic welfare of the society as a whole. B

In a socialist economy, there is an equitable distribution of wealth
‘and equal opportunities for maintaining economic and social justice. -

~ In a mixed economy, there'is - co-existence of both the public and =
private: sectors which preventis- exploitation’ and inequality. Thus, -
among the three inequalities and exploutatlons arethe characterlst!csf, :

- of capitalism. -

[89] Shyam This year. due to heavy rarnfatt my onion crop was damaged '

- Krishna: Chmates aﬁect crop ylelde Some years are bad, others are
- .good

) suppl:ed T

Hari : Dontworry Prlce mcreasewrll compensateforthetall in quantlty ‘
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Radhe: The Government oughtte guarantee that ourincome will not fatl
In this conversatlon the normat:ve statement is made by - '

(&) Shyam
" (b) Krishna:

{c) Hari

(d).Radhe. o " " (1’mér'|‘<)f.

Answer :
(d) -A normative staternent is one whlch mvolves value ;udgements and -
suggests what ought 1o be or what should be a particular course of ~
_“action under given circumstances. Statements made by Shyam,
Krishna and Hari are positive as they merety show cause and effect
N retat:onshlps and do hot involve value judgement. However, Radhe’s,
. statement shows a particular course of action should be taken by '
~stating that the government ought to guarantee that income will not
- fall.. -

[90] Which of the'fotlowmg is correct')

(a) 49% FDI is allowed in defence productlon

. (b) 49% FDi is allowed in private secter banking;

- (¢) 74% FDlI is now: aliowed: im mutt‘lhavand: retails. - : :
(d) 100% FDI'is alfowed: i meuramce S C T marks)
- Answer : - s

(b) 49% FDI is allowed i pnvate sectortﬁanklng L

[91]A capltahst economy consists ot‘

(a) Central planning; authority:

" {b) A mechanism to: diecide: as ter what how andi t“orwhmmtt@ produce E
~ . (c) Both (a) and (b)

(d) None of the above\'- -_ o o B S 'j (\1= mark)= o

Answer :

(b) A capitalist econamy doee mot have a central planmng' authomty to
decide what, how and for whiom to produce. It uses: the impersonal-
forces. of market demand andi supply ar the pnce mect‘tamsm to e
. solve its central problems. . Vi
- Thus, option (b} is comect. -

{92] As per the World Bank's tntermatlonala Debi Statlsttcs 2@‘17 tndra'-
conttnues to be amongst the ' cmuntnesr : : K
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(a). more debt. -
(b) less debt
(c) more vulnerable
L {d) less vulnerable
- Answer :
- {d) As per country comparlson based on' "lntematronal Debt Statlstlcs

2017" of the World Bank, India continues to be among the less
= vulnerable countries companng well W|th other mdebted developmg )

countries.
[93] Applied economics includes., . —
. (a} Regression analysis-and mathemattcal Imear programmmg
" (b) Capital budgeting - I R -
{c) Both (a) and (b) ' : : : :
(d) None = - _ -
Answer: . .- o S RN

(c) Business Economlcs has a close connectton with Economlc theory, .
' Operation Research, Statistics, Mathematics, and the theory of -

Decision Maklng [t is essentially a component of applied economics

as it includes the application of selected quantitative techniques
such as linear programming, regression analysis, capltal budgetmg,_ _

.. cost analy3|s and breakeven analysis.
[94] Econom:c goods are considered as scarce resources because
(a) Inadequate quantity to satisfy the needs of the sogiety
{b) Not possible to increase the quantlty :
~(c) Limited hands to make goods - .
(dy Primary |mportance in-satisfying somal reqwrements
Answer:

| (1 _mark)

.- (a) An economy exists because of two facts ie. human: wants are .
" unlimited and the resources are scarce, i.e. theré is-an inadequate.

' quantity to satisfy the needs of the entire society. - ;
[95] Due to recesslon employment rate and output -
- (a) Rises ; rises.’ ' ‘
- {b) Falls ; falls o
{c) Ftlses falls -
(d) Falls;rises

(1 mark) 1

(1 mark) .

(1 mark)
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Answer '

(b). During the contractlon or recessmn phase of the busmess cycle, N

~ thereis a fallin levels of investment and employment. The decrease ..
in demand pulls down prices, investors confidence is at it's lowest.
Employment rate falls and so is thie output. '

[96] Freedom of choice is the advantage of

. {a) Socialism
{b) Capitalist .
(c) Mixed economy
“(d) None of the- above .
. Answer: - '

T mark) o

{b) In a Capltaltst economy, consumers are benefltted due to 5

competitive forces, a variety of good quallty products, and affordable -
prices. This, not.only ensures: freedom’ of chorce but also.-the
maximum satisfaction to the consumers, : :

"[97] . refers to the work area  where surplus manpower is .
. .employed out of which some individuals have zero or aimost zero - :

marginal product:v:ty, such that if they are removed the total level of - -
- output remains unchanged. : R
. (a) Voluntary
~ (b) Disgwsed
- {e) Structural
() Technologlcal
- Answer: : :
{b) Dlsgmsed unemployment A kmd of unemployment where more - -

(1 mark)' ‘

. people are engaged in-a work than required. Disguised referstothe -+

work area where surplus manpower is employed out of which some
individudls have zero or almost zero marginai productrwty such that

-if they are removed the total level of output remams unchanged
{98] Socialist economy is ‘ S
(a) Self- regulation - _ R AR S P S
. (b) Profit Oriented D RERREI T
{c} Command economy

(d) Allocatlon of resources as per market requrrements ' .'( 1_' mark) R
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Answer : ' -
(c) A socialist economy is also called ‘as “Command Economy” or

. ~“Centrally Planned Economy” This economy will. not provide -
incentives to hard work in the form of profit. Here, resources are .
‘allocated according to the commands of the central plannrng :

authonty rather than market requuements

_2019 - November :

[99] A study of have increase |n the corporate tax rate W|ll affect national R

unemployment rate is -

‘(a) Macroeconomics -

{b) Descriptive: economics -
(¢) Microeconomics:.
{d) Normative economlcs
Answer:

‘ (a) Macroeconomlcs isthe study of the overall economlc phenomena =

- or the economy as a whole, rather than its individual parts.
-Therefore, a study of have increase in the corporate tax rate will
. “affect national unemployment rate is of Macro environment.
{100] A capltallst economy uses asa pnncrpal means of allocatmg
‘resources. o : _ .
> {a) D_emand
(b).- Supply
(c). Efficiency
(d) Price
‘Answer:. T
' (d) A capltaltstic economy uses pnce asa pnncrpal means of allocatmg

~ resources. Itis the'economy system in which all the. resources are o

owned and controlled by private individuais for’ profit.
[101] In & market economy all assets are- held by _
- (&) Investors - R .
(b} Privately I
(c). Government. _ 7
- {dy Jointly by govermment

(I mark)

[1 03] Larger productlon of

(t mark) -

(imarg.
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Answer : ' :
(b) In market all asséts are held by pnvate owners as they le their
..assets are held by private owners in the market.
[1 02] The branch of | economlc theory that deals wuth problem of allocating
resources. ,
- {a) ‘Microeconomics
(b) Macroeconomics
(c) Econometrics. *
(d) None
- Answer: : '
' (a) The branch of economlc theory that deals wrth problem of
- allocation of resources is MICRD ECONOMICS. :
- As microeconomics involves behaviour of different |nd|\nduals and
organisation within an economrc system :
- {i) - Product pricing -
(n) Consumer behaviour
(iiy ‘Fagctor pricing = : IR -
(iv) The economic condrtlons of sectlon of people
. (v) Behaviour of firms o
(vi) Location of rndustry

(1 mark)

goods would Iead to hlgher productton in
future.: . . .
(&) consumer goods
(b) capital goods
(¢} agricultural goods
.o (d) publ|c goods
~ Answer: - o :
. (b) Larger product|on of capatal goods would lead o hrgher productron
-in future. Since the resources are limited, every society has to -
decide which goods and services should be. produced and how
many units of each goods should be preduced. Therefore,
company should_produce more of capital goods like machines,
. ‘equipments, dam etc. as these goods makes the economy strong
) for the hlgher productlon in future ' .- .

(1 mark) .

own prices and sell the goods at their own fixed price. So all the
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[104] Whlch of the followrng i5 not within the scope of busmess ‘
economlcs’f‘ . . O
~ {a)’ Capital budge’rmg
- (b) Risk analysis -
: (c) Business cycle
- (d) Accountmg Standards
Answer: '

(d) Business economics may be deflned as the use of economic -

“analysis to make business decision involving the best use of an

organisations scarce resources. it involves. linear programming,
) regression analysis, capital budgetlng, break even analy3|s and
. cost analysis. .

Accounting Standards is not W|thln the scope of busrness_- :

‘economics. -
[1 05] Which is the first book of Economlcs named as:

(a) The Wealth of Natrcns , S
(b)- Economics . . ..t . o
(c) Nations of Wealth- - . T o
{d)- Political Economy L
Answer: ' : :
o (a) The term Economics owes its originto the Greek word ‘O|konom|a
which means household’. Till 19" century, econorrics was known

as~‘Political ‘Economy’. The book named ‘'An inquiry into the '
. Nature and Causes’of the Wealth" -of Nations’ (1776) usually" -
abbreviated as ‘The Wealth of -Nations’ by Adam Smith is

consrdered as the first modern work: of Economrcs

[106} Which type of scarcity is referred to in economics

- (a) Relative scarcity
" (b) Absolute scarcity
(©) Both (a) and (b) . .
(d) Nome - (1 mark)
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Answer

: (a) The scarcuy in economlcs referred as relatlve scarcrty As the -

Bt ‘rna'r.k)' o

" (¢) Socialist economy
(). Democracy '

resouices are limited and these resources have alternative uses
and wants: of people are unllmlted Therefore all wants cannot be .
satisfied. S
~As fmanmal resources can be used for ‘many purposes If the'_ :
. “resources were unlimited, people would be able to satisfy all their -
~ wants and there would be no economic problem. Alternativelyifa .
~ resource has only srngle use then all economlc problem would not :
Crarise. :

. [107] Consumer soverelgnty is which of the followmg charactenstlcs'?
(a) Capitalist. economy . ‘

{b) Mixed economy .

(1 mark) '_ '

‘Answer:

- {a) ‘Consumer Sovere:gnty rs the charactenstlcs of caprtallst

economy which states that consumer is the kmg under capitalism.

Consumer sovereignty means that buyers ultimately determine *

which goods and services will be produced and in what quantmes :

'_Consumer have unbridied freedom to choose the goods and

. services whrch they would consume: In other words based on the -
- purchases they make, ‘consumers. demde how the economy s

Ilmlted resources are allocated ' o .

2020 - November :' B

[1 08] Who deflnes Econcmrcs in terms of Dynam|c growth and development‘? .

{(a) Robbins.
(b). Paul A Samuelson
{(c) Adam Smlth

{d) ‘None - i (1 mark)
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Answer

(b) Economics in terms of Dynam|c Growth and Development was'
_ given by Paul A. Samuelson. Who states that “Economics is the
- study of how men and society choose, with of without the use of

money to enjoy scarce productive resources which could have

. alternative uses, to produce various commodities overtime and to '
" distribute them for consumptlon now and inthe future ‘of amongst_ '

- various people and groups of society. -

‘economics explain economlc phenomenon accordlng to thelr- o

--cause and’ eftects

" . (a) Normative : -

(b). Empirical -

- (cy Positive

{d) Applled ":‘_: ,‘ L | - L (1 mark)_

: 'Answer

ll10]

(c) A positive or pure science analyses cause and effect relat:onshlp
between variables but it does not pass value ]udgements

The study of béhaviour of different individuals orgamsatlons withinan

‘economic system is known as:
{a) Micro Economics

.. (b) Macro Economics
- (c) Welfare Economics _ N
. (d) None - . ce T L (1-mark)

[111]

Answer

(a) -Micro' economics 'is, the study of economlc behavnour of an "
~ individual, firm or mdustry in the natlonal economy itis the study -~ -

of a particular unit. . T _
The nature of Business economlcs s i _' E
(a). Positive in nature - g
(b} Pragmatic -

' {c) Pure science -

" (d). Independent < " o dmak
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Answer ) : : ' _
(b) Micro- Economlcs is abstract and purely theoretlcal and analyses :

practical problems which the firms face in the real world. .
[1 12] Economics is term of Dynamic’ Growth and development defmed by
(a) Alfred Marshall o _ .
(b) Adam Smith .
(c) Robbins ‘ g R . S
(d) PaulASamuelson S TR oo mark) .-
~ Answer: ' ' o
_(d) The term Dynamlc Growth and development is defmed by the
famous author Mr.-Paul A Samuelson. .
- 13] A socialistic economy is also called as:
(a) Profit oriented economy
(b) . Self regulatory economy .
-{c) Centrally. planned economy , S o
{d) Unorgamzed economy o oo (Mmark)
- Answer: . ' ' ‘
- (c) A soc:lahst economy is also called as "Command Economy’ or a'
* "Centrally Planned Economy”. Here, the resources are allocated

according to the commands of a central planmng authority and

therefore, market forces have no role in the allocahon of
resources. . Pl
[114] In capitalistic economy _ 'and _willbe mo_re. <
(a) Inequalities, expl0|tat|on N S
© (b} - Exploitation, equalities
- (¢) Equalities, Non exploitation -~ - e R
(d) Non exploltatlon mequahties : T mark)'
. Answer: . U
(a) Capitalism can “also lead to mequahty whlch may be seen as

unfair. For example, a firm may. develop monopoly power..

Therefore, capitalists with access to private property can ‘exploit’
.their monopoly power to make a much hlgher profit than other o
: people in somety lnherltance : -

economic phenomena under unrealistic assumptions. In contrast,. -
- Business- Economics is pragmatlc in its approach as it.tackles = -



[Chapter 1} Nature and Scope of Busmess Economlcs o 443

fundamental questlons of economy‘? -
~(a) Mixed economy - L
- {b) Socialistic economy .
" (e). Capitalistic'ecdnomy
- (d) Regulatory economy
- Answer:

(a) Ina mixed economy, all the central problems of an economy is
- solved keeping in mind the cost of the factors of productlon with™

economic gains and social welfare:

[1 16] A -system of economy in- which all the means of productlon are owned
- controlled by the private individuals forthe. purpose of proflts is called ,

~(a) Socialist economy
(b) Capitalist econormy
- (c) Mixed economy
_{d) -All of these . -
. Answer:

c -

-(b) Capitalistic is an economlc system in WhICh all the means of'. o
production are owned: and controlled by prlvate individuals for -

profit. The government do not interfere ‘in the management of
economic affairs under this system. -
[1 17] In which economic system production and dlS’[l’lbUtIOl"l of goods and
. services aim at maximizing the welfare of oommunlty asa whole’?
{a) Capitalistic economy -
(b} Normatlve '
- {c)- Mixed .
(d) Socialist economy
_'Answer : : -
T (d) In socialist economy, productlon and dlstrrbuhon of goods are

. aimed at maximising the welfare of the community as a whole. It
- also ensures right to work and mrnlmum standard of living to all.
people However, no. |mportance is glven to personai effucrency, o

"and productnnty

[115] In which economy, cost: benefit analy3|s is used to answer the o {11_8]

: (1 mark) Lo
2021 -January -~ ||
-[119] Capitalist system offer incentives for: B
(t'mark)

' [1 20] Macro-economic is also calied -

- '.(1”mark)'

¥
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are respon3|ble for all economic problems
{a) Uniimited wants -
- (b) .Alternative resource -
(¢} Scarcity of resource.
(d)- Others -
Answer: : ‘
(c) Scarcity of resources responsmle of all economic problems _
because if sufficient economic resources ‘are avallable than all -
prob!ems wnll be automatlcally solve. - S

L mark')' -

-(a) 'Efficient business decisions

(b) Efficient government decisions

(c) " Efficient non-government decisions - -

(d) .Efficient economic decrsmns '

Answer: R

-(d) Efficient économic decxsmns '
- Capitalist system offers incentives for efficient economlc dec;smns

economics:. '

- g

{(a)- Applied

(b) Aggregate -~

(c). Micro _

(d) Experimental

Answer: SR
. (b) Aggregate s : :
~ Macro economy is alsc called as Aggregate economy

E (1 m'ark)a... 4

[121] The.book “Wealth of Nat_lons” was wrltten by

(a) Alfred Marshall .
{(b) Join Robinson
“(c) Adam Smith

(d) Robert Malthus C(imark)
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[123] In a mixed economy, there are -

_ [Chap_ter;_ 1] Nature‘and-'Scope of Business Economics . 4.45 4_.46

'An'swer :
- (c) Adam Smith. . : ‘
“ The book wealth of Nations was written by ‘Adam Smtth’

‘ [122] Rama : My corn harvest this year is poor. .
Mangj Don't WOrry. Pnce mcrease will compensate for the fatl in,

quantity supplied.

" Meera : Cllmate ‘affects crop yleld Some years are bad, others are - I

good. -

Bharti : The Government ought to guarantee that our income will not _-‘- S

fall. In this conversation, the normatfve statement is made by
{a) Rama . :

- (b) Manogj

- {¢) Meera -

(d) Bharti, ' A, R o {1 ma_rk):
"~ Answer:’ o ‘_ o

(d) Bharti

" The normative: statement is made by Bhartr which’ means. what :

- ought to be.

, .s_e_c_:_tors of industries. .
(a) Two

- {b) Three-
.(c) Four

@ Fve T U mak
... Answer; e o T ST e

. (b) Three =~ |
. In mixed economy there are three sectors of mdustrles

[124] An economy exists because of two basic facts., i.e.

(ay Human wants are limited and re sources are unlimited . ‘
(b} Human wants are unlimited and resources are uniimited . .~

(¢} Human-wants are- unlimited and-resources are scare _
(d) Human wants are Ilmnted and resources are abundant (1 mark)

E ‘Answer: -

(¢} Human wants are unhm|ted and resources are scarce.
' Two basm facts of economy are;-

- Answer:

”-[128} Laissez-Faire economy is also known as :

(a) Human wants are unhmlted
(b} Resources are scarce.

. ‘[125] An economy is called capitalist economy, when L is 'in'en.'

{a)  Right to private property

(b) Freedom of government mterference

(c) Freedom of business chmces _ R S

{d) Discrimination L o (tmark)

(a) Rightio prlvate property - : :

~ Aneconomy is called as cap:talist economy when rlghf to prlvate_'
property is glven

' [126] Coexistence of public and pnvate sector i is the feature of _

(a) Capitalist Economy _ y
(b) Mixed Economy =~ Ly

- () Socialist Economy ) . ‘
-(d) Federal Economy S T (A mark).
- Answer: I ' e N

~(b)" Mixed economy

Coexistence of publtc and pnvate sector is feature of mlxed]
economy. ‘ :

.[127] Which one of the area comes under macro economlcs'?

(a) Product pricing : .o e

- {b) Consumer behaviour

{c) The general price level and interest rates :

B (d) Economics condmons ofaSectton of people S {1 mark) '

Answer:

" (¢) The general price level of lnterest rates

The general price | Ievet of interest rate comes under macro -
- economics. :

(a) Capitalist economy -

(b)" Socialist economy
- (¢) Mixed economy T L A
(d) Communist economy - _ - (I mark)
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Answer
- (a) Capitalist economy : :
- Laissez- faire economy is also called as capltaltst economy
[1 29] In economics, we use the term scarcity to mean :

(a) Absolute scarmty and- lack of resources in less developed _

_ couniries.
(b) -Relative scarclty i.e. scarcity in relatlf)n to the wants of the somety
() Scarcity during times of business failure and natural calamities.
- (d) Scarcrty caused on account of excesslve consumptlon by the rich

. L e (1mark)'_

- Answer: - :
(b) Flelatlve scarC|ty, ie., scarcuty in relatlon to wants of the somety

_In economics we use: the term, scarclty to mean relative scarclty, .

which is the scarcny in relation to wants of the soclety
[1 30] Micro economics is also known as:.
(a) publnc economics
- (b) price theory
"(c) income theory -

(@) demandtheory : I (1 mark)

Answer
" (b) Price theory

Micro economics |s also known as prlce theory (self explanatory) ) :

[131] The Famous book abbre\nated as “T he Wealth of Nations®, Wthh is “
also considered as the first modern work of Economics, was wrltten by:

(a) Frederic Engels ~ -~ (b) Karl Marx - —_—
- (c) David Fllcardo s (d) Adam Smith - (1 mark) o
. Answer: - '

(d) The Wealth of Natlons given by Adam Smrth is con3|dered as the B

first modern work of economics. -

Scanner CA Foundatlon Paper 4 (2023 Syllabus)

[132] The economlc system in which productlon and dlstributlon of goods' S
are aimed at maxrmlzmg the welfare of the commumty as whole known. e
_as: . s

(a) Caprtahsm R (b) Socuallsm ,

(c) Mixed economy - .-~ '_ - {d) Communlst economy L
- o PR : : - mark)__ o

Answer -

' (b) Ina socrallstlc economy, there wili be better ut[llzatlon of fesource .
andit ensure maximum production. Eqmtable distribution of goods . -

. or wealth for.ail. help to maintain economic and Social Welfare.

{1 33] The Central Economics Problem: does not deal with whlch of. the_

following economic problems'? -
(a) ‘What to produce? o

" {b) How to produce?

(¢) Forwhom to produce? . R cl
(d) Wheretoproduce'P e T DTS (1 mark)_'
Answer: ' SR E

" . (d) The Central economlc problem is further dlvrded lnto tour basic

" economic problems. These are:
«. What to produce?
« How to produce?
.= Forwhom to. produce'? . ' ‘ :
~» What provision are to be made for economic growth’? :

[134] Study of behaviour. of different mdnndual and organrzatlons W|th|n an’ .. :

economic. system is called:

" (a)_Industrial Economlcs ‘ (b) Macro Economlcs

" (¢) Micro Economics {d) Welfare Economlcs o
‘ TR 5 : : C (1 mark). -
‘Answer

' (c) Micro economics is basmatly study of the beha\nour of dlfferent'-

individuals and -organizations with in the. economic system. In
. other words micro. economics examines how the mdrvrduais units
make demsmns as to how etflcrency allocate their . scarce'r

resources. S s -
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[‘!35] The concept of somallst economy was propounded by
- (a)- Karl Marx and Adam Smith - T
-{b) Frederic Engels and Adam Sm:th
(¢} Frederic Engels
- (d)- Karl Marx and Frederrc Engels }
- Answer: k

(d} The ,conce'pt of sgcialist economy was propounded by Karl Marx _
and Frederic . Engels. .In this economy material means of.

production i.e. Factories mines, capital etc. are owned by the
‘whole communlty represented by the state. A socialist economy

. is also -called as- “Command economy” or centrally Planned '

_ Economy”
[136] Which of the foIIowung is not a study of lVlacro economrcs’?
{a) Consumer behaviour S
(b} National Income :
{c) General Price Level
{d) Levelof Employment
“-Answer: o
(a) Consumer behavrour is not a study of macro economics. Macro

" 'economics is the- study of - overall economic phenomena or.
. economy as the whole, rather than its individual parts In macro-
economics we study behaviour of large economtc aggregates--

" -such as overall levels of output,
- [137] Which one of the following is not'the scope of busrness econom|cs'?
(a) Cost Standard © (b)  Cost Analysrs
(c) Demand AnaIyS|s D h (d) Inventory Management

Answer P
. {a) Scope of Business Economlcs are;
« Demand analysis
-+ Cost analysis -
_» Inventory management , :
Market structure and pncmg poitmes -

Resource allocatlon S
Profit analysis :
Hlsk and uncertamty anaIyS|s ,

- a 'mark)‘__:'”’

(1 mark).' ‘

(1 mark) '.
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[1 38] Whlch of the followrng statement i iS correct'? _
{a) Mixed economy is not always a golden path between cap|tal|sm :
and socialism. _
(b) Socialistic economy is not always a golden path between mrxed
- and capitalism. S
(c) Capitalism economy ]S not always a golden path between maxed, s
-+ and socialism.” ' S
" (d) Mixed economy is always a golden path between capltallsm and >
: somahsm : (1 mark)
Answer:- ‘ B
{a) thxed economy is not always a golden path’ between capltallsm- .
. and socialism. It suffer substantial uncertainty-mixed economy is .
characterised by excessive control by the state resulting is
- reduced intensive constrained. growth of the prlvate sector, poor
_implementation, lack of efficiency. . '
[139] The central economic-problem of an economy anses due to
(&) Scarcity-of resources relatives to their wants -
(b) Co-existence of private and public sector .
(c) Govt. interference in economic activities .
.. (d) Federal structure of constitution
- Answer: o :
‘(a) Central economrc problem of an economy arises due to scarcny-' |
of resources relatives to their wants. " h
[140] ‘Business Economics is essentlallyacomponent of Applied Economlcs
‘as it includes application of selected quantltatwes technlques Wthh
- technigue is not included in it?
" (a) Regression analysis -
. {b) Economic analysis -
- {c). Capital budgeting -
{(d) Linear programmlng
Answer: : :
(b) Busmess Economics is essentlally a component of Applled-- s

(1 .mark)

(1 ma'rk) '.

Economics . ag.it include, application of selected quantltatlve-__.-.-"
technlque suchas Imearprogrammmg regression analy5|s capltal .

budgetlng, break-even anaiysrs and cost analysrs
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-

[141 Busrness economlcs is pragmatrc in its approach because? -
(a) It tackles practical problem which the firm faces in réal world.

- ‘,(b) It tackles practlcal problem which the firm faces due to WTO o

polrcres

. (¢) It tackles practrcal problem WhICh the flrms faces due to’ Iack of' 5

. - directors.-
o {d) _Busmess eoonomlcs |s abstracts and purely theoretlca!

o~

Answer

: {a) Business economics is pragmatac in |ts approach because Mlcro o

Ecoriomiics - is abstract and purely: theoretical and analysis

~economics phenomena under unrealistic assumptlon andittackle °

oractrcal problem WhICh the firm faces |n reaI world.

2021 - Dacewisan =

' [142] Socialist Economy is also known as __
" (a) Private Economy . T _
(b) Consumer Economy .~ - . S
(c) - Centrally Pianned Economy o B o
(d) Mixed Economy ;
Answer; :

{c)- A socialist. economrc system can also be called as command-

‘economy, centraily planned economy or controlled economy

_because the means of production and distribution are owned,” - |

‘controlled and regulated by the public, elther through the state or
- through cooperatives. : . .

' [143] The term socialist economy was corned by
~ (a} Alfred’ Marshiall

(b) Albert Einstein

" {c) JoelDean . ‘ '

S A{d) Karl lVlarx and Frledrlch Engels

( mark) e

' (12ma-rk) -

| '(1-_ m.ark) ‘
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Answer: .
(d) By the’ late’ 19th- century, after the’ work of. Karl Marx and his

collaborator’ Friedrich Engels, socidlism had comé to signify

~ opposition to capitalism and advocacy for a post-capitalist system
- based ‘on seme form of socsal ownershlp of the means off
. production. . -
{144] lVlost important feature of caprtallst economy is IR I
_{a). State-run economy : o
© (by ‘Competition- -
(€) Inefficient allocatlon of resources
{d) Soclailsm
Answer _ : ‘ .
(b) Competltlon Competrtron is the maost |mportant feature of the =
" "capitalist economy. Competition brings out the bestamong buyers -
and sellers and results in- efficient use of resources. .
[1 45] ‘Mr. Rohit tnwtedaconsu!tantfor knowing staff requirement, consumer
behaviour and product pricing. The approach ccnsultant is Iookmg—- .
(a) -Micfo Economics - -~ : '
. (b) -Applied Economlcs A
" (c)” Macro Economics =
{d) -Econometrics: .
- Answer: o o o Lo .
(a) M;croeconomrcs is the study of what is. Ilkely ) happen
(tendencues) when individuals make chorces in_response to-

' (f"r'nark)i--

_‘changes in incentives,’ prices, resources, ‘and/or--methods of L
productlon These groups create the supply and demand for -

. resources, using money and interest rates asaprlcmg mechanlsm
for coordination. - - :
[1 46} Which of the followmg is not mcluded in Ithro economlcs‘?
(a) Wages of workers in steel industry .
{b) Location of a particular firm . - -
(o) General pricing Ievel in the market S

(d) Price of a product (1 mark) - .

(1 .mar'k) '_
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“Answer:

~ (¢) General - pricing  level in the ‘ market_/.' i not inbluded in-
‘use of
-demand_ -analysis" and_".

.. microeconomics. - Business Economics . ‘makes
microgeonomic - analysis such- as,

forecasting, production and cost Ana]ySIS lnventory management,

-market structure and pricing policies, resource allocation, theory .
“of capital and investment decrsrons profit analvsrs and rrsk and -

: -‘uncertamty analysis.
[147] A mixed economy refers to - '
.+ {(a)- all economic decisions are taken by the central authonty
= ..(b) -all economic decisions are taken by private entrepreneurs -
- (c) co-existence of both prrvate and publlc sector -

~._(d): none of these.: :
- Answer: . : - '

' (c) A mixed economy refersto co- exrstence of both prrvate and pubhc

- sectors. The mixed économic system depends on. both markets. -
and governments for allocation of resources: In fact every -

. economy- in_the real ‘world makés use of both markets.and
governments and therefore is mixed economy in its nature.

[1 48-]'Wh|ch of the following is not within the scope of Busrness Economlcs? . .

.+ {a) Capital Budgeting
.. {b) Risk Analysis -
- (c) Business cycle
- (d)" Accounting Standards '
~ Answer: - . : 0

SR

_(d) Accountrng standards is not wrthrn the scope of busrness_-_ :

" economics. The scope-of Business Economics is quite wide. It
. covers most of the practical problems a manager or a firm faces:

* There are two. categories of business issues to which economic .

theories can be directly applied, namely:

. 1. Intemal issues ‘or operational issues (thrs can be solved usrng:

-Micro Economics)

_2 “External issues or. environmental. |ssues (thrs can be solved

usrng Macro Economlcs)

ow

(1 marh).

(1 mark)
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[149] Whrch are the areasthat come under IVIacro economros’? _' o

(a) Demand for a firm’s product
(b} General price level and mterest rates .-
(¢) Location of Industry’ ‘
{d) Price of a product
Answer: .
) (b) A few areas that come under Macro Economlcs are
(i) . National Income and National Output
(i) The general price level and interest rates
(i) Balance of trade and batance of payments
(iv) . External value of currency ' ‘
(v) The overall level of savings and rnvestment and _
(vr) ‘The level of employmentfand rate of economic growth
[150] Ecog flomics is : : :
(a) 'Driven by profit -
© (b} Driven by sentiments-
{c) Driven by emotions
{d) 'Driven by Altrwsm '
Answer: " o ’
(a}. In turn, productron tends to lncrease to satrsfy the demand since

_( 1 ma.r_k)" -

profits.

[151] Which of the following is demerat of caprtalrsm

(a)- There is precedence of property rlghts over human rrghts .
_.(b) - It functions in domestic frame work - ,
- (c) High degree of operative effrcrency
(d) None of these Lo
. Answer: S Co .
s _(a) Private property rlghts are central to a capitallst economy, its
. execution,.and its legal defenses. Capitalism is built on the free.
exchange of goods and services between different parties, and. .
“nobody can rightfully trade property they do not own: Conversely, = -

: (1 mark)‘.

- property rights provide a legal framework for prosecuting -

~ aggression against non-voluntary means of acquiring resources;

. there is no need for capitalist trade in a society where people -

- could simply take from others what theywant by force or the threat'- :
- - offorce. :

(1 mark) o :

" producers are . drrven by profrt ‘Hence, econormics is driven by
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[152] Scarcity defmrtron in economics in g:ven by '
- (a) Lipsey. .

~(b) -Adam Smith

" {g) J.B.say

(d) Robbins.

Answer:

(d) The scarcrty def:nltlon was given by F‘rof Llonel Robbms in his . '
book, 'An Essay on the Nature and S]gnn‘tcance of Egonomic.

" Science', ‘published in1932:He stated, “Economics as the science

which studies human behaviour as a relatlonshlp between ends -

- and scarce means, which have alternate ises.”

N [153] Normative economics can be explalned through

(a) faimesstotax , R A
. (b) incidence to tax - - ' B "

{c) effect of tax on incentive to work
~ (d) none of these.

.Answer:

. (a) Normative. economrcs can be explalned through fairness to tax. - '
" Normative economics (as opposedto positive economics) isapart -

-of economics whose objective is faimess or what the outcome of
. the: economy or goals of 'public policy ought to be. Economists
_ commonly prefer to drstlngmsh normative economics ("what ought

to be™"in ‘economic matters) from poS|tNe economics (“what is").

[154] Somalrst Economy is also known as” T

(a). Private Economy
{b) Consumer Economy -
‘() Command Economy
_{d) Mixed Economy ‘
Answer

" {c) Somaltst economy is also known as “command economy or:

"centrally planned economy

- 455

h mark)i-.

' {1 m.ark)

- (1 'm'arlt)-
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[1 55] Predomtnance of bureaucracy under Wthh system’?

“(a) Mixed Economy
" (b) Socialist Economy

" (¢) Capital Economy -

(d) None of the above (1 :m'ark)_ '

 Answer: ' .
- (b) Somahsteconomy mvolvesthe predommanceofbureaucracyand o

- resulting inefficiency and delays.

[156] Find the correct statefment:

__ {a) Mixed economy is nota golden path between somahst & capltallst =

economy -

- (b_) Socialist economy is not agolden path between mlxed & capltahst o

‘-(d) None of the above.

- economy. .

{c} Capitalist economy is not a golden path between soclallst__
economy & mixed economy : o »

' (1 mark) .

~ Answer: : -
- (a)- Mixed economy is not always a golden path between eocraltst and N

(a
b

{c

{d

- Answer: -

capitalist economy. Sorhetimes, it is very difficult to malntaln a "
proper balance between publrc and pnvate sectors j- ; ;‘\,"_ '

[157] Micro economics is also known as:

) public economics -
) price theory |

) income theory - I R
) deimand theory. - (1 mark)
(b)- Price.theory -~ - ' ' _
. Micro economlcs is also known as prlce theory (self explanatory) T

{158] Normatlve science refers : to:.

(a) ‘What to-Produce* -

. (b} How to Produce -

© () Whatshouldbe - ..

{cy Whom to Produce AR
(1 mark)



. [Chapter -1] N_atore ancl'S_co'pe of Business Economics : - 4.57

Answer : : : :
(d) Normative science is prescrlptrve in nature: It mvo!ves value
" judgements. Itis prescrlptl\re in nature and suggests ‘what should
: ~be’ a particular Course of action in dlfferent circumstances.
[159] Business i |s Pragmatlc in approach
- {a) True:
- (b) False .
“(c)..None’of the above
_ {d) . Uncertaln
. Answer; : fo
@) Business economics is pragmat:c in |ts approach as it tackles
- “practical problems which the firms face in the reaI world. '
[160] Central problems.of economics - :
.- -{a) Scarcity of resources -
- (b) Poverty: Ly
o) Unemployment
Ad) All-of the above N
Answer:

' ~'(a) The' Central problem of economy is the scarclty of resources. The
“resources are limited, society has to deolde the oentral problem of -

" scarcity- of resources.

[16‘1] Business - economics - belngj in approach tackles practlcal'

R problems
o (a) Interdlsclplmary
- (b). Normative
. ’(c) -Positive .~
-{d) - Pragmatic
Answer:

(1 mark)

{d) Busmess economics . bemg pragmat|c in - approach tackles_ .

' practlcal problems and deals with them on practlcal and: theory
basrs SRR . _ S .

'(1‘ mark) :

(1 mark)
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- [162] o economic syste_m' is self-regulattng and run by invisible -

hands. : =
(a) Mixed . =~
(b} Socialistic-
(c) Capitalistic
. {d) Planned”
.. Answer:. : . SRR
- (¢) Capitalism is self- regulatlng economy and works automaﬂcally-
through price mechanism. The “invisible hands” is a metaphor for

‘ (1 man f

how, in a free market: economy self-interested mdnnduals operate. ' -

through a system of mutual lnterdependence
[163] Indian economy is classified as:
(a) Mixed economy -
_(b) Capitalist economy
(c) Socialist economy .
(d) Free markeét economy
Answer: - .
{a) India. has a mrxed economy, therefore publlc as weII as private
' entities, co-exist.. :
[164] The basic problem of scarcity gwes rlse to
"(a) technological problems
(b) social problems
{c) cultural problems
(d) economic problems :
Answer: : )
: (d) The basic problem of scarcrty glves rise to economlc problems-
" The. basm problems of an.econoniy are that resources available .
are scarce and our wants are unlimited. Hence, choice is made to”
. allocate resources to alternatlve usesissucha way that mammum
. sat|sfactlon can be ach|eved :

'_‘ (1 mark) -

(1 r‘nark')' '
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[165]

—_—

Which of the fo[lowmg is NOT a ba3|c problem of all economy’)

(a).. Whether to produce more of consurer goods or ‘capital goods
{b) Whether to lay’ emphasis’ or labour mtenswe techn:ques or no.

capital intensive technlques B

) (¢) Whetherto produce for rich people or for poor people - |

L (d) Whether 1o accept forelgn direct investment-in the economy.

. Answer: .

(1 mark)

o (d) The basrc probtems of all economy are:

[166]

1. What to produce-whether to produce more of consumer
‘ goods or capital goods.

~ 2. How to produce- -whether to emptoy more of labour tntenswe :

~or capltal intensive techniques

‘3. Forwhom to produce - How the goods and services should be |
_ distributed among the members of socnety, i.e., decision about
shares of dlfferent people in the natlonal cake of goods and SR

. .services. _
4. What provision shoultd be made for eccnomic growth How
much saving -and mvestment wouid .be. made for. future

‘progress.

involves the predomlnance of bureaucracy and resuitrng .-
'|neff|0|encres and delays '
-{a) Socialistic economy

* (b) Capitalist economy -

1167]

(c) Mixed economy

{d)  Free market economy
Answer: -

(a) ‘Socialist economy mvo]ves the predomlnance of bureaucracy -

resulting, in inefficiencies and delays. - - -
Capitalist system offers incentives for:’ o
(a) Efficient business decisions” . .

" (by- Efficient government decisions

~(c) Efficient non-governmental demsmns RS
(d) Etf:cnent economlc demswns ‘

. ld) 1951
(1 mark) L

(1: mart<)-' -
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Answer : - ‘ : : _—
(d) One of the merlts of capltatist system is that it offers mcentlves for
" efficient-economic decisions and their implementatiori. o

[168] ‘Analysis of |mpact of COVID 19 oh the Indian Economy’ |s apart of:

-(a) Macro economics
(c) Economics sllcmg
‘Answer:

(b) Micro economics -

(d) Normatwe economics (1 miark) -

{a) IVIacroeconomlcs focuses on- the performance of economles—. :

changes in economic output, inflation, interest and foreign
_exchange rates, and the balance of payments. Poverty reduction, .
- social eduity,. and sustainable growth are only possmle W|th sound
- monetary and fiscal policies. i
~The Covid-18 pandemic has caused dlrect impacts onincome due’ E
. to- premature deaths; workplace absenteeism and reduction in- -
‘productivity and has created a‘ negative supply shock, with' -
manufacturing productive activity slowing down due to global: )
supply chain disruptions and closures of factories. These
consequence have |mpacted the Indlan economy on’ a macro
level.

[169] The ‘communist mamfesto re[ated to socnailst economy propounded' -

by Kart Marx and Fredenc Ehgels was published in:
“{a) 1950 ,

-(b) 1848 S A S -
(c). 1849 T

: ' a ' (t mark)_

~ Answer: : ) ' ‘ ‘ .
{b) Karl Marxi |n 1848 and Fredenc Engels pub!rshed the ‘Communlst-. '
o IVIamfesto related to socialist economy: o

[170] “‘Consumer soverelgnty isa feature of

- {a) Capitalist
(b) Socialist .~
(c) Mixed =
( ) Command :

[

: _(trnaﬂﬂ
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Answer s
(a) ‘Consumer Soverelgnty

capitalism. Consumer sovereignty. means that buyers’ ultrmately

- determine which goods and services will be produced and in what:
. _guantities, .Consumer have unbrldled freedom to’ choose the' . -

-~ goods and services which-they would consume. In other words,

" based onthe purchases they makes. Consumers declde how they :

~economy’s limited resources are allocated.

[171] Which one of the followrngls not a_central problem of an economy’?

(b} Howto produce?

" (a). What to produce?
(_d) Forwhom to produce? -

’ -(c) When to produce‘?

' _Answer

o (c) Every. economlc system be it caprtalrst somallst ormlxed has to o

deal Wwith this Central problem of scarcity aof resources relativeto -~ -

.- the wants for them. Thrs is generally called ‘the Central economic,
“problem’, These economic problem are further drvrded |nto four - L

' _-ba3|c economic problem. These are:
“ What to produce? .~
-+ How to produce?
. For whom to produce?

"What provision (if any) are to be made for conomic growth’? . ,-: o
[172] The prlce of hot dogs increases by 22% and the’ quantrty demanded .

- falls by 25%. This mdrcates that demand for.hot dogs is:

(a) Elastic ~{b) -Inelastic. + RN
(e) Unitarily. elastic:- (d) Perfectly elastlc (1 mark)-
Answer: :

' (a) Price elastrcrty of demand expressesth’e responsweness of qualrty i
- of a good to-a.charge in its price, given the consumers income,.

. _his taste and prices of all othet goods.
Price elast|C|ty Ep
" price "

Ep_%: 118636

i.e.= elastic -

481

is the characteristics of capitalist -
. economy which states of that consumer-is the king under

(1 mark) o

% change in quantrty demand % change in '_ g
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[173] Wthh of the followrng is the central problem of economy‘? ‘

(a) Scarcrty of resources AN Ab) Unemployment ‘
-{c) Poverty T (d). Inflation (1 mark)-
Answer: - - R

(a) Scarclty of Resources ' e
. _The Central Problem of Economy is- scarcrty of resources and
unlimited wants. o e
[174] Economics is classified into: - L ' b
~ (a) -Normative and Posrtlve
" (b) Micro and Macro
" (¢) Internal and External - -
(d) ‘None of the above
" Answer: o
(b) Micro and l\llacro ' '
_Economics as.a whole is classrf:ed rnto Mrcro and IVIacro‘.
Economics. .

© (tmang

. [175]: Under wh;ch of the followmg economy the consumer have Ilmrted ‘

- freedom of choice? . .

~(a) Socralrst _ (b) “Mixed -
(c) Capitalist = ~{d). Restricted -~ . (1 mark) -
Answer: S . S

(a) Socialist : _

~ Since, Socialist Economy is planned and enrolled economy so' -

* consurher have limited freedom of choice. - N

{176] ‘Which of the following is not the Subject 1 matter-of Micro- Economres‘? _

- {a} Consumer Behaviour. = {b) Foreign Exchange Rate.

-(c) Behavrcurof Firms . =~ .(d). Location'of Industry .

o -' ' Y ; : (1 mark)
Answer -

.(b) - Foreign Exchange Hate : :
Fore|gn Exchange Rate |s based on: Macro Econcmrcs
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[177] Which of the foliowmg is one of the metits of somallsm'?
- (a) Importance glven to productivity
. (b) Importance given to personal efficiency
(c)- Rapid Growth and Balanced Economic Development
- (d) Incentive for Econom|c Demsron - '
" Answer:. . : &
(¢} Rapid Growth and Balanced Econom|c Development
. Socialist Economy is concerned with social welfare and: equitable

sconomic development.

[1 78] Capitalist Economy solve the|r economlc problems through which of -

the following? -

(a) Central Planning Authorrty

(b) - Price Mechanism

{c) . Administered Prices o

“{d) Votirg by Consumers o

- Answer: . B
(b} Price Mechamsm v

" (1 mark)

" Price Mechanism helpsi in allocatlon of resources under Capltallst

~Economy. .

[1 79] An Economic system in WhICh all means of productlon are owned and_ '

controlied by Private Individuals lS called as? -
(a) Free Economy
.(b) Capitalist Economy
" (c). Normative; Ec'onomy
" . (d) Both (a)and (b)
Answer:

2 | THEORY OF DEMAND AND SUPPLY |

‘ 'Marks of Ob;ectwe Short Notes, Drstmgu:sh Between Descnptlve & Practlcal Quest:ons o

'(1"mar-k) e

o ' .Objectlve@ Short Notes DlStIl’lgUlSh Descrlptlve

distribution of income which leads to rapid. growth and balanoed_ o

Legend

18- R

AR ARARR R AR AR ’ R -

Om(t/?/z__/_{l?ll? /?/I? /?_/7‘/?'./? W /? f‘? /?J/?/? /? }’? /7‘ / :

18N 19M 19N 20N 214 21Jul 21D 224 22D 23J._ :
" ’ _Examrnat_ron's Lo :

. (t marlt)-. R

. (d) An economy is called caprtalrst or a free market economy or .

. laissez faire economy in which all means of production are owned .
--and controlled by private -individuals for profit, since private -
- property .is the mainstay of capltalrsm and proflt motive is it

; obserwng force

4.64
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= SEL_F STUDY Norss"._

; Unlt 1: Law of Demand and Elastlclty of Demand N

: Demand and Law of Demand

: Desire to have a commodrty backed by purchasmg power at a partrcular .

priceina partlcufar period of time is known as Demand.”

Demand per commadity refers to amount of the commodity wh|ch consumers o -

- are. willing and able to purchase ata partrcular pnce ina particu!ar penod of
tlme ' o .

| "‘_ Types of Demand
- Individual and Market Demand T
" The quantity of a commodity that an rndrwdual consumer is wrlllng to

purchase at given pnoe durlng glven penod of trme is known as’

" Individual demand.:

Total, quantity of commodrty that all the consumers are wHImg to buy at

o given price durrng a given period of time:
.- 2. Ex-ante-and Ex-post Demand: '

Ex-ante ‘demand refers 1o the amount of goods the consumers'

| "_ 'Want/wrllmg/planned to buy during a partrcular time period.

Ex-post demand refers to the -amount of the goods that the

consumers actually purchased during a specmed period. -
- . Ex-ante demand-can be Iess more or equal to ex- post demand
* 3. . Joint Demand: ) '
. " ltrefers to the demand for two or more goods whrch are used jomtiy of
. - demanded together. . : .-
_ ‘Examp!e ‘Car and petrol pen and ink, mobrle and Slm card
. 4. " Derived Demand: :

- The demand for'a’ commodrty that arises because of the demand for

Some other‘commiodity.-

‘ Examp[e Steel, bricks and Cements are denved from the houses or.

. other buildings. Al the factors of produgction are derived demand.

'4-56 - o Scanner CA Foundatlon Paper 4 (2023 Syﬂabus)

B Composﬁe Demand

Demand for goods that have multlple uses is. called multlpie or -
compoS|te demand. . ~ e '
Exampile: Electricity and Ml|k.

Factors affecting Demand

A

“Price of the commodity: R
- When the price of the commodlty increases the demand decreases and
whenthe price ofthe commodity decreases the demand increases. Price

.- and demand are mversely related. This type of demand is. known-as - ‘
E pnce demand ' S o

Tlncreas'es o I'Decreases R

P lDecreases . D Tlncreases :

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

Related goods cah be classified into two kinds.

1. (a) Complimentary goods ~ |{(b)| Substrtute goods
+ |Goods that are used togetherto| Goods that satisfy the same
satisfy a given want. . g type of demand and.can be|
: {  |usedin place of onhe another:
|eg: car and petrol gas and| - |eqg:teaand coffee, coke and -
|gas siove. - - Ipepsi. '
».|There is an inverse re!atronshlp There is a direct relatlonshlp o
- |between demand foragoodand| |between’ the demand for the _
- [the price of its components.. product and the pnce of |ts L
3 S T substltutes ;
A - . ,
§ N % BN
g R B I S '
. S RN I 8 —
DemendforCayr .. © . pemandfortea '




' 3 Consumers taste and Preferences
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Taste and preferences depend on social customs and the habtts of the -
' people, fashion and the general hfestyle of the people etc. if taste and -
preferences are strong for the product, demand mcreases ‘and if taste'l
and preferences are weak. and unfavourable for the product demand -

(c) Inexpenswe goods of necessntles Goods for. those the’ demand :
increases ' with increase in. income ‘upto ‘a, certain level-and,

thereafter it remains constant |rrespect|ve of the level of mcome
Example: Salt and Match: box

Factors affecting Market demand

- Size and Composition of populatlon The populatlon size of a country' :

decreases. . - - : . S 8
. ,Consumer Expectatlon regardmg price in tuture L ' determmes the number of consumers. With an increase. mthe size: ofthe )
If-consurner ‘expects increase in price in future, demand increases in - populatlon the demand for the' commaodity will increase. :
-present. If consumer expecis decrease:in the pnce in future demand 7 The composition of a population refers to the various aspects of the. -
~ decreases. in present.- . population like the number of children adults, males, females, etc. if the . -
Consumer credit facmty : . number of teenagers mcreases the demand for those goods that. -
1f credit facility to consumers is available, demand mcreases If credlt_ teenagers tend. to buy increases. = : . ;
- facility to consumers is not available, demand decreases. : : Example: Jeans, cricket bat will tend to increase.” - —
. Ex:Car loans are easily, avallabie in India that’s why there are so many 8. Government Policy: Ifthe Governmentlncreases|nd|recttaxes |tleads
: cars inindia.. - .- . e ‘o an increase in price, and as a result, the demand decreases. ,
. 'Income of the consumer _ S - If the government incurred miore expend|ture on, the constructlon of
The relation between the income of the consumer and the demand can.__ B : roads, bridges, etc., the demand for constructlon goods wa!l mcrease
. be understoad takmg three types of commodities . 9. Dlstnbutlon of Income

" {a) Normal goods Goods for those the demand increases wnth the : : Casel : : : :
increasein mccme ofthe consumerand decrease with the decrease “If income is distributed evenly, there will be more demand for essentlal e
~ in income of the consumer. : ‘goods. - _ 5 s :
Example: Fumiture, Television and clothes. - Casell: - - ' L S o

' '(b) inferior goods: Goods for those the demand fa!!s wrth an mcrease

in the income of the consumer and rises with the decrease in the- - ’

income of the consumer. There is an inverse relationship between

the income of the consumer and the demand for mfenor goods. - . -

' ) Example Matze and Bajara

If income is d:stnbuted unevenly, then there wntl be more demand for: :

 luxury goods. -

Demand Functlon

- Thefunctional relatlonshlp between the demand fora product and its factors o
" is known as demand functlon :
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© Law of Demand )

-commodity increases when its price fall and decreases when its price rises,

e Law of: Demand explams theinverse relattonshtp between pnce and quantrty'
.demanded. . '

Assumption of Law of Demand
Price of related goods ate kept constant.
- Price of the commodtty are kept constant,
~ Consumers’ taste and preference are kept constant

. Consumer credit facility. . ‘ .
Income of the consumers are kept constant. - —'
- Size and- composrtron of the population are kept constant
Govemment Policies are kept constant.
Dlstrlbutlon of Income is-kept constant

xceptton to the Law of Demand
. “Articles of Snob appeal (Conspicuous- Consumptmn)

=m PONO O R BN

a status symbol mcreases social prestige, and is a source of drsplay and

e richness. Example: rich women would Ilke to buy a diamond at a hrgher B

.+ price to show their rlchness
2. Giffen goods - -
s ._'(t) Giffen 'goods are’ those mfertor goods on which. consumers spend a
. large part of their i rncome : :
; (i) Demand for which falls with the faEE in thelr prlces
PR Example: Maize and Jawar.-
s (c) Expectations regarding future price:
s Ifthe price of a commiodity is tising today and it is likely to rise more
in the future then peopte demand more at their exrsttng higher. pnce
- and store-it up.. '

| . - Similarly, when the consumer anttcrpates a iarge fall in the price’ of
" the commodity in the future, they will postpone thetr purchase even

__If prrce falls today ;

oA

" The Law of Demand does not apply to the commaodities which serve as - -
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B ' () Quallty prtce relattonshtp
|t states that other thmgs remaining constant the quantity demanded ofthe -

_«  Sometimes consumers take prlce as an rndex of qualrty in such L
.. ‘cases more of the goods may be demanded at a hrgher pnce Th|s
is known as the Veblen effect. - '
Example: Liké Lux Premium, there is not much drtference between
Lux Premium-and Lux:International but a huge difference in price. -
.But people think that Lux Internattonal is: better as it has a h:gher L
price. - : S

o Cha in on:
Consumers’ expectations r_egardlng pncemthe future are kept constant _-(.e) nge in fashi

When 4 commodrty goes. out of fashton consumers W|II not demand '
“even when its price is reduced '

:(f) Emergency:

‘Law of Demand: may. not hotd good durtng emergencres Itke wars :
famlnes -droughts, etc. - . ‘ '

* (g) Habitual goods:

" lithe price of habitual goods rncreases demend does not decrease :
~ Example: Cigareties, Wines. - Co S

- Demand Schedule

It is a tabular statement that shows dlfferent quant;ttes of commodttres"- )

. _demanded at different prlces durlng a grven perlod

 ltis of two' types:- . : :
. (a) Individual demand schedule:

It is the table that shows various quantltles of the commodlttes' |
demanded at different prrces by a householdf’srngle consumer durtng a
given pertod ' . :

- (b} Market demand schedule

Itis the table which shows various quantltles of commodttles demanded _
at different prices by all the households |n a market dunng a glven‘ o
' perlod : : . e
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At

- price levels.

.1,'

: _"_:Demand Curve _ : .
- . ltis.a graphical. representatron of dlfferent quantrtres demanded at drfferent

R

Individual Demarid Curve | ‘ : :
‘A graphical representation of dlfterent quantrtres demanded at the

dlfferent pnce levels by a srngle consumer

2 3 4. &

.
6Q7 8

' lndlwdual demand schedule _
1 . Price Quantlty demanded by Mr. A
10" 5
20 4.
L 40 L2
1L 50 |- 1
" Market Demand Schedule: . ' L
Price | ';Quan'tity ‘. . Quantity Quantit_y | Total |
" .| .Demanded by Demanded by Demanded by | -
. "M A ©MF. B o MrC - |
.10 8 =7 B 21
20" 7. 6. 5 18
730 6. 4 3 - 13
40 3 2 1 6
50 | 2 1. . 4.
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Market Demand Curve

A graphlcal representation of dlfferent quant:t:es demanded at dtfferent prlce L
Ievels by all the consumers in a market. : B

Heasons for Negatrveiy Sieping Demand Cur\re

'&_-é‘ 1'2 6 20 24
antity Demanded
byMA,MB&IWC

- Income Effect:’

~ Acchange in demnand on account of change in real income. resultlng, e

in-a change in the price of the commodity is known as income effect.

When the prlce of the commodrty falls which results in an increase -
. in purchasing power and the consumer can buy mare and feél -
“BETTER OFF”. : e
- On the other hand with an increase in° pnce purchasmg power'-_"

decrease and consumer reduces the demand and feel "WORSE OFF” ;

The Law of D|min|sh|ng ‘Marginal Utrl:ty
~ Thelaw of diminishing marginal utility states that with an increase in
~ the units of a commodity consumed,. every additional unrt of the

commiodity gives lesser satisfaction.
Marginal utility falls with an increase in consumptlon ,
A consumer will maxmse his satlstactlcn when MU = Pnce i e .

" equilibrium condition.

It seller wants fo sell more he has to reduce the prrce of the commodrty



[Chapter 2} Theory of Demand and Supply

. 3 Subst:tutlon effect

The substitution effect refers to the change in demand for a good as .
- aresult ofa change inthe relatlve prlce of the good in terms of other"
- goods. : .
: V_Example When the pnce of ‘a good nses it becomes more

expensive” |n terms of other.goods in the. market. As a result

" consumers move away. towards. its substitutes. :

" When the price of:the commaodity falls and prices of the substltute .
~ remains unchanged, it becomes relatlvely cheaperm comparisonto - -
its substltutes As a consequence demand for a commodlty WI||- '

mcrease

Example If the' pnce of fea falls and the pnce of coffee remalns the‘.'- ;
-same then the demand for tea increases and the consumers: will .

L shlft the|r demand trom coftee fo tea..

| Price eﬁect | = [ Income effect | + | Substltutlon effect |

Increase in the number Of consumers

- When the prlce of the commodlty falls, the number of consumers -

~increases which_ mcreases the demand for the commodlty

- It happen because at a very high price only a few people can afford - .
~ to buy that commodity and when the price falls people with less': '
- income Wl|| also be able to purchase that commodlty ‘

5. Several uses of a commod:ty

_When the price of commodities e.g. eleotnmty and m:lk are very.
high, they will be used for more important purposes only.

And, thereafter:small quantlty will be in demand but when the prlce

_falls these commodltles will be put to Iess |mportant uses, also‘ '
- leading to an increase in demand. o

Example Electricity will be used mamlyforllghtnlng purposes |fpr|ce o

~ is high, and.the electrlolty will 'be used for cooklng and other'
: 'purposes also when rts price falls
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Scann'er' CA-:Foundation'Paper-- 4 (2 023 Syllabus) :

Difference between Movement along the Demand Curve and Shlft in

. Demand Curve.’

-Movement along the Demand
Curve :

Shiﬁ in Demjand' Curve_-

1. When the amountdemanded of

a commodlty changes as .a
result of change.in its own price-
-and factors rerain constant it

is known as movement along

| the demand .curve.

When the amount demanded of a{
commodity. changes because of |-
cchange in dll factors other than the | .
.own price of the commodity it is

'known as shift in dern_and '

2. | ltisalso known as’ change in
: quantlty demanded

It is also known as change dnj

_ demand

3. | Itis of two types:
'(a) Extension of Demand .
(b} Contraction otDeﬁ_m_and _

, \7. O 6\
BTN
'P1 ’ T_. \-
Q o Q Q‘* |
Quartity derranded -

Itis of two types
[ (a) Increase in- demand
(b) Decrease |n demand

D:fference between Extension of D

“|Extension of Demand-

1. ]It refers to the rise in. quantity

'|demanded of a good as a result
' of faII in its pnce :

It refers to the S|tuat|en when':
consurner buys a’ Iarger amount of}

: commcdlty at the same price due 1o
change in other factors '

emand and Increase in Demand Co
‘{Increase in Demand :
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{2. |Price -of "the commodlty Other factors changes and the pnce Elastlcﬂy of Demand
" . Idecreases and otherfactors are jof the commodlty remains constant. | - Meaning of Elasticity of Demand
|constant. < R - : , | It ‘refers to the degree of responsweness of quantlty demanded of a '
A ‘ Ya . Cp N : commodity to a change.in any of its: determlnants
tgp D - DA |+~ Threé main typesofelast|0|t|esare ‘
& - Bdensionof g \- SR ' . 1. Price elasticity .- - . _
p—— \Demanded R N T E- Incomeelaetlcny o ST
P, _ N - P _ _ ] \\- ‘3 Cross eIastncnty : : ) wL ' :
S| D 3 o \ D | . (a) Price Elastlmty o
S S | 2R - I A ‘It refers to the degree of responsweness ofaquantlty demanded ofa .
5 L - » | O Q Q- ;X_ A -commodity toachange in prlce S
L Quantrtyden'anded o ‘ QJanIrtyderranded B ‘ ~ Symbolically:
: : ep - : Percentage change in quantlty demanded -
3. |There zsadownward movement There isa nghtward shift in demand o Percentage changein price - '\ '
[ lalong the demand curve. ~ fourve. - = . . - . Degree/Classification of Price elasttclty
) leference between contraction of Demand and Decrease in Demand .« 1. Perfectlyelastc demand.” = . " ep=«
: " Contractionof Demand - | - Decrease inDemand | _' 2. Perfectly inelastic demand. - ep=0
1. |It refers to a fall.in quantity[lt refers to a situaton when a| - =~ 3. Unitary elastic-demand. T ep=1.
© |demanded of a good as a result consumer buy a smaller amount of 4. Greater than one/more élastic demand. ep>1.
"5, Less thah one/less elastic demand ,ep<1 .

. of nse in |ts price. C the commaodity at the same price due i
) : to change in other factors. -

- les F’riceof t_he commodity increases |Other factor changes and price of the o
e and other factors-are constant. commodlty remains the same, '

: Perfectly Elastic Demand e
" When consumers. are prepared to- purchase all that they can get. at a’
. particular price but nothing at aII at a sllghtly higher pnce The demand curve |
: |s parallel to x-axis. o . :

| " Cortraction of g TN JnDenand gl o
P| i _ \ - P . ‘\4#_ . E . ep:oc | -
D ‘\\— . D . . o
B N
'35 - 0 Q, Q X .5
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.'Perfectly Inelastlc Demand o B ' IR Greater than One/More Elastic Demand :
. When quantity demanded. ofa commodlty does not respond to change inits ©  Whenthe percentage changein quanttty demanded of a commodlty exceeds
.. price-then the elastlcny of demand is.equal to zero. The demand curveis. - the percentage change in 1ts prlce : S .
‘ [‘,parallel to y-ams ‘ : : o . : .
A:
YA . D o
. D
a0 P B
i -
o o
D, : Ca o x > ,

Quan_lity Uernanded ’

PAST YEAR QUESTIONS AND ANSWERS

) Unltary Elastlc Demand ' ' S
_“When the percentage- change in the ptice of a. commodlty causes an

S Hectangular hyperbola SRR pr _ o 2018 - MAY
YA L Lo T A ] “ngh priced goods consumed by status seeklng nch people to satlsfy' s
al o oo .. ¢ theirneed for conspicuous goods” is :
, ep=t =~ ..o 7.t - (a) Vebleneffect . - .- (b) Bandwagon effect
. i : R L " (c) Snobeffect =~ . (d) Demonstratton effect (1' mark) -
P " —— < - . . Answer: : . :
) R (a) Veblen effectwas glven by Veblen Hence It is called Veblen effect
& ' also known as prestige goods effect. It is related to conspicuous
> ' -consumptlon Veblen effect takes place as' some consumers

' Quantity Déménded X . R S . -' measure the.utility by its price i.e. if price fises them they think that -

the commodity -has got more utility. Veblen effect is the behawor_ o

- practiced by rlch people to satlsfy thelr needs for consplcuous
: goods ,

)
Coa
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QUAN'I'ITY S

{c) elastlcnyatA 0,atB>1, atC—1 atD= <1andatE 0
. (d) None of these
- ““Answer: o

(a)

R

(2) When change in demand is greater than price change then e > 1

" {b) When change in demand is less than the price change then e < 1 '_ -
- {c) When change in demand is same as the change inprice then itise =1

-(d) When there is no change in demand as change i in price thene =0
‘(e) When prlce changes sllghtly but demand change is h|gher then

|z
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Here, C shows e = 1 by Wthh we cart prove that e

Cﬂe—1A#e—wB#e>1

"D=e<1,E=>e=0

18

Cardinal approach is related to
{a) Indifference curve -
(c)-.Law of dlmlnlshlng returns
Answer; -

- (b) Equi margmal utlllty

(d) None of these. (1 mark)

| "_i(b) Marginal Utility theory is glven by Alfred Marshall He assumes that -

" ,()eIasttmtyatpomtA:oo atB >1, atC_1 atD <1andatE 0'_- A
T (b) elast|0|tyatA_~0 atB=<1,atC=1, atD—>1and atE=o = -

'the marginal utility theory is related fo cardlnal approach which . -
- means we can medstire the utility in terms of money Marshalleays .
B “Money is the measuring rod of utility”. Pl
An Increase in demand can result from:
{a) A decline in-the market price

. (b).Anincrease in income .
" () A reduction in the price of substltutes
~(d) An increase in the pnce of complements
“Answer: * .

'(1 mark)

{(b) Price and demand are mversely related as the prsce rises. demand- .

B

_falls and wce versa. But income and demand are directly related.
 Rise in income increases the quantity demanded and fall j in mcome" -
-decreases the quantlty demanded: : - '
Cross elasticity of perfect substitutes is - .
b). Negatlve

(@) Zero ~ . R
E\c) One (d) Inflmty (1 mark):_'” B
nswer:

. (d) Cross elastlcrty of perfect substltutes is |nf|n|ty asthe rise inthe pnce o

6]

‘.Supply isa
{a) flow

- of one good will cause a rise in the demand ‘of its substltutes -
‘Example: If the-price of the tea rises, the demand for coffee rises as._ :
‘these two are perfect substitutes. - ¥
Cross: etastlcﬂy of complementary goods Ieads to zero R

concept ‘ ' o

(b stock .

“{c)- flow and stock;. both

(d) quahtatlve (1 'merk)__ '
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Answer:~ . - .

e ,(a) Supply refers to. quantlty of a good or. servrce that consumers are -

- negative..
Which economist said that money is the measurlng rod of utlllty'?
{a) AC Plgou (b) Marshail-- '
 {c) Adam Smith ' _(d) Ftobbtns (1 mark)‘
“Answer: '

9] E

- (a) ‘point elasticity

W|II|ng and able to purchase during a given period of time. Supply is

. aflowconcept-as guantity-supplied is so much per unit'of time per *
* day, per week or per year. It is regularly going-on supply which’

. means not only those goods which are sold but also those WhICh are
“in stock; -

'For what type of goods does demand fall W|th a rise in income Tevels of -
~ households? - : S o

(b) Substltutes
(d) Necessrtles

(a) Inferior goods
(¢) Luxuries
Answer:

' (a) Infericr goods. are the type of goods Wthh are not of geod quallty ‘
"~ - andno.one wants to ¢onsume these but cwcumstances force them

. to consume these. If 1ncome rises of households then demand for

- inferior goods go down or eIast;crty tor these goods becomes"

(b) Marglnal Ut|||ty theory is given by Alfred Marshall He assumes that. -
the marginal utility. theory ‘is related to cardinal approach whtch S
... means we can measure the utility in terms of money. Marshall says ;

“Money:is the measuring rod of utmty
Elasticity betwéen two points: o

-

| .(b) Arc ela'stliclty""
(c) Cross elasttcny : : '(d) None.' o

Answer

" . (b) When price eIasttcrty isto be found between two prlces or two pomts_
- on the demand curve then it is not possible to know what price and
quantlty should be taken as the base. So, we use Arc eIas‘ucrty

method to know the- base prlce and quantlty

483"
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[10] An |nd|ﬂerence curve |s L shaped then two goods W|II be

(a) Perfect substitute goods
(b) Substitute goods -
(c) Perfect complementary goods -
‘ (d) Complementary goods .
.. Answer: : '
{c) When two goods. are perfect complementary goods {8.9: prlnter" -
*and cartridge), the indifference curve will consist of two straight lines - -
_with a right angle between them which is convex'to the ongln or in
-other words, it will bé L shaped

C(mark)

. [11] The concept of consumer's surplus is denved from

- _{a) The law of diminishing marginal utility.
" (b} The law of equal-marginal utility
" (c) The law of dlmlnlshmg returns :
{d) Engelslaw
Answer:. : - ‘ ' ,
- (a) Consumer surplus isa surplus Wthh a consumer would be W|lllng T
" to. pay rather than go without a commiodity .over that which he . -

)

actually does pay. Concept of gonsumersurplus is given by Marshall -

e and it is derived from = whataconsumer ISWI||ll’lg to pay what he
~ actually pays. g

. [12] Whensupply curve shifts to the rlghtthere is:

{b) expansion
vo(d) decrease

(a) an increase
{c) contraction..
. Answer: . co
(a) When the supply curve shlfts tothe nght due toa change inoneor .
‘more factors other than the own price of the commodity. When'
" supply curve shifts to right, we say that there js an increase in supply -
“and when supply curve shlft to Ieft we say that there isa decrease

in supply.

.(1 markj _. :

- [13] Short- run prlce i also called by the’ name of

(a) Market pricé -~ .
(b) Showroom-price

() Maximum retail price o .
(1 mark)
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Answer: . U L ' SR Answer :
~(a) Short-run prrce is also known as the market prlce and it'is . . (a) According to-the law of supply, change in suppfy is related to the -
" determined by the temporary equrlrbrrum between the forces of 1 price of goods. As-other things remaining constant, the- quantity. of
o - demand and supply.. _ e . agood (produced and offered for sale) will increase jf the price rises.
[141 When supply prlce mcrease in the short run the profrt of the producer_ 117] In ease of inferior- goods with a rise in. the income of consumers'
' . _ _ ._ R _ - demand for Giffen goodswrll o ? S o
. (a) increases. ST e - (@) Increases . L
{b) decreases - e s T (b) Decreases S R
. (c). remainsconstant .~ . .o ' . {c) Nochange R . B
- .(d) .decreases marglnaliy S ¢ | mark) ' " {d) None of the above S R (1.mark) S
Answer: - N a ' - " . Answer: T IR R AL o
(a) Supply and price are dlrectly refated as the supply increase, price “(b) In general cases, as consumer income nses they will prefer hlgh_ T
. increases and as the prroe decreases, supply decreases. So, - quality goods and, therefore, demandforGrffen goodswrlldecrease
increase in supply—prlce w.ll rncrease the proflts of the producer - [18] In case of necessaries, consumer. surpius |s'? _
S (a) Infinite . g
: - (b). Zero
: - (c) Equalsto-one = _ o B :
' (d) Morethanone - = . oo o '-(1 mark)-
Answer: : R PR P C

[1 5] Wheri Price of a commodrty rncreases what wrlf be the effect on quantrty ‘
demanded? - - : .
" (a) Increases -
~ +(b) Decreases '
{c) No.change :

[19] ‘When the price of a commodity rises from 200 to ¥ 300. and Quantity _'
supply i increases from 2000 to 5000 umts frnd the efastlcny of supply'?! _

- {d) None of these X T R ¢ mark) - (a) 3.0
. Answer: - R T T (b) 25- . | | | |
- (b) As per the law of demand otherthrngs bemg equal it the | price of a (e} 0.3 S R :
" commodity falls, the quantity demanded of it will rise and if the price. .~ (@) 3.5 : _ Lo (tmark)

. Answer: - - . I L
ofacommodrtyrrses rtsquantltydemandedwrll fall. @ Aqx'p _ 3,000 , 200 T R

' [16] According to the law of suppEy, change in suppfy is. related to’? _ ) X A T 5008 x‘m- g
(a) Priceofgoods ~ ~ - S . o 4 P ; 00 -
" {b) Price of related goods o D . T - =30
- '(¢) Factors of production . - S
(d) Neneoftheabove ~ ~ - . - 0 - (1 mark)

{(a) In case of necessanes the marglnal ut|||t|es of the first few unlts are S
infinitely large In such cases the consumer surpius is alwaysrnfrnrte R
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' -.[20] From the foIIowmg data gaven bBelow answer questlon 20 and 21 -
‘Units TU NIU :
S R | __'_-200. :
2 — 3 180
28,0 |- 480 =
Totai utlllty denved from 2nd unit?
- (a) 380~ S
(b) 20 S ‘ _
(©.100°- . ...
@280 e (I mark)
- Answer; . - LT ': '
(@ TU=YMU .
' therefore, 380 .
[21] Marginai utlllty of 3" unlt is?
- (a) 200 -
. (b) 280
(e 100 B T I '
o(dy 850 ‘_. e : S0 (Tmark) -
'-'Answer : oo IR TR . '
. {e) MU= TU TUn 1. .
: Therefore =480 - 380-100 .
_[22} Which Equation is correct— PP
(a) “MUx. PX,
o MUyQ Py .
. MUx _ Px -«
"(-b)'_MUy ?'.P_y
. - MUx _ Px
O wuy ey SR : o
. ',MUx;&PX'-__ : e T o
(d) Moy By o (1 mark)
,Answer L B e
~{a) The law of utihty states that consumer will be in equmbnum when

. - X
MUy TR

N
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[23] The scope of the |nd|fference curve shows consumer equmbnum at the _
: pornt where MRS( '

xy) - By (Prlce Ime) . :f B e

- (@) Less than
- {b) More than
" (c) Equalto

(d) Noneoftheabove SR - s B (1 mark). -

' Answer: . B
{c) Consumer will be in equ;llbrlum on!y when MRS %) |s-equal o2

P

Com

(pnce trne)

[24] Which of the following is not the property of the |nd|fference curve’? :
* (a) 1Cis convex to the origin - : S
. +{b) IC scopes downwards from left to nght ‘ :
-(¢) Two IC can touch each other . - _ L
{d) IC cannot touch elther of the axes .0 (t mark) .
. Answer: - T -
_ (c) Properties of Indlfference curve are:

1. “Indifference curves slope:downward to the rrght
. 2. Indifference curves are always convex to the origin.
3. Indifference curves can never intersect each other - o
“ 4.0 A higher Indifference curve represents hlgher tevel of- _
" satisfaction . :
5. Indifference curve thl not touch either axes

{25] In case of Normal goods rlse in pnce Ieads to : ?_

(a) Fall in demand

© -, {b) Risein demand
(0 No change: e e Co
(d) Initially rise then. ultlmately falf . SR - (1 mark)‘

Answer: . -

' (a) In.-general cases, when the -price of the commodmes rise, the. :

7 purchasmg power of customer will fafl and therefore oiemand will fall.

Ty
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[26] Method of demand forecastlng does not mclude?‘ -
(a) Mathematrcal method :

(b) Barometric method

(©)- Expert opinion method-

(d) Statistical method . Lo (1 mark) -

. Answer:
(a) Method of demand forecastlng are:.
" Survey of buyers’ intentions -
. Collection opinion method
Expert 'opinion method - _ . o
“Statistical method -~ -
~ Controlled experiments R
Barometric-method. _ :
S ,Therefore mathematical method is nota method of forecastmg
[27] If the price of the commodity increases, what will be the eftect on the
- Quantity demanded? : :
- {a) Decreases .
(b) Increases .-
(c) No change’

DO

) Cantsay . - Lo .o mark)--

. Answer

B -4(a) As. perthelaw ofdemand otherthlngs remalnmg constantwhen the._ -
prrce of commodity mcreases quantlty demanded decreases and .

‘vice versa. :
MRS between_the commod.lty? :
(a) Increasmg A : S
 (b). Decreasrng
{c) Constant -

Answer :
“(b) MRS i is falling because as the consumer has Fhore and more unlts

of food, he is prepared to give up Iess and Iess umts of the'

commodlty
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{29] Forecastlng of demand is the Art and Smence of predlctmg’?
- (a) Actual demand for a- product at the same future date
{b) Probable demandin future -~ - S :

{c} Total demand in future . o S T
" (d) None of these. SR '('1' mark) _
- Answer: A P N S
(b) Forecastlng, in general refers to knowmg or measurmg the status

~'of nature of an event or variable before it occurs. Forecasting of
demand.is the art and: scnence of predrctlng the probable demand for‘ :
a product or a service. ) '

[30] Addition made to, total ut|||ty refers to?-

() Total utility

“ (b) Average utifity
- {c) Marginal utility

(@) Allof theabove. . PN T (1 mark) .
Answer: S ' L : '

" (c) Marginal utility Is the addltlon made to total utrhty bythe consumptlon 8

- of an additional unit of a2 commiodity.

{31] The elastlcaty of supply is zero: means‘? -~
o (a) Perfectly inelastic .~ o

- (b) Perfectly elastic

" (¢) Imperfectly elastrc

(@) Allof the above. ™= e dmark)

Answer:
‘(@) The elasticity of supply

e'>1 = elastic supply
e <1 = inelastic supply
e=0=> Perfectly inelastic supply

- @= ~ Perfectly elastic supply .

e'=1 = Unit elastic _ Ny
"Therefore, the elastlc;ty ot supply is . zero means |t IS perfectiy- §
i me[astrc supply : S . S ‘
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'\'[32] The Consumer is in equmbnum when the tollowmg condltron is satlsfted
( ) Budget line is tangent to the lc curve, . S

o) MU MU, MY
: P By |:’2-. -
~{c) Both (@) and (b) o
-{d) ‘None of the above’ .(‘1 mark)
Answer . o -
(c) Condrtlon for consumer attamlng equr!ibrrum is the pornt where the_
budget I|ne is tangent to the mdn’terence curve and B N:__,UV

X - v
_ Hence optron (c) is correct ‘ : o
" [33] Which of the following statement is correct'? .
+{(a) -Supply is inversely related tq its cost of production
(b) Price and. quantity. demand of a good have adirect relatlonshlp
(¢) Taxes and- sub3|dy has no impact on the supply of the product .~

= --(d) Seasonal changes have no: impact on the: supply of the commodity . '

. (t mark)
. Answer : :
- _(a) In economics, supply refers to quantlty of product avallable in market
+ . for sale at a specified prrce at a given point of time.
- Supply of a product has an inverse relation with cost of productlon

e Example A seller would supply less quantity of product in market.
~..when the cost of production exceeds the market-price of the product. -
In such case, the seller would walt for a rise’in the price of the B

product

. [34] When the supply of a product |s pertectly me!astlc then the curve WI|| be .

(a) Parallel to Y-axis
(b} - Parallel to X-axis
- (c) - At the angle of 45°.
(d Sloplng upwards .

[35] In the case of

7 (¢) Supetior good
'(1mark)_-_' © P 9 }
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« Answer : ' Ry
(a) If duetoa change inthe pnce the quantlty supplled of goods remain - :
. unchanged, such goods are said to have inelastic supply i.e. there
: 'supply cannot be changed. This is shown by the verttcal suppty
'curve i.e. curve paraltel to Y-axis. . : .

-

8 Pl
E.' 1E
R =

there is an mverse relat;onshlp between
income and demand for. a product : :
~ {a) Substitute goods .
. {b) Complementary goods
“(c).-Giffen Goods
. {d) None of the above
-Answer : _ ’ -
“{c). Giffen goods are the products for whlch demand increases as the
price increases and falls when- the price decreases. These is'a. -
- special case of inferior. goods which people buy less when their _
income rises. Hence an inverse relationship is establlshed between o
" income and demand of the product. : S
[36] If maize has 0.30 as mcome eIastrcrty of demand then maize will be o
considered as s : : o
- (a) Necessity - .
(b} Inferior good -

B s niark)i_: _

(d) None | o (1 m'arrgr
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Answer L - h o : : [39] Whlch of the followmg is not the property of an mdrfterence curve'?
(b) Since the income elastlmty ot maize is — .30 < 0; it is an mfenor . (a) Slopes downwards to the right . ‘
- . commodity in the eyes of the household The demand for inferior - . - (b) Always convex to the origin
.. 'goods falls as income rises. Also as the elasticity is less than one, (¢) Intersects each other S S
it- shows that the goods is either relatlvely less |mportant inthe . ~ (d) Willnottouch either of the axes. — -*. - P (1 mark)

" consumer's eye or it is a necessity. . . : e Answer:
[37] If price decreases from3 80to 60 and elastrc:ty of demandis 1.25 then - (o) The following are the properties of an rndlfference curves:
1. It siopes downwards to the nght :
- {t is-convex to the origin
3 Two |Cs never intersect each other -
4 Higher IC-represents a higher level of satlsfactton
1C never touches either axes -

| (@) demand mcrease by 25% _ o
- {b) demand decrease by 25% -
"+ {c) remains constant o .

~ - (d) None of the above - - A (1 mark) . Thus option (¢) is not the property of an mdifterence curve
Answer: : : n
. _ . Percenta echan cin uantlt demanded 40] Which of the following is correct ? :
{d) Pnce Elasticity = g geing y Lo (a) Elasticity .on the Iower segment of demand curve is. greater than. ‘-
Percentage change inprice - _ unity
gtven = EiaSt'C'TV—1 25 . -~ . (b) Elasticityonthe uppersegmentofdemand curve s lesser than unlty"..
% change in, pnce - 60-80 25‘7 e T _ S ~ (c)_ Elasticity at the middle of the demand-curve is equal to nity: '
- 80 S B (d) Elasticity decreases as one moves from the Iower part of the
- 1.25 Achangelnouannty : R S "~ demand curve to’ upper part - S Q mark)
. - 25% _ S i Answer: . L _ L
Increase in Demand = -31. 25% R : S . (c) Pointelasticity at any point can be measured by the tollowmg formula. '
Hence, option (d).is cofrect. . . C . RT_ lowersegment . _ S
[38] Whlch of the following is / are the condltlons of theory of consumer.. . Rt upper segment - Lo
surplus if the price is same for all the units he purchased? - - N . = Elasticity on lower segment of demand curve is less than 1
(a) The consumer gains. éxtra utility or surplus S RS . < Elasticity at the middle of the demand curve is equal to unlty N
" (b} Consumer surplus for the last commodrty is zero - S .= Elasticity on the upper segment of the demand curve is more:
(c)-Both - ..~ - . Lo _ C . than1- ‘
“(d) None ™ . E T S (1 mark): . «  Elasticity increases on one moves frorh the Iower part of. the 3
- Answer: ' - ' ' L ' demand curve to upper part.
: (c) The concept of consumer surplus is based on the law ofdlmlnlshlng - [41] Wh:ch of the following will affect the demand for non durable goods'? S
T marginal utility. If a consumer gets extra of somethmg, its marginal . (a) Disposable Income . A
unity starts decreasing.-Keeping the. price same’for all the . = (b} Price "
commodities, a consumer gets extra utility for the units consumed by - (c) Demography - o T e )
““him except the one at the margin i.e. the last unit. The extra utiIity' a (d) Allof the above - S (I mark)

- obtained by the consumer is known as consumer surplus.
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L Answer _ - : SR
(d) Factors affectrng the demand for non- durable consumer goods are
- Disposable income S oL
_ 2 Price . : o ST -
- 3. Demography , :
~ Thus, option (d) is the correct answer -

[42] When the price of tea decreases people reduce the consumptlon of

- coffee. Then thé goods are
{a) Compl_ementanes o
o (b) Substitutes -
.. {c) Inferior goods’™ .
“(d)- Normal goods’
Answer:

Ab) Substltute goods are those goods wh|ch can be mterohangeably '

used. Example, tea and coffee, ink pen and ball pen. If the price of

“a product fails the people wili try |t and thus the demand for the o

other product will fall.
. Y

P

Picecofee
T

TeaDerrend

‘[43] Whrch of the tollowmg relatron is true wrth MU? -
' (a) When MU is positive, Total utility rises at a dlmlnlshlng rate
" (b). When marginal utility is zero, total utility is maximum - ‘
(c) When marginal utility is negatlve total utllrty is dlmlnlshlng '
(d) All of the above _

(1 mark)_

T ‘mark)

v -
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Answer:
(d) The relatlonshlp between margmal utrlrty (IVIU) and Total Utlllty (TU) '
- isasfollows; -
1. When MU decreases TU mcreases ata decreasmg rate
2.. When MU is zero, TU is maximum

3. When MU becomes negatlve TU deotrnes L

E L.til'rty

[44] The prlce elastrmty of demand at the midpoint of the stralght - Ime o
“demand curve under pornt method s . - . . RN
(b) 1 - S | T
(e} =1 ’ S B c '
(d) <1
Answer: S :
~ (b) Grvenastralghtllnedemandcurve porntetashcrtycan be calculated o
- through: T _ .
RT . iower segment
Rt uppersegment -
Etast|C|ty at various pomts

(1 mark)_ _

Bme

————¥
Thus, price elasticity.of demand a_t__rnid point under point methodis 1.



' ‘[46] Perrshable commodrtres will have .

[Chapter 2] Theory of Demand and Supply

[45] Contract|on of supply |mp1|es
(a) Decrease in cost of productlon : :
- (b) Decrease in price of the good concerned
"-{c) Decrease in price of related good -

S qd) Increase in prlce of the good concerned

© Answer:

' (b) Contractron in supply is the result of decrease in- pnce of the goods _

concerned

Quarﬂlty

(a) Perfectly elastic curve
- (b): Perfectly inelastic curve
" {c). -Elastic

(d) Tnelastic . .

'Answer

. {b) The supplyr eurve of penshables goods is. perfectiy |ne|ast|c '
Penshabte goods ‘cannot be: stored for a“long time, if stored, the
- same will' be wasted, thus, its supply is Ilmited and cannot be

changed in short-run.

495 496 .

‘(1‘mark) . [47} Supplyisa______

C(imark)

"+ Scanner CA Foundation Paper - 4. (2023 Syllabus)
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concept.
“(a) -Flow.
(b) Stock
{c) Both (a) and (b)
. (d) None of the above
-Answer: ' : . : S
- (a) Supply refers to what a firm offer for sale in the market not'. o
necessanly to what they succeed in sellrng What |s offered may not -
- get sold.
- Supply is a flow concept The quantrty supplred is. so much’ per unrt :_ -
of time, per day, per week, or per year. ' :
[48] Total utility is also known as-
(a) Total satiety
- {b) Aggregate satrety
(c) Full satiety .
(d). Half satiety -
°. Answer: : ' ' -
“(a) Total utility is measurable and addrtlve totat utlllty may be deﬂned as:
 the sum of utility derived - from drfferent units . of a commodrty )
. consumed by a consumer. . o
. Total -utility is- the sumof total margrnat utrlltres derwed from the" ‘
~* consumption of different unrtsre e v
TU = Mu, + Mu, + S+ Mu, : :
- We can say that total utlllty is also- known as total satrety

(1 mark);- ;.

| ('t rnarh)'_ ;

‘-.[49] A vertrcal supply curve para!le! to y axis |mplres the elastrcrty of supply, _ '

s
(a) Zero
" {b) Infinity -
“(¢) Equalto one

(@ Greater than zero but !ess than mfmrty (1 mark)
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i

Answer: ' T ' oo [51] The Quantlty supphed ofa goods or services is the amount that
- {a).A Vertical. supply curve paraltel to y- ams :mphes that etastlcny of (a) As actuaily bought during a given time perlod at given prrce
o supply is Zero ST B o K (b) - Producers wish, they could sell at _higher price- _ :
oy R ' s R T (<) Producers ptan to sell during a given time period at given prlce
=1 S (dh People are wrllmg to buy durlngagreenthelrperlod ata given price.
g T LT o o , : S (1 mark) g
8 e EEEE B Answer o -
& : (c) The quantity supptled of a good or services is the afmount that
.Q ' producers plan:to sell dunng a.given time period at given price. . ..

Mﬂy&pp“ed s el * L The quantity supplied of a good also depends upon government s.
e .+ . .7 7 industrial and foreign poIrcres goals. of the firm, intrastructurat
L facilities etc.

. Law of supply states that other things. remamlng ‘constant, the

“quantity of a good produced and offered for sale willi increase as the .

[50] Budget line is also called ) :
(@ Priceling . .. o oo e
(b) Isocostling . - - ‘ o
- (¢) Iso-quant

- (d) Nohe TR | a n']érk) .. price of the good rises and decreases as the prlce falts
. Answer: o e S Ll Y‘} Y - W '
' (a) Budget fine shows ali those combmatrons of two goods whtch the-'_" SR - ‘ . o
: consurher can buy spending his given money incomes-on the two P — 2 — — : g o SRR
. goods at their given prices. All those combinations which are within® . - AL Lo ttmfamrcrin%%irgi-el _
~. the reach of the consumer. Will lie'on the budget line. - : i D A S '
P,0,+P,0,<B- E ‘ :'
Where Budget I|ne is also called pnce I|ne ' I
P, Q; = Price: and Quantity of good X - RIS . | 0 S _
PQ ePrlceandQuantrtyofgoodY o S e e o O Q—»Q X
B IS the Budget Lo SR R Q.larTMySl-mled B
YA Supply Curve "
c i yPriceline o e S [52] Luxury goods have income. elasticity -
RN Thspoitisafiorebieast - - - . .{a) Negative and less than 1 ‘
L] ‘50""‘9“”93‘"”9 S . (b) Positive and greater than 1
g oy e . (¢} Zero S e
o S R (d) None . =~ . e (1 mark) -
: 'O o . >X L e o . “Answer: g : - . -
: e S - - {b). Luxury goods have income elastic|ty is posmve andgreaterthan one

_ Pomts K and H are not affordable because of budget constralnts., L e (E > 1)
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Demand fcr luxury goods arise beyond a certam level of consumers _ A'n'swer:‘ S

- income and keep on rising as income mcreases L o (a) _ C ] R
- Eg:Car, TVetc. . - - ' _ | Price(P)(?) |~ Quantity units - |  Total Revenue’
* Elasticity greater than one when the percentage change in quanttty ST I TR=PxQ =
- 'demanded is greater than percentage change inprice. - A - : 2'0 —1== o —t - 200
e N , T MR,=TR,-TR,; L
S f . IVIFtﬁ_TR1 Tth _
e MR11-_ 209 -200

. NG B . [55] Law of demand relates to: L

: : ‘U-- ‘ . (a) Priceonly = ‘
m;ﬂ'ﬂw Mo s T (D) 'Price and quantity i demanded ofa good
' C . : {c) Quantity demanded only , S L e et
E!astlcny is greater than one .. S {(d)- Supply T - R : (1 mark).- .
[53] Percentage change quantlty supplled is dlwded by -_toobtain 0 a0 swer: S _ : B
. -elastlcﬁy of supply L - R o . (b). Law of demand relates to price and quantlty demanded ofagood S
(@) Percentage decrease in prlce_ R o T As#Prof. Alfred Marsall” defined Law of Demand as — .

- (b) Percentage change inprice .. © .. . The greater the amount to be sold, the smaller must be the priceat -
~ (9). Both () and (b) I L - *-which-it is offered in order that it may-find purchasers or in other -
. (@) None G _ R a mark) : words the amount demanded increases wrth a fail in price and R

- Answer: .. : o dlmlnlshes with a rise |n price.: :
(b) Percentage change in quantnty supplted is diwded by percentage._ T o Y. D
change in price to obtain elasticity of supply. - : ‘ : SRR, (N
E = PercentagechangemQuantttySupphed - D _.
' S PercentagechangelnPnce ' S A\
{541 If the pnce,of the product is T 20 per unit and if the pnce decreasesby - - . PR Pﬁoe?‘ OING
. B%as aresult of which quantity demanded increases by 10% find MFI- L e A p— B
- '_'1,{01dquant|ty;510un|ts} c I U NER k/[y ‘
(dy 12 -~ Lo e (T mark) , S _ B S
_ . : S L o T IDemand Curve for Commodity X .
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[56] An in: dlfference curve slopes down towards rlght since more of one . o

o cornmodlty and.of another commodlty resuit in-
“(a)’ Same level of satisfaction -

- {b). Maximum satisfaction
) Greater satisfaction

= (d) Less’ satlsfactaon

Answer:’

(@) Indifference .curve slopes down towards nght since more of one3 :
--commodlty and of another commodlty result in-same level of . :

. satisfaction. -

.. The. downward slope of‘ rndrfference curve states’ that two
: acommodltles can be substituted for each other and when the amount

“ of one good in the combination is increased, the amount of the othier -

good. is reduced. .This is essential if the level of satlsfactlon isto

S remaln the same on an mdlfference curve

GOODX

lndrﬂerence Curve

[57] Elastlclty for habrtual goods is
-(a) Perfectly elastic -
_ (b) Elastic . -
~ (c). Perfectly. melastrc

L {d) Inelastic . . -

, (1 rnark) o

() 50,110,150,260 . .

N mark) :
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Answer ' : = o
(d) Elasticity for habltuat goods is, melastrc Elast|0|ty is Iess than one

when the percentage change in quantity demanded is less thanthe . . -

' percentage change in prlce In such case demand is sald to be'
“inelastic. - - S
CE.= PercentageChangeQuantrtyDemanded
. F - PercentageChangeinPrice -~

[58] Drmmlshlng marginal retuins for the first four umts of vanable mputs is

exhibited by the total product sequences :

© (@) 50,100,150,200 -
(b 50,50,50,50
(d) 50,90, 1‘20140 (1 mark)”
- Answer:. ' T :

| -’(d) 50,90 , 120, 140

2un|t it 4unit ‘

F? ‘t"

w50 120-‘90‘; ., 140_-120'

- As MP=TP,-TP,, = -

2020- NOVEMBER.”

'[59] Demand forecastlng by means of askrng customer what they are gomg '

to buycomes under: - L : e
"“(a) Survey of buyers intentions T
(b} Statistical method . =~ -
(c) Grass'roots method

R (+)) Expe_rt_opinion method e mark) |
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Answer

- (a)y Surveyofbuyersmtentlon aforecastlngtechnlqueln whlch known_

purchasers of .a product are asked to predrct their requwements for
R a‘given future period.
diesel then the goods are:
(a ) Mixed -
 (b) Complementary
{¢) Superior

(d) Substitutes . - (tmarg

Answer:

.. {(d) Substitute goods are two alternative goods that could be used for .
" the some purpose. When the price of petrol decreases people_

. reduce the consumption of diesel.”

[6t] When price of apple is T120 per kg.-Ram buys one kg of apples at that | .
price. Now if other things remains the same-but the price of apples. faIIs .

10T 90 per kg. Now Ram buys 2 kg of apples Itis called as:

. (a) Contraction of demand 4

~ (b) Expansion of dema_n_d .

* (c) Market demand. ..~ : Lo , oL
. (d) Demand schedule : AR L A (1'-mark)
: - Answer:. : : '

{b) Expansxon in demand refers to arisein the quantlty demanded due _
to a fall in the price of commodity, other factors’ remamlng constant ~. -

it Ieads to a- downward movement along the some demand clirve.

[62] To know the base price and quantrty, which method of elastlcny is used’?' .

(&) ArcElasticity
-~ (b} Cross E_Iast|0|ty
(c) Point Elasticity -

(d) Zero Elasticity - .. I a mark)‘__ '

Answer:
* -(a) In Arc elastlcny, it can be calculated by usmg the formula
E = G e PP ; - :
_ Q1 +Ue P1 _Pz

[60] When the. price of petrol decreases people reduce the consumption of

4104 v Scanner CA Foundation Paper 4(2023 Syllabus)

ThIS |s because etastrcrtles found by usmg ong:nal pnce and quantlty i
figures as base will be different from the one denved by usmg new: .
‘price.and quantity figures.. :

[63] The price elasticity of demand for X is 1 and the average quantlty .

“demand of X ig 90 units. If the price of X decreases from ¥ 300 to X 180. .

- perunit, calculate the new: quantlty demand of X is:

~ {a) 126 units-
(b) 36 units.

< {c) 144 units.

(@ 120urits G e
(a) It can be calculated by using formuta

Q; Q) P Q%0 300 : | |
S VT = Il —_ T
& FoE" 1T e Yamo- 180"'o 126 units

e=

[64] If the quantity supply changes substantlally in response to small
" ‘changes in price of the- good then it is: ' L

(a) Relatively greater elastic supply

-(b) Relatively less elastic supply
(¢} Unitary elastic.:

(d) Perfectelastic . . - '(1 mrark.)'_

_Answer:

(a) If elasticity of supply is greater than one i.8., when the quantlty
supplied of a good changes substantially in response to a smali - ‘
- change in the pnce of the good we say that supply is relatlveiy S

- elastic.. v s

[65] If Indlfference curve is L. shaped means two goods WI|| be

(a) Perfect complementary goods :

- {b) Perfect substitute.goods
- (c) Perfect mferlor goods

(d) Perfect superlor goods B "'(1”mark)-

Answer: S o :

(a) When'iwo goods are perfect complements they are represented byf .
a‘t” shaped mdrfference curve. ‘ ‘ : .
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[66] Let us assume that in OY axis we have good A and on OX axis good B.

- If the price of good B increases by T 1 but the price of good A remains

B constant and income also remains unchanged the budget Ilne w:ll shift: -~

- (a) Right on OY axis
(b} RightonOX axis .~ . T
(c) ‘Left on OY axis . B T
~. (d) Left on OX axis- P -
" Answer; :

(@)

L - Y-S
: GoodB'

Left on ox aX|s

n thls dlagram we can cleariy see that good B has shltted Ieftward'-. =

towards ox-axis.’

{767] Purushotham wanted to buy Iaptop by paymg 4 60 000 but the actual - -

-~ price is ¥ 55, 000 then the consumer surplus is:
~(a) T 60,000 .
- (b) T55,000
(¢) T 5,000 -
(d). ¥ 6,500
‘Answer:

. _ (c) Consumers surplus What aconsumerls ready to pay What he' '

. actually pays : ,,
Consumer s Surplus 60, 000 55 000
- = ? 5,000 '

’410'5 o

1 2021 - JANUARY = to

_ i[68] Eflectlve demand depends on

C(imay
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]

(a) Price
(b) Cost
~{e). Desire
(d) Product.’
Answer:

(a) Price - ‘ ' :
Effective demand depends upon various factors butaccordlng tothe '
. given question. it mainly depends upon price. '

" “ m'ark.) |

| " [69] Why does demand curve siopes downwards? o

. (@) Law of diminishing marginal cost
“(b) Arrival of old consumers
(c) Cost effect B
. {d) Different users.
" Answer: :
E (b) Arrival of old consumers - ‘ '
- Generally, demand curve slopes downward from left to nght tis

(A mark)

‘uses of a commodity.

L o [70] What is net a determinant of demand’P
' (1 ‘mark)_ :

. {(a) Consumer's expectations - :
~{b) Consumer's tastes and preferences
(c] Income of the consumers
© {d) Prices of unrelated goods :
Answer: ’ :
'(d) Pnces of unrelated goods : :
- Demand depends upon.various determlnants such as pnce income, -
~ taste and preferences price of related commodlty, cllmatlc factors' '
etc. : :

B (1 ‘mark)r,

due to many reasons such as law of diminishing margmal utitity, .
© price effect, substitution effect arrlval of old consumers and many P
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[71] What are exceptlons to Law of Demand?

(a) Law of Diminishing Margmai Utlllty
{b) Substitution effect '
(c)  Conspicuous goods_

" (d) - Different uses. - ' _ < R o . -‘(1'mérk_) L

._ Answer:
~ (c) Conspicuous goods

Generally law of demand slopes downward but sometlmes |t slopes '
. upward which is known &s an exception to the law of demand. The
-various  reasons are Glffen “goods . consplcuous goods dunng"

emergenmes etc..

[72] Identify the factor Wthh generally keeps the pnce elast|0|ty of a good__-

Taw:

(a) Variety of uses for that good
{b) Very low price of a commodity
" (c)- Close substitutes for that good

- (d)-High proportion of the consumers mcome spent onit.- (1 mark)
7. Answer: L, : : :

. '(b) Very low price ofacommodlty ' o -
- Price elasticity of a good is low if ihe pnce of a commodlty is very -

low-i.e. it is inelastic.
[73] In the case of mferlor goods the mcome elastlcny of demand ist
(a) Positive : .
(b) Zero.
(c). Negative.

Answer:
{c) Negatwe

~In the case of mferlor goods the income elastlcny of demand is S
'Negative which means that due to the increase in income the R

quantity consumed (mferlor goods) decreases

74-1'08' o Scanner CA Foundatlon Paper 4(2023 Syllabus)

c :[74] What is numerical measure of elast|C|ty for “Perfectly Elastac '

(a) Zero
({3)] Inflmty

" {c) Greater than one and Iess than mftnlty

(d) Less than one. o SR "1 mark).
Answer: : - T o T
'-1(b) Infinity - - - : : o
The numerlcal value of elastlmty of perfect elastlc ( ) -
. A
Price - 00 .
o _m_;»- G

@

[75] The prlce of 1 kg of tea is % 30 demand at thlS prlce is 5 kg If price of

~ coffee rises from 25 to 35 per kg. the quantity demanded of tea rlses =

. from 5kg. to 8 kg. Find out cross elastlmty of- tea‘?
“{a) 1.5 .

(b) 1.5
© 3 - T R
B (< T (T mark)
- Answer: - - T T e P
A P
.7 Demand - Price
5|<‘g %80 T
8kg. - 23/
Cross Elast|c1ty.. -‘% gi; é%?f oo .
58,25 13,25 L5

S 107 B 0.5
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[76] Supply is.
(a) Flow
(b) Stock N
{c) -Flow and Stock . -

.. {d). None of the. above

. Answer: :

. .3(a) Flow -

_-concept,

Supply isa ftow concept The quantlty supplled is SO much per unlt

= of time, perday, per week or per year.
[77] When supply curves moves fo right, tt means:
_ -(a) Supply increases - - :
(b) Supply decreases .
. (c) -Supply remains constant = * .’
- (d) Supply expands '. PP
‘Answer:
- (a) Supply tncreases : :
When supply curves moves to rlght lt means mcrease in supply

. A
S o 5
f o ) s
. Prica | ot
R o Increase in supgly
. 5 8 e
0 s >
{Units}.

[78] The second glass of temonade glves Iesser satrsfactton toa thlrsty boy
_Thisisaclearcaseof: ~ = . o -
(a)’ Law of demand P -
- (b) Law of diminishing returns . ' Lo
ooy Law of dlmlmshlng marglnat utllaty
" (d) Law of suppty o :

(g8

(1 rnark)ﬂ_ o

B ) JEAT - B

o (c) Cross elastlclty

(1 mark)

Answer : -

(c) Law of dlmlmshlng margmal utlllty , ‘ : T
The second glass of lemonade gives lesser satlsfactlon to a thrrsty §
boy Thisis a clear case of dlmlmshjng marglnat utlltty h

[79] The quantlty demanded of coffee increases by 2% when the price of tea

‘increases by. 8%, the Cross elastlcny of demand between two product_‘
are: - . : L
{a) — 0.30 -
- (b) +0.30. -
~ {c)y +0.25 i L :
_ ~ (1 mark) -
. Answer - ) L Co T ‘
- Parcentage change in quantity demanded

_ Percentage changem Pnce ’
! 2/0 : . .
8% _92.5 _

' =0.25"
Henoe optron (cyis correct.

[80] Goods which are inferior, with no close’ substltutes easﬁy avallable and o

which occupy. a substantial place in consumers budget are called :
. goods. ; N o
- (a) Giffen o
(b) Conspicuous -
{c) Speculative. . * .
“(d) Prestlge
Answer: * . - ' :
(a) Such goods whlch exhlblts drrect prlce demand relatlonsh:p are_-- .
called Giffen goods. Giffen goods are those inferior goods whose
demand increase as this price increase. Those goods which are
inferior, with no close substitutes easily available and which oocupy o
~a substantlal plaoe in consumer’s budget : '

. :'" ( markt .'
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[81] Suppose the demand for automobrle decreases duetoi mcrease in prlce- K [84] lndlfference curve analyS|s is based on whlch approach’? S

of petrol both the goods are: R -{a) Nominal
(a) Normal. _ C 'j'.*g (b) Cardinal
_ (b). Substitute . A (c) Margmal S Co L e
(c) Perishable - - L L BT S (d) Ordinal . B T S (1 mark) =
{d) Complementary. = - - R L m’ark)"_ Answer: - s ' o _
Answer: : C . ‘ “(d) Indifference curve analy3|s is- based on ordmal approach The

o (d) Complementary goods are those goods: wh|ch are- consumed_
' together or simultaneously for example automobile and Petrol. Whien -

~ indifference curve analy5|s assume that utility is “only ordinally . -

combination of goods accordlng to the satisfaction. -

two commodities are complements; a fall in- the pnce of one will - _
: [85] Read the following table and answer question no (32 33)

cause the demand for the other to rise. -’ o

[82] Marshall defined the concept of consumer surpius as the 3 Quantity consumed Total utility _
{a) Area covered in between the average revenue and margmal*. . T R Y ‘_
‘revenue curve’ : : B :
~(b) Difference between maximum amounta person is wﬂlrng to pay far o 1 . 300
'a goods and the amount he actually pays . el 2 . 500
- "(c) Area inside the budget line . . S — —
~(d) Difference between the minimum amount a person is wrllmg to pay - _ 3, _650 -
foragood and its market price ... . R (1 mark) : 4 750
Answer: . R g o 5 830 -
(b) Marshali detmed the concept -of - consumers Surplus as the . . — —
- difference between what a consumer is ready to pay and what he =~ 6 . 89_0 _
actually pays. . o 7 930 - .
[83] Of the following who developed the Delpha technlque of Demand - 8 960

- forecasting? o
© .. (a) Olaf Helmer

(b} David Richardson -Whit is Margmal utlllty when consumptlon increases, from 4 umts to 5

{c) Michael Porter . -~~~ . B '(':;itiso ',

() JM.Keynes ¢ T o (Tmark) - j(b)--80 '

" Answer: L o , (C) 160 . R R S _ SR -
(a) Delphi techmque, developed by Oiaf Helmer at the Rand. - . (d '100 | R _;_7: | : (-'l"_m_ark_)'f

. Corporation of the USA, provides a useful way to obtain informed S
judgement from. d|verse expert by . av0|d|ng the dlsadvantages of =
conventronal panel meetlng ‘ : '

expreSS|ble The consumer is capable of ranking all concelvable o
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' Answer S
(b) Marglnal utll!ty - Tu,, - Tu
' —Tus TU4 )
. =830-750"
- =%80

Hence (b)is correct

86] What is M ! utilit Sone f m7 o8 N L
[ ! arglna ity when consumptlon inoleases ro unlts ,O 881 A group of people deCreases or altogether stop consumptron of a .

umts'?_ . A
- (b) 100
So(c) 40 T ST
. (d) 30 . - (1 mark)
. -Answer: - R L
o (d) Margrnal utlllty Tu, - Tu, ;
. =Ty, - Tug,
o o=Tug~Ty, -
- =860 - 930 ‘
=30 '

Hence optlon {dYis correct..

[87] 'The ‘price of a commodity decreases from % 200 to 120 per unlt lf the_ o
& price elasticity of Demand for this - commodify is 2 and the . original

quantity demanded |s 60 unlts calculate the new quanttty demanded
(a) 48 units - : :

(b). 100 Gnits ™~ _
(¢) 120units- - -

o (dy 108 units - I
- Answer: T
(d) Orlglnal quantrty demanded 80 untts : .
-elasticity - - - =2times = :
- original price ~ = 200
new prices  =3%120
Pnce elast|0|ty AQ g

4013 4114

: (1 mark) o
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L\Q 200 _

2= =22 £V

80
AQ 48

‘ - New quantlty = orlgmal quantlty + A O
. | =80 units + 48 units
=108 units. '

.~ common product due to which of the tollowrng effect?
- (@) Veblen effect . -
“{b) Demonstratlon effect_
'-'(c) Bandwagon effect
(d)- Snob effect. -
Answer:

(1 mark)

(d) Whena product becomes common among aII ‘some. people g

decreases or altogether stop its consumptron thls rs called snob :
effect.- :
- [89] Highly price goods are consumed by Status’ seekmg nch people to
satisty their heed for consplcuous consumpt:on Thrs is called '
(&) Veblen effect’ ‘ :
(b) Demonstration eﬁect
-{c). Snob effect. o
(d) Bandwagon effect _
Answer: : L S -
_ (a) Veblen effect was glven by Veblen Hence rt fs called Veblen. effect,
' a!so known as prestige goods effect, Veblen' effect takes place as -
some consumers measure the utility by its price i.e. if price rises

(1 mark)'_‘ .

-them they think that commodity has got more utility. Veblen effectis =
the behavior practiced by rich people to satlsfy thelr need for

* conspicuous goods

"[90] For which of the following product elastlcny of demand is hsghly elastrc'? -

(a) Salt
(b) Jewellery.
“'(c) Life saving medlo;nes

@ Water T (fmar)
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. Answeri . .

- (by. Jewellery have elasticity of demand is highly olastic because due to -

increase-in price of jewellery more will be demand on the other hand

" necessaries goods like salt, water, medicines have in elastic in
. nature. - o , _ I ex

(@) Zshaped . - -
“+ (b) L'shaped ..
~(c) Ushaped "
{d). Straight line” "~ -
Answer: .

4115 - 4118

- [91] The indifferencés Jc_Uw_e for two perféc;t cq’mplementary gdods is

(1mark)y

" {b) .When'.tWngoqu_ are perfééf_ c‘:om'ple‘rngntai'yrgo_o_ds (e:g pointer and - -

- cartridge), the indifference curve will be consist of two straight lines

" with a right angle bent which is convex to the origin o in other words

it willbe Lshaped. .

'192] Assume that wheat have (-) 0.4 as inCoﬁié'_elasticity by this we can say:V. R

. (a) wheatisnormalgood

" {b)- wheat is an inferior good -
‘(¢) ‘wheat is a’superior good
(d).-wheat is‘a luxurious good .
Answer: o

— ‘mérk)'

(c) James Duesenbury . * S

.(b) Since the income elasticity of wheat is - 0.4 < 0, it is an'inferior. -

- goods. The demand for inferior goods falls asincome fises. Also the .
.| - elasticity is lés$ than one it shows the. goods is either relatively less:

*important in the consumer eye or itis a necessity. -

‘12021 - Decemeer ||

Equation of supply is givén as @ = 20p — 200.-

) price is T 30 then find the elasticity. - o
{a) +1.5 . ' P

(by —05 -

" {c) ¥066°
. {d) ~066 .

93]

4

(1 mark)

o8]

_{d) Change in Xto changein Y

(@) Adam Smith -

" Scanner CA Foundation Paper - 4 (2023 Syllabus)

“Answer: . NPT :

(a) Elasticity of demand measures how the quantity demanded ofa " -
commodity wilf.change in response to the changes in its price.

' Elasticity of a good depends on the factors like nature of the good,

. availability of substitutes, income- level, share in the expenditure

s . 1come-feYeh S IR R

~ Hence, "

Es="

|2
ars.

X

o
=

* - gince, M=20, - L

pI:BO,. T
g =20x30 - 200
q=400 - . S

Who-coined the term ‘Demonstration 'efféét’:;?_ L
(b} Veblen

(d) Alfred Marshall . © S (rmak
Answer: . -~ - DU S 2
(c) -James Duesenberry (1949) gave the name "demonstration effect” .

w0 |

" to this' pheénomenon, :arguing that it promoted Unhappiness with -

current levels of consumption; which impacted savings rates and -
. consequéntly opportunities for macroeconomic.growth. R i
MRS from X to Y can'be defined as S L
(a) ChangeinYto changein X = 5
(b)'px,’/p)', ‘ o : .
{c) py/Px.- S s
e (Y mark) -
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el

Answer T ' B
- (b) MRS is calculated between two goods placed on an lndrfferenoe o
- curve, displaying a frontier of utility for each combination of "good- =

4117

,:;;'4.'_1 18-

X"and "good Y." The slope of this-curve represents quantities of - .

good X and good Y that you would be happy substltutmg forone -

another
In case of,
substitution effect outweighs the income eﬂ‘ect

" (a) Inferior goods.
;. (b) Necessaries '

7]

(c) Giffen goods
(d) Luxury goods

.. Answer: o B
" (a) Theincrease in demand on account of an increase in real income. -

isknown as income effect. When the price of a commod;ty falls, the
‘consumer can buy the same quantity of the commodity with lesser
money or he can buy more of the same commodity with the same

1 mark) E '

- amount of money. In other words, as a result of fall in the price of_

the commodity, consumer's real income or purchasing power

increases. A part or whole of the resuiting increase in real income

.. can ow be used to buy more of the commaodity in question, given-

that the good is normal. Therefore, the demand forthat commodity

(whose price. has fallen) increases. However, there .is orie =

" exception. In the case of inferior goods; the income effect works in

 the opposite direction to the substitution effect. in the case of
inferior goods, the expansionin demand-due fo a price fall will take -

- place only if the substitution effect outweighs the-i income eﬂect

-The value of demand eiastlolty can be taken from

(@ <tTto+1 _

(o) —1tow

@) =1to0

(©) 0to .
(1 mark)

[98]
goods the demand wrll rise to the fa[l of price only ifo

" Scanner CA Foundation Paper -4 (2023‘Syl,!abus)

: Answer

(a) The elasticity of demand fora given good or service is oalculated' :
by dividing the: percentage changé in quantity demanded by the .
percentage change in price. If the elasticity quotientis greater than - -
or. equal to one, the demand is considered to be elastic.”

‘Consumer surplus is derived from which concept?

(a) Law of Diminishing Marginal Utlhty SR

(b} Law’ of consumer surplus -

(c) Law of indifference curve .

(d) Maximization of Proflts (1 mark)

Answer:

N - (a) Consumer surplus is derrved from the law of Dlmlnlshmg Marglnal

199]

utifity. Consumer, surplus is based -on the economic theory of

marglnal utility, which is the ‘additionai satisfaction a consumer .

gains from one more unit of'a good or service. Consumer surplus

-always increases as the price of a, good falls and decreases asthe. .-

price of a good rises.
Law of Diminishing Marginal U’ullty is derlved from
(a) indifference curve.

" (b)-consumer surplus

-(d) expansion of firm

- {c). canbe measured

(€) maximization of profits- SRR
. mark)
Answer: .

: (b) The law of drmmrshmg margrnaf u’{llrty states that all else equal as

consumption increases, the marginal utility derived from each

additional unit declines. Marginal utility is the incremental increase )

. inutility that results from the oonsumptlon ofone addrtrona! unlt ie., :
- censumer surplus. o

[100} Hicks and Allen believed that utility

{a) -can be measured in ordinal numbers "~ - -
(b) can.be measured i in cardinat numbers o

() cannot be measureJ (1mark) ~
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Answer

(a) HtCkS and AIIen belleved that uttllty can be measured in ordlnat_
‘humbers: The ordinal analysis of demand is based on indifference -
curve which represent the consumer's preferences graphlcalty An.

- indifference curve is a .curve. which represents all those

-'comblnatlons of two goods whlch glve same satlsfactton to the

7 consumer. - . , .
[101] At the pomt of satiation, TU is__ and MU is_ -
~ (a) Maximum, zero - R
- {bB) Minimum, minimum
() Zero, Maximum

(d) ‘Maximum, MaX|mum R | R (1 mark) §

E Answer '

(a) When M'arglnal Utlllty |s Zero Total Utlllty is the maximum and it o

is the point of maximum- sattsfactlon ie, pomt of satlety

[1 02] Demand refers to-

(a) Need fora commodity '
(b) Use fora commodity
() Unllmtted wants

¥

~ (d) tis adesire backed by purchasmg power ab:llty and w:lhngness -
topay. . .0 - : . : (‘! mark) :

" Answer -

" - {d) The: effectlve demand fora thlng depends on (i) desire {ii)y means -

- to" purchase_and (i) willingness to use -those means for that

- purchase. Unless desire is backed by purchasing power.or ability .
- to pay and willingness to pay, it does not. constitute demand. ..
- Effective demand alone would frgure in economic ana[ySIs and,

- business decisions.

[103] Budget Line will be affected by

{a) change in demand
(b) change-inincome
(c) change in supply

" .. (d) changeinequibrium  © - ... " (1mark)

U419 4_12“0- .

. Answer

(b) The budget constramt can be explamed by the budget Ime or prlce
line. In simple words, a. budget line shows all those combinations

~ of twe goods which the consumer-can buy spendlng his given _

money income on the two goods at their. given prices. All those -

~combinations which are within “the reach of ‘the - consumer

(assuming that he spends all h|s rnoney mcome) WI|| he o the"_
‘budget line.. o P ,

[104] Utlllty can be measured in_

(@) Units

" (b) Utils

@ Poms o

’ AI‘ISWEI‘

(b) According to the neocIaSSjcaI eoonomrsts utllity is a cardlnal '
- concept iie., utility is' @ measurable and’ ‘quantifiable entity. . R
~ implies that ut:l:ty ¢an be measured in cardinal numbers and may

. be assigned a cardinal number like 1, 2, 3 etc. Marshall and some -

* - other economists used a psychological unit of measurement of .-
utility cailed- utils. According.to Marshall, utlltty is the. numerical - .
score in terms of ‘utils’ representmg the - satlsfactlon ‘that a.

o consumerobtalnsfromtheconsumptronofapamoulargood (Utils:. =

refer to the hypothetical measuring unit of utlilty)

[105] Which of the following is the property of IC'?
- (a) IC is concave to the origin. _ R
‘ (b) ICs intersect-each other *

{c). IC stopes upward to the left . . R
(d) IC does not touch elther x-axis or y-ax:s ‘ Tl (tmark) -~ .

" Answer:

(d) The four propertles of mdn‘terence curves are:
1. indifference gurves can never Cross - =
‘2. the farther out an lndlfference curve lies; the hlgher the utlllty
- itindicates: o
3. indifference curves always stope downwards and
T4, indlfference curves are COnvex. ' o
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. [106} The deallngs of Aeroplanes as glven below are _

: Prlce (m? Quantity Demanded .
lakhs) . ‘(No. of Aeroplanes) |
250 - | 52 -
252 52
259 .| . B2
268 [ . . B2 -
272 B 52.

_This represents - s
(a) Perfectily inelastic demand -
- (b). Perfectly Elastic demand. -
“(c) - Unit Elastic s
(d) Relative Inelastrc
“-Answer: '
(a) Perfectly rnelastxc demand , Co ‘
[1 07] ‘During fockdown due to covid 19 a: consumer fmds -the vegetable

'vendors seliing vegetables in the streets have raised the prices of -

o vegetables than usual prices. She will buy vegetable than/ as
" her usual demand showing the demand of vegetable is S
_-(a); Same; Elastic demand ° S
" (b} Same; Inelastic demand
{c} Less; Elastic demand
~ (d) More;. Inetastrc demand
- Answer: -

- (b) During lockdown due to covid 19 a consumer- finds the vegetable .
vendors selling vegetables in the streets have raised the. prices of -
- vegetables than usual prices. She will buy same vegetable o

.. -than/as her-usual demand showrng the demand of vegetabtes is
Inelastic demand. -
-{1 08] For giffen goods the angte curve rs
o (a). Vertical
~ (b)" Horizontal -
. (c) Negatively slopped
(d) Posmveiy slopped

7;4122:

(1 mark)

("1 m'ark)- o

E “ mark) :

. S(_:anner CA Foundation Paper - 4'(2023.Syllabus) o
‘ Answer ' ' ' '
(c) For Giffen goods the’ angle curve is negatrvely slopped A Grffen

. .good is a low income, non-luxury product that defies standard .
- economic and consumer demand theory. Demand for Giffen

goods rises when the price rises and falis when the price falls: in - '

_econometrics, this results in an upward-sloping demand curve,

" contrary to the fundamental laws of demand which create a'

, downward sloprng demand curve.

[109] Etastlcrty measured at a grven polnt on supply curve:
(8) Point-elasticity - _
- (b} Arc elasticity
(¢} Cross elasticity = -
(d) None of the above
. Answer | : ‘
(a) The point etastrcrty of demand is: the price. elastrcrty of demand at’
a particutar point -on. the: demand curve. The change in price

'(trﬁaﬁq |

elasticity when is rnf|n|te5|mal (very negllgrble) we use . pornt ’

_elasticity. .
{110] Change in price is Iarger than proportronate to change in demand
: .which type of- elastrcrty'? : :
(a)- Elastlc
(b) Infinite A
(€ Zero .- .. .
(d) Inelastic ~ - - - - '
'_'Answer S : . . . .
- (d) Demand is. inelastic when change in prrce is targer than -
proportronate he change in demand S -
- Elasticity < 1
Demand curve of etastlcrty Iess then one

: ‘.-(1, mark} -
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[‘l 1 1] Veblen effect slopes toward

(a) Downward to .

... {b) Upward
" (¢) Negative Lo _ L
(d) Positive - - o _ o ( mark)'

- Answer: : :

(b} The demand curve tor a veblen good is upward sloping, contrary
_to a.normal demand curve, whrch is downward sloping.
When price of a veblen. good goes up, demand goes up ‘

[1 12] Advertising elast|0|ty of demand is always:

(a) Positive
(b) Negative .
(c) - Constant - .0

(d) Al ofthe'above R R - '(1 m'ark_) ‘

‘Answer: :
{a) Advertisement elasticlty of demand is most of the tlme posmve
Advertisement elasticity is typically positive. -
" Advertisement elasticity varies between zero and mflnlty

[113] The graph of perfect comphmentary goods is:

(a) Straight line
. (b). Lshaped -
+(c) U shaped

(d) None of the'above - SRR _ SRR | (1 mark)

Answer

{b) When goods are perfect compllments consumers consume them. ' i
in fixed proportions. The indifference curve WI|| con5|st of straight - o

“lines with a right angle bent, convex- to ongln

.'Hence; if will be ‘L’ shaped. : o
1 14] Which. of the followmg isnota exceptlon of law of demand'?
(a) Giffen goods = : . :
- (b) Conspicuous goods
" (¢) White goods:

"(d) Noneofthe above = . U R C(mark)

s

[117] The law of demand states that the quantlty' purchased

A - '-Scanr‘_lerCA'Foundation Paper - 4 (2023 S_yllabus).-_-

Answer B ‘ :

() ‘White goods are heavsly pnced slow movmg goods
Ex- Computers, radios, washing machines etc. : C
- Every other good example giffen goods, consplcuous goods and
speculatlve goods, are exceptions to law of demand. e

[1 15] When price increases fewer units are sold which tends to lower the _
revenue? : : : : .

(a) lncome etfect
{b) Price effect.
(c) Quantity effect

_"(d)- Substitution: eﬁeot fo S S ', : '--".(1 4m'a'rk).
- Answer: s o -
“{c) Quantity effect, afterapnce rncrease fewer un|ts are sold whlch-'

_tends 1o lower the revenue: o
If the quantity effect, which sends 1o reduce total revenue is the-- '
stronger, total revenue reduces. iy

" [118] The price of sugar falls-from ¥ 10,000 to 4 8 000 & Quantlty decrease

from 2500 to 2000 flnd elasticity of supply

(@) 0 PR (). _ T
Answer L S : L
(b) E(S)_ L P _ 2,000 2,500 _

* P10, 000 ~. 50Q .

(a) Varies Inversely with price.
(b) Varies directly proportlonal with pnce '

- {(c) . Varies similarly with price T T e
. _.(d) None ofthe above | o (T mark)
~ Answer: ' o _ -

(a) Varies mversely W|th pr:ce : : :

~ Reason: Thelaw of demand states that the quantlty purchased _
* varies inversely with price. in other words, the hlgher the price, the
_lower the quantity demanded. ThtS occurs because of d|mrn|sh|ng._ ;

B marglnal Utlllty ' e : .



[Chapter 2] Theory of Demand and Supply

[ 18] I the quantrty demanded of mutton increases by 5 % when the pnce '
of chlcken mcrease by 25% the pnce elast|C|ty of demand is- . -

@) 0.2 -
(b)' IR
(c) 0

- {d) 0.8
. Answer: g o .
Demandof GoodX (%) _
_ PriceofGoodY (%) - 25% -
C[119] A vertlcal supply curve parailei toy axis. lmplles that the eIastrcﬂy of
< supply i is - ' . R

' {a) Zero"

" (b). Infinity.

-(c) More than one
{d) - Less than one
. Answer: : :
o(a) A vertlcal suppty curve parallel toy axis |mpI|es that the elast|0|ty
of supply is inelastic (hlghly) andis zero. . - : :
: . No.change in demand when price changes -
[120] it customer isa habitual customer then elastlcrty |s -
. "(a) Relative elastic :

*{b) Negative

- (c) .Zero -

~(d) Inglastic

" Answer:

{a) Cross Prxce eIastrcaty is =

(1 mark)

_ (d) If a customer has habitual use of a commodrty no matter how _' -

. much-its price changes, the demand for the commodlty will be -
inelastic. If buyer have: preference demand will be inelastic.
[121] ‘Consumer surplus what he is W|Ilmg to pay Iess- Do
{a) -What he actually.pays . :
(b) The price of the. goods
{c) .Money spent on. goods :
(d) All of the above '

4125 S 4126

‘(1. ma"rk)' '

b _gp

a mark—)t |
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Answer:
- (@) Consumer Surplus:
= What the consumer is wrllmg to pay What he actually pays.

[1 22} If advertrsement is increased by 25% & demand i5 only increased.by.
5%. Find advertisement elastlcrty :
(a) -1. L.
®
(c) 0.2 R
() 02 - B
Answer: - o
_ (c) Advertrsement elast:cnty =

Increase in Demand 5% _q. 02 .
- Advertisement Exp. 5% )
[123] When demand decrease due to price increase it is? .
(a) Change in demand .
(b} Increase in demand . .
_ {c) Contraction in.demand °
(d) Decrease in demand '
Answer: : : : o
{(c}) When demand decreases due to pnce mcrease it is contractlon of. o
: demand: _ . '
[124} An indifference curve is L shaped then two goods will be
(a) Perfect substitute goods -
(b} Substitute goods: L
" {c) Perfect complementary goods
- {d) Complementary goods
- Answer: - :
. {c) When two goods are perfect oomplrmentary goods mdrfference
'. curve W|II be L shaped . _ LT :

; m'?ark)

K mark)’ -
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: [125] When the elastrcrty of supply is |nf4n|te the curve wrll be

(a) Paraliel to X-axis -
(b) Parallel to Y-axis
(c) Upward sloping

i) Downwardslopmg T (mak).

_ Answer: - s

_(8) When elastlcﬁy of supply is: :

"~ (i) Perfectly elastic (Eshoo) Curve is parallel tox aX|s
(i} Perfectly inelastic (Eg=0): Curvei is parallei to y- ,aX|s -

« (iii) .Unit elastic (Eg = 1) : Curve is :upward sloping. and cuts- the’

".-.origin

- (iv) Less elastrc (0 < E < 1) Curve is more slopler and cuts X-

axis

_ (v)' -Greaver elasﬂc (1 < (E < oo) Curve is more flatter and cuts"

y-axis

[126] Ram and sons are gomg for heavy advertrsement campalgn to ‘
- “enhance thelr sales. When analysed it was realised that the .
- expendrture on advertrsement by the ‘company has gone up from

~ - %2,00, 000 to 3;00,000 and the sales of this product increased from 10
" lakh units to 20 Iakh unfts What is' the advertrsrng elast|0|ty of
" demand? -

(@ -1 R (b) 4 S .
ey 2 L @3 S (1 mark) .
. Answer: R C T
o Increasemdemand S
o ‘( ) Advemsement elastrmty-l dve ise Exp .
e
Qd WA

- 1000000, 200000 _,
7000,000” 1,00,000 ~

() -
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[1 27] Ifthe quantlty demanded ofmutton increases by ¢ 5% whenthe prlce of'_ '
chicken. increases by 20%, the Ccross prrce elastrcrty of demand. o
between mutton and chlcken is: : oo

. {a) 025
{d) -0.25. E (T marky
_ Answer o ' R
. (a) _ changelnquanﬁtyderranded
T °/change|npnoe :
= AQd P _5%_
Q- Ap 20% 0.25.

[1 28] The household mcome rises by 20% in a year consequently the
: demand of TV sets rises by 30% what is income elasticity of demand'? R

(@) 15 k) 05 :
ey 04 o (d) 5.j.ﬁ. R (1mark)
. Answer: " EESE
ST, mdernanded
(a) Income elasticity = ozhange NGNS~
_@_15 _g. o
[129] Whrch of the followmg methods calculates elast|crty of demand by' .
using formula? = -~ R : T
lower segment of demand curve L T
uppersegmentofdemandcurve T oo

" (a) They are elasticity method

_ (b)- Cross elasticity method .
~ (¢} The incomé elasticity method -~~~ e S

 (d) The point elasticity method LT (1 mark) SRR
Answer: (d) _ : e S
'.(d) Pomt elastrcrty of demand_ Lowersegrrentofdemandcun/e

Uppersegmentcfderrandcurve '
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[130] When marglnal ut:llty Is zero then total utlllty is:
{(a) Maximum,
" (b) Lower
B (o)) Negatlve - i I . A _
(d) Increasing . T o (1mark)
- Answer: - o ' SRR S
- (a) Helatlonshlp between TU and MU

(i) TU rises as long as MU is posmve butata dlmrnlshlng rate

, because MU is dlmlnlshlng
f'(_ii) MU diminishes throughout T

- (i) “When MU = O,.TU is maximum it |s the satlatlon pomt
(iv}) When MU is negative, TU is diminishing

o V) MUis the rate of change of total utlltty oritis the stope of TU

curve
_(yi) MU can. be posmve zero or negatlve

1
: 1

T |

R . i
—

Units

zow
;Un'rts-'

[131] The extent to which the demand for a'consumers’ good is decreased o
owing to the fact that others are also consum[ng the same commodlty'

_refers to:
(a) ‘Bandwag_on_-effect» -
- -{b) Snob effect '
- {c) Veblen effect:

| ~(d) ‘None of the above -~ - S : | (1' mart(). |

" (ay Income effect -

- (b) Substitution effect
* {¢} Marginal effect ~ _ _ T . S
{d) Priceeffect - - . .0 o R mark) -
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Answer ' '

(b) By Shob effect, we refer to two extent to wh;ch the demand fora
consumer’s good is decreased owing to the fact that others are" :

- also consuming the same commodlty ‘

[1 32] Suppose the income elasticity of air condltloners is +1 8 WhICh klnd ot

good is an air condltloner'? :
(a) Conspicuous goods
(b). Normal good- '

- (c) Inferior good

(d) Superior: good o o B ' ,(1' r'na'rk).

. Answer:;

(b} Income elasticity wnli be pos&tlve in case of a normal goods As Aar :
-conditioner is a luxury goods and there is no precise definition of -

- quury, but one mlght expect the income elastlcny to be greater
than +1. :

[133] Change in demand due to increase in reat mcome ofa consumer |s‘ _'; ;

called:

Answer: .
(@) Theincrease in demand on account of an mcrease in real mcome -
is known as income effect. o '

134] If the price of good Xincreases, demand of good Y also mcreases the

two goeds are:

~ (a) substitutes - . : R o

(k). complementary goods B At
"+ {¢) normalgoods _ RPN S

(d) giffengoods = .o Do (Tmark)
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Answer

- {a) Substitute goods are those goods which: can be- mterchangeably_' .

used. Example tea and coffee, ink pen and ball pen. If the price

of a product falls the people will try it and thus, the demand forthe =~

" other product will fall.

- Price'#ot_coﬁee"

O - e " a
' Tea,Denand" T

[135] The Delphl 1techmque of demand forecastlng is also called:
(a) Expert opinion method _ -

{b) - Collective opinion method

{c) Controlled expetiments

(d) Barometrlcmethod e . (1'rn'ark):

Answer

' (a) The ‘Délphi techmque which 8 also known as Expert Opm|on

-method is developed by Olaf Helmer at the Rand Corporat|on of
“the USA, provides a useful way to obtain informed judgements

‘from. diverse experts by avoiding the disadvantages of -
* conventional " panel meeting. Under his ‘method, instead of
dependlng upon the opinions of buyers and salesman, firm solicit. -
the opinion of specialists or experts through a series of carefully_
designed quéstionriaires. Experts are asked to prowde forecasts .

and reasons for their forecasts
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{136] Whlch of the follownng is not a statlstlcal method of forecastmg? o
“(a). Survey of buyers’ intentions - . -
~(b) Regression-Analysis

{c} Freehand projection method -

(d) Leastsquare method = - R o {1 mark) o
. Answer: : R - .
(a) Statistical method have proved to be very useful in forecastlng‘ L
demand. Forecasting using statistical methods are considered as -+

superior methods because they are more smenhﬂc reliable and e
free from subjectlwty : SR
Import statistical methods of forecastlng are: R .
(i) Trend projection method, which is also- known as’ classmal o
method, its popular technlques are: :
(a) Graphical Method, is also known as Free hand S
_'(b) Fitting trend equatton is also’ known as Least Square-_ S
~'Method :

(ii). Ftegressmn Analy3|s this " |s the most popular method of- PR

forecasting.”

[137] ‘An - indifference curve represents those combmatlon of two

commodities which give consumer
(a) . Equal satisfactioh :
(b) ‘Greater satisfaction

- .{¢) Less satisfaction’ _ S S _
- (d) Nosatisfaction -~ o 0T (1 mark)
- Answer: - D B o
(&) An indifference curve of two commodltles represent thcse

combination which given.consumer Equal Satlsfactton -

[138] .“Wthh of the following'i is NOT meant by ||berallsat|on’?

(a) Decontrol . -~ . L.
(by Disinvestment of PSU's. - L
(c) Freedom to dobusiness

. (d) Deregulation " L T T (imark)
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_-Answer:

(©) Inan economy Ilberllsatrcn aims for runnrng a business wrthout '
without @ny.

any barriers. like. without having -any control,
: regulatlons There i is:no hindrance. for doing any business. =
[139] Which of the following is not an assumptron of marglnal utility anaIyS|s‘?
T (a) Consumer rationality - D
- (b) Cardinal measurabmty of utlllty
(c) . Ordinal measurab:hty of utility
(), Contmuny in consumptlon R
- Answer: -
(c) Ordmal measurablilty of ut|I|ty means.that utrlrty can be ranked

whlch can be possible only in rndrfference curve anaIyS|s and not =

margrnal utll:ty analy3|s

_ [140] if demand of Bajra decreases due tc decrease in |ts prlce then Bajra-. .

isa: .
(@) Superlor Good
-~ {b} Inferior Good = -
(c) Necessity Good

(d) Luxury Good

Answer: . .

~ (b) Inferior Goods. = - :

. If the price of Bajra decreases there wrll be mcrease in- real

income of consumers that will lead to decrease in demand for ’

Bajra. Hence, it is inferior good. -

, [141] Thereis decrease in price of LED TV after budget announcement from _

760,00010% 50,000. As & result to which demand for it has increases
from 1500 units to 2000 unrts Elastrcﬁy of demand for LED TV will be:
{a) 1.27 b) 1.57.
(c) 0.63 () 0.67

4188

(1 mark) .

(T mark)

(1 mark)

4134 i
" Answer :
(b) 1.57
P, —?60000 P =T 50,000, sP = 50000 60000——10000

Q0 = 1500 “units, Q =-2000 units, » Q = 2,000 — 1,500 = 500 units

' P2 +P, 500 -1,10000
" Elasticity of Demand_@ : ,
. Blasticity of Dermand = 5 x\s,soc-_.

ST P 10,000
L =—157=157 . '

[142] Price effect is descnbed as which of followings? -

(@) -Income Effect + Veblen Effect
(b) Substitution Effect + Veblen Effect
(¢) Income Effect + Substitution Effect -
{d). Veblen. Effect + Demonstratlon Effect
Answer:
ic) lncome Effect + Substltutlon Effect
‘Price Effect = Income Effect + Substltutlon Effect

- Scanner CA Foundation Paper_'- 4 (2023 Syllabus)

@ mark)“-._ :

[143] Increase in price of pulses Ieads to mcrease |n demand of green‘ _ '

. vegetables: - -
(a) Substitute Goods
(b} Normal Goods
- {c) Comp!rmentary Goods
“ - (d) None of the above
- Answer: o
;(a) Substitute Goods
“There is an increase in price of pulses which Ieads to mcrease in

' 7.(.1-mark) s

_demand for vegetables. As the price of one. good and demand for- '

. another good shows direct relation, so they are substitutes.

[1 44] When two goods are unrelated then cross elasticity of demand will be:

(@) 0"
(c) 1

- Answer:
: (a) 0

(o) =
@ o

of demand is zero.

-,('1- m’ark) .

When two Qoods are unrelated to each other the Cross elastxcrty o
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[145] nghtward shift of demand curve of coffee represents
(a) Decrease in Demand :
(b) ‘Increase in Demand
~ (c) Contraction '
'(d) Expansion
Answer: -
_{b) Increase in Demand = e :
As, there'is nghtward shift of demand curve, there aré factors
other than price (non-price factors) or conditions of demand which
~ might increase the demand of a particular good or. service.
[1 46] If the price of a gel pen increases ffom % 40 to T 50:and in résponse to
this the guantity demand decreases from 25 units.to 20 units. The
' coefficient of price elastiotty W|II be: S :
(a) 1.25 -
(k) —1.25.
{c) 0.8 _
(d) 0.8 -
Answer:
(d) ©os | ’
=7 40, P, =¥ 50, QD0 _25 unlts QD =20 unlts '
aP 710, AQD"—S ‘ -

[147] Suppose there is an increase in income by 15% “which mcreases_

.demand by 307 the income elast|crty of demand W|Il be:
(a) 067
(b) O.
() 2 '

*

S . | | (1 mark)

. .Answer;

(C) 2 . :

sD = 30/0 A|"'15%
sD_ . 30%

Ey = == =
y al 15% '

4135 4136

(1'mark) .

(1 mark) -
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- [148] f mdafferenoe curve is ‘L shaped then two goods WI|| be called as;

(a) Perfect Superior Goods-
- {b) Perfaect Inferior Goods
(c) Perfect Quality Goods .~
-(d) Perfect: Complementary Goods
- Answer: .
(d) Perfect complementary goods _ . -
" If the indifference curve has ‘L’- shaped it mearis that marglnal .
rate of substitution (MRS) is undefined. beécause an individuals
- preference donot allow any substltutton between goods '
'Eg: Right shoe and left shoe. : : :

B

'.[149] Who coined the term ‘Demonstration Effect’ 7

(b) Thorsteln Veblen
(d) :Alfred Marshall

(a) James Duesenberry

-{c) Hicks and Allen

Answet: ;

(a) James Duesenberry :
Demonstration effect, a term couned by James Duesenberry refers ‘
“to desire of goods to evaluate consumotlon behawour of others '

( _mark)'z :

' .[150] Increase or Decrease in supply means:

(a) Shifts in Supply curve
{b) Rightward or leftward shift
" (c) Expansion malantration
(d) Both (a) and (b)
Answer: ’
- (dy Both (a) and (b) T
" Increase or.decrease in supply is due to shn‘ts in supply curvei. e.

: (1 marlg)'_'.'

rightward or Ieftward shn‘t which occurs due o changes in non- -

- price factors.

~ [151] Which of the fo!lowmg is not an exceptlon to law of Demand?

(b) Giffen' Goods' .~

(@) Speculative Goods - -
_ {d) NormalGoods “ mark) -

(c) Necessity Goods

Answer:

- (d). Normal Goods : : .
Normal Goods are in agreement with Law of Demand So they
are not exceptlon to Law of Demand '
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[152] Movement along the same Demand curue represents o
(a) Change in Demand : S
(b) Change in Quantity Demand
- {c) Increase in Demand
. {d). Decrease i in Demand
' Answer: - -
" (b) Change in’ Quantlty Demand
~ Movement of along source demand curve is due to changes in
price which leads to change in quantity demanded '

[153} Increase in price . of pulses leads to mcrease in demand of green-

‘vegetable:
{a) Substitutes-

‘ (b) Comphmentary Goods :
{c) Normal_Goods : '

(d) None of the above

. ‘ {1 mark)
- Answer: -
o _(a) Substitutes Lo ‘
o - Increase in price of. pulses Ieads to. decrease in demand of pulses--_

and increase in demand of green vegetables.
[154] When number of fourists increase at a place for which room rent of

“hostel also increases. Then electricity of supply of room W|1I be: -

(@) zeo T (b) < | e
N () _(d) __‘1 - (1 mark)
. Answer:; o .

(b <1

There is increase in number of tourlsts and even though there is

increase in hotel roonT. pnces the supplier cannot be able to -
expand the supply with same proportlonate So, the elasticity of

" supply will be less than one that is inelastic supply.”

{155] When oranges has (- )0 58 Increase elasticity, the. commodlty orange '

~ iscalledas:
- (a) Orangeis a Necesszty Good
_(b) Orange is a inferior Good  _.
.. (c) Orange is a Substitute Good .
(d) None :

. .'4.137-',”

¢ marl() :

- mar_k)_
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Answer:
(b) Orangeis a Inferlor Good
If Income elasticity has negatwe value, lhen good is sard to be =
- Inferior Good .
[156] Whlch of the followmg method is used to calcuiate Elast|0|ty of- S
- Demand, when price-and quantity demand are large?- '
(a} Zero Elasticity ' (b) Cross Elasticity -~
~ {c) Point Elasticity (d) Are Elasticity . - (1.mark)
~Answer: R ' :
{d) Are Elast|c|ty , ‘
Are Elasticity is used to calculate elashcﬁy of demand when pnce :
. and quantity demand, has large changes. ' :
[1571 Suppose that total . utility - is 100 at 10-units of consumptlon of a-
commodity. If consumer increases the consumpt|on by one more unit
and owing to that total utility increasesto 108. The margmal ut;hty of -
. fast units consumed wrll be: :

@8 - o ' (b) 100 _ o
() 108 - L 101 - (Imark)
Answer: - '

(a) 8

-TU,, = 100; Tu11 - 108.
. MUn = TU, - STU,
MU11 - TU11 TU 10 - 108' 100 8

{158] Due to introduction of 5G mobiles in market, the price of such mobiles

have increased by 20% and there by supply increased by 40%, the _
elasticity of supply W|Il be which of the followmg’? '

(a) 0.5 _ . {b) (-Y0.5 - . : .
©-=2 e C(imarg
_Answer:. ' ‘ o ISR
(@) 2 )

% . AQS 40%,%AP 20% :
Es= %08 _40% = -
%AP 20%
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e

R

Demand for a comntodity refer‘s't'o:-- '

~-(a): A desire for the commodlty

(by Need for the commodity -

{c) Quantity demanded of that commodtty : ‘
(d) Quantity of the commodity demanded at a certaln prlce durlng any‘_ '

- particular period of time.

Suppose the price of movies seen at a theatre rises from T.120 per
person to % 200 per person. The. theatre manager obsen/ed that the =
rise in prices has lead to a fall in attendance ata given movie frém 300 -
persons to 200 persons. What is the prlce eIasttcnty of demand for the .
~-miovie? (Arc etastlcny) : :
“(a} 0. 5 :

(b) -0
(o) 1. 00 o

(d) Noneof these. .- :

In case of an inferior good the mcome elastlcny of demand is:
- '(a) Positive. : :

(b) Zero ,
“(c) ‘Negative
(d) Infinite ' ‘ S '

For what type of goods does demand faII with a rise in mcome tevels .

of households?

{a) Inferior goods -

(b) Substitutes -

- (c) ‘Luxuries -

(d) Necessities - : :
In case of Inferior goods like bajra, a fall in its price tends to
(a) Make the demand remaln constant '

- (b} 'Reduce the demand

(€) - Increase the demand

' (c) Change the demand in an abnormal v way

4139

. _4.1-40 -
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Movement along the same: demand curve shows
(a). Expansion of demand

* {b) Expansion of supply
~(¢) Expansion and contraction of demand -

(d) Increase and decrease of démand .

~The prlce of hot-dogs incréases by 22% and the quantlty demanded;
- falls’by 25% this:indicates. that demand for hot dogs is: ot
- (a) Elastic ' .

(b} 'Inelastic -

" {c) :Unitary elastic -

{d) Perfectly elastic

" The quantlty demanded does not respond to pnce change and so the

elasticity.is :

) "“(a).Zero

" 10]

. (b) One.

{c) Infinite -
(d) None

* What is an Engels_ curve’?
_{a)’ Another name- -of the demand curve -

(b) ‘A curve showing both demand & supply curves :

{c) ‘Curve named after Lord Engels™
{dy Al

Which factor generally keeps the pr|ce e!astrcrty of demand for a good .

S lows

(&) Variety of uses for that goods

- (b} lts low price -~ -, =

(). Close substitutes for that goods A ‘ _
~(d) A high proportion of the consumer’s income spent onit

_[51]

In case of a straight-- line demand curve meeting the two axes, the pnce i
. elasticity of demand at the mtd -point of the line would be :
@o Y

(b1

{c) 15

(d) 2
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(a) A decline in the market price

'i(b) Anincrease in incomg - -
~{e) A reductlon in the price of substltutes '

13

14

sl

. f. [1_7]

Compute i lncome elastlcrty if demand mcreases by 5% and income by ._
1%, . - , _ .
L @5
B (o 2 Vi B
o ey @
" (d)::None ‘ : :
For a commodity with a unrtary elastlc demand curve |f the price of the
- commodity rises, then the consumer’s total expendlture on this -
- commodity would : S
(a) Increase (b) Decrease _ S
{c) Remains constant . (d) - Either increase or decrease
What is the vaiue of elastlcny of demand rf the demand for the goods -
. is perfectly elast|c7 o :
@o ® 1
{c) Infrnlty Ad) Lessthan0 :
. What is the original prlce ofa commodlty when price. etastlcrty is 0 71
" and demand changes form 20 units to 15 units and the new price is
10?7 . ' o [Pomt elastrcrty] I
(@) T15.4 _ _ (b)?ts__:_
{e) T20° . . . (d) T8
If the price of a comiplementary good rises : -
(a) Demand curve shifts to the left
(b) Demarid curve shifts to the right .-
_(c) Demand curve moves downwards
(d) Demand curve moves upwards S -
Cross elasticity of demand i in Monopoly market is: =

el

ey lifiniter,

> (d) Anincrease in the price of complements

- (b) Zero
7 (d) One

(a) Elastic .

“ 4,141

: -4'142

-[12} An increase in demand can resultfrom R . R '[19]

20]

[21]

1221

. _.'[23.]1_

4y

{c) Both (@) &(b) = - (d)
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What is.income ‘elasticity of demand when mcome changes by 20% N
and demand changes by 40% R ,

(a) 172 by 2 .

(c) 0.33 . . .(d)- None )

I demand is parallel to the X- axis, what will be the nature of elastlcny’? o
(a) Perfectly elastic. = - (b) Inelastic e :

(¢} Elastic .- - 7 (d) Highly eIaStlc' :

-Giffen Paradox is an exception-of .~

(@) Demand - - - . (b) Supply.-

(c) ‘Production - {d) - Utility

Law of demand isa___ . Lo
(a) -quantitative statement - - - (b) ‘qualitative statement
Hypothetical - S .
The demand for which type of goods do not decrease with the i mcrease o
in its price : . o
(a) Comfarts - ~{by Luxury .
(¢) Necessities " (d) Capital goods .~ .- _
Increase in Price from ¥ 4 to Z 6 then decrease in demand from 15 .

" units to 10 units. What is the price elasticity? “(Point elasticity)
-(a)'066” ' (b} 5 L o
{c} -15. (d) 2

. [25]

Expansion & contraction of the demand curve ocecurs due to:’ o

(a) Change in-the price of commodity - o
(b) Change in price of. substrtute or comptementary goods .

l - (¢) Change in income:

[26]
7]

o (c) Either (a)or.(b).

{d) :None SR
-The elasticity between two pcmts

(a) Point elasticity (b) Arc elastrmty
(c) Cross elasticity - “{d) None .~ - : :
When price remains constant and quantlty demanded changes then o

the elasticity of demand willbe: -

(a) Vertical to-X-axis - (b} Hcrlzcntal to X-aX|s

() None E



'[Ch_apt'er - 2] Theo'ry of Demand and Supply .-

28]
[29]

[30]

B

-(a) Price
“(c) - Price of related good

Demand ofa commodlty depends upon:.
(b} Income :
(d) All of the above
In case of substitute goods cross elasticity is __
(a)’ Negatlve - (b) Zero -
{c) Positive - : (d) None ofthese :
The prices of a commodity were increased from ¥ 4 to T 6. As a result

“demand decreased from- 15 untts t6'-10. units. What is the price

elasticity? (Pomt elast|0|ty) .
(a) 0.66 . (b) 033 :
{c) 1.00 ~ (d) 1.5

Other things - remamlng ‘constant, if the price of the mfenor goods '_ -

decreases then what will be the effect’?

. (a) Demand increases

- (b) Demand decreases. - )
- {c) -Quantity demanded increases

- 2]

- [35]

'+ “units. Calculate pnce elasticity of demand (P_omt elasticity).
“(a) 1.5 . (b) 35
(c) 0.5 (d) 2. Lo
Cross elasticity of perfect substitutes is: B
(a): Zero - - (b}- Negatlve
(c) One (d) lntlmty_

34

[35]

@02
() 04

* {d) Quantity demand decreases. : BRI
When the price falls from¥ 6 to ¥ 4, the demand rises from 10 to 15

What is Engel s Curve‘?

(a) Curve showing three demand curye
{b) Named after Ernst Engel .

(c) Both (a) and {b)

{d) None

A consumer spends £800n purchasmg a commodrty when its price-is

'Z 1 per unit and spends T 96 when the price'is ¥ 2 per unit. Calculate '

the price elasticity of demand. -
' (b) 03 -
(d) 0.5

4143

4144
36
" {c) 5.00 -
7
o {a) 1

s
s8]

[39]

{a) equal to one
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When the pnce of cylmder rlses from ¥ 120 to ? 200 the demand faIIs
from 300 to 200. Calculate the price elasticity of demand ' .
(a) 1.00 ' (b) 0.50 ‘
: “{d) None

If-the price is decreased’ from T10t0 T 8 of @ commodlty but the '
quantity demanded remains the same price elasticity i is ' '
..o

(d) none _

Demand for eIectrrcrty power is elastic because ' R

{a) it is available at a very- high price : '

- (b) itis ‘essential for life.

(c) it has many uses

(d) it has many substltutes : . : : .
If the income of a person increases by 10% and his demand for goods_ o

increases by 30%, income elast|0|ty will be - -

" (b) less thanone

a1

- 142]

" (c) +57

~ (c) more thahi one.
“{d)} none of these - . T
- In the case of quury goods the. mcome elastlmty of demand will

be

e (@) zero.
" (b) negative but greater than one

(c) ‘positive but greaterthan one -

(d) positive but less than one

‘Inthe case ofa straight-line demand curve meetlng two axes, the pnce -

' elastlcr(y of demand at the pomt where the'curve meets y-axis would
be_ :

(a} zero - : (b) greater than one'
(c) lessthanone (d) infinity - .
Calculate income elasticity for the household when the mcome of the
household increases by 10% and the demand for cars rises by 20%. .
(@ +2 - I (h) - .

| D ',‘5



[Chapter 2] Theory of Demand and Supply

' '_ [43].

b

4, 145

The commodlty whose demand |s assocrated W|th the name of-Sir

Robert Giffen?

(a}) Necessary good-

-(P) Luxury good _

" “{¢) . Inferior good "

e

(d) Ordinary good - ' B
In expansion and contraction of demand :
- {a) demand curve remains unchanged

o {b) demand curve changes

RZ

. [46]

(c) “The slope of the demand- curve changes
(d) both (a)} & {c) above .-

Certain goods for which Quantlty demanded decreases when Income '
B -lncreases are called ' ; oL
- (&) superior goods -
.. {c) prestige goods _ U
When the price falls by 5% and the demand |n rrses by 6%, then '
elasticity of demand i is’ . S

(b) mferlor goods
(d) - conspicuous goods

_{a)elastic (b) melashc

-(c). unitary elastic - . (d) zero-

Cross elasticity of complementary gooo!s is :

(&) Posmve ' ' (b) Negatwe

(¢} Infinity - - (d). None of these.

Demand ofi- pod increases frem 95010 980 and. mcome mcreases from

19,000 to 9,800. What is income elasticity? -
(@) 0.53

(b} 0.35"

(c) 0.43 " (d) - None

‘ Contraction_' of demand results due to .
" (a)"increase in the price of the goods

(b) decrease in the no. of the producers . -

~ (c) decrease in the output of the sellers - -

[50]

. {a) Composite . -
* {c) Joint -

(d) decrease in the price of the goods. e

Bricks for houses is an example of which kind of demand" L
(o) Competltlve ;

- {(d) Derived.

52]
- elastic? -
(a) Good'is necessary - -

4.1.46'

_'.‘11
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Normal goods have

-{a) zero income elasticity —*
(b). negative income elasticity

- {c) ‘positive income elasticity -
- (d). infinite income elast:clty

In which of the followmg cases the demand for goods tends to be Iess_ '_ :

(b) The time-period is shorter - .
(c) Number of close substttutes is Iess o

' " (d) "All of the above

- 53]

Which of the following. elastrcnty of demand measures a movement .

_along the demand curve rather than a shiftiin the curve?

- “(a)- Income elast|0|ty of demand
' (b) Price elasticity of demand

7

(a) Horizontal

- (c) Sloping. downwards :

~If a 20% fall in the price of a commodity brings about a 40% increase .-'
in‘its demand, then the demand for the commaodity will be termed as: -
(). Inelastic : SR

(¢} Substitution elastrcrty of demand o L
-~ {(d) Noneofthese ' R

If the price elast|0|ty of demand is zero, the shape of the curve W|Il be: '-:
{(b) Vertical’ o
(d) None of these.

i _(b).-Elastic S
- (c) *Highly elastic (d) Perfectly elastic
Expansion and contraction in demand are caused by:

- (a) Change in the income of the buyer -
.“(b). Change in the taste and preference of the buyer

(c) Change in the price of the commodity =
(d) Change in the price of the related goods: Co
Afall in the price-of normal goods leads to:

(a) A shift in the demand curve’

(b) Fallindemand - o
“(c) A rise in consumers real income

(d) Afallin consumers real income.
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[58]

50l

demand for coffee. Cross élasticity of demand will be -
. (a) 0.80  (b) 125 -
(e) 1.50 - “(d) 1.80 -
When the total expenditure mcurred by the consumers on a commod|ty- _
due to a c¢hange is its price remalns the same, then the elasticity of :
" demand for that-commodity-will be:- - - ) ;
{a). Zero. {b) Onhe .

1601

611

(@) 25 (b)

4147

A 10% increase i ins pr'ce of tea results is an 8% mcrease in the

{c) More than one. {d) Less than one

What will be the price elastlclty if the onglnal price is Z 5, the ongrnal =

4148
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(@) 1.25 (b)) 080 .
(¢) 1.00 (d) None of the’ above

| (661

~ quantity is 8 units and the changed prlce is T8, and the changed - '
- quantity |s4un|ts ‘

20

(c) 1.5 (d) -‘_10

The griginal’ pnce ofa commodlty is¥ 500 and quantrty demanded of o

that is 20 kgs. If the price rises to ¥ 750 and the quantlty demanded

- falls to 15 kgs The price. elastrcrty of demand will be:

62
63]

“ [64]

"~ (a} Infinite

165]

~ 1,00,000 unlts What w1|| be the price elastlcrry of demand"’

(@) 0.26 - ~(b) 050 °

(¢) :1.00 .. - {d) 1.50 .

“The demand for factors of producﬂon i§ — SRR
(a) fundamental demand - (b)" derived demand .
(¢) market demand (d) -joint demand.

Cross elasticity of demand between twio perfect substitutes W|Il be

*’(a). Very high . (b} Verylow .
- (c) Infinity - (d} Zero -

‘What is the elasttmty between the m:dpomt and the upper extreme‘

point of a straight line continuous demand_curve'? '
- (b) Zero

{c) Greater than one (d) Less than one

"The price of a Tiffin Box i |s L4 tOO per unit and the quantlty demanded S
in'the market is 1,25, 000 units. Company: increased the price to ¥125.

Due to this_increase in price, the quantity demanded decreases to

[68]

16
o1

- (a) lessthan 1~

'-A't'7"_1]

(c) Ep< 1 o
Generally, when the income of a consumer increases, he goes in for o
superior goods, leading to a fall in the demand for inferior goods It -

The price of a commodity decreases from 10 to 8 and the quantlty ]

- demanded of it sncreases from 25 10 30 unlts then the coeff|C|ent of . -
- price elasticity will be —— : -

(@) 1.00- (b) -1 00
{cy 1.5 {dy -1.5
Which statement is true about’ the law of demand’?

(a) Income rlses demand nses
- (b} Price rises, demand fises

(c) -Price falls, demand falls

- (d) Price falls, demand rises : :
Which of the followmg isnota determlnant of demand'?
(a) Consumer’s tastes and preferences’ :

(b) Quality supplied of a oommodlty

~ (¢} Income of the consumers
(d) Price of related goods.

A demand curve parallel to the Y-axis implies:
(a) Ep=0 (b) Ep=1~
“(d) Ep>1

means, income elasticity of demand for-superior goods
“(RY - unitary R
{c) zero - . (d) negative .. . & - .
If the quantity demanded of X' ‘commodity increases by 5% when the

price of Y commodity increases by 20%, the cross- prlce elastlc:lty of. :

- demand between X and Y commodity will be

@ 025
o) 400
172

(a) (AQ/AP) x (P/Q) .
(). {AQUAP) x (Q/P),

(b) 0.25
(d) 4.00
Which amongst the following is the right formula for oalcuiatlng the R
price elasticity of demand usmg ratio method? . : A
- (b) (AP/AQ) x (Q/P}.
(d) (AP/AQ) x (1/P)
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[73]

- (a)-one -
(c) zero S e N
Changesin the quantlty demanded in response fo. changes in the prlce _
- - of the same commodity is called: - ‘

" {a) change in demand

Nl
751,

- [76]

. wili cause the of the other to rise.
- (a) price ... . (b) supply
- (c) demand - (d) utility -
A horizontal defnand curve paraltel to X-axis shows that the e!astrcrty T
- of demand is: : o ‘ :
(a) zero. (b}, equal to unlty

| ["r71

4149

Stra:ght llne demand curve at the pomt of meetlng the X- axis WI”
indicate elasticity coeffrcrent Equal to :
' (b} infinity - 5

{d) more than one

{b) echange in quantlty demanded
{c) income demand ."(d)- cross demand.
Otherthings being equal afailinthe price ofthe complementary goods

(c) greater than unity : (d) infinite.
‘When the price of a commod;ty increases from z 8 to ? 9 ltS demand

'decreases by 10% The prlce elastlcrty of demand for the commodlty' .

.. IS o . -

78]

a1

'(a)os R () o
ey to - ' (d)11

Which one of the followmg is correct about the prrce elastrclty of

. demand foracommodrty’) L

(a) It remains the same under-all srtuatlons =
(b) It has several degrees/nature '

o) It remains unaffected by the pnce of any other commodlty

(d) Itis an immeasurable concept. -
The supply of a good refers to

(a) Actual production of goods

(b) Total stock of goods

" {c) Stock available for sale -

(d) Amount of goods offered for sale at a partrcular prrce per unrt of -

tlme

4.15’0.'

"[80] Increase or- Decrease in Suppiy means T
81]
- I82]

' tsé]

“(c)  Both (a) and (b) -

Scamler CA Foundatron Paper 4 (2023 Syllabus) :

(&) Ashiftin Supply curve

(b) Movement along the same suppiy curve
(dy Neither (a) or (b) o :
if the supply curve is. Perfectly Inelast!c the supply curve |s
(a) Vertical (b} Horizontal , S
(c)- Upward stopmg {d) Downward slopmg o

When supply prlce mcrease in the. short run, the profrt of the producer' g

(b) decreases
(d) decreases marginally

(a) mcreases o
{c} remains constant .

A change in the supply of a commodlty along with the same supply Do
curve may occur due to: -

(@) Change in the price of the commodlty

- (b) Change in the prices of related goods

-[84]
L and supply change from 6 unlts to 5 units? 7

185].

[86]

(c) Downward sloping

“{c) Change in future expectations about the, prlce of the goods
" (d) Change in the cost of inputs. '

‘What is the elasticity of- supply,. wh'en price changes from 215 to k4 12

(a) 0.77 {b) 0.87

{c) 0.833 .. {d) 0.58

A perfectly inelastic supply curve will be: R
(a)- Parallel to X-axis (b} Parailel to Y- -axis
{d): None of thése -
If the supply ofa commodrty is perfectly elastlc an mcrease in demand B
will result in: -~

| . (a) ‘Decrease in both the price and quantrty at equllibnum k

" {d) Increase in equrlrbnum price, equmbrlum quantlty remalning R

(b) Increase in both the price and quantity at equilibrium

. {c) Increase in equilibrium quantrty, equrhbnum pnce remarmng T

‘constant

constant
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i [871

4451

When the change in the quantlty supphed |s‘proport|onate to the '
‘change in the price, the producer is said to have

- (a) perfectly elastic supply -

88]-

[89]

) t9'01

@) +1 -

(b) relatively elastic supply -
(c)  unitary elastic supply .
{d) perfectly inelastic supply

o supply a:

(a) -Larger quantlty of the commodrty at an 1ncreased price _
" (b) Larger quantity of the commodlty dueto mcreased faxation on that .

‘commodity .

: (c) Larger quantlty of the commodlty at the same pnce E

{(d) Larger quantity of the commodity at the decreased price.

When supply is’ perfect|y meiastlc elasticity of suppty is equaI to
' () 0

(€ 1+ - . {d) - Infinity

If there is.an lmprovement in the technology,.

(a) the supply curve shifts to the left.

- (b) the supply curve shifts to the right-
" (c) quaritity supplied increase -

. [e2]

93]

{a) Zero -~
- (c) Equaltoone .

(d). Both {b) and (c). -

o [e8)
- supplied of 2 good to & ehange in the
-'(a) price of. concerned good -

4152

) [94]
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Increase or decrease in supply means: '

(@) Change in supply due to change in |ts own price : _
(b) Change in supply due 10 change in factors other than its. own prlce v

- (c) Both the above

' . [95]
Expansion in supply refersto a situation when the producers are W|II|ng_ S

17

e8]

. (a) an increase -
{c) contraction

- (d) -None of the above "~ '

When Supply Curve ShlftS to the nght there is-
.( ) expansion
{(d) decrease. . _
Elasticity -of supply. is defined as the responsweness of quantaty

in Sup‘pl'yr

(b) price. of substltute good
(c) demand . .-, . {d) none. . :

The supply of the commod:ty implies?

(a) - Total Output. durlng a specmed period -

{b) lis total stock ) .

{c) lts stock avaﬂable for sale - : : TR
S (d) ts Quantlty Offered for sale at a partrcular pnce per umt of tlme L
Supply of a commodity is a ' . ‘
{a) stock concept

(b) flowconcept. . . -

- If the price of apples rises trom 4 30 per Kg to ? 40 per Kg and the L

supply incréases from 240 Kg to 300 Kg. E!astlmty of supply is :
(&) 0.75 - S {b) 0.67 =

(c) 00.67 (d) 00.77- -

A horizontal suppiy curve paraliel to the- quantaty axis |mplies that the -

elasticity of supplyis :
(b) infinite’

Supply- refers to’ the quantlty supplred at a partlcular pnce for a
particular pertod of time - , -
©(a) True : (b) False ' B
« {d) None -

(©) Partly true - .

(d) ‘Greater than zefo but Iess than ong

'_.[99]

(c) both stoek and flow concept

(d) -wholesale concept ‘

‘The price of mangoes. increases from T30 per krlogram to T 40 per. .
kilogram- and the -supply increases from 240 kilograms the 300, ..

- kilograms: What will be the eIast:c:ty of supply for mangoes‘?

(a) —0.67
- (by +0.67
'-'(0)—077' o o
Ad) +0.75 . e : ' SRR
- [100] I @ 20% fall in pnce bnngs about a 10% falt in quantlty supplled in ‘e

(o) 1.0

S

such a- case elasticity of supply will be equal to:
. (a). 2.0 : S {(b) 05
(dy 1.5
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“ U 1101] At a pnce of T 25 per kg, the suppty of a commodrty is 10 000 kg pet
-~ 'week. An incréase in.its price to T.30° per kg, increases thé supply of .
© - the commodrty 10 12, 000 kg perweek. The elastrcrty of supply will be:

. {a) 0.75 by 1.00
_ - {c) 1.50 - (dy 1.75"
. [102] Short- run prrce is also called by the name of .
. (a)y ‘market price :
. (b) showroom price -
" {c) . maximum retail price
(d) none of these.

~ supplied, then the eIastrcrty of supply wrtl be equal to:
(a) 2.0 _' : : ‘
" {b) 0.5
(c) 1.0
S d s o - o
‘ _[104] The elasticity of supply is greater than one when

(@) Proportronate change in’ price- rs more than the: proportronate :

-change in quantrty supplied - -

- -proportionate change in price

(c)- Change in-price and quantlty supplred are equal

“(d) - All of the above _ : .

' .[105] Supply refers to which of the followrng'? '

' “(a) - Total stock of the goods

" (b) Stock of the goods.available for sale .
{c) Quantity of a-good offered for sale ata partrcular prlce
{d) Quantity of a good- actually sold -

o -[106] After reaching saturation point consumptrcn of addrtronal unrts of . :
o : . - 13] Which -among the following i is not a determrnant of supply'?

commodity causes -
(a) Total utility to fall and margrnal utrhty to increase
- (b) Total-and marginal utility both to increase .
" {c) " Total utility to fall and marginal utility to become negatlve
: (d) TotaI utility to become negatrve and margrnal utrlrty to faII

' 4154‘,'."

. 1110] Supply is a..
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; [107] The elastrcrty of supply is greater than one when :

‘(a) Proportionate change in price is’ greater than the proportronate_
- change jn quantity supplied ,
. {b). Proportionate change in quantity supplred is more than the g
o propcrtlonate changge in price R
(c) Change fn price and quantrty supplred are equal
(d) Al of the above

o [108] As the price of a commodrty mcreases normaliy, its supply

' (a) Decreases - ... .= (b) Remains: unchanged
« (¢} Increases : “(d) Cannot be determined. .

'[1 03] If a 20% fall in the prrce brrngs about a 10% faII in the quantrty i} {1094 equrlrbrrum i present in a market then-it can be said that

~ (a) - The price ‘of the product will tend totise -
(b) Quantity’ demanded equals quantity supplied
(c). Quantity demanded exceeds quantity supplied -
(d) Quantity supplled exceeds quantity demanded '
- concept. . o
. (B) stock
- {d) qualrtatrve

~(a) flow
" {¢) -flow and stock; both

_ : _[111] Elasticity of supply is measured by drvrdrng the percentage change m‘-_; .
()] Propottionate ‘change in quantity’ supplred rs more than.the =~ - : ;

- quantity supplied of a good by:
(a) Percentage change in mcome
(b) - Percentage change in price ~ .
" (¢} Percentage change in quantity demanded of goods
-(d) Percentage change.in taste preferences '

o : 5'_{'1 12] An incregse in supply denotes a shift in the supply curve to the'right. -

‘If there is an mcrease in supply without a change in demand, the: .
+ equilibrium price will ___ and the quantrty demanded will go up. -

{a) fali - ' "~ (b) remain constant-_

“(c)-increase” . - . - (d) becomes zero.

“(a). Price of the commodity concerned

" {b)_Prices of the-factors of production -
" (c) State of technology used in the production process
(d) Customs and tradrtrons in socrety ‘ -

_sv}l:.-
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[114] g\lhen the pnce gf the commcl)dlay increases froT 2200 ;f)er um(t}gg 67 | (d)'| 68 '(b)f_ : 69 (aj'_ 70 @ |71 ® 72 “(a) g
250 per unitan consequently t e quantity supplied rises from 1 _ g ' - T R T
* units to 1100 units, What will be the coefficient ofelastimty of supply’? o 73 1 © |7 4_ (b) 7_5 (C;) 76 [(@) |77 | (@) | 78 : (c)
(a) 40 - . . by 0.4 R _ o179 (d) | 80| (@) | 81 f(a) | 82 | (a) | 83 | (a) |-84 | (c)
(C) 5.0 - : S d): 0.5 : Lo 85| (b 86| (c) | 87 88 )..| 89 b 90. | (b
: [1 15] The Supply Curve shifts to the right because of e ek 85 & _ 8 ©) | 87 _(C) _ - @ 1O - '('_)
“(b) Increaseg pnce of factors of prOductlon - ST _9-,{ (d) | 98 () | 99 | (@) [100] (&) |101 | (b) |102 | () }
{c) Increased excise duty oL S T - — — — p— - 1
@ Allof the above. - . o S |1e3 | G) [104] (6) 1105 | (0) [ 106 | (9) [107 | ©) [108] (0) | -
[116]Thesupp!yofagood referst_o N o (109 b)) (110 @) (11| (b) {112 | (a) | 113 | (dy | 114 (b) (-
(a) Stock avajlable for sale o . e . 15| @ 116 (d) T S A - -

~ (b) Total stock in the warehouse -
(e} . Actual production of the goeds :
- (dy Quantity of the good offered for sale at’ a partlcular pnce per unlt
of tlme H : : : '

ANSWER -

1@ l2 |3 ]|@ls]@[s ][] ]e]
7 @8 |@]| 9 |®G|[10]|®]11 oy | 127 ) |
1B3|@[14]@© {15016 @ [17][@]18]® R o
1o (20]@ |2 |@|2|@|a[eglala .
|25 (@ |26 | (b) [ 27 | (b)) 28 |(d) |29 |[-(c) [ 30 (a) | |
|31 |@ |32 |@ |33 [@][34]©]3 @ |36
37 [ () |38 [(©) |39 [© |40 (@) |4 ] @ |42 ]| @]
43" | (c) | 44 [(d) | 45 [ (b) | 46| (@) | 47 | (0) | 48 |.(b)
49| (a) | 50 | (d) | 51 | (c) |52 |(d) )53 |(b)|54 (b
55| (b) |56 |(c) [ 57 () |58 [ (@) [50 | (b) | 60 | (@) ‘
161 | ®) |62 |®)|63[()]|6s]©)]es ) e || =
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(). 18O cost -
(d) Marginal rate of technlcal substitutlon

iScanncr _CA’I Foundation Paper'_- 4 (2023 ‘Sytiahus) -

shows the overall output generated ata glven level ¢f mput

.- {a) Cost function

{(b) Production t_unctlon
(1 mark) o
Answer:

" (b) Production functlon states the relatlonshlp between mputs and i

2]

(a) law of d|mm|sh|ng returns

outputs generated. -
If LAC curve falls as output expands thls is due to
" (b) economies of scale -

(6) law of vanable proportlon (d) dls economics of scale (1 mark)

' Answer

B

(b) Inthe Iong run, when output expands total cost flrst mcreases then -

‘becomes constant and finally decreases.. )

~ When output expands, and cost ¢urve falls it is the flrst stage of

_ returns fo scale which occurs due to. economles of scale.
Isoquants are equal to:- SR

(&) Product Lines o o L ,
- {b) Total utility lines - - R

(c) Costlines
(d) Revenue Imes
Answer:

. (1 nﬁ'a'rk)..

‘ (@ An |soquant conS|st of alternatlve comblnatlons of input to produce '

a given guantity of. output and product lines are lines representing
various comblnatlons of factors of produotlon to produce a glven Co
output .
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[4]

The margrnat product curve is above the average product ourve when -
‘the average productis: : : , .

- (d)- Increasing

' i' . the margrnat product curve is above the: average product curve when_
o AP is mcreasrng EE

i8] n

(d) ‘All of these
. Answer:

. (d) None
- Answer: : L
‘ (a) Marginal product and average product are so related that when

(b) Decreasing -
(c) Constant .~

~average product increases, MP increases at a faster rate and cuts
AP at its Maximum and when AP falls MP falls at a faster rate. So

§ |

o By
Verieble Feckr

—> X .

A~

Increasrng returns to scale can be explarned in terms of
(a) External and internal economies .

- (b) External and intemnal. diseconomies

(c) ‘Externat economics and mternal dtseconomres

() Inoreasrng returnsto scaler e.When output mcreases more than the

mcrease in input. It: occurs due to externai and mternal economrcs S -

. i

4.159

B _[Q] : An‘_isoquant is

(1 mark) -

,(t mark) '

. Scanner CA Foundation Paper - 4 (2023 Syllabus)-

- to an rsooost lme at the equslrbrrum pornt

" {a) convex (b) concave. . . .
() tangent (d) perpendrcular (1 mark)".ef :
- Answer: .

- {e) An |soquant is tangent to'an isocost line. This pomt of tangencyff

defines the equilibrium posrtron of a firm. A’ higher |soquant showsfj S

“anunaiterable. porntand alowerone shows underutrlrzed resources.. |
_ Hence an |soquant wrth an. |socost line as tangent is the equrlrbrrum s
' position. S

- [7] Atthe point of mftexron the margrnal product is:

- (b)-. Decreasing
(d) Negatrve

(a} tncr_easrng B
(c)- Maximum
Answer:

| "(1.mark)'.:' '

* (c) Point of mf[exron is a pornt in_ the-first stage of law- of varrable

proportioni.e. When MP becomes maxrmum At thrs pornt the slope. o

of TP changes S

oo Ly

©Total

%uotmvera'ggu

. Produt
O —w. >

- Amount of Variable Factor
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' [8] Drmlnrshing marglnal returns |mplres

e (a) Decreasing average varlable cosis
" (b) Decreasing marginal costs -

{¢) Increasing margrnal costs -

~(d) -Decreasing average frxed coats R (1' mark) '_

Answer:

(¢) Keeping other things constant when margrnal cost increases witha -~

‘considerable increase in variable factors, the marginal product
declines. This is the second stage of Iaw of variable proportron orthe
~ stage of drmrnrshrng returns.

2007 - AUGUST o

[9} i the margrnat product of Iabour is below the average product of Iabour S

it must be true that:

(a} ‘Marginal product of labour is’ negat;ve
(b} Marginal product of iabour is zero

(c) Average product of labour is falling

- (d) Average product of labour is negatrve o ' {1 mark)

" Answer:
{c) Same as Ans. 4.

| 2007 - NOVEMBER _

[10} Law of variable proportron is valrd when: ‘
(a} Only one iriput is fixed and all other inputs are kept varrable
(b) Allfactors are kept constant :
{c) Allinputs are varied in the same proportron :

{d) None of these : _ ‘ (t mark)"

Answer: '
. (a) Law .of varrable proportron oceurs in short— run. Short-run'is a

period when only one mput is trxed and aII other rnputs are kept'

. varlable

ate2 - Scanner CA Foundation Paper - 4 (2023 Syllabus)

[1 1} Changein totaI revenue due to incrementat change in quantrty supplred: "

113]

is called:
(a} Marginal. Revenue

(b} Marginal Change
-(¢) Average Revenue

(d) Average Change . o . (1 rnark)_
Answer: I ' : -
(a) Margmal revenue is. deflned as an addition made to the total_‘ .
revenue. by selling one more unit of a commodrty It is the
incremental change in total revenue. :
M. R _T R..-T. R o1’

_ 2008 - FEBRUARY

' _['1 2]

Increase in alf rnput Ieadrng to Iess than proportrona! mcrease in output =
is called :

(a) increasing returns to scéle -
{b) decreasing returns to scale

{¢) constant retums to scale L
{d) bothi mcreasrng and decreasing returns to scale o (1 mark)
. Answer: - :

(b) Decreasing returns to scale is the stage when the increase in the - ,
~output is less than the increase in mput this occurs due to internal -
and external diseconomies. ‘ S

Consider the following combinations of inputs: and outputs:.

This product{on technology satisfies -

Labour Caprtal . Qutput
_ 10 _ o
12
14
- 16
i8
20

R .
S O0®NO !
DB RWN =



- [15] Consider the following table:

[Chapter - 3.1] Theory of Production

(a) Increasing returns to scale

(b} Diminishing retumns to scale

(c) Constant returns to scale .

' (d) Increasing returns initially, tollowing by decreasmg returns toscale.
(1 mark)

Answei: S - :
{c) In the- given ‘production - technoiogy the increase ‘in mput is
proportionate to the increase in output. :

With anincrease of every 1 unit of labour and 2 unlts of capital:

the output increases by 1 unit.
Hence, it is the case of constant returns to scale as both fixed

. and variable factors are changing (all factors are variable).

: :[14] During II’.“.’*stage of law of diminiéhing returns;

(a) MP and TP is maximum

(b) MP and AP are decreasing
(¢) AP is negative -
(d) TP s negative

- Answer:

“(b) During the second stage of Law of Diminishing Returns (i.e. Law
of Variable Proportlon) both MP and AP are decreasing because
- at this stagé the optimum combination between fixed and variable
factors have been attained and now if the inputis increased, output
starts decreasing. At this stage, total product mcreases at a
diminishing rate i.e. MP and AP decreases
Labour Total Output Ma’rginal _Product
' o : C :
1 o 100 100
2 ' _ .80
3 B 240

4163 .

- {1 mark) -

4,164 -

' Scannér CA Foundatidh Papér -4 (2023 Syllabus)

What is the total output, when 2 labours are employed? .-

{a) 80

- (b} 100

() 180 | A
S o R (1mark)"'

(d) 200..

. Answer:

[16]

{c) When 1 unit of !abour is employed TP = 100 IVIP = 100 when 2nd .
“unit of labour is _employed MP = 80 ie. addltlon made to total

* product is 80.
Total product when 2 Iabours are employed is 100 + 80 = 180

- OR -
MP, =TP, < T.P,.,
80 =TP,-100..

_ TP2 = 80+100 =180. :
Who has given the concept of Innovative Entrepreneurshlp’P

(a) Robbins (b) -Adam Smith . .
(c) Schumpeter -(d) Sweezy (1 mark) N
Answer:

~{c) The concept of Innovatlve Entrepreneurshlp was given. by

Schumpeter.

‘|t 2008 - DECEMBER

" [17] AT 10 units

Total Cost—. T200

20 units.  Total Cost— T 600
. Marginal Cost = o
(a} 50 b} 40 R
(c) 30 (d) 400 (1 mark)
Answer: - " ‘ S _ .
{b) Given Orlgmal total cost =3%200
Original quantity produced = 10 units
New total cost . =3%600 -
=20 units

New quantity produced -
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{18]

' 'Marglnal cost is the addltlon made to the total costby produotlon |

of an additional unit of output

» Additional Cost =¥ 600 -3 200 -
_ : -=3400 :
Additional quantity produced =20 units - 10 units
L L L =10 units
_ . R
M- - Sz
=340 -

Average Fixed Cost = ? 20
Quantity Produced = 10 units
What will be the Average Fixed Cost of 20™ unit?
(a) T10 _

(b) % 20.

c) ¥5

(d) None
Answer:

(1 mark)

- (a) Average ﬂxed cost (AFC) |s the tota! f:xed cost dl\nded by the

[19]

~ number of units produced i.e. AFC = TSC.

Where Qis the number of units produced

TFC . =T20x10units
o =7200
‘o =10 units
. _'200
AFC - 20
=% 10

Since AFC steadrly falls as output i mcreases hence for 20™ unit AFC '

i T 10.
What is Production in Eoonomrcs
- (a) Creation / Addition of Utility
{b) Production of food grains
(c) Creation of services =
(d) Marufacturing of goods -

(1 mark)

4.166 . - | Scanner CA Foundation Peper - 4 (2023 Syllabus)

Answer : -
- (@) In Economlcs production is the process by WhICh man ut|I|zes or
converts the resources of nature; works upon them so as to make

. them satisfy human wants. The satisfying power of goods and e

services is called utility. Hence we can conclude that production
can also be defined as creation or addition of utility. -

[20] Externai Economies of Scale are obtained by:
(a) afirm
" (c) Small Production =

(b)- a group of firm : :
{d) Soolety {1 mark)
Answer:
(b) External Economies of scale. accrues to flrms as a result of
. expansion in the output of the whole-industry and they are not
dependant on the output level of individual firms. They are external -
in the sense that they accrue to firms not because of their mterna!

situation but from outside i.e. expansaon of the mdustry

2000-JuNE |
_[21]1 lfafim's output is zero, irhen:
A{a) AFC will be positive:
(c) Both of (a} and (b)

{b) AVC will be zero = . -
(d) Noneof(a)and (b) (1 mark)
Answer:
(c) Average fixed cost may be expressed as- leed cost dl\nded by the -
number of units. When the firm'’s output is zero, average fixed cost
 is positive as fixed cost is incurred even if no units are produced
~ Average variable cost may be expressed as- variable cost per .
unit produced. When the firm’s output is zero, there erI be ho
variable cost hence average variable cost will be zero.

[22] Functions of the entrepreneur are:

(a) -Risk bearing - :
- (b) Initiating a business enterprise and resource CO- ordlnatlng
{c) Introducing new innovations :

(d) Allof the above . (1 mark)
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[24] Labour force wants more

4167

Answer:

(d) The entrepreneur has also been called the orgamser the manager '

or risk- taker. The task of an entreprenéur is to initiate production
work and to.bear the risks.involved. An entrepreneur performs the

following functions: _
(i) Initiating a business enterpnse and resource co-ordination -

- (i) Risk bearing or uncertalnty bearing
(i) Innovation

[23} Law of diminishing retums is applicable m

- {a) Manufacturing rndustry

(b} Agriculture -

(c) Neither (a) nor (b) L

* (d) Any economic actlwty ata pomt of tume _
Answer:

'(d) Law of dlmll’lIShll’lg retums states that as more and more factors of -

productlon are employed, the total produc’uon first increases, and

then eventually declines. This law applles to all economic actlvmes' _

at some pornt or the other.

¥

|l 2009 - DECEMBER

“(b) leisure

" (a) facility _ B o
- {c). ‘benefit’ (dy all of the above (1 mark) :
Answer

(b) Labour is one of the factors of productlon Alabourer hias to make - -
a choice between hours of labour and hours of leisure. Labour

force prefers to have more of the rest and lelsure than earnmg
money.

[25] Production activity in the short-run is analysed by

- {a) Returns to scale (b) Economies of scale
(c) Law of variable proportron (d) None of these

: (1 ma.rk) :

(1 mark)'. :

- 4.168

[26]
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Answer: : :

(c) Short-runisa tlme perlod when onIy one factor is f:xed and rest all
are variable. The law of variable proportion operates in the short
run. Therefore, in short- run productlon actlwty is analysed by this
law. .

Increasing retums to scale occurs due to:

{a) Economies of scale (b) Specialization

(c) Indrvrsrbmty of factors (d) All of these

Answer:

(1 ‘m“ark) .

(d) Incredsing returns to scale occurs when the output increases more

than the increase in' input. This occurs due to economies of scale

also it occurs due to the indivisibility of factors and returns to scale .

* . may also increase because of greater possmmtres of specuahzaﬂon E

of Iand and machmery

201 0 JUNE

- [27]

Law of dlmtmshmg returns is apphcable in

(a) only manufacturing |ndustr|es

- (b) only agrlculture

(d) -in all economic activities after a limit

(c) neitherin agriculture nor in mdustrles S
(1 mar'k) o

- Answer:

28]

~(c) economies of scale -

(d) Law of diminishing returns states that as more and more factors of -
production are employed, the total produet firstincreases and then :
eventually declines. Thls law apphes to all economic actrvrtres after
a limit, : ‘

Law of increasing returns is applicable because of

(a) indivisibility of factors (b) specialization

(d) ‘both (a) & (b) above

(1 mark} -.
Answer: T
(d) The two causes of Law of Increasmg Heturns are:

(A) Indivisibility of Factors. -

(B) Divisicn of Labour and speclallzatlon

" Hence both options A and B are correct.
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[29}

When output detreases by 20% due to an increase in mputs by 20%, s

“this stage is called the law of
(a) increasing returns to-scale (b) decreasrng returns to scale
{c) . constant returns to scale (d) none of the above (1 mark)

- . ‘Answer:

[30]

.'{31]

--{c} constantrate
- Answer: _
{b) The law -of variable . proportlon states that as we |ncrease the o

(d) Law of constant. returns ‘states that wrth inorease in mput the

output also increases in the same proportion..
- However, in the given question, the output is decreasmg by

20%. due o an increase in input by 20%. This is not the case of

constant returns to scalé. This is neither the case of mcreasrng

. returns to scale nor decreasing returns to scale hence, the answer

would be none of the above

2010 - DECEI)IIBEFI -

In-the first stage of the Iaw of varlabie proportlons the total produot
increases at the _ ‘
(a)’ decreasing rate ‘ (b) increasing rate

(_d) both aand b. .(1‘ mark).‘

guantity of one input which is combined with other fixed inputs, the
MP of variable input eventually declrnes It is dlvrded lnto three
stages. (laws): - C

"~ (i) Law of increasing returns
{ii) Law of decreasing returns
(i) Law of negative returns

to the table given below?
No. of labourers Total product
A T _'350 . 350
2 o = : 230

- Marginal product

4.169 |
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(a) 680 - (b).580 R
(c) 350 A(d) 230 - (1'mark).
- Answer: L '
(b) TPn = TF-_'n-‘i +MP, .. -
' =350 +230 .
=580

132]

- [33]

Which function shows the relatronshlp between mput and output’?
(a) Consumption functiori (b} Investment function

{c) Production functlon (d)- Cost function (1mark)

- Answer: ‘ ‘
(c) Production function states the. relatronshlp between inputs and

output i.e. the maximum amount of eutput that can be produced
“with given quantities of |nputs under a glven state of technrcal
knowledge : :

2011-JUNE ' .

External economies are enjoyed:

(). By large producers only  {b) As the.firm expands '

(c) Both (a) and (b) ' (d) None of above.

Answer: . '

() External economies are thase economres which accrue to firms as
a result of expansion in the output of the whole industry and they .
are not dependent on the output leve! of individual firms. External -
economres are en;oyed by large producers N G

{1 mar_k} |

. 12012 - JUNE o _ T o
What will be the total product wherr two Iabourers are hlred accordrng' o ' - ' o B
' o [34]

The Law of Dlmrmshmg Returns is app!rcable in_ | -
(a) only in manufacturing mdustrres ‘ :

~{b) only in agriculture
~(c) neither in agriculture nor in industries.
- (d) all economic activities after a point.

(1 m_ark)' _"
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- [35]

. [38]

"(c) Introducing innovations

4171

Answer

(d) Law of dlmrnlshlng returns occurs in the short run and states that .
as more and more units of variable factors are employed to a fixed

factor total product first increases and then eventually declines.

_ -This law occurs on all economic activities after a poirit of time
because after reaching an optimum combination the factors
become over utilized and lead to lesser productlon

The concept of Returns to Scale is related to:

“(a) Very short period

(b) Short period

(c) Long petiod

(d) None of above. -
Answer: . B

(¢) Long -run refers to the time penod when all the factors change and

no factor is fixed.
. When all inputs are changed in the same proportion, it Ieads toa

change in‘scale. Therefore, returns to scale occurs in the Iong run, -

The function of an entrepreneur is:

(a) Initiating an enterprise and resource coordlnatlon

(b} Risk bearing

{d) -All of the above

‘Answer:

(d) An entrepreneur - is a person who combmes alt factors of

production, bears risk and initiates the process of production. An
entrepreneur performs the following functions:

(a) Initiating a business and resource coordination

(b) Risk bearing and uncertainty beanng

(c) Takmg rnnovatlons _

(1 mark) |

(1 mark)

4172 -

[37]

- (38]

[39]

2012 DECEMBER

“(a) Law of variable proportion (b) Laws of returns to scale
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Which of the followmg is not a charactenstlcs of Iand‘?

(a) Itis a free gift of nature

{b) - It is a mobile factor of production

(c) Itis limited in quantity

(d) lis productlve power is mdestructnble

Answer:.

(b) A factor of produotlon shoutd have the follow:ng oharacterlstlos to
~be called fand : .

ltis a free gift of nature .

It is strictly limited in quantity -

It is indestructible - S .

~ It cannot be shifted from one place to another: .

It is a specific factor of production o

A production function is defined as the relationship between _

(a) the quantity of physical inputs and physicalf output of a firm

{b) stock of inputs and stock of output : .

(c) prices of inputs and output

(d) price.and supply of a firm. -

Answer:

E (1. mark). |

.m'.e W -

. (t mark) |

(a) Production functlon states the relatronsh|p between mputs and
output i.e, the maximum amount of output that can be produced - -
with given quantltles of mputs under 4 given state of techrucal- .

knowledge.
Production activity in the short period is analysed with the help of:
- mark)

(c} Both (@) & (b) (d) None of the above.

- Answer: o
(a) Production funotlon states the relattonshlp between mputs and‘

outputs. The production activity can be in short-run or long-run.
“Short period is that period of time which is too short for a firmto~
install new capital equment to increase production; This is done
“-.when the law of variable proportion is analysed. - '
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2013 - JUNE )

[40]

©A173

4.174

[42]

Whlch of the foliowmg |s the. reason for the working - of the law of R

increasing returns?

- (a) Fuller utiisation of fixed factors ,

~ {d) All of the. above

[41]

(b} Indivisibility of the factors.

(c) Greater specialization of fabour

Answer:

“{d) The causes of the law of i mcreasmg returns are:

— Indivisibility of factors.
 — Division of labour and spemallsatlon
- When variable factor is increased, fuller utlllsatlon of flxed
-~ factor becomes possible and it results in increasing returns.
Hence, all of the above are the reasons for worklng of the Iaw
of increasing returns.
External economies can be achieved through

-, (a) Foreign trade only
{b) Superior managenal skill

(¢} .Extension of transport and credit fac:|||t|es

(d) External-assistance.

. Answer; ' .
(c) External economies of scale are those. whzch accrue to fimsasa
result of expansion in the output of the whole industry. These are

available to one or more of the firms in the form of —
- (i) Cheaper raw materials and capital equment '
(i) ‘Technological external economies
(iii) Development of skilled labour
(iv) Growth of ancillary industries

(v) Better transportation and marketlng facmtles Thus external '

economies can be achieved through the extens:on of transport
. --and cred|t facmtles :

(1 mark). -

(-1 mark)'_

[44]

ScannerCA Foundation Paper - 4 (2023 Syllabus) .

External economies arise due to:

(a) Growth of ancillary industries

{b) High cost of technologies " '
(c) Increase in the price of factors of productlon

(d) None of the above. {1 mark)

-Answer:

(a) External economies arises due to the followmg reasons
{i)y Cheaper raw materials and capital equment .
(i) Technological external economies - .
(i) Development of skilled labour
(iv) Growth of ancillaryindustries
v) Better'transportatiop and marketing facilities

2013 - DECEMBER

4]

Innovation theory of entrepteneurship ie -propo,unded by: ’

(a) Knight : (b} Schumpeter -
(c) Max Weber . (d)' Peter Drucker (1 mark)
Answer:
{b) The concept of :nnovatlve entrepreneurshlp was propounded by
. Schumpeter. -

Production function is:
 {(a) Purely a technical relationship between mput & output
(b} - Purely an economic relationship between input & output

(c) Both the technical & economlcal relatronshlp between input &

output

(d) None of the above. (1'mark)'

" Answer;

. (a) - Production function states the relatlonshlp between inputs and the -

output i.e. the -maximum amount of the oufput that can be -
produced with the given quantities of inputs under a given state of
technical knowledge. .
Thus, production funotlon is purely a techmcat relat;onship '
between mput & output :
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- [47]

~{d) It has different uses.

[45] The concept of returns to scale is related wuth

* () very short period (b) ‘short penod :

" (¢). long period {d) none of the above . (1 mark}

“Answer: :

{c) Long-run refers to the time perlod when all the factors change and -
no factor is fixed, when all inputs are changed in the same’
proportion, it leads to a change in scale. Therefore returns o scale
occurs in-the long run. :

" Thus, option (c) is correct.
- [46] In Cobb-Douglas production function, two lnputs are;

(a) Land and Labour
(c) Capital and Entrepreneur
Answer:

(b) Labour and Capital

" {b) Cobb-Douglas Productlon function applfes not to an individual firm
In this case, output is

manufacturing production and inputs used.are Iabour_and capital.

ll2014-0une - |

but to the whole of manufacturing.

Whioh one of the followmg isnota characterlstrc: of land?
(a) Afree gift of nature :

(b) lts supply is fixed -

{¢) An active factor of productlon

Answer:

(c) Asa theoretlcal concept, Iand has the fo!lowmg characterlstlcs

(1) Land is Nature’s gift.

(2) Supply of land is fixed.
- (3) It has indestructibie powers.
(4) ltis a passive factor:

(5) It has different uses.

Hence, land is not an active factor of productlon thus option. (o) is -

the correct answer.

4175

(d) Entrepreneur and land (1 mark)

(1 rnark)_

4176

48]
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Any Entrepreneur undertakes wh[ch one of the fo[lowmg funct[ons’?
(a) Initiating a business and resource co- ordlnatlon '
{b). Risk or uncertainty bearing a

~ {c} Innovations

(d) Allof the above (t mark)

Answer:

~(d) An entrepreneur performs the followrng funct[ons in generat

49

-(c) Constant returns to scale (d) ‘None of the above.

~ Answer:
~ (b) When outputincreases in a smaller proporhon W|th an increasein -

(1) Initiating a business enterprise & resource co- ordlnatlon
(2) Risk bearmg/uncertalnty beanng .
(3) Innovations.

"Hence, option (d) i.e. all of the above is the correct answer. ..
‘With a view to increase his production, Hariharan a manufacturer of

shoes increases all the factors of production in his unit by 100%. But .
at the end of the year, he finds that instead of an increase of 100%, his -
production has increased by only 80%. Which. law of returns to scale
is-operating in this case?

(a) Increasing returns to scale (b) . Decreasmg returns t'o scale _ -
(1 mark)- :

- all inputs, decreasing retumns to scale are said to prevail. In'this
- case, inputs are increased by 100% in oomparlson to outputs
- which are mcreased by 80%. :

Hence, option (b) is correct.

2014 - DECEMBER

- 1s0]

Linear homogeneous productlon function is based on

(@) Increasing réturns to scale (b) Decreasing returns to scale - ‘_ -
(1 mar_k) .

(c) Constant returns to scale (d)- None of the above
Answer:

" (c) Linear homogeneous productlon function is based on constant

returns to scale. It occurs when the inputs increase by some .
proportion and the output also increases by the same proportlon :
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{2015 - DecemBeR | -

[51] Which of the folfowrng statement is true an relatlon to an ISO Quant 5 4] The conclusron drawn fromm Cobb Douglas pro ductlon function is that..

Curve? .~ Iabour contributed about d capitalabout____ofth

(a) It represents those combinatfons of two factors of productlon that ., -aoourconiributed abou and caprial abou -0 , et_ncrease
will give the same level of output : Lo in themmagufacturlng produetion. . '

(b) It represents those combinations of all the factors that w:llglve the - . {a) 3?1{

© same level of output - B : _ . ' 19

{c) lt:slopes upward to the right ' e (b} 55

(d) Itcantouch eitheraxis. - - S (Imark) i an

Answer: C s ' (c) “4*"?. . |

' (a) An iso- quant represents alf those ‘combinations of two factors of ' ' o R ' B _
production which are capable of producing the same level of output. | fr?rsquz:e of the above - o S (1 mark)

52] Production is defined as: , - a :
[ ! - R e - (a) Cobb-Douglas productron functron states that Iabour contrlbuted

(@). Creation of matter 3 .
{b) Creation of utility in matter - about Eth and capital about _—th of the mcrease in-the

¢) - Creation of infrastructural facilities .' S . ‘
| 8 None of the above S RERERTI (tmark) " manufacturing productlon Q=KL* C‘1 a) . ‘
ST T " Where ‘Q is output, ‘L' the quantlty of Iabour ‘c the Quantlty

Answer: i
(b) By production we mean that process by WhICh man. utlllses or of caprtal K'and ‘a’ are posmve constants

- converts the resources of nature, working upon them so as to

: 'make them satisfy human wants. . . _ | '016'- JUNE
[53] Long period production funiction is related tor - ' 7 - : _
g il::‘w'vso;;’z;i?:]e ?(l)'osp(;rltéons - R _ g [55] 1SO quants are also known as:
S 10 5C . : S . ' (a) Production possibifity curves
(c) Law of diminishing returns : ) o : (b) Indifference curves
‘(:')1 s?v(;:e of the above . o o (1 mark) o (e) ‘Production mdlfference\curves . :
‘ ' ' . d) None of the above. : . -0
. (b) Long period production functlon is related to law of retums to scale' R r(t\r)tswer Of ve: : L S (1 mark)
which relate to the long-period production function by changing one . L (c) ISC quants are also known as production indifference curves. They :
or more of its factors. Long period production function is related to o show all those combinations of different factors of productionwhich

. law of returns to hich.rel i
fuhvczonebL;/rc?tan ﬁﬁalir‘:\; L,C,- rgﬁraetiftﬁst?:ct% ':g penod production S gives the same output to the producer. ISO quants are similar to
ging _ B |nd|fference curves of the theory of consumer behawour
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561

. 157]

{d) Productive investment.

Human capital refers to:

(a) Savings by individuals
(b) Mobitisation of savings
{c) Human skills and abilities :
(1 mark)
Answer: C

(c) Human capital refers to human skill and ablhty This is called

human capital because a good deal of mvestment has gone into

creation of these abilities in human.
The Law of Variable Proportlons is assomated with:
(a) Short period

_(b) Long period

(c) Both short and Iong perlods
(d)y Ne|ther short nor long period.

' ~ Answer: N ' : -
' (a) The law of varlab!e proportlons examines the production functlon

(s8]

" with ene factor variable, keeping quantlttes of other factor fixed.
This law operates in the short run when ali the factors of production
cannot be increased or decreased simultaneously. in other words
it refers to input-output relationship. : :

Which. one of the following statements is not correct?
(a) Land has indestructible powers - :
(b) Labour is mobile

{c) Capitalis nature’s gtft

(d) Landis a passwe factor. '
Answer:

(c) Capital has been rlghtly deflned as produced means of

. productiony’. if has been produced by. man by working with nature.

Therefore, capital may well be defined as.man made instruments .

ofproductlon Example machme tools, Instruments factorles etc.

4179 .

- (_1 'm'ark_) -

(1 ma’rk)_

c -

60}

[64]

62]

{c) Uts production powers are mdestructlble

. (d) Becomes negative -

" (a) 50

4.180 * Scanner CA Foundation Paper - 4 (2023 Syllabus)
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Wh|ch of the fotlowmg is nota charactensttc of Iabour’? .

(a) Itis perishable ,

{b) 't has weak bargalmng power

(c) Labour and Labour power cannot ‘be separated

(d) Labour is not mobrle .

Answer: ' :

(d) Labour is not moblle Th!s isnota characterlstlc of Iabour Labour_
- is mobile. |

Which among the following is not a charactenstrc of Land'? -

(a) ltis an active factor o

(b} It has variety of uses

- (-1 | mark)

(d) Its supply is Ilmtted - {1 mark)
Answer: ‘ S

(a) Land is a passive factor of productlon itis not a active factor.
When average product rises as a result of an increase in the quantity '
of variable factor, marginal product is: : '

(a)- Equal to.average product

" (b) More than average product

(¢) Less than average product . ' o
g mark) '
Answer: :

- (b) When average product fises as a result of an mcrease in the' o
quantity of variable factor, margmal product is more than average .

product.

Suppose the first four units of a variable input generate correspondlng o |
total output of 150, 200, 350, 550. What wm be the margmal produetof - -

the third unit of input?.
' (b) 100°
(e)-150_ (d) 200 ‘(1. mark) . -
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Answer:

7 (e) Margma! product of the third unit of input
= TP, - TP, : :
=350 - 250"

=150

2017 - JUNE

[63]

[64]

(a) manufacturing

-utilities in the form of goods and services.
(a) consumption
.. (c) exchange

The famous Cobb- Douglas productron function is based on studies of
industries in the Uhited States of America.
(b)) construction-

(c) consumer (d) aviation.

'Answer . .
(@) A famous statlstlcai productlon funotlon is Cobb- Douglas.

production function. Paul H. Douglas and C.W. Cobb of the U.S.A.

-... Studied the production function of the American manufacturing

industries. In its original form, this production function applies not

to an individual firm but to the whote of manufacturlng in the United -

- States. Thus, option (a) is correct.
in Economics, entire process of

is' nothing but creatlon of

{b) production. -
() distribution.

- Answer:

(b) Production is nothing but the. creatlon of utmtles in the form of

goods and services. For example, in the production of a woolen:
" suit, utility is created in some form or the other. Firstly wool is’
.changed into woolen cloth at the. spinning and weaving mill {utility .

- created by changing the form) then it is taken to a place where it

_isto be sold (utility added by transporting it). Since woolen clothes
" are used only in winter, it will be retained until such time when then "

they are required by purchasers(time utility). In the whole process,
serwces oi various. groups of people are utilized (as that of mill

(i mark)

7(1 mark) |
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-workers, shopkeepers, agents "etc.) to contribute to the

* - enhancement of utility. Thus, the entire process of production is -
nothing but creation of form utility, place utlllty, time utility and/or '
personal utility.

2018 - MAY -

[65] Cobb Douglas function is given by Q= KL ct

(&) If =+ B > 1, increasing returns

(b). If = + B > 1, increasing returns to scale

() if =+ B < 1, diminishing returns -

(d) ife=+B=1, decreasmg returns to scale.

Answer: .

(b} Cobb-Douglas functlon is glven by Paul H. Douglas and C.W. Cobb "

- of US.A. studied the production of American Manufacturing

industries. They describe that output is manufactunng and input are
labour and capital. It is given by Q = K L* C“‘E) 4f a+b>l,
increasing return to scale. :

R mark)

~ [66] Production is defined as: 7

(@) Creation of matter
(b) Creation of utility in matter
(c) Creation of mfrastructural facilities

(d) None of the above. St iriark)

" Answer:

(b) Man cannot create matter. Man can create only utlhty in matter.

Production should not be taken as creatlon of matter but iti |s taken '

. ascreation of utility in matter.

_For Example When man produces a table, he does not oreate the -

_matter of which the wood is composed of.-He only transforms wood
into chair and utility to wood which dld not have utility before
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1 {67] The conclusron drown trom Cobb Douglas productlon function is. that
labour contributed about ___and capital about
"..in the manufacturing productlon t :

g . 1
L@ T S Y
1th ah - o o ) . P
(c) 7T - {d) None of the above. {1 mark) -
Answer:
- (a) As Cobb- Douglas functlon is below
Q=KL*Cl-a

Which shows that labour produces 3/4th and capltal produces 1/4 of
_ the increase in manufacturmg production.

[68] At the point of inflexion, the marginal product is:
(a) Increasing (b} - Decreasing
(c}. Maximum (d) Negative .-
Answer

(1 mark)

Ac) Point of |nﬁex|on isa po:nt where. marglnal product is at maximum.
First marginal product utility increase then reach at maximum points -

which is point of mﬂexson and then decrease Margrnal product can
be negative. :
[69] Isoquants are equal to:
 {a) -Product lines
(¢) Cost Iines
" Answer: :
~ {a) Isoquants are simifar to mdrﬁerence curves of theory of consumer
behavicur. An isoquants represents all those combinations which
are capable” of producing same level of output. Production

(b) Total utility lines

(d) Fteven’ue-liﬁes- (1 mark)

indifference.curve is another. Name -of ;soquants as it represents -

product lines:.
{70] Increasing returns to scale can be explamed in terms of:
(a) External and iriternal economics
" (b) External and intemnal diseconomies
(c) ‘External economies and internal dlseconomles
{d) All of these. : :

4.-1 83 '4.184
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Answer: : - : _
(a) increasing return to scaie means increase in output is greater than L
. increase in input and-increasing return to scale. causes due to -
external and. internal economies while decreasmg return to scale ,

causes due to external and internal diseconomies.

2018 - NOVEMBER

711 Accordmg to Cobb Douglas productron funotion Wiil get
to scale? o . :
(&) Constant
- (b) Diminishing
{c) Increasing - '
- (d)"Any.of the above. -

Answer: ‘

‘(a) Accordlng to Cobb- Douglas productlon functlon is stated as

- Q=KLech® :

When ‘Qis output ‘L' is the quantlty of labour and ‘C’ the quant:ty‘ o
- of capital. 'K’ and‘a’ are posrrlve constants.
[72] Which of the following statement about faotors of production is not true’?'
-~ (a) Land is a passive factor - : :
(b) Land is a free gift of nature .

(c) Land is immobile -

{d) Land is perishable -

Answer: :

(d) Characteristics of land are
Land is a free gift of nature
Supply of land is fixed :
‘Land is permanent and has mdestructlble power '
Passive factor -

Land in lmmoblle
herefore land is not perlshable and (d) optlorl WI|| the answer.

__retums .

«a n.aark) -

: " (1'mark)

'4mepwe
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2019-May e

.[73] Whlch of the followmg is considered as productron in economlcs’?
{a) Helping a blind person in crossing the road . :
(b) Group dance performance in a-collage annual functlon
(c) Holding-a child who is falling from a wall .

(d) Performing an. art |n a theatre " (1 mark)r'

Answer :
{d) Production consists of various processes to add thlllty to natural

- resources for gaining greater satisfaction from them by maklng use

of personal skills in the form of services.
Example: Performing an art in a theatre.

. [74] 'Marglnal average and total product of a flrm in the short run W|II not -

comprise with, :
(a) When marginal product 15 at a maximum, average product is equal
' to marginal product, and total product is rising

" (b) When average product is maximum, average product is equal to

.marginal product, and total product is rising

- (c) When marginal product .is negative, total product and average

: product are falling - .
(d) When total product is increasing, average product and. marglnal

* product may be either rlsmg or falllng ; ; {1 mark)
Answer : '
- (a) The relatlonshlp between average product and marglnal product is
as follows:

. () When average product rises, marglnal product is more than'

average product
{(if) When average product is mammum MP AP

average product

78]

78]
(m) When average product falls, marglnal product is !ess than the - -

\
(.
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YA

Product

Outpt

~ Hence, option (a) is not the relation between MP and AP.

2019-NovEMe_En -

Supply of land is _____in case of economy? ..
(a} Elastic. Co T
(b) Inelastic. -

~ {c}. Perfectly elastic

(d) Perfectly inelastic N o (1 mark)

Answer: . '

(d) Supply of land is perfectly melastlc in case of economy Land is- .
~strictly Ilmlted in quantity. It is different from other factors of
production in that no change in demand can affect the amount of -
land in existence. However it is relatively elastic from the p0|nt of
view of a firm.

MP is the slope of __

(a) TP

7

(b) AP

(c) Both -

 (d) None I . (I mark)
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Answer: '
(a) Marginal Product is the slope of Total Product as-’

Total product is the total output resulting from the efforts of all

factors of production ‘combined-together at any time.

- Marginal product is the change in total product per unit change in-

the quantity of variable factor, i.e. it lS the addition made.in
additional unit of output. .
‘MP,=TP,— TPn1
Or :
TQP ATP = Change in Total Product
- AQ= Change in Quantity

Answer

‘s188 Stannér CA Foundation Paper‘fj4(2623 Syllabus)

For Answer [77] - [79] used the data table given be!ow
At first unit of output. Total output and Marginal output are equal i.e.
TP = MP = 10.units (glven asTP = 10) ' h

TP=Y MP

TP = 10 + 8 = 18 units of output -

~ For Question [77] - [79] used the data table given below

No of workers Total output . Marginal output
0 .0 ' 0
1 10 _
2 _ 8
3 24 _

[77] What will be total output for 2 workers

(a) 6
(b) 1
(c) 12
(d) 17

[78] . What will be marginal output for 3 workers"

(a) 6
by 12
(o) 7
(d) 8

_ [79] Average. Product for three Iabour

{a) 12

(b) 11
- (¢} 8 -
*(d) None -

(1 mark')' -.

(1 mark)

: (1 mark)

" 2020 - NovemBER ||

[80] The concept innovative entre'p’reneUrship was given by '

(c) J.K.Mehta

No. of Workers Total Output . Marginal Qutput
5 — o
1 10 10
2 10+8=18 . |. - 8
3 24 - 18 = 6.

As Mp,=TP, - TP, L
i.e. TP, = TP, i.e. total product at 3 units of labour (worker)

TP, = TP31 =TP, .. Total product at 2 units of labour (worker)

MP, = MP, = i.e. marginal product at 3 unlts of labour (worker)
-~ 24 units — 18 units = 6 units.

And marginal product is Maximum at 8 unlts of Iabour

[77] (b) Total output for 2 workers is (b) = 18

[78] (a) Marginal output for 3 workers is (a) =

. [79] (c) The average product at 3 units of labour is 8 )

(a) Marshalil (b) Schumpeter . - .

(d) Adam Smith-. .. (1'mark)‘
Answer: ' :
{b) The concept of mnovatwe entrepreneursh:p was propounded by

Schumpeter C
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[B81] WhICh activity i |s the base of all the productlon actlwtles

(a) Production

) {b) - Exchange’

" (c) Investment
-(d) Consumptlon

[82]

Answer: - :
(c) Investment is the base for all production.

When output increases more than the increase in mput it occurs due to:

(a) External and internal diseconomies

- {b) External and internal economies

(c) External diseconomies and internal dlseconomles
(d) External economies and mternal economles :

. Answer

[83]

[84]

" (d) Isoquants are cencave to origin

(b} Intemal- economres of scale are flrm -specific, whlte external
economies of scale occur based on larger changes costs down

. while increasing the volume of output.
A functional relatlonshlp between inputs and output is called

‘(a) Cost function -

(b) Revenue function
" {c) Consumption

(d). Production function

Answer:

(d) The productlon functlon is a technlcal relatlonshlp between the

‘amount of inputs that a frrm uses and the maxlmum level of output
that can be obtained.

Among the following statements WhICh is incorrect in relatlon to

isoguants:

(a) Isoquants are negatlvely sloped
(b) Isoquants are convex to origin
(¢) 1soquants are not intersecting:

4189

(1 mark)

(1 mark) |

(1'rr\erk) |

7(1 mark) -- ‘
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[85]

(6]

- {d) Zero
"Answer:.
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Answer:

(b) Isoquants are convex to the origin:.
Like indifference curves, isoquants are convex to the origin. In’
order to understand this fact, we have to understand the concept .

- of diminishing- marglnal rate of technical substitution (MRTS),

because convexity of on’isoquant |mpI|es that the MFITS s
diminishes along the isoquants. :

External economies can be achieved through

(a) Technological external economies -

'(b) -External assistance
(c) Development of unskilled tabour

(d) Superior managerial efflc:lency : (1 mark)

Answer: .

(a) External Economies can be achleved through all external sources N
like technology etc:
Un-skilled labour development and superlor managerlal efflclencyr:
are internal economies.

Marginal product will be

(&) Maximum

(b) Minimum

(¢) Negative

at the point of mflexlon is:

( mark} .

(a) Atthe point of inflexion, the marginal product is maximum upto the:
. point of inflexion. TP has been increasing at increasing rate ,
resultlng in increasing MP. ' :

2021 JANUARY _

| [871

S (d) Providing services professionally.

Production may be deflned as an act of
(a) Creating utility

(b) Destroying utility T o : '

(c) Earning profit in best way S
(1 r_nark).
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4191

'Answer__ |
- (a) Creating utility

G

Production may be deflned as act of creatlng utlllty
. Production may be defined as an act of maklng goods and thus
addlng utility to the object.

Which of the following i correct in relation to Marglnal Product?

(@) Whatis produced units when all factors of production are employed ‘

at optimum efficiency? - -

" (b) The extra output obtalned from employlng an additlonal unlt ofa

' [39]

“{cy 14
: (d) 172
- Answer:’

factor

* (c) The: left revenue to the entrepreneur after he has mcurred aII.

expenses

(d) None of the above. (1 mark)

-Answer: ' :
(b) “The extra output obtalned from employrng an addltlonal utility ofa - - '

factor
Marginal product refers to the addltron to the total product

When an addltronal unit of a commodlty is employed and thus. -

- produced.

MP =TP, = Tpn - 1 ' ' '
According to Cobb-Douglas productlon function, Iabour contnbut:on in
increasing manufaoturlng productlon is -

{a) 2/3

(b) 3/4

- (b) 3/4

90]

Cobb ~— Dougfas product:on functlon
increasing manufacturing production is 3/4 -

When Average Product falls marglnai product |s...; ..... the Average '
“Product. . o '

" {a) Lessthan

() More than

(c) Equalto

(d) Maximum (1 mark)

(t' 'r'nark) -

labour contribution. is

4192

191]

[92]

ey 2
(d) 1

Scanner CA Foundation Paper - 4 (2023 Syllabus) -
- Answer: _ - -
. (a) Less than : ' :
When Average Product falis margrnal product |s Iess than the -

' average product. o . _
Yo T ’ . S o 4

A

Price =

AP
> X

o
'Units—>

How many kinds are of Economies of scate?
(a) b ‘ :
(b} 3

. (Imark})
Answer: o
(c) 2 '
_There are two types of Economres of soale o

External

In short run.the Law of variable proportlons is also known as
(a) Law of increasing returns {b). Law.of diminishing returns -

_ Internal

{c) Law of decreas:ng returns (d} Law of constant: returns (1 mark) .
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~ (a) Short run

4193

Answer:

(b) Law of diminishing returns
In short.run, the law of variable proportlon is known as law of
diminishing returns.

] The Law of returns to scale is. :

(b) Longrun

(c) Short and Long run. (d) Medium run

Answer: ' . -

“{b) Long run :
The law of return to scale is appllcable in Iong run only.

2021 - Juy

[94]

Which of the followmg is not passnve factor of productron‘?
(a) Land :

(b) Building

(c) Labour

(d) -Machine

Answer:

" Ae) Labouris not passive factors of productron i.e, Labour is an actnve

[905]

. (d) Supervision of day to day productlon act|\nt|es

factor, without the active parhmpa’non of Iabour Iand and capltal
may not produce anything .
Which one of the foliowing is not a necessary functlon of an

- enfrepreneur? .

(a) Risk and uncertalnty bearing
(b) Initiating a business enterprise
{c) Innovations : _ .
(1 mark)
Answer:
(d) Functions of an entrepreneur are:
~« initiating business enterprise
.+ Risk bearing and uncertamty bearing -
e Innovatlons

(1 mark)r

{1 mark) "
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Scanner CA Foundation Paper - 4 (2023 Syliabus) ..

+

|| 2022 - June .

[96]

Land is heterogeneous because of:
(a) Landsare alike
(b} Lands are not alike
{c) Lands are fixed
(d) Lands are mobile
Answer: : -
(b) Landis heterogenous because no two lands are allke they dn‘fer in..
size, fertility and situation. -
Land s a free gift of nature, fixed in supply, passwe and. |mmobt!e
When TP is decreasmg, MP becomes'? .
(a): Positive
{b) Zero
(¢) Undefined
(d) Negative
Answer: :
(d) When TPis mcreasmg, MP is mcreasmg, IVIP is when zero, TP is
- maximum, when MP is negative and average. revenue is
- diminighing, TP is decreasrng/dlmlnishrng
Profit is an income from:
(a) Land -
(b)  Investment
(c) Business
(d) Labour
Answer: : '
c) Profit is an income from business.
Profit is the revenue that remains after expenses ina busmess
The main aim of business is the acqursmon of proflts
If the output has to max then
{a) MR < MC '

- (i mark) N

{1 n'lark) B

(1 mark)” -

(b) MR = MC .



‘ [Chapter-; 3.1] Theory of Production
" (¢) MR>MC . _
(d) None of the above (1 mark)

-Answer:

~{100]

{b) If the output is to be maximum level then the Margmal Revenue -

. should be equal Marglnal Cost.

When MR, MC, a firm has maximum output produced with -

additional products/outputs for maX|mum revenue.
Marginal Cost changes due to change in_____cost

~ {a) Tota!

[101]

~ {d) Average cost -

[102]

~(d) None of the above

(b} Fixed
(c) Average
(d) Variable
Answer: ' ' '

{d) Marginal cost is the addition rnade to the total cost by the

production of an additional.unit of outpui. it is independent of

fixed cost. It is only the variable cost which changes with a
“¢change in the level of output in a short run.
Which cost increases contlnuously with the increase in productlon ?
(a) Fixed cost : : :
(b) Variable cost
{c) Total cost

Answer: o
{b) Variable cost increases as productlon increases - as every
' additional unit of output increases the variable cost.
Find cost remains the same. -
The market where small guantities of goods sold-
(a) Wholesale e
(b) Retail
{(c) Manufactures

Answer:
{v) The market where the small quantltles of goods sold are Retali
Markets .
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| (1 mark)

( rnark) .

' (1' mark) '

419'6

1 03]

Scanner CA Foundat:on PapeT 4 (2023 Sy!labus)

The Law of vanable proportlon is assomated with,
{4) Short period :

. (b}, Long period

“{d) Neither short or Iong period

T104]

(c) Both short & long penods S
(1 mark)

Answer:

(a) Law of variable proportlon is appncable t6 short run penod Law

of variable proportion ‘exhibits the relationship between.the. = .

change of output in respect do the change in only one variable
factor, only in short run, eccnomy e :

2022 - _DEC_EMBE_R S T

Producer’s surptus arises when:

‘(a) The price of the commodity is more than. the minimum. prlce at |

which the producer is willing to supply.

{b} The price of the commodity is less than the minimum prlce at' ‘

‘which the producer is willing to supply.
(c) The price of the commaodity is equal 10 the minimum pnce the .
*producer is willing to supply at. . i
(d) The price of the commodity is zero to the max1mum price of the
‘producer is W|I||ng to supply at. (1 mark) :
Answer:

- .(a) Aproducersurplusis generated by market pnces in excess of the- ‘

[105]

- lowest price producers would otherW|se be w:llmg to accept for -

their goods.. : i
Scale of productioni can be changed in;-
(a) Short period

(b) Very short period -

{c} Long period

(d) Both short and very short penod (1 mark)
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Answer:

(s Since all the factors are only variable in the long fun, the scale of -
production is only changed in the. long. .run, thus,. the law of.

. - returns to scale will only apply in the long run.
[106] Which of the following is not a quallty of the factor of land:
- (a) Passive factor : .

(b) Active factor .
(¢) Heterogeneous

(d) Timobile . B mark)_

Answer:

{b) Land is not an active factor unless human effort is exerclsed on :

Iand it does not produce anythrng on its own.

2023-June‘ ]

[107] The concept of “lnnovat:ve Entrepreneurshrp” was propounded by .

(a) Joel Dean

(b) Schumpeter '

{c) Marshall ‘_ ; - ‘ "
-(d) Karl Marx- - L C _ © (1 mark)
- Answer: ' o : S _

“(b) Schumpeter .

According to. Schumpeter, the true functlon ot an entrepreneur is -

_ to introduce innovations.
[108] Returns to scale occurs in:-
. (a) Small run-
" (b) Longrun -
- {c} Very-small run

(d) Undetermined S T mark)

Answer:

. {b) Long run :
Fleturns to scale (i.e. aII factors are variable) occurs’ due to long
run. : :

._[110]

4.198
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Which one of the followmg is not a characterrstrc of Iand'?
(a} Land is immobile .

{b) Land is active factor

(c) Land has multiple uses o ,
(d) Landis heterogeneous ‘ : N {1 mark)

~ Answer;

[111]

(b) Land is Active factor g :
Land is passive factor of production not actlve factor of productlon
like labour. Unless, human efforts are mvolved Iand cannot
produce anything on its own.

When TP is decreasrng, MP becomes : o

{a) Zero B (b)' Negative _ :
(c) Positive o : {d) Infinite - (1 mark) .
Answer: - ‘ .o R '

(b) Negative '
At stage of Negative Fleturns total product decllnes MP becomes‘-
negative and average product starts dlmrnlshlng

Technical relationship between inputs and output:

(a) Production function - (b) Supply function
(c) Marketing function - . {d) Social function (1 mark) -
. Answer: ' : : ‘

[112]

(a) Production functlon '

- . Production function states technologrcal relatronship between
inputs and outputs that results . from use of firm’s scarce
‘resources. '

The stage of “Decreasing Returns to Scale” WI|| occur when:

(a) Decrease in output is less than increase in input -

(b) Decrease in output is greater than increase in input

- {¢) Increase in output is greater than-increase in input -

(d) Increase in output is less than increase in mput - (T mark) -

~Answer:

(d) Increase in output is less than’increase in input B
If increase in output is less than increase in mput it is called :
decreasmg returns to scale.
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PAST YEAR QUESTIONS AND ANSWERS |

2006 - NOVEMBER
.. [1] Opportunity cost is: -

(a) Directcost .
{c) Accountmg cost

(b) Total cost
(d) Cost of foregone opportunity :
Iy mark)
Answer: : :
(d) Opportunity cost is the cost of the next best alternatwe forgone It's
the cost of foregone opportunity. :
[2] As outputincreases, average fixed cost
(a) Remains constant {b) Starts falhng S
{1t mark) -

(c) Start rising. ()] None
- Answer:. : :

(b} Average fixed cost is expressed as:

" AFC = Fixed Cost

No. of units produced : :
Fixed cost always remains fixed: It does nét mcrease with an N
increase in output. So the average fixed cost falls as more and more
units are produced as the fixed cost. remains the same. ‘
[3] Average fixed cost can be obtained through :~ ‘

(a) AFC- TTFS? | - (b) AFC- EC
(©) AFC- TC (@ AFC- TTFUC (1 markj
- Answer:

" Total Fixed Cost.
- No. of units produced

(d) Average fixed cost
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- 4]

- 18]

In-given Question,
" AFC = Average fixed cost

TFC = Total fixed cost _
- TU = Total no. of unlts produced

_ 2007-FEBRUAR? 1.

AFC curve is &

(a) Convex & downward sloping
{b) Concave & downward sloping
{c) Convex & upward sloping

{d) Concave & upward rtsmg
Answer:

{a) Average fixed oost always decreases with an increase in output S0 '

the AFC curve is convex and downward sloping.

Afirm's average fixed cost is T 20 at 6 units of output what will it be at
© 4 units of output? o

(a) T60
(b) T30
(c) T40
(d) T20 .
Answer: _
' e~_ TFC
(B) AFC = o of uniis
20=1FC |
- So Total fixed cost = 20x 6
=% 120. ' :
. So Average Fixed Cost of 4 units of output
AFC=__1FC__ -
' . No. of units

AFC_J%Q =230

4.201

- (1mark)
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U-shaped average cost curve is based on:
{a) Law of increasing cost
(b} Law of decreasing cost
(d) - Law of variable proportlons (1 rnark) o
Answer:
{d) Average cost curve is U shaped due o Iaw of variable proportion. :
" In the first stage T.P increases so AC ‘decreases, then T.P
. becomes constant and finally T.P decreases and AC increases.
Hence, it gl\res a U shape to the average cost curve. :

2007 - MaAY

[71

(8l

{a) Must be decreasing

“fa) 20

When-shape of average cost curve is upward,'.marginal oost_:
(b) Mustbe constant -
(d) Any of the'se'

(c) Must berising s mark}

Answer:

(c) Average costand marglnal cost are so related that when averaga L

- cost falls, MC falls'at a faster rate, when AC rises, MC cuts AC at
. its minimum.
So when AC curve is upward MC must be nsmg
If total cost at 10 units is T 600 and ?‘ 640 for 11th unit. The marglnai
cost of 11th unit is : : : _ :
X (b) ? 30 ' :
(c) 340 (d) T50 (1 mark}
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-8

- (d) Accounting cost + opportunlty cost

- Answer:

. {(a) Economic cost take into’ account accounting (exphcﬂ) cost and in .
addition to this it also includes amount of money the entrepreneur -

4.203

‘Answer:’ '
(c) Marginal Cost, = TC, - TCn ]
= TC;, - TCyy 4
=640 - 600 -.
, =340 '

Margmat cost of 11th unit is ? 40,
Economic cost exciudes which of the followmg
(a) - Accounting cost + explicit cost -

{b) Accounting cost + implicit cost
(c) Explicit cost + tmplicit cost

" . could have earned if he had invested his money and sold his
" services and other factors in the next best alternatlve use.
: Inanutshell:
" Economic Cost = Implicit cost + Explicit cost
' .= Accounting cost + implicit cost -

= Accounting cost + opportunity cost

-[10] Whnch of the followmg cost curves is.never ‘U’ shaped‘?

(a) Average total cost curve ~ (b) Marginal cost curve
(c) Total cost curve

Answer:

Ad) Total fixed cost refers to the cost which remains same even |f the

production fotal. increases. Fixed cost has no effect with an

increase or decrease in production. Examples of such cost are rent -
. of factory, etectrlmty charges, etc. Since fixed cost always remains .
‘constant so the fixed cost curve is not U shaped butit's a strarght

line..

K r,ha.rk)."

(d) Total leed cost curve (1 mark) R
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[11] Suppose, the total cost of production of commodity X is % 1,25,000. Out -

~ of this cost implicit cost is T 35,000 and normal protlt is ¥ 25, 000 What

. (c) 60,000

{b) Total cost

will be the explicit cost of commodlty X?
(a) 90,000
(b) 65,000

(d) 1,00,000 * (1 mark)
Answer: o -
=T ,25.000 :
implicit cost =.¥7 35,000
Normal profit = ? 25,000
Exp||0|t cost =
- Total cost = Exphcﬂ Cost + Impttczt Cost '+ Normal Proﬂt
~ 1,25,000 = Explicit Cost + 35,000 + 25, 000 '

Expilicit Cost = ¥ 65,000

. What is the total cost of production of 20 unlts if flxed costis 5, 000

and variable cost is 32/-7

- (a) 5,400

(b) 5,040

(c) 4,960

(d) 5,020

Answer: ‘

(b) Total Cost = leed Cost + Vanable Cost
¥5,000 + 20 x 2. '
=¥ 5,040

(1 mark) -
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2007 - NOVEMBER

3

| = [14]

[15]

(¢} Attheir optimum points

Extemal economres accrue due to

; (a) increasing returns to scale (9)] mcreasmg returns to factor

(c) law of variable proportlon (d) ‘low cost - (1 mark)

Answer:

(a) External economles accrue to firms as a result of expansion of -
output of whoié mdustry tncreasrng returns to scale oceurs dueto.

external economies.

At which point does the marginal cost curve intersect the -average .
‘variable cost curve and short run-average total cost curve?

(b) At their lowest points
(dy They don't intersect at all
(1 mark)

(a)" At equilibrium points

Answer

(b) Margm'al cost.curve and average cost curve have a tendency that

when AC curve falls, MC curve falls faster when AC curve risés MC

curve rises on a faster rate and MC curve cuts the ACcurve atits . -

minimum (Iowest pomt)

Implrcrt cost may be defmed as'the: N

(a) Costs which do not change over a period of time '

(b) Costs which the firm incurs bt doesn't disclose

(c) ‘Payment to the non-owners of the firm for the resources: _
{d) Money payment which the self employed resources could have
' earned in their best alternatlve empioyment ' (1 mark)

4205
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Answer: ' :
~(d) Implicit cost is the cost of self- employed resources. .
"It is the cost of inputs owned by the firms and used by the f|rm in- -
its own production process. S .
Implicit cost includes: ' _
{a) return on_money mvested by the entrepreneur in its. own
" business :
{b) rent of self owned buﬂdlng of the entrepreneur

" | 2008 - FEBRUARY - |

6]

A firm's average fixed cost is T 40 at 12 units What WI|| be the average
fixed cost at 8 units: . o
(a) T 60 .

“(b) 270

(c) T80 o
(dy T80 (1 mark) .
Answer: o S
- TFC
No. of uhits produced
TFC '
0=T5 |
TFC =40 x 12 =% 480 ‘
Average fixed cost of 8 units:
TFC _ 480
AFC = No. of unitsproduced ~ 8 .
Returns to scale will said to be in operation.when quantlty of
{a ) All inputs are changed. :

(b) All inputs are changed in already established proportlon

=?60

{c) Allinputs are not changed .

~ (d) Oneinputis changed whrle quantrty of alt other inputs remain the -

- same - (1 mark)’
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18]

[19]

' (c) Average fixed cost curve

Answer

{b) Returns to scale comes into operatlon when all inputs whether

fixed or variable are changed in same proportlon i.e. the scale of
productlon changes
Which of the following curves never touch any axrs but is downward?
{a) Marginal cost curve- (b) Total cost curve
(d) Average variable cost curve
(1 mark)

- Answer:

(c) Average fixed cost curve never touches any axes but it slopes

- downward. Average fixed cost can never be zero evenifthereisno - -

production so it can never touch any axes. AFC falls when output
increases as- fixed cost is always fixed. Hence, the curve is
downward sloping. : :

Which of the following is known as Envelope curve?

(a) MC curve {(b) AFC curve =
(c) LAC curve (d.) TFC curve {1 mark)
Answer:

{¢) Long run average cost curve is called envelopmg curve as it

enve!ops all short run average cost curves (SAC curves are
tangent to LAC curve) :

Y A
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[21]

A firm producing 7 units of output has an average total cost of T 150 _
and has t0 pay ¥ 350 to its fixed factors of production. How much of the - -

-average total cost is made up of variable cost?

(a) ¥200 (b). 50 o ‘
{c) T 300 (d) ¥100 - .(1'mark) -
Answer: g . R
- TC
) ATC. -No. ofumts
T.C.
150—_#7

Total cost of 7 umts =150 x 7 = 1050
Fixed Cost = ¥ 350 :
_ Total cost = Fixed Cost + Variable Cost
1050 = 350 + V.C. L
So variable cost of 7 unlts = 1050 350=% 700

Average variable cost of 7 units = 7—30 =100

Afirm’s average fixed cost |s ? 20 at 6 units of output What W|Il it be at
3 units of output? ’ ‘

(a) T60 (b) T30 |
(c) 340 (@ 220 (1mafo. - .
Answer: | | |
TFC
(c) Average fixed cost " No.ofunits
o0z 1FC
TF.C.= 20 x 6= 120. SRR
TFC ' 120,
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[22} Calculate fotal cost of4un|ts . '
Units - Total Cost X) Margrnal Cost %)
2 . .80 . .- 40 '
4 " g _ 30 -
“ (a) 140 (b} 120 : o
. (c) 50 o _ (d) 40 (1 mark)
Answer: - o
. (a) Let the total cost of produolng 4 units be Ix
' Change in Total Cost
Marginal COSt,_ Change in Total Quantity °
X - 80 ‘ ' Co
“a2 P
_ X-80 _an-
e
=x-80=60
- =x=60+80
S =140 _ : -
[23] - OUTPUT(Units) TOTAL COST ..
o 0 .80
10 , 40
2 . 50
: - 3 60
Flnd Average Fixed Cost of 3 units
(@ 10 - _ ‘ (b) 3C -
(c) 65 - ' o (d) 80 {1 mark)
Answer: A

- (a) Average Fixed Cost
_ Average Fixed Cost _ 30 _ 10
Quantity - 3

4.210 Scanner CA Foundation Paper 4 (2023 Syllabus)
[24] Long run does not have
(a) Average Cost

“(b)- Total Cost
{c) Fixed Cost®
(d) Variable Cos't
Answer: o : :
(¢) Long run isa perlod of t|me during WhICh the firm can vary. aII its
inputs, unlike short run in which some inputs are fixed and other
are variable. In other words, in short run the firm is tied with a given

'(1 mark).‘

plant, in the long run the firm moves from one plant to another, so .

long run does not have any fixed cost.

2009 - Jums' B

[25] Wthh of the fo!lowmg curve is not U shaped_'?

(a) AFC - “(b) ‘AVC \ : :
(e) MC (d TC. - (1 mark)
Answer: o

(a) Fixed cost remains fixed irrespective of number of unlts produced',
and therefore average fixed cost keeps on decreasing-as more and.
more units are produced. Due to this, the average fixed cost curve

-always slopes downward throughout its” Iength and it is not of U- -
shape. C

o H®WO C)'-'<
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[26] From ‘the: fo!Iowmg detarls frnd out the average varlable cost of 10 _-

unlts -
OUTPUT: -0 10 . 20
~ Total cost: 200 3400 T 800
(a) T40 (b} T 20
~ . {c) T200 - (d) ?400 (1 mark)
Answer:

: Drfference incost
Difference in units produced

?400__i2ﬁ9-9 =320 per umt

(b) Varfabie cost per unlt =

10
Vanable cost of 10 unlts £20.x 10 =% 200
Therefore, average varrable cost = %—Q =% 20
[27] The total cost incurred for 10 units is ? 400 and 20 umts is ? 800. Flnd-
" the marginal cost. : :
(a) T400 {b) T40.
(c) X200 (d) T20 (1 mark) '
- Answer: . S '
. (b) Varlable/Marglnal cost may be expressed as:
Difference in cost/difference in unlts
In the given case, 00
. ¥800- ?400 _ ”\F4 =3 40 per unit..
| Margihal costl__ ~ 2010 10 p
‘2009 - DECEMBER
[28] Whrch one of the following is correct" o '
(a) AFC = AVC + ATC (b) ATC = AFC AVC -
(1 mark)

(c) AVC =AFC + ATC (d) AFC =ATC - AVC.

4.212.
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Answer ' o '
(d) Total costof a busmess is the sum of total varlabfe cost and total\_. :
_ fixed cost. Symbollcatly, TC =TFG + TVC. Similarly, average total -
cost is a sum of average variable cost and average fixed cost e
ATC = AFC+ AVC. This formula can also be expressed as:
AFC = ATC —AVC. ' o
‘Calculate AFC of 3 units from the followrng data:

Unit . . 0 1. 2 3.
Total Cost ~ 30 . 40 5_0 60
(&) 30 o {b) 15 ' . o
{c) 1 T : (d)' 5 (1'mark)
‘ Answer P

130

~ (¢) Fixed cost is the cost incurred even when no productlon is done,

-whereas cost incurred on production of units is called variabie cost.
‘Total cost is the summation of fixed cost and variable cost.
In thé given case, at 0 units of output, the iotal cost is I 30.
This total cost comprises of only flxed cost and not variable cost as
no units are produced. -
- Fixed cost always remains ‘same, |rrespect|ve of the number of

units.
Therefore average fixed cost of 3 units erI be
AFC _ TFC , ‘
- No. of units
AFC-of 3 units = L?) =z 10.
“Find AFC of 3 units : , e
Unit - .- - 0. 1. L2 -3
- TotalCost . 15 = 25 3 45
(@) 5 ®)y 10
“{¢) 15 (d) 25 (1 mark) -
Answer: -

(a) Fixed cost remains same, ifrespective of the Ievel of output
In the glven case, fixed cost =¥ 15
Total fixed cost

| ?15
.Average fixed cost of 3 unlts— “No. of umits = 3

AFC of Bunits =% 5
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[31] What will be the TVC if we produce 2 units?
' Units: o0~ 1. - 2 -
- TC 20 37 B0
@ 15 ‘ (b) 05 |
(c) 17 ' o () 30 - " (1 mark)
Answer: ' -'
(d) Atzero units ofoutput TC = FC (s:nce TC FC+VC)
" SoFC=20,

At 2 units of output: TC 50 and FC = 20 80
- variable cost = Total cost — leed cost :
- 50-20=30 _ .
[32] The tetal cost of pmductlon of 10 units is T 200. When productlon is
increased. to 20 units its total cost becomes X 600. What will. be its
- marginal cost. :
(@) 400 ~ (b) 40
©4 . (@30
Answer: ‘ E '
(b) Margina,l_Cost is expressed as:
_ Difference intotal cost
" . Difference in total units
.. ¥600-%200 _ 3400
20-10 . 10
L — 40 per unit. I
133] Units . -0 1 .2 3 4
‘Total Cost 20 30 40 45 50 .
What will be the AFC at 4 units of output.
@2 . : (b) 3
() 4. - o . (d) 5

('1 mark)

2010 - DecEMBER ||

_[34] Payment made to outsiders for their goods and services ér’e.called:

.‘ [35] . Direct Cost is also known as :
(1 mark)

4.214 - Scanner CA Foundation Paper - 4_(2b_23'SyIIabUs)’ e
Answer: - : : :
(d) Average fixed cost is expressed as:
Total fixedcost _ ¥20
= =5 er unit.
Quantity 4 units , p

(b) Real cost -
{d) Implicit.cost'

(a) Opportunity cost -
{c) Explicit cost.
Answer: ‘
(c) Explicit cost (or Accounting cost}-takes care of all the payments '

| Q mark), ..

and charges made by the entrepreneur to the suppliers of varicus

productive factors E.g. wages to workers employed, prices for the
‘raw materials, fuel and power used, rent for hired building,ihterest _
"on money borrowed for doing business etc. These costs are. -
included in cost of production. : .

~{b) Traceable Cost

(a) Indirect Cost _
{d) Ac-counting‘ Cost.-

{e) ‘Opportunity Cost .
~ Answer:
. (b) Indirect cost aiso known as non-traceable cost. Traceable cost also
: known as direct cost. Accounting cost also known as explicit cost.
[36] Afirms AFCisX 200 at 10 unlts of output what will be it-at 20° umts of .

(1 mark)

Output-
~ Now, TFC for 10 units of output = 200 x 10 2000

=—AFC for 20 units = %’ =100

output? -
{a) 500 (b) 100 : L
{c) 1150 (d) 200 ' ~ (1 mark)
- Answer: L : B
. (b.) AFC = . JFC_ TFC -
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[37] L_ong run price is also called by the narne of ,
(a) market price (b) -normal price .
(c) administered price (d) whOIesaIe-price. (1 mark)

_ Answer: :
. {b) Long Run pnce is also known as Normal pnoe
' [38] What will be the AFC.of 2 units according to the table given ‘below :

. Qutput ' ‘ 0 -1 L2
Total Cost (in%¥) - 7580 - 689 850
(@) 105 - (b) 135 ' : '
{c) 235 . (d).290' ‘ - (1 mark)
Answer: T .
(d) TC at 0 Units of output =T580
=TFC =% 580 T Co
‘ ._ TFC _ 580"
. AFC “Output ~ 2 290
' [39] Fixed cost is known as ___'_-_"__ cost...
- (8) prime . o " (b)  supplementary _ .
~ {c) overhead (d) direct” (1 mark)
- Answer: -

" {(c) Fixed cost is also known as overhead cost since it continues to-

exist even if the operatlons are suspended For example rent of

_ factory. oo .

- [40] Average Revenue Curve is also known as .

- (a) profit curve. (b) demand curve.’ _ A
{c) supply curve. (d) average cost curve.
Answer: :

(b) Average Revenue Curve is also known as Demand Curve.

[41] Supply curve remaining unchanged anincreasein demand will Iead to. -

(a) Afallin price-.
(b) A'rise in price’ _
(c) No change in price

(d) An increase in suppiy.. (1 mark)

4215 4216

(1 mark)
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Answer: - | ' ' '
Supply =8

Py |-
‘Demand=D p

P=Price

(b) Anincrease in demand W|thout a change in supply Ieads to a rise
in prtce and quantlty -

[42} Find out AFC of 3 unit ; - o
- Unit 0 -1 _ 2 3.

TC 1300 1,000 ° 2,000 13,0000

(a) 100 ' (b} 200 R

(c) .300 {d) 400 (1 mark).
 Answer: o

(a) Average fixed cost (AFC) W
In the g:ven case, '
Total fixed cost = 300

. AFC for 3 Units = % =100

. Hence, AFC for 3 units is T 100 "
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[43] Units o -9 g‘ 2 .
TC " 580 © 1,200 1,500
- Calculate AFC at 2nd unit of output -
(a) 235 | (b) 290
{c) 310 (d) 920.
Answer: S j o
: y Ty - _ Total Fixed cost -
(b) Average fixed cost (AFC) = —No_ ofunits of units
In the grven case, fixed cost =¥ 580
- AFC of 2 unit = %’ = 200..
[44] Inthe long run all factors are—
"~ {a) Fixed : '
(b Variable
(e A factors remaln unchanged ' _
" {d) None. ' -'f(1' mark)
Answer:,

.. (b) .Long run is the perlod of time dunng WhICh the firm can vary all of

[45]

[46]

its inputs. In other words, in the long run all factors are vanable and:

. no factor is fixed.

What i$ the total cost of produotron of 20 umts if flxed costis ¥ 5,000

and variable cost is ¥2/- ?

() 5,400 (b) 5040
(c)- 4,960 (d) 5,020
Answer:

Same as Ans. 12+

What wrll be the AFC of 3 units of Output as per table given below’r’

.- Output : 0 1. 20 3
;_Total Cost (|n ?) 300 1,000 2,500 ‘3,000
(a) 100 {b) 1,000 '

~{e) 200 .

(d) 400

{1 rnark) B
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" Answer:

(a) Total Fixed Cost =% 300

[47]

. [48]

. (¢) Long run.average cost curve
- {d) Short run average cost curve

Total output 3 units
- AFC = TFC _ 300 _z 400

What will be marginal cost of 67 units of productron accordmg to the'

“table given below :

Units of Production 0 10 - 25 37 67

- Total Cost 160 - 200 300 - 500 1,400

(a) 10 (b) 20 L
(¢) 30 S 50 (1 mark) - -
Answer: R

(¢) Change in total cost =1400 — 500 ? 900
~Ghange in units of produc_}_lon _CS7 .37 =30 unlts _y
Change in Total Cost _ 900
MG per unit = “Changeinunits 30 T30
Whrch of the followrng is known as Envelope Curve?
(a) Average variable cost curve :
{b) Average total cost curve

- :(1 mark) |

. Answer: .
‘ (c) If is & firm has a choice that aplant can be vaned by lnfmltely small

[49]

4! n'rarl<) _

)25 . (d) 20

gradations so thatthereare infinite numberof plants correspondinigy .
to which there are numerous average cost curves. In this case, the
Long Run average cost Curve will be a smooth curve enveloping - -
- ali these 'short run average cost curves. Thus,. Long Runaverage -

cost curve is also known as envelope curve.

The average fixed cost for producrng an output of 6 units of a produo‘t

by afirmi is X 30. The same cost.for producrng an output of 4 unlts wili

be? - .

(2) 50 “(b) 45 -

(1 mark}
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Answer: _
- (b) Totalfixed cost =30 x 6 =180 ‘
' AFC for 4 unlts of output = T_EC =l89,= T45
[50] Given o .
-~ Output .0 4 - 8
~Total Cost }) 200 24 48
‘What will be the AFC of 4 units of Output
(a) 2 (b) 3~
(o) 4 {d) 5 (1 mark).
.Answer:- ; : o
(d) Total leed Cost (TFC) 20
‘Total units of output (Q) = 4 units -

() 60,000 (b) 365,000
" (¢) T90,000 ~ (d) ¥80,000 (1 mark)
 Answer: IR _ :
(b} Explicit Cost = Total Cost — Implicit Cost— Notmal Profit - -

[52]

4.219

AFC_EQ_@_%

'.Suppose the total cost of productson of commodlty 'X' is ¥ 1,25,000 Out

of other cost implicit is ¥ 35,000 and normal profitis ¥ 25, 000 what will
be the explicit cost of commodity: X

- =1,25,000 — 35,000 — 25 000 =3 65,000

What will be the total frxed cost forthe productlon of three unlts as per' .

the details given below

- Units 0 1 2 3

Total Cost | 620 | 940 1555 -3670

(@ 620 ‘ (b) 640 SO
(©) 1115 (d) 2650- (1 mark)

. 4.220
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Answer: : - _
(a) Fixed cost is the cost which remalns fixed even if the total output .
is zero. Also, - :
Total Cost = Fixed Cost + Vanable Cost
At zero units of output varlable cost will be zero.
620 = Fixed Cost + 0 )
. So total fixed cost =T 620.

' Fixed cost remalns constant wrespectrve of units of output. |
Hence at 3 units of output also total fixed cost will be ¥-620. - _
‘Cost in terms of pain, discomfort, disability involved in supplying the -
various factors of production by their owners are termed as’ :
{(a) social cost - " {b) explicit cost
(c) real cost (d) implicit cost
Answer: .
(c) Real cost refers to all those payments which are made to the -
factors of production to compensate forthe efforts palns exertrons

-or sacrifices suffered by them:. _
- Real cost = efforts, pains, exertions and sacrifices of Iabour-

and capital + wait and abstinence of entrepreneur.

Real cost is the cost in terms .of pain and sacrifice made to
produce goods and services. It includes the cost of producmg=

(i =mar’k) _ h

goods and services as well as the cost of all resources used and |

© the cost of not employing those resources in alternative uses.
Which of the following is known as the Envelope Curve?"
{(a) Average variable cost curve -
(o) Average total cost curve
(c) Long run average cost curve: S .
(1 mark)
Answer: '
(c) Long Run Average Cost Curve (LAC) isa U shaped curve. When
- LAC curve is declining it is tangent to the falling portions of the

short run cost curves and when LAC is rising it is tangent to the

rising portions of the short run cost curves. In simple words, long -
run average cost-curve envelops all the short run cost ourves and '
hénce is known as the en\relope curve..
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[55]

himself in his business is termed as _cost.
- (a) explicit (b) implicit ' L
(c) fixed - ~(d) variable. (1 ‘mark)
- Answer: .

- [56]

o - Output

The cost, of resources owned and employed by the entrepreneur

{b) Implicit costs. are the cost for which payment in money terms is not
made. These are the cost of factors owned.by the entrepreneur
himself and employed in- his own business. For e.g. An

entrepreneur uses his own land for production. If he would have -
-rented that land he would have eamned rent. So. the cost of using

his own land.in the business is known as the implicit cost.”
A flrm will close down in the short period if lts average revenue is Iess
than its:
(a) Average cost
(b) Average variable cost

(¢} Marginal cost
(d) Average fixed cost

G 'mark)

~ Answer:

(b) A firm should close down in the short run if it is not able to recover

-jts variable cost. A firm shall continue to run if it is not ablte to meet

its fixed cost because it may recover it in future. But variable cost
is incurred to meet the payment of raw material, labour etc. WhICh
should be met othenmse the firm should close down

4.221
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[57]

() 220

[58]

- Answetr:
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A frrm s total cost is T200at5 units of output and T 220 at 6 units of
output The marglnal cost of producmg 6th unit of output W||| be

(a) 2 a
(b) 120
(

(d) 320. (1 mark)
(@) Marginal Cost, =TC,=TC,_, .
' C=TC,-TGC;.y '

=TC,—TCy .

"=220-200

=T 20 per unit
Consider the following data
Unitsofoutput: 01 2 3 4

Total Cost.. 25456085105 . -
" The Averagé Vanable Cost (AVC) for an output of 4 unlts erI be -
{a) T20 : .
(b) T30
“(c) T25 R
(d) X 26 (1 mark)
Answer: ‘ L S
: - Difference in Total Cost
(a) VCPu.= ‘Differencei inunits produced -
_ 105 - 25
4-0
80
== T20p u

VG ot4un|ts 20x4 = ?80
AVC-T_?QO
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- [59]

[60]

[61]

bez . , o
(a) 50 .- | (b) 45 o
© {c) 25 o . (dy. 20 (tmark) -
Answer: ; . ' :
' _ TFC
(b} AFC = No. of units -
30 = TFC |
- TFC =30 x 6 =3180 :
So, AVC for 4 units of output 130 N

{a) margmal

The change in total cost due to one unit change in the output is called

‘cost. :
. -(b) average
{c) average vanable - (d) average fixe'd
Answer: -
(@) Marginal cost is the addltlon made to the total oost by productlon

~of an additional unit of output.

When AC curve is rising, ‘the MC curve must be to it.
(a) equal (b} above

{c) below (d)- parallel.” (1 mark) -
" Answer:

(b) When the AC curve rises as a result of an increase in output lVlC :

is' more than AC i.e. MC curve is above AC curve. :
The Average fixed cost for producmg an output of 6 units of a product

by a firmis ¥ 30: The same cost for producing an output of 4 unlts will -

= ?45

"I 2013 - JUNE

1
|

_[62]

Which of the followmg cost curve will slope downward and does not ‘
, touch the X-axis? . L

(a) Average cost curve

(b) Marginal cost curve’

4223 . -

l1‘mark) )

4224 -

(d) Average fixed, cost curve.

Scanner CA Foundatlon Paper 4 (2023 Syllabus)

(c) Average vanable cost cunle ‘
{1 mark)
Answer:

" {d) The total flxed cost is a constant amount i.e. it is fixed in nature

" Average fixed cost will steadily fall as output increases: Therefore, - o

. if we draw average fixed cost curve it will slope’ downwards
- throughout its Iength but will not touch to x- ams as AFC cannotbe
. Zero. -
Suppose the total cost productlon ofa commodlty X' isT 1 25 000 out

- of which Implicit cost is ¥ 35,000 and normalprofit i is X 25 000. What '.

would be the explicit cost of commodity x? -

.(a) ¥90,000 (b) ¥ 65,000 . .
- (¢) ¥1,00,000 (dy ¥ 60 000 - (T mark)
- Answer: :
(b) Total cost . =31, 25 000
Implicit cost =¥ 35,000
‘Normal profit- =% 2,50,000 -
Explicit cost =72 o S
- Total cost = ExpllClt cost + lmpllcrt cost + Normal proflt
1,25,000 = Explicit cost + 35,000 + 25, 000
' Expliclt cost - =1,25,000 - 35,000 - 25 000

641

-Answer:

= 65,000
In which- of the followmg cases opportunlty cost concept appllee'?
‘(a) Resources have alternative uses
(b) Resources have limited uses
{c} Resources have no use _ g
(d) None of the above. (1 mark)
(a) Opportunity cost refers to the cost of opportunlty forgone involving
a comparison between the alternative chosen and the alternative
forgene. It relates to the sacrificed alternatives.
Thus, opportunity cost ooncept applxes where the resources
' have alternatlve uses. s
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[65] Direct costs are also known as _ IR : So. . [e8] A firm produces 10°units of a. commodrty at an average total cost of _
(a) traceable costs . {b) mdlrect costs o : _ : ¥ 200 -and with a fixed cost of ¥ 500.. Frnd out the component of
{c) opportunity costs ©(d) real costs. (1 mark) .- average variable cost in the total cost : ' :
- Answer: , S o . (@) %300 o (b ?200 L
(a) Direct cost are costs thatare readllyldentlfled and are traceable'to {cy T150 s {100 - (1 mark) -
a. particular product operation or piant It is also known as. - . Answer: s R o L
Traceable Cost. : : o . R (c) Averagetotal costof Tunit=%200
> = ‘ .. Total cost of 10 units = 200 x 10 =¥ 2,000 -

2013'—DECEMBER - R o Coe T - = Total fixed cost=T500 .- _
' S : RPN = Total variable cost = total cost - total fixed cost
[66] Whrch statement among below is correctrn reference |n Average Frxed ' : - =2,000- 500 31,500 ' '

Cost ' : . = 'Varlable cost of1 unit = L 1580 =3150
. (&) Neverbecomes zero - (b) Curve never touches x-axis ' ' ‘ ' :
~ (c) Curve never touches y-axis (d) All of the above o mark) = Hence component of average varlable cost in the total cost is

- ¥150. _
[69] Average total costto afirmis T 600 when it produces 10 unrts of output -
" "and ¥ 640 when the output is 11 units. The MC of the 11th unit'is :

" Answer:
(d) ‘Average fixed cost hever touches any axis but it slopes downward
Average fixed cost can never be zero even if there is no productron _

s0 it can never touch any axis. AFC falls when' output increases as (@) T40 - - , L “(b) T540 o |
fixed cost is always fixed. (€) T840 () 1 040 S mark)_
Answer: ‘ S

Thus option (d) is correct. - _
- B o (d) Average-total cost of 10 units of output 7600

Average total cost of 11 units of ~output =3 640

_ - s Margmalcostofﬂ‘“unrt Totatoostotttunlts TotalcostoftOj
: ] . o C ‘ _ unlts ' ‘ _ -

[67] Marginal cost changes due to change in __ cost. ‘ = (840 x T1)-(600>< 10) .
- f{a) total 7 _ s L o : = 31,040 - :
© (b) fixed - P o = ' _
(d) variable _ ) ' S : . (1 mark)_ o - L .
Answer: ' '  [70] Average cost of producing 50 units of any commodity is ¥ 250 and fixed -
. (d) Marginal cost is the addition made to the total cost by the . costis T 1,000. What will be the average fixed cost of producmg 100
prodtiction of an additional unit of output. lt is independent of fixed . units of the commodity? -
cost. It is only the variable costs which changes with a change - (a) T10 _ (b) 73D

. the Ievel of output inashortrun. . . , (c) 720 ' () T05 ' o (1 mark) .'
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-~ Answer:

1

(a) Fixed Cost of producmg 50 units is ¥ 1 000 and the fixed cost of

producing 100 units will also be the same’ i.e. ¥1,000.
-. The Average Fixed Cost of 100 units
' Fixed Cost _ 1,000 :
AFC = =31
Quantity 100 0

A company produces 10 units of output and mcurs ¥ 30 per unit as’ .
variable cost and T 5 per unit of fixed cost. What wili be its total cost of .

producing 10 units?

{a) T 300 . .(b) T35 S :
(e) T305 . ) T30 . - (1mark)
Answer: - L ‘

(d) The total cost of producmg 10 units is:

[72]

Total Cost = Total Fixed Cost + Total Var. Cost

=10x5+10x 30 ' :

= 50 + 300

=T 350 ' - '
Ori the basis of the followmg data what W|Il be the marginal cost of the
6th unit of output? - : ‘
Qutput : .0 1 2 3| 4165 _6
Total Cost. - . | 240 | 330 | 410 | 480 | 540 | 610 | 690
(in %) - ‘

 (a) 3133

(b) X75

. {c) T80

(d) 450 LT : | o (1 mark)- _

" Answer:

{0

Qutput | Total Cost | Marginal Cost i

0 240 - 0

330 |- 90

;
2 410 [ . 80
3

. 480 70

4228 - . Scanner CA Foundation Paper - 4 (2023 SyllabUs) L

7| 540 | 60
5 810 70
6 | 690 | 80

[73] The posmvely sloped (rising).part of the Iong run average cost curve '
indicates working of the : : 2
{a) diseconomies of scale
(b) increasing returns to scale
(c) constant returns to scale : .
(d) economies of scale ' . (1‘mark)_ -
Answer: ' S
(a) The positively sloped (rising) part of the Iong run average cost.
‘curve indicaies working of the diseconomies of scale. Because
rising LFAC and diminishing retums to scale result from internal
- and external diseconomies of scale. .
74] Average fixed cost curve is always:
(a) Declining when: output increases S
. {b) U-Shaped, if there are increasing returns to scale
{c) U-Shaped, if there are decreasing returns to scale T
(dy Intersected by marginal cost at its minimum point (1“mark)' o
Answer: .
(a) Average. flxed cost WI|| steadﬂy decline as output increases. If we
draw an AFC it will slope downwards throughout its Iength but WI|| '
not touch the x-ams as AFC can't be zero. :

2015 - JUNE

[75] Plannmg curve is related to whach of the followmg‘?
{a) Short run average cost curve
(b) Long run average cost curve
(c) Average variable cost _ . _
(d) -Average total cost. . - P (1 mark)
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Answer:

' (b) Long renge average cost curve is often called a planning curve_
because a firm plans to produce’ any outputin long run by choosing

" a particular plant in the long run and the average cost curve
: correspondlng to the given output.

[76] Usingthe tollowmg data fmd out the marginal cost (IVIC) of the S|xth unit

of output: _ .

Output | 0 1 | 2 | 3 4 |'5 |16 |7
Total 48 | 73 | 94 | 114 | 130 | 148 | 168 | 189
Cost =~ | ' N o .

(a) 24~ by 16 '
{c) 20 _ S ~(d) _21- o A (1 mark)
Answer: - ' ‘ ' -

ATC ,MC =TC,-TG,y
@M OF MG, = Tc6 TC,
_MC=168_—148

=20

"1 2015 - DECEMBER

Solve question no. 77 given below the following table:

* Qutput (Units)  TFC STVGC - MC
o , (in%) in% {in3)-
L 500 — o=
1 B00O . 400 400
5 ‘ 500 1600 - =
, [77] What will be marglnal cost, when output 155un1ts'?
-{a) 300 - :
(b) 400
{c) 500
-{d) 600.

(1 mark)
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Answer: c o i o
— aT.C. _ Changsin Total Cost
@) MC ~ . aQ . ChangeinQuantity
T.F.C =500 TV.Cfor5units: =1,600 =
: TC.for5units =TF.C+TV.C
~ . =500+1,600 .
S , R =2,100 "
.T.F.C =500 T.V.Cfor1unit =400

*T.C. for 1 unit = 500 + 400 = 900
= 1200 _ 300

[78] Diminishing marglnal retums implies

{(a) Decreasing average variable costs
(b) Decreasing marginal costs

{c) Increasing marginal costs

(d) Decreasing fixed costs.

Answer:

. (c) It states that as one input variable is increased there is a point at
‘which the marginal increase in output increase and then begins to
decrease, leading to the increase in the marginal cost with every
additional unit.

(1- mark) :

[79] When the output of a tlrm increase in the short run, its average flxed o

cost
{(a) Increases
{c) Ftemams constant

(b} Decreases
" (d)  First decllnes and then rises..
: {1 mark)-
Answer . -
(b) Since TFCis a constant amount, AFC will steadlty fall as output
increases. :

.[80] Which of the following cost curves is never ‘U’ shaped"

(a) Average costcurve -
- (b) Marginal cost curve .
{c) Average variable cost curve . -

- (d) Average fixed cost curve. (1 mark)
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Answer _ : :
- (d) Average fixed cost curve is never “U” shaped because it slopes
Downward through its length and never touch X1 ax;s

2016 - JUNE

_ [81]

Fixed cost curve normally

. (a) Starts from the orlgln

(82]

[83]

(d) 1s horizontal I|ne
Answer: B
{d) Fixed costare those cost which are independent of outputi.e. they

Ad) MP is zero.

(a) MC
(c) TFC"

{b) Is U shaped
{c} s vertical line - g
(1 mark)

do riot change with changes in output. Thus fixed cost curve
normally is a horizontal line.
A rational producer will produce in the stage |n WhICh marginal product
is positive and : :
(a) MP > AP
(b) MP=AP
(c) MP < AP

Answer:

(c) A rational producer will produce in‘the stage in which margmat
‘ product is positive and MP<ARPR. As in this case a producer could . -

increase the average product of labour by decreasing the quantity
- of labour slightly.

The vertlcal difference between TVC and TC curves is equal to:

‘ (b) AVC

C{d) None of.the above.

Answer:

(c) Total costofa business is the sum of total varlable cost and total -

fixed cost or symbolically TC = : TFC + TVC.

4.231.

(1mmm’

. (1 mark) :

4,232
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0 - Output .

‘The total variable cost curve rises upward'ShoWing thereby that

as output increases, total variable cost increases. This curve startst = -

from the origin which shows when output is zero, variable cost are
- alsonil. The total cost curve thus has obtained by adding vettically
the total fixed cost curve and the total variable cost curve, '

[84] What happens to marginal cost when average cost mcreases?

{a) Marginal cost is below average cost
(b} Marginal cost is above avérage cost _
(c) Marginal cost is equal ic average variable cost

(d) Marginal cost is equal to average cost. - (1 mark) o

- Answer:

~ (b) The relationship between marglnal cost and average cost is the' o

[85]

some as that between any other marginal average quantities when’
average cost rises as a result of increase in output marginal cost
- Is more than the average cost. _
If the market price of good is more than the’ opportumty cost of
producmg it, then: -~ - _
(a) The market price of the product will i rncrease in the Iong run

(b Producers will increase supply in the long run

{c) Resources will flow away from production of the good causmg

~ supply to decline with the passage of time

(d) The situation willremain unchanged as long as supply and demand
~ remain in balance. (1 mark)
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| [86]

871

(e} 20

Answer:

(b} If the market price of good is more than the opportumty coet of
producing.it then producer will increase supply in long run that is
the amount of a good or services that producer are willing and able _

 to offer to the market at various prices during the time.

| 2016 - Decemser ||

A firm has variable cost of ? 1 ,000 at 5 units of output. If flxed costs are -

¥ 400, what will be the average total cost at 5 units of output’?

(a) 380 (b) 600 g
{c). 280 © {d) 400 (1 mark)
Answer: '

(c) Variable Cost =% 1,000 at 5 unrt
. Fixed Cost = ¥ 400 -
_Total cost = Variable cost + F|xed cost - )
+ =1,000 +400 .
© =1,400 at 5 unit. .

Lo Average_total cost = -14%09 '

=7 280

The average total cost: of producing 50 umts is T 250 and total fixed
cost is T1,000. What is the .average fixed cost of producmg 100 umts'? k

(@ 5 (b) 30

. (d), 10 (1 _mark)

- Answer:

(d) ATC of 50 uriits = . 3 250"

* TFC=%1,000
: ' - 1,000
AF ts = =2
’ Cof_‘lOO units H00
- =%10.

- 4233
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~(b) AFC =20 at 8 units of output
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When average flxed cost is T 20 at 6 units of output, what will it be at '

4 units of output?

(a) 60
(c) T40
Answer:

(b) T30

(d) T20 (1_markf

=20x 6
_ =120
AFC at 4 units of output ‘

120
=120-%30

TFC

|2017-0une

[89]

[90]

. {a) Ushaped

Modern mdustrfal units face ___ cost curve due to change in their
technology of production. o ' o
(b) L shaped . S
(c) Dish shaped (d) Jshaped. (1 mark) -

Answer:

(b) L shaped cost curve. '

- U shaped cost curve could - exist on!y when the state of
technology remains constant but, the empmcal ewdence shows
that the state of technology changes in the iohg run. '

Therefore, modern industrial units face ‘L’ shaped cost curva‘ -
than ‘L)’ shaped cost curve. - :
What will be AVC in the productlon of 3 unlts accordlng to the followmg
cost data?

Production (units) i 0.1 2.3

Total Cost (Z) ' 140" 230 310 380 -
(a) 80 () T100 L
(c) T 110 (d)' ’\"240 (1 mark}
Answer: A

TVEC TC TEC | . 380 - 140 _240 -
AV
(a) C e Q 3 3 80
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" 102]

. (a) Variable cost

4235

The costs which remain fixed over certain range of output but suddenly

. jump to a new higher level when production goes beyond a given limit

are called: _ _
- (b) Semi: variable cost
{c) Stair- step variable cost  (d). Jumping cost..

Answer: .

(c) STAIR-STEP VAR!ABLE'COSTS are the costs which increase in |

a stair step fashion i.e. they remain fixed over certain range of
‘output; but suddenly jump to a new higher level when output goes
" beyond a given limit. Eg. Fixed salary of foreman will have a

sudden:jump if another foreman is appointed when the output

crosses a particular limit.

A firm producing 9 units.of output has an average total cost of T 200

and has to pay ¥ 630 to its fixed cost of production. How much of the

‘average total cost is made up of variable cost?

(a) 150 {b) T130 ' o
ey X70 (d) T 300 (1 mark)
Ahswer: . ' '

[93]

.{c)- Production Cost

{b) Variable Cost = Total Cost - Fixed Cost

= (200 x 9) - 630 '

=1,170

; ™VG 1,170 _ 5 4 S

AVC = TR = 2fm =3180 | o
The cost of oné thing in terms of alternative given up is known as:
(a) Opportunity Cost’ (b) Real Cost >
' {d) Physical Cost.
Answer: .

(@) Opportunity cost is concerned with the cost of forgone opportunity;

it invalves a comparison between the policy that was chosen and
~ the policy that was rejected. C :

For example, the opportunity cost"of using capital is the .

interest that it can eamn in the next best use with equal risk.

{1 mark) -

{1 mark) '
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[94]

[95]

{c) Increases
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I the short run, when the output of a firm increases, its average fixed -
cost . C ' -
(a) 'Remains constant

- (b) Decreases s
(d) First decreases and thenrises

: R . (1 mark)

Answer: : . : -

(b) Yes in the short run, when the output of a firm increases its
- average fixed cost decreases. When the output is 100 units the

AFC will be T 20. And now if the output increases to 200 units, AFC,
will be T 10. Hence, cost decreases. S ' o

What will be average variable cost of producing 5 units of blankets_és -

per details given in the following table?" -

Blankets 0o . 1 2 3 4 5
~ Total Cost (in¥)1,500 2,575 3,800 * 4,500 5,300 6,000 - -
(@) T500 ‘ : (o) T750 S
(c) 900 (d) ¥1,000 (1 mark)
Answer: |

196

- (d). all of the above.

' (©) Averagé variable =

_Differencein Total Cost
‘Differentin units

_ 8,000 -1,500
- 5-0°
4500 '

5 :

* =% 900 per unit T o
Which of the following is/are example(s) of an economic cost? .
(a) wage paidto labourers . ° B .
(b) raw materials purchase cost '
(c) interest paid on short term loan . : o

' " (1 mark)
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Answer , 4 .
(d) Economic cost = expllcnt cost + |mpI|C|t cost
‘Explicit cost refers to those costs only which: involve cash
payments of the entrepreneur of the firm: :
- Implicit cost refers to the amount of money the entrepreneur

could have earned if he had invested his money and sold his own

.. services and other factors in the next best alternatives.
2018 - May
[97] Opportunity Cost is::
: (a) Marginal.cost
{c) Total fixed cost

Answer:
(d) Opportunity Cost ofa given actl\nty deflned as the value of next

_('b) Variable cost'
(d) None of these.

best activity and it is not related with any cost. It means sacrifice of -

one good for another good to give satisfaction to self.
(98] The “law of diminishing returns ” applies to '
(a) the short run, but not the long run’
(b) .the long run, but not the short run
(c) both the short run and the long run .
(d) neither the short run nor the Iong run
Answer:: :

(a) ‘Law of diminishing return apphes to short run but not in long run'-_ _
as in short:run a fixed cost do not change while variable: cost

changes but in long run both change. Supply/Production cannot
_ increase in short run whether there is loss or profit.
[99] Linear homogenous production function is based on
- "(a) Increasing returns to scale - R
(b) Decreasing returns to'scale: .= =
{c} Constant returns to scale

(d) None of the above. (1 ntark)

4.237

(r mark) .
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. Answer: : :
(c) Linear Homogenous productlon is based on. constant return to_ |
‘scale beoause output increase in the same way as increase In
input or we can say that increase in output is equal to increase in
input. Sole’ propnetorshlp productlon is based on constant return
to scale for lifetime.
" [100] Which of the following ctirve is not U shaped"

(a) - AFC (b) MC :
_{c) AVC (d) TC (1. mark)
Answer:

(a) AFG s the cost obtained by dlwdlng total flxed cost by the number
of units of output. :
AFC = TFC = (Total Fixed Cost)

~ Q (No. of units of output) - .
TFC can never be U-shaped as it will fall as total output increases
and will not touch the X-axis. It can also never be zero. :

[101] Unit .0 1 2

TC 580 1200 1500

Calculate AFC at 2™ unit of output:

(a) 235 (b) 280 :

{c) 310 (d) 920 (1 mark)
Answer:

‘ (b) Here: 580 is a fixed cost hecause it will. be mcurred whether firm
produces or not. So |t is fixed cost, :
We know

TFC
A S
FC= “a

AFC =?,TFC = 580, Q 2
So, oo
| _ 580
AFC=5

=290
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[102] Which of the folfowmg curves never touch any axis but is downward

{a) Marginal cost curve
.~ {b) Total cost curve _
(c) - Average fixed cost curve.
(d) Average varlabie cost curve
Answer:
- {e) Average fixed cost is & curvé which cannot touch any axis so, it
can never be zero. When total production increases then average
. fixed cost stead!ly falls but never touch axis.
[103] External economies accrue due to _ N
(@) Increasing returns to scale (b) Increasmg returns to factor
{c) Law of variable propcrtlons (dy LOW cost
Answer: a
(a) Increasing return to scale means when there is a increase in output

(1. mark).

is more than'increase in input orin other words increase in, output
> increase ih input-and there are some factors or external - -

- ecanomies which tends to increasing return to scale.

' [104] A firms average fixed cost is €20 at 6 units of output what will be at 3

-units of output?’
(a) T 60
{b) T30
- (c) T40
(dy T20
Answer: '
- {c) Average fixed cost is 20 at 6 units and what WI” be at3 unlts’?
AFC at 6 units = 20

AFC at 3 _unlts = 2_9?x6.
=340

. as we AFC'is decreasmg steadily by rncreasrng total productlon

So, AFC at 3 units is 40'and at 6 is 20.
[105] Which of the following is correct? -
{(a) AFC = AVC + ATC . o
{b) -ATC = AFC - AVC - ‘ '
(c) AVC = AFC +ATC - ‘
(d) AFC =ATC - AVC

- 4239 4.240

(1 marky '.

a mar'k)._. o

(1. mark)_
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Answer o
~(d) Average fixed can be obtained in two ways
TFC Total Fixed Cost
a) AFC =
@) Q - No. of units of. output
- {b) AFC = ATC —AVC
Where, ATC = Average total coet and AVC Average varlable

cost.
[106] The vertical difference between TVC and TC curves is equal to:
- (a) MC (b) AVC .
(¢) TFC (d) None of the above (1 mark)_ ‘
- Answer:

(c) Total Variable Cost (TVC) and Total Cost (TC) is dlﬁerences of |
TFC {Total Fixed Cost) Formula Derived is: - .
CTC=TVC+TFC S
TC~=TVC=TFC : : : o
This is-vertical dlfference between Total Varrable Cost and Total .
. Cost. ‘ -

1107] The cost of one thlng in terms’ of alternatrve glven up

(b) Production cost
(d) Physrcal cost

(a) Realcost

~{c} Opportunity cost

 Answer: : : .

(c) Opportunrty cost is the cost whlch means. the next best act:vrty or
sacrificing of one good thing for other. '

a mark) k

N 08] The cost which remains fixed over certain range of output but suddeniy ‘

jumps to a new higher fevel when productlon goes beyond a glven Irmrt .

- are called: "
(a) Varlable cost

" (c) Stair-step variable cost

Answer:

(¢) Thete are so many types of vanable cost and these are;
(a) Variable cost or pure Variable Cost .~

(b) Semi-Variable or mixture of fixed and Varlable cost

(b) Seml-varrable cost L .
{d) Jumprng cost - (1 mark}



[Chapter 32] Theory of Cost . : S 4241

(c) Starr—step Varrabie cost which means the cost which remains

fixed for a long time but suddenly jumped to a new higher level

* when production goes beyond a given limit.

2018 - NOV_EVMBER i
[109] The shape of Average Fixed cost curve is?
(a) -Falls from left o right .

(b) Rises from left to right '
"{c) Parallel to x-axis-

" (d)  Parallel to y-axis - T S (1 mark)

Answer '

" (a) Shape of Average Fixed Cost is hyperbola in shape it falls trom left "

to right but does not touch x axis. ..
[110j Prrce of a commaodity is best expressed as’
(a) Exchange value :
{b) Cost of goods sold
{c) Production cost : _ .
(d) Nominal value ‘ o (1mark)
Answer: ' ' -

- (&) Price of commodity is expressed as its exchange Value asitis the ‘

~ price at which it will be sold or purchased.
[111] Accounting cost is _ _ Economic cost
' (a) 'Equal to - ' :
(b). Less than
{c) More than / _ - ' :
(d) Not included N o (1 mark)
Answer: ' ' '

(b) Accounting cost is explicit cost and economic cost is Explrcrt + Cost '

+ National cost therefore accountmg cost is less than economtc
cost Co
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[1 12] When AC Curve is at minimum then MC Curve is ? 7'

(a) Minimum then AC Curve
{v) Equals to AC Curve ~
{c) Above AC Curve

{d) Lessthen AC Curve . ‘ L : (1 mark) ;

Answer:

" {b) When average cost.is minimum, MC is equal to the Ac. In other

~ word, MC curve cuts AC curve at its minimum point.

[113] Which of the foIIowrng equatron represents profrt maxrmlsatron .

condition? ..
{a) MC=MR
{0y MC > MR

{c) MC <MR

(d) None. o ' : T (1 mark)
Answer: - ' :
(a) Profit willbe at maximum level when ‘marginal Revenue is' equalto
marginal cost therefore, it is able to cover its cost and surwve in
- ecohomy. ' : '

[t 14] MC curve of a flrm in a perfetily competrtrve mdustry deprcts’? - '

(a) Demand curve

« (b) ‘Supply curve
{c) Average cost curve -

(d) Total cost curve : R (1 mark)
Answer: | L - o _
(b) MC curve is rising upward ina competrtrve market therefore it -

dep|cts supply curve.

[115] Issues requiring decision making in the context of business are;’

(a) How much should be the optlmum output at what price should the
firm selt? - :

(b). How will the product be placed in the market'?

(¢) How to combat the risks and unicertainties |nvolved‘7 .

(d) Ali of the above. | . (1 mark)
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Answer: : ‘
{d) Alithe given options are required for makmg busmess deC|S|ons in
‘ context of business therefore, answer will be (d) all of the above
[116] Law of productxon does not mclude‘? ' : :
(a) Returns to scale. :
(b) Law of variable proportion -
{e). Law of diminishing returns 1o a factor -
- (d) Least cost comblnatlon factors
Answer: . '

(d) Least cost combination factor is not rncluded in law of productron |

function.

[117] A firm producing 15 units of output has average cost of ¥ 250 and
< ¥ 125 as per unit cost for fixed factors of product:on Then average
- variable cost will be S
(a) 180
(b) 150
"L (c) 125 -
_(d) None of the above
"Answer :
{c) Average total cost (ATC) AFC + AVC
ATC =250; AFC =125 '
- AVC =ATC - AFC.
Ny . -=250-125=125 _
[118] Which of the following statement is incorrect? .
(a) AC is sloping downwards, MC is below AC
(b) AC is sloping downwards, MC mustfall -
{c} AC is sloping upwards, MC is above AC.’
(d) MC cuts AC at its lowest pomt

(1',mark)

, {1 rrtark)'

4243 '4.244 |
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Answer : | |
(b) The retat|onsh|p between Average cost and Margmal cost is as"‘

following: -

(i} when average cost falls as a result of an lncrease in output '
marginal cost is less than average cost. :

(||) when average éost.rises as a result of increase in output :
marginal cost is more than average cost.

(i) when average cost is minimum, marglnal cost is equal o o

average cost.

YA MC‘ AC

&|

©  oupx x
[1 19] Dtmlmehmg marginal returns implies.

(a) Decreasing average fixed cost -

(b) Decreasing average variable cost

~ {c) Decreasing marginal cost-

{d) Increasing 'marginal cost

Answer: B

{d) Dtmmrshmg marginal Returns |mpI|es anincrease in margmal cost

o mark)

Marginal cost is the increase in total cost of productlon if one”

~ additional unit of output is produced

' [1‘20] Opportunity Cost is

(a) Recorded in the book of accounts
(b} Sacrificed alternative
(c) Both'{a) and (b)

{d) None of the above o mark)
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Answer B : [122] Total Economlo Cost = ExpElcn Cost + ImpE|C|t Cost R
(b} Opportunity cost is the cost of the next best alternative foregone. . (a)} Normal Profit
~ ltis generally not recorded in the books of accounts. Thus, it can. - (b) SuperNormal’ Profrt
be said that opportunity cost is the sacrificed alternatlve whose =~ - (c) Loss _ S
('1 mark)‘ :

- cost s not recorded-in books of accounts o . _ {d) None
: ' . - . Answer:

— ‘ D SR : . © . {a) Total Economic Cost—Epr|C|t Cost+|mpI|C|t Cost + Normal Profit
' . o L : As economic cost includes : -
— - - ‘ o A L : : ' - (a) Normal return an money capital mvested by the entrepreneur .
| [121] Which of the following is true? -~ - .. imselfin his cum business. --

(@) TC=TFC+TVC S R S . o " (b) The wages or salary not paid to.entrepreneur, but could have .
" (b) TC+TVC+TFC - R o " been earned if the services had been sold somewhere élse.
(6) 2TC - TVC = TFC o : - R - () Italso takes into account, accounting cost, :
(d) none . ' __ o - (1 mark) o {d) And also the normal profit earned. )
‘ ' o - [123] Economic cost of production differs from accountlng cost of productton

“Answer: - , . Partially T
(a) Total Cost_TotaI leed Cost + Total Varlable Cost éb; T?ue:a y True

‘,|eTC TFC+TVC : : o ¢ : .
= S _ R (c) False ‘ ; S
' " (d) None S o, (1 mark')
Answer: ' ' : .
(b) Economic cost of production differs from accountrng cost of
- production is TRUE as -
! - Economic cost includes both explicit cost and implicit cost,
g — : _ o L _ ‘Whereas  Accounting cost only mcludes the. -amount spent ie.
ST S : R S EXPLICIT COST :
' . - ’)t o - ' [124] Which curve i$ never U- shaped -
Qutput ' T Co . (a) AFC
0 o o (b AVC
‘Short-Run.TotaI_.CostCurves‘ o . - (d)y Nome . .. o (1 mark)
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~ Answer: S T -
(a) Average fixed cost curve is neverU shaped S 2020 - NOVEMBER

As Average Fixed Cost diminishes as the production increases : _ o L
[125] Use the table and answer for the following questions

{though the fixed cost remains constant) - _ 7
: Y : Output . 0 1 2 -3 4 | 5| 8
- C |TotalcostinZ | 100 | 180 | 250 | 310 :| 360 | 420 | 490 .
0O The average fixed cost of 4 units of output ist B
$ _ | (@ 80
) i o~ C o {b) 90
o '@‘;x B _ _ {c) 25 ‘ S S
' - : - (dy 350 = ' ISR (1,mark) ‘
'. o ' T : - Answer: R - :
AFC = -TFC ' - _— - (e) Inthe given table we see that 0 Ievel of output TC = 100 WhICh is
Q ' o - ' also equal to TFC.. ‘
It will slope downwards throughout |ts Iength but will not touch the - : Thus TC =TFC = 100
X-axis as AFC cannot be zero. = . - : - Thus TFC of 4 Units = 100
And AV_Q and AC cuweo are U- -shaped i.e. | o -~ ARC= _'%g-_ 129 _ o5
. A _ o AC A\}C f ; [126] The average variable cost of 5 units of output
' . ) T . (a) 84 .
S (b) 64
o ‘ ., 7 ey 420 . t AU
cosT ' (d) 104 = B (1 mark) .
' Answer: - . : ' - : 3
- (b) AVC at 5 units
0 _ TVC
‘ | AVC = &
. TVC= TC-TFC
‘ = 420-100
= 320
320
AVC =75

61 | _ Ry
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[127] The marglnal cost of 5" unit of output |s:_-

(a) 60
() 70.
- (c) 540
(d} 90
Answer: '
(a) MC = at 5 units
MC =TC; - TC,,
=TC,-TC,
" =420 - 360
=60

4249

(1. mark)

[1 28] The total cost is ¥ 4, 200 and fixed cost | is'T 1,200 then flnd the variable

cost:
(a) 5,450
- (b) ¥1,200.
(c) 34,200 -
(d) % 3,000
Answer: .
(d) TC =4200
TFC = 1200
Variable cost = 4200 - 1200
T= ? 3000

2021 JANUAHY :

: [129] A 'Firm'prod'ucing 7 units of 0utpui has an averagé total cost of T 150

(1 mark)

and has to pay ¥ 350 to its fixed factors of production whether it
“produces or not? How much of the average total cost is made “up of

- variable costs?
 (a) 200

{b) 50

(c) 300

{d) 100

{1 mark) -
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~ Answer:
~ (d) 100 _ :
“Units  ATC PC
7 150 350
TC 4
| ATC = Q
150 x7=TC
© - =1050=TC
TC=FC +VC

1050 = 350 + 700
ATC =AFC + AVC

= 150 = 50 + 100
Thus Average variable cost is of ¥ 100.

{130] A Firm has a variable cost of T 2,000 at 5 units of output If fixed costs

are ¥ 800, what will be the average total cost at 5 umts of output?

(a) 560
(b) 120
- {c) 240 : _ , : . _
(d) 2800 . e ' (1 mark} -
Answer: o L -
(a} 560. ' .
Units VC FC
5. 2000 800
TC =FC+VC
" =2000 + 800
= 2800
: -TC
ATC = °
_ 2800 -
5.
=560
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[1 32] Average cost curve is

© “Answer:

[133] ISoquants.are équal to:

4.251

[1 31] Which of the foIIowmg Statements is false?

{(a) Economic costs include the opportumty costs of the resources
‘owned by the firm.
{b) Accounting costs include only exphcﬁ costs

{c) Economic profit will always less than accounting profit if. resources .

‘ owned and used by the firm have any opportunity costs.
{(d) Accountlng profitis equal to total revenue Iess m\tpllmt costs.

Answer _ :
(d) Accounting profit is equal to total revenue Iess |mpltcrt cost
Accounting proftt = TR — Implicit Cost

(a) ‘U’ Shaped :
{b) Positively sloped -
© (c) Negatively sloped
(d) Ftectangular hyperbola

(a) ‘U shaped :
Average cost curve is of v shaped due to the law of vanable
propomon . .

Quantity—b '
(Units)- >

(b) Total utility lines
(d) Revenue lines

(a) Product lines -

(c) Costlines - ‘(1 mark)

' (1 mark) |

(1 matk')

4.252

Answer:
{a) Product lines’
Iscquants are equal to product Ilnes

‘Scanner CA Foundation Paper - 4 (2023 Syliabus)

An Isoguants consists of alternative combinatlons of :nput o
produce a given quantity of output and product lines are lines =
representlng various combinations of factors of’ productron to

produce a given output. -

_[134] Average fixed cost can be obtained through

TFC EC
AFC = I~ : b) AF
(a) CTS___ .‘.() C=9j
(©) AFC= ng Sy éFC: % (I mark)
Answer: _
TC
AFC= ¥
(d) FC= T . o
Average fixed cost can be obtained through
No.otUmtsproduced
" 2021 - JuLy :
[135] Use tablé befow to answer question [35 to 37]
Output o | t 2 |3 ] 4 | 5 | 6
" [Total Cost (%) . 360 | 495 615 | 720 810_ 915 |1035|
The average fixed cost of 3 unit of output is o '
(a) T 180 (b) ¥225 .
{c) 120 (d) T134 " (1 mark)
Answer: = o : . :
- ._ IFC -
AFC =7
© Q.
360

 AFC=-360 200

AFC = 7120 option (c) is correct.
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[1 36] The marginal cost of the ftﬂh unit of output is
(a) T174
(b) 225
(c) T675 ; ,
(d) T105’ (1 mark} .
Answer: T
NG o SRR o
Oufput [Total Cost| TFC Total Variable Cost [Marginal Cost|
o [ 360 ‘|360f @ - _ -
1 495 1360 135 |° 135
2 615 . | 360 - 255 ’ 120
3 720 360 | - 360 . 105
4 810 - [360 | 450 - . 90.
5 | 915 [360| 555 . |. 105
6 | 1035 |ss0| 675 .| 120
Marginal Cost of the Fifth unit = 105 ‘ _
[137] Diminishing marginal returns starts to occurs between units.
- {a) 4and 5 {(b) 3and2
{c)- 5and 6 (d) 1and 2
Answer: -

“(a) According to the above table Dlmlmshrng margmal return starts to
occur betweéen 4 and 5 units. ‘ .
[1 38] The difference between TFC and TC is equal to
(a) Zero ‘
(by TVC
~(e) MC .
(d) AFC -
Answer:
(b) The dlfference between TFC and TCis equai to TVC
TC =TFC +TVC .
TVC=TC-TFC

(1mark) -

(1 mark)
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[139] Marginal-Revenue curve moves and Marginal cost curve _
moves . ' Lo
(a) downward, downwar_d .

(c) upward, upward

(b) . downward, upward
(dy Downward, remains same. ..
' o (1 ma’rk)l '
Answer ' Z
(b) The marginal revenue curve is downward sloping and- below the
demand curve and the additional gain from increasing the quantity
sold is lower than the chosen market price. Both these curves are -
intersected at their minimum points by Marglnal Cost (MC), which
slopes upward. If the price of the variable input increases all three -
cost cufves move upwards as shown alongside. They retain their
' : shape and characteristics as described above
[140] Average Revenue curve is also knownas
(a) Firm’s Demand Curve : :
(b) Marginal Revenue Curve
~ {c) Total Revenue Curve
(d) Marginal Cost Curve
Answer o
(a) The average revenue curve is also known as a demand card |n'_

- the business market. Average- revenue is the division of total
revenue (TR) by quantity (Q) which also means Average revenue
is. equal to the price of each product. ‘ '

[141] If quantity demanded for a commodity increases from 15 unrts to 20
units and there is a 25 percent decrease in price. If the :nrtlal prloe was" '

- %20, then what is the, marglnal revenue?
(@) 15
(b) 20

(©) 0

. (d) 10

(1 mark)'

:‘ (tnmark) ‘
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Answer ' R —
(c) If quantity demanded foracommodlty increases from 15 unitsto 2022 - JUNE :

20 units and there |s 25% decrease in price. The initial price is

320, - _ : ‘ [144] Tot_al'econornic cost = implicit cost_,+ expticit cost_-r

. 20-25% of 20
20-5
T15 . :
Then marginal revenue will be zero

i1 42] The marginal, average and total product curves encountered by the

firm producing in the short-run exhibit all of the followmg relationships
except _ . (1 mark)
- {(a) When TP is rising, Average and Marginal product may be either
' rising or falling.

. (b} When marginal product is negatuve, total product and Average i

Product are falling .

(¢) When Average product is maximum,- marginal product equals
Average Product and total product is rising

(d) When Marginal Product is.at maximum, Average Product equals
Marginal Product and fotal product is rising. '

‘Answer

* (d) The marginal, average and total product curves encountered by
" the firm producing in the short run exhibit all of the following
relationships - except when marginal product is at maximum,.

average product equals margmal product and total product is
rising:

[143] Marginal cost can be dlrectly derlved from -

(a) Total variable cost .
{b) Total fixed cost
(c) Average cost R - o
(d) Average fixed cost - ' (1 mark)
Answer .
~(b) ltis derived from the vanable cost of productlon given that fixed
costs do not change as output changes, hence, no additional fixed

cost is incurred in producing another unit of a good or service

‘once production has aiready started.

2022 - DECEMBER

[145] The marglnal product of a vanable input.is descrlbed as?

{(a) Normal Profit

(b) Abnormal Profit

(c) Economic Profit . . , : o T

(d) None of the above . B (1 mark)
Answer I ' o .
(a) Total economic cost = Implicit Cost +

Explicit Cost+

‘Normal Cost .

(a) The additional output resulting from one unit increase in both the
variable and fixed inputs

" (b) The additional outputresultln'g frornoneumt lncreaselnflxedlnput'
{c) The additional output resulting from one unit increase in the

variable inputs
(dy The addltlonal output resultlng from aII unlt increase in varrable
inputs . o - {1 mark)
Answer: e B '

~ (¢) The marginal cost is the cost of producing one extra unit of output

in the short run, the fixed cost does not change by producing one
- extra unit, thus the marginal cost is entlrely comprlsed of the
variable cost. .

[146] Total profit. are maximized when?

(a) TRequal TC -
(b) The TR curve and the TC curve are parallet
(c) TC exceeds TR :

(d) TRexceeds TC o o (1 mark)
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Answer

(d) The profits are max1m|sed where the gap between the " total

revenue and the total cost curves is the maximum. This happens
only when both the curves are parallel to each other. The profits
will bee positive only when the total revenues exceed the total cost.

-:{147] A firm producing 7 unit of output has an average total cost of ¥ 150
and has to pay ¥ 350 to its fixed factors of production whether it

produce or not. How much of the average total cost is made up of
varigble costs?

(@) T100 ~{b) 200 o -
) WO . (d) 3300 (1 mark)
Answer:. . B ' : « o
-(a) No. of units = 7
ATC =3 150
TFC=3%350 .
i - TFC _ 350 _
: ‘AFC_—Q——T-?‘_SO_
AVC = ATC.- AFC
=150 - 50
=T 100
" [148] Economic costs inciude: _ o
(a) Implicit costs " (b) Explicit costs .
- {c) Implicit and explicit costs (d) None of the above (1 mark)-
Answer: '

{c) Eoonomrc cost include both EXplICIt and tmpilCIt cost Therefare,

* economic cost are useful for businessmen while maklng declsmns
[149} At the shut-down point, the price is:

' ~(a) below ATC . (b) below AVC
(¢) equaltoATC ' . (d) . above AVC
“Answer:

- (b) The firm always has the option of not producmg at aII Ifa firms

~ total fevenues are not-enough to make goods even the total .

* variable cost. It is better for the firm to shut down. In other words,
" a competitive firm should shut down if the price-is below AVC.

4288
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[150] Economic cost includes which of the following?
*(a) Accounting cost ' S
~{b) Implicit cost :

o) Both (a) and (b)’

'~ (d) None ofthe above -
Answer: .

{c) Both (ayand (b).

‘Economic cost includes both accounting cost (aotual payment) :
and implicit cost (notional expense).

[151] External economies are due to:. - -
(a) Development of skilled labour

. (b} Technologies" '
(c) Cheaper raw material
“{d) Allofthe above
“Answer: ‘
- (d) All of the above - _
 External Economies are due to devetopment of sk||I tabour ‘
technotogy, cheaper raw material, efc. :

[152] Planning curve is related to:

(a)- Long run average cost curves

(b) Short run average cost curves

(c) Average revenue curve ‘

(d) None of the above . .

- Answer: '

(a) Long Run Average Cost Curve : : : .
Long Run Average Cost Curve is after called as plannmg curve-
because firm plans to produce any output in.long.run by choosmgj :
a plant on Iong run average cost curve. '

(1 mark)

(1 ‘mark)_ .'

(tmark).
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. 4 PRICE DETERMINATION IN DIFFERENT S _

| | MARKETS | EA
| Unit: 1 o - Meanmg and Types of Market .
Marks of Objective, Shert Noies, Distinguish Befween, Descriptive & Practical Qu&strons . || 2006 - NOVEMBER ' .
Legend N -

. . Objective @ Short N otes Dlstlngwsh S Descrlptlve E Practlcal . [1] Which of the followmg is not an essential condition of pure compet!t:on'?
: . (a) Large number of buyers and sellers . o ‘

(b) Homogeneous product

R . -. 5@,71 o N -(¢) Freedom of entry : . o o o
04— — E TR 1~ - (dy Absence of transport cost o © o (1 mark) -
P
: - A - Answer: : ‘
8 - T — % ' 3 " {d) Pure competmon is a part of perfect competltlon The essentlal
£ . RS o 2 S conditions of pure competition are:
g 8 Oz I S S Y0 575 I . (@) Large number of buyers and seflers -
Al W%%Jmm . %, . o (b) Homogeneous products
T KXY EH : = 1 - Freedom of entry and exit of firms
- RAAAA] 2 R () Free ry irms.
PN R AR : RAA o _
ERSEStts s s s s M s s s sies N P =7
o EAAARARAAAARAAAAY  AAAXARAZ ,2007-F_EBRUARY -
S I R S Pt - i S oo

18N 18M- 18N 20N 210 2%Jul 21D 220 22D 23J . _
Examinations - 121 Under which of the followmg forms of market structure does afimhas
no c¢ontrol over the price of its produci : N
(a) Monopoly
. -. (b) Oligopoly - .
- {c) Monopolistic competition _ : ST
(d) Perfect competition - ' - C (1 mark)
Answer: R ' '
(d). Perfect competition is a prlce takmg firm. The prices-in such a’
" market are determined by market forces of demand and supply :
Neither the buyer nor the seller can mfluence the prlces o

4259 -
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3

‘(¢) MR=0

Given the relation MR =P [1 —.%} if 6> 1, then:

(b) MR <O
(d) None

(@) MR>0

Answer:

) MF{:P(E;;). |

. R e
2007 - MaY -

4]

G

‘He=1

The relatlon wrll be posmve

Proflts of the frrm will be more at

(a) MR = MC

(b) Additional revenue from extra unlt equals its addltronal cost
(c) Both of above :
(d) None
Answer: : :
{¢) Profits of the frrm are maxrmum at: proflt mammlzatron level i.e.

“MC=MR, Addrtronal revenue from extra unit equals its addrtionat _

cost.
What should f!rm do when Margrnal revenue is greater than marglnal

. cost?

(@) Firm should expand output _

{b) Effect. should be made to make them equai
{c} Prices should be covered down

(d) All ofthese :

© Answer:

{a) When 'marglnal revenue is greater than marginal cost, the producer '

: shail expand output as rt is profitable for the firm to expand output.

4261

(1 mark) h

(1 mark) .7

(t -mark) .

4,262
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(c) Size of market
_(d) Al of above

{71

2007 - NOVEMBER

8]

2007 ~ AUGUST =

Under monapoly price drscnminatron depends upon :
{(a) Elasticity of demand for commodity
{b) Elasticity of supply for commodity

(1 mark). :
Answer: -

“(a) Monopoly has a feature of pnce discrimination i.e. ohargmg different -

prices from different customer. It depends upon the elasticity of

demand of various customers. Difference in -elasticity forces the'

" monopolist to charge different prices from drfferent customers
Firms in a monaopolistic market are price :

(a) takers (b) givers o
(c) makers (d) acceptors (1 mark)
Answer:

“(e) Ina monopoly market the prices are demded by the monopollst He'

is the maker of the price. Buyers cannot rnﬂuence the prices.

Market which have two firms are knownas:
(a) Oligopoly ' '

(b) Duopoly:

{c) Monopsony

(d) Oligopsony

(1 mark)
Answer: -

-(b) Duopoly is composed of two words “Duo” and “Poly Duo means o
two and “poly” means seller. Hence, duopoiy is; a market where. -

there are two sel!ers
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| 2008 - FEBRUARY

I
£

[9] Monopohst can determme

(a) Price

~ (b) Output

10y

“{¢) Monopoly

(c) Either price or output
(d} None -

- Answer:

(¢) Monopolist firm is the prlce maker flrm In thls market only the

seller can influence the prtces He can determine elther output or.

price.
MR of n th unit |s glven by S _
(a) TR, /TF{,, i - (b) TR, +TR, ., o
(c) TR -TR,. (d) All of these. (1 mark)
Answer

~{c) Marginal revenue is the ‘addition made to the total revenue by,-

" producing one more unit of a commodaty Itis expressed as:
MR.,=TR,-TRH,. _

| 2008 -aune

[11] 'The market structure in'which the number of sellers is srhall and there,

is inter dependence in-decision making by the firms is known as:

- (&) Perfect competition

{b) Oligopoly

(d). Monopolistic competltlon

Answer:
(b) -Oligopoly is often descrlbed as "compet;t:on among the few”. ltis
characterized by small number of sellers who are mterdependent

in decision makmg

(1 .mark).._. o

~ (d)-None of these.

(1 -mer'tt).
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[12] In perfect competltron since the firm is a prlce taker the c:urve

is a straight line :

(a) marginal eost

{b) total cost.

(c) total revenue

(d) marginal revenue

Answer: .

(d) Inaperfect competitive market the prlces of allthe flrms are same. -
Hence, there is nochange in marglnal revenue. and the MR curve
is a stralght line. :

(1 mark) o

[13] Given the relation MR P [ e],if e <'1,then:"

(a) ‘MR <0
(b) MR>0
(c) MR=0 o
X - (1 mark) -
nswer: '

C(@)y i MR = P(1 -1/e) ande_<1

Lets assume e = 0.5 .
putting it in-the formula we get:

1 .
1-—— :
P15
MR=-P " '
So MR will always be less than zero.



[14]

(a) MR >MC (b) MR, =MR, S
~ (e) MR, = MFtb_MC (d) All of the above: (1 mark)
: Answer Co '

[151

-{c) Supply curve
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Fora drscrlmlnatlng monopolist the condition for equmbrrum is:

_ (c) One of the important condltlons of price. dlscnmlnatlon is that the
seller should be able to divide his market into two or more

submarkets. If marginal revenue in.both markets are different then
price discrimination is possible. The seller wiil transfer his products

more to that market which gives more marginal revenue. Suppose

MR of market A is more than market B. So the seller will transfer

the. products from market B to market. A Due to this the prices of

market B will rise and A will fall. Gradually theé MR of B will start
increasing. He will continue to transfer units from B to A till the
marginal revenue fronrboth markets become equal. After this point

it will be no Ionger profitable to transfer units and. hence the

position of equmbnum will be when
: MR, =MR, = MC
Average revenue curve is also known as:
(a) Profit curve "(b} Demand curve
(d) Average cost curve.
Answer:;

© (b) In perfect competition market the same price prevalls throughout

the market. Since the price is constant hence the demand of the

commoadity determines the total revenue and average revenue.

- Due to- this -reason the A.R. _curve can also be called as the _

demand curve

Price =AR=MR

Pﬁoe".<

v
b

- Answer: Co
(@ MR=ARx 221

“ ma.rk)"

. Answer:
(b) S.P of 50 umts ? 3,000

'4-2_66' | ' Sr_:amier CA Foundatir_in _Paper - 4 (2023 Syllabus)

12013 - June

[16] Given, AR = 5 and Elast|C|ty of demand 2 Flnd MR

{(a) +25
(b) -2
(c) +1.5-

(@) +2.0- (1 mark)’ |

2-1
—5X—§—-_
=+25

Hence, option (a) is the correct answer.

" [17] If aseller obtains ¥ 3,000 after sellrng 50 units and ¥ 3, 100 after selllng :
- “52 units, then marginal revenue wrll be _ S

. 201_3-DECEMBEH |

(a) 759.62
(b) % 50.00
(c) T 60.00

(d) 2 59.80 (mary

S.P of 52 units =¥ 3,100 ~ _
S.P of additional 2 unrts =3 100 & marglnal revenue of Tunit.

-~ 100
_ﬁm_?
5 50.

Thus, option (b) is correct.
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- [18] A firm will close down in the short period, if its AR is less than':
(@) AC ' '

by AVC .

-{c) MC -

(d) None oftheabove _ . o (1 mark)

- Answer:

‘(b) in short run, if the firm is able 1o meet its VC and a part of fixed:

cost it will try to continue production in the short rum. If it recovers
a part of FC, it will be beneficial to continue production. However,
if a firm is unable to meet its AVG, it will-be better for it to shut

' _down. .

- [19] Which one of the followrng expressmns is’ correct for Margrnal

Revenue? ,

(@) MR= AFI(T—‘;Q]' | (b)_ MR=TRn—.TFtn+1

(©) MR:%‘ ) (d) MR = "g? . (Imark)
Answer: ‘ ‘ ' ;

{c) Marginal revenue is the rate of change in total revenue resuttrng "

. from the sale of an addrtlonal unit.
ATR :
_ MR = AQ - _
Where - MR is marginal revenue
TR is total revenue .
Q-is quantity of commaodity sold

A stands for smali change.
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[20]

| 2016 - DECEMBER B

The market for ultlmate consumer is known as:
{a) Wholesale market
(b) Regulated market

" (¢) Unregulated market

(d) Retail market - - L o (1 mark) "
Answer: ot - '
{d) The market for ultlmate consumer is known as retarl market

2017 - JUNE

[21]

- .
o

Fora firm to become profitahleit should expand output whenever :

“(a) Marginal revenue is equal to marginal cost

(b) Marginal revenue is less than marginal cost

© (c) Marginal revenue is greater than marginal cost

22)

(d) Average revenue is greater than average cost. - '(1 mark)."
Answer;

(¢) It will be profitable for the firm to expand output whenever marglnal. S

revenue is greater than the marginal cost, and to" keep on
expanding output until marginal revenue equals marginal cost. Not |
only marginal cost should be equal to marginal revenue, its curve -
should cut marginal revenue curve from below.
On the basis of nature of transactions, a market may be classmed rnto -

“(a) Spot market and future market

b)- Regulated market and unregulated market

(
" (c) Wholesale market and retail market
(d

) Local market and national market. . o (1 mark) -
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Answer :
(a) On the basis of nature of transactions. market may be classified
into:-

_a. Spot IVIarket It refers to those markets where goods are .

physically transacted on the spot
b. Future Market: It is refated to those transaction which mvofves
. contracts of a future-date.

2018 - May - -

- [23]

24

in very short penod market:

~(d) Supply changes but demand remains same

{b) Supply changes but price remains same

" (c) Supply remains fixed

(d} Supply and demand both changes o (1 mark)

Answer:

. (e)’In very short perlod market, it is not possible and easy to mcrease '_
the supply as it is very difficult to install new-machinery or increase

. more labour so, in-this market supply.is fixed. This leads to only
- profits commodities like vegetables flower, fish, eggs, fruit, milk etc.

which are of perishable nature are exampies of very shoit penod. -

market.
A firm will close down in the short penod |f its AR is less than:
(a) AC B - o
~ (b) AVC
(c) MC -

. (d) None of the above.

Answer:

(b) Inthe short run flxed cost is fixed and variable cost is not flxed and 7

if average revenue or total revenue is less than its average variable

cost or total variable cost then firm has to close down its business
because no one want to suffer losses by mcrease cost than

revenue.

4270
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[26] According to Behavioural Principles.

~ (d) None of these

(1 mark) - .'
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[25] Which of the following is correct?

(a) MR = AR (e -1)e
{b) MR = AR {e +1)/e
{c) MR = AR (1- e)/e.
(d) Noneof the above '
Answer:

(1 mark)< -

(a) MR. AR and price elasticity of demand are unlquely related toone

another through the formuta, MR = AR x &1 5 therefore (@) is the

correct optlon

{a) a firm should not produce at all if ifs total variable costs are not met. -

. (b). a firm will be.making maximum profits by expanding output to the

level where marginal revenue: is equal to marglnal cost.
(c) Both (a) and (b) _
(1 mark)

Answer :

" {¢) According to Beha\noural Prlncrples

Principle 1 - A firm should not product at all if its total variable oosts
are not met is better to shut down in such case. :
Principle 2 - The firm will be making maximum profits by expandmg‘ _
output to the level where marginal revenue is equal to marglnaf cost
as additional units add more to revenue than to cost.

- Hence, option (c) is correct.



[Chapter - 41]Meanmg and Types of Markets . . S 4.271

- [27} Market consists of
~ .- (a) Buyerand Seller
(b) One price for one product at a grven time,
(c) Both (a) and (b)
(dY None .
Answer :

{c). A market is a coIIectron of buyers and sellers with the potentral to-

trade. The elements of a market are:
" (i) Buyers and: sellers
_ " {ii) A product or service
" (iii) Bargaining for a price - . '
(iv) Knowledge about market conditions and
(v) One price for a product.or service at a glven trme
Hence option (c) is correct.
' .[28] Demand for a product is unrtary elastrc then
"{a) MR=0 .
{b) MR>0
{c) MR<O0. :
* {d) None of the above
Answer :

(a) Marginal revenue, average revenue and prrce elastrcxty are related

through the following formula -
MR = AR x e_el e = price elasﬂcﬁy of demand

I elastlolty =1,MR=ARx (11 1 D_o-
Hence optlon (a) is correct

[29] Which of the following |s true, when the frrm is at equmbnum’?
(@) MC<MR
(%)) MG curve cuts the MR curve from below
(c) Both (a} and (b)
(d) None of the ahove

| (1 mark) |

(1- rnark) |

, (_1 _\mark) _ 4 :
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" Answer :

- » (b) Atthe point of equmbrlum

MC =MR and. o
MC curves cuts the MR curve from below. At thls pornt a frrm erI g

earn maximum profrts '

YA
-[30] When TR isatits peak then MR is equal to -
(a) Zero . . :
. (b) Positive

(c) Negative
(d) None of the above
. -Answer:
(a) The relatloneh:p between TR and MR is that |n|t|ally

(1 mark)

1. Total Revenue curve -increases at a drmrnrshrng rate due to -

- dlmrnlshlng marginal revenue. .
. 2.. When marginal revenue becomes zero total revenue is
. maximum, -
3. - Total revenue starts falllng agarn when margrnal revenue is
negatrve : SR
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[31] When price is ¥ 20, Quantity demanded is 10 un1ts and price is

s decreased by 5%then quanttty demand. mcreased by 10% then Marglnal '

“revenue is

“(a) 10
(b) T 11

+{c) ¥9

Answer:

> ATR . R

() MF{_TQ TR=PxQ ) o
TR {existing)= 20><10 200 '

- TR (new) = [20.— (5%of20)]><[10+(10%of10)]

o =19x11=209

' - ATR=209-200=9

AQ=20-19=1"

MR= 2 =9

o ,'2619-NOVEM'BER e

[32] Wh;ch of the followmg represents the supply curve in. a perfec:t’

. competitive market.
(@) MC curve
(b} AC curve
(c) AR curve

(@) MReuve -~ o (tmark)

. Answer:
(a) A perfect competitive firm's supply curve is that portron of rts

marginal cost curve that lies above the minimum of the average

. variable cost curve. In other words, the firm produces by moving up

‘and down along its marginal cost curve, The marginal cost curve

is thus the perfectly competltlve flrm s supply curve.

@320 :  (mark)
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e
§ p— : AR=NR=Prico |
O Quantity X
~ ARand MR Curves under
. _ Perfect competiiion * -
[33] When TR is max, then MRis - B
(a) Zero .
(b} One
(c) Both (a) & (b). o o
- (d) None . _ _ _— : - {1t mark) ~
_Answer: A :

34)

_'(a) When Total Revenue is max, then Marglnal Revenue is zero.

Y -»Ma\armm

- QA Output\

_is also called a free market as there are no st!pulatrons on:.the
transactrons .
(a) ‘Unregulated

“{b) Regulated -
“ {g) Retail _ e o o
{d) Spot- - . o o (1 mark)‘- :

Answer:

(a) Unregulated Market: itis also calleda free market as there areno

strpulatrons on the transactions.
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[35]

Regulated Market: In this market, transactions are statutorily

‘regulated so as to put an end to unfair practices. Such markets -

may be established for specific products or for a group of products
Eg. Stock exchange.
In this market, transactions involve contracts witha promise to pay and

deliver goods at some future date

" (a) Spot market

[36]

" (d) 'Retail market
‘Answer:

(b) Future market
(¢) Unregulated market

(b) On the basis of Nature of Transactrons

(a) Spot or cash Market: Spot transactions or spot markets refers

to those markets where goods are ‘exchanged for money
payabie either immediately or within a short span of time.

“(b). Forward or Future Market: In this market, transaction involve

contracts- with a promise to pay and delrver goods at some
future date. - .
A firm reaches its shut down point

- (a) When price is less than AVCin Iong run.

{b) When price is less than. AVC in short run.
{c) ‘When price is more than AC in long run.

" (d) When price is more than AC in short run.
Answer:
<(b) Afirm reaches rts shut down pomt when prloe is less than AVC in
shortrun -
i.e. AR < AVC

AVC Average Variable Cost.
'AR-= Average Revenue : :
It is a matter of common sense that a firm should produce only if it

' will do better by producrng than by not producrng The firm always ‘

has the option of not producmg at all,

If a firm’s total revenues are not enough to make good even the .

. fotal variable cost, it is better for the firm to shut down.

(1 mark)

'(1 mark) :

. (b) 6
-()118
)
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In other words, & competrtrve firm. should shut down if the prrce is.
“below AVC:

Shuttrng down is temporary and does not necessarlly mean gomg
out of business. '

'[37] Demand of good increases from 15 units to 16 uhits if prrce decreases‘

from ¥ 40 to ¥ 38. What will be MR of 16" umts
(a) 8 :

(b) 16

(c) 38 o

(d) 15 {1 mark)

Answer: ' .

(a) ) . e S

. Price (P) " Quantity (Q) | Total Revenue.(P x Q)

40. | 15 | 600 '
38 . 16 - [ - 608

MRn = TRn - THn-t :
- MRy = TRy = TRygy
" MRy = TR~ TRy;
MR,; = 608 — 600
MR .2.8 S

[38] If a seller obtains 6,000 after selling 50 units and 26, 204 atter sellrng,
‘53 units, then margrnal revenue will be; -

(@) 204
(b

!

@ 120 . o (mak).
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I39]

140}

(d) National and Internattonal Market ‘

4,277

Answer: B
ATR -
O MR =Ta
TR =PxQ «
6000 =P x 50
6000 =P-
.50 _
- 120 ._,--P ' :
: .6204—6000
MR =350
_ 204
3

On the basis of nature of transaction, a market may be cIassrfied into:
- .(a) Regulated and Unregulated Market . '
{b). Wholesale and Retail Market -

{c) . Cash and Forward Market

Answer:

{c) Cash and forward market: In this market transactrons mvolve
contracts with a promise to pay and dellver goods at some future

date;

When a firm produces 7 units of productlon and the TRis ? 42 after.
raising the productron to 8 umts TR reached ? 46 margrnal revenue will -
be: - . :

(a) ?6

(o) T4
(o) ¥5

() 28 |

(1 mark)

A '-(1”m_ark)

4278

| [41]

- (c) Spot market

Scanner CA Féundation Papér - 4 (2023 Syllabus)
‘_Answer: o | :
(b) 7 Units TR 42
8 Units TR46 -
n - ATR
MR =0
_46-42
8-7
.
o -9 4 .
A market where. goods are exchanged fcr money payabte etther.

immediately or within a short space ‘of trme
(a) Forward market :
(b) Reguiated market

(d) Whole sale market 5 ‘('1 mark)

.. Answer:

[42]

. (¢) Spot or cash market: Spot transaction or spct markets referto

those market, where goods are exchanged for money. payable '
either immediately or wnthm a short spot time. -

What is the average revenue when ABG Ltd. seIIs 121 unlts and TR |s
¥6,0507 - , o

© (a) ¥6,000
() ¥ 6,050

_ ‘(d) 7100
‘ Answer

{c) 50
(1 mark)

“Total Revenue
‘Number of units

_ %6050 _
= Dlui " = 250 per unit

(c) Average Revenue =
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~ [43] When ABC Ltd. sells 130 units at ¥ 50 p u. then total revenue erI be

- (a) ¥18,550
. (b} T12,050
" {c) 76,000 e
(d) 6,500 . (I'mark) -
- Answer; - ‘
(d) Total Revenue = Number of units x Revenue per unit’
' =130 % T 50
_ _ = ¢ 6,500/-
[44] Answer the following questions: o o
~ |Units - -0 B 2'| 3. | 4| 5 6
Total Revenue| 100 | 180 [ 250 | 310 | 360.| 400 | 430
Find the marginal revenue at 5 unit is:
(a) 60
(b) 55
(c) 45 S
(d) 40 (1 mark)
Answer: ‘ ‘
o {d) Margrnal revenue at 5‘h unlt =TU,-TU,,
_ . _ ' ‘=400 - 360
. S = 40/-
[45] Whrch one is not a part of the elements of a market’?
{a) Buyers and sellers '
(b) A product or setvice
. (c) Bargaining for a price. :
{1 mark)

(d) Volume of business " -

4.280
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Answer

© (d) Volume of bus:ness

[46]

7]

Element which is not a part of market is volume of business. -

In the market structure, demand curve is also known as
(a) Marginal cost curve . :

{b) Average revenue curve

{¢) Total production curve.

(d) Marginal utlllty curve~

Answer: '

(b) Average revenue curve

(1 mark) |

In the market structure demand curve is also known as Average 3

" revenue curve

Y

A

A D
' g - » P=AR=MR
& |

| e > X

O Quantity »

(Units)

Secular period is also known as

(a) Very short pericd -

~ (b) Verylong period _

- (c) Short period
{d) Long perlod

(1marky
Answer: ‘ o

_,(b) Very long pertod

Secular penod is also known as the very Iong period. -
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Total revenue curve |n|t1ally increases at.a drmrnlshlng rate due to .....

. (a) Diminishing average revenue curve.

(b} Diminishing marginal revenue curve. _
(c) Diminishing average fixed revenue curve.

{d) Diminishing cost curve:_ o o (1 mark)

- Answer: :
.. (b) Diminishing marglnal revenue curve.

l4g]

TR Curve, i.e. Total revenue curve |n|t|aliy increases - at a’
diminishing rate due to the drmlmshing marglnal revenue at stage.

.| of law of variable proportion.

Total revenue curve is
(a) Positively Sloped

(b) Negatively Sloped

(c) Downward Sloped

(d) Vertical toXaxs SRR ' O (mark)
- Answer: S ‘ o

(a) Positively Sloped

Total revenue i.e., (TR) curve is posmvely sloped in the case of

perfect cempetmve market.

- 4.282.
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[50] IVlarg]naI revenue erI be posrtlve where price eiastlcny of demand is:

{a) Zero
{(b) IV_Iore tha

none

{c) Lessthan one

" {d) Equal to

Answer:

one

through the followmg formula.

' If elasticity more than one e > 1 MR will be posmve

A

MR =AR x &

: - 2-1
R=ARx £—1

| M A x >

_MFl_2x 1

Je= prlce elastrmty of demand

- Hence, option (b) is correct,

(1 mark)

.(b) Marginal revenue, average revenue and price elas'ncuty are related

A seller realizes T 25,000/- after selling 15 units and he realizes

¥ 35,000/~ after selling 25 units, what is the margmal revenue here?

' (a) 2,500/

(b) T100/-
{c} T1,000/-

(d) % 3,500/-..

 Answer:

(©)

Units (@) -

15
.
- 25

Total Revenue (7)
25,000
35,000 .

(1. mark) |
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' _ATR
mMr= ATR
AQ
MFR = 1010 =% 1,000
MR = 71,000

Hence Option (c) i is correct -

WhtCh of the following is the pnce at WhiCh the quantity demanded of

a commodlty is equal to the quantity supplied of. the commodity and_ -

. there is no unsoid stock or no unsupplied demand‘?

[53]

(d) Future Price

(a) Selling Price .

“(b) M_arket,CIearrng Price .

{c)  Asking Price

Answer:

‘(b) Market clearing price is the price at whlch the quantity demanded
of a commodity is equal to the quantity supplied of the commodity .

and there is no unsold stock or no unsupplled demand. .

WhICh of the ‘fotlowmg is not an element of a market?
(a) Knowledge about market condrtrons '

" (b) No bargalnlng.forapnce :

~ (e) A product or service
. {d) Buyer and Seller-

Answer: ,
(b) Elements of a market are:
: (i) Buyers and sellers
(i) A product or Services
(i) Bargaining for a price :
_(iv) Knowledge about market conditions
© (v} One price for a product or service at a glven time

4283

' (1 mark').
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[54]
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The

(a) Wholesale market

~ {b) Regulated market

{c) Local market

(d) Retail market ' ( mark)

.. Answer:.

' 55]

(a) Whelesa!e market is the market where the commodities are bought
and sold in bulk or large guantities, transactles is generalty take -
place between trades :

On the basis of nature of transactlons market can be classmed as:
(a) Wholesale market and retail market.

" (b) Future market and spot rmarket.

(c) Regulated market and unregulated market
{d) Money market and future market

(1 mark)
Answer:- . '

(b) On the basis of Nature of Transactlons

. (a) Spot or cash market
{b) Forward or future market

[56]

.‘ '2022-JUNE_ '

( mark)' "

Demand Curve is also krrown as
{a) MR Curve
(v) AR Curve
(¢) MC Curve

(d)- MR Reserve ) (1rnark) -

-~ Answer: - ‘
- (@) Demand curve IS also knowh as Marglnal revenue curve in-a

-market.

is the market where the commodities are boughtand
"sold in bu!k or large quantities transact:ons generally ‘take place
- between trades. -
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[67].

. (¢) Monopoly - _
- (d) Perfect Competition ~ -

[58] -

Prices in monopoly are hlgher than prtce under
{a) Oligopoly ' c -
(b) -Duopoly

Answer: :
(d) Pricesin monopoly are most hlgh as compared to pr:ces in perfect

competition. Monopol:es being price makers-and charging prices
" to increase. there revenues more as. compared to other market

forms

‘In Ollgopoly upper part shows which elastimty

{(a) Lessthan

(b) Greater than
{c) Zero

(d) Negative (1 mark)

. Answer: .

o (b) In ollgopoly the kinked demand curve has two parts the upper part _

159]

(60]

* being relatively more, elastic and the Iower part being less elastic
then the upper part.

Whrch of the following is close!y related o perfect competltlon'?

- (a) Mobiles

(by Cars

{c) Utensils _

(d) Agrlcultural Products
Answer:

(d) Agricultural products aré not highly perfect competltwe market but - -

are cIoser related o perfect competltlve market.

I the prlce of good is ¥ 100 per unit & quantity demanded is 900 umts -
. Ifthe price decreased to 90 per unit then the. demand increases to

B 100 units calculate marglnaf revenue.

4.285

(1 ' mark)

(1- mark) |
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{(b) T10.
{c) T90° - : o
“(d) T100 . (1 mark)
- . Answer: N B
{a) _ ' R
- Price "Quantity ~ Total o Marginal
' 3 Revenue - revenue
100 600 90,000 . =
0 1000 90,0000 0
- Marginal Ftevenue is 0.
Total Revenue=PnoerJantrty
Marginal Revenue ~TR,, -TR,. 1
[61] No substltutlon are found in which form of Market: '
- (a) Perfect competition :
~{b) Ongopoly
(c) Monopoly Sl
(d) Monopelistic Competltlon (1 mark)
Answer:

(c) No substitutes are found in monopoly form of market. 0I|gopoly i
has less substitutes as compared to monopoly, but in perfect .
competltlon every product is a substrtute of each other

The market is the direct relationship between-
(@) Buyer and seller

" (b) Whoie seller and retailer
{c) Consumer and manufactures

(d)” None of the above. G mark)
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4.287
Answer:
(a) The market is the direct reiatlonshlp between a buyer and seller,

Where the buyer and seller are the essential elements of market
and they influence the- pnce

Which’ commodity is best for the short term penod market'? 7
(a) Fruits and Vegetables

" (b) Automobiles

- (d) Allof the above-

- (a) Forshortterm penod market is best for perishable goods like fruits

- (b) Demand for a firms product when express as.in percentage ofan

| [65]

.(a) Product share

(c) Electronic goods . _
(1 mark)
Answer:

and vegetables that are needed in day to day life.

Demand for a firm’s product when express as in percentage of an

industry demand it signifies the ____ of flrm

(b) Market share -
(c)’ Demand

(d) Supply
Answer:

(1 mark)

industry demand it signifies the market share of the firm.

Which of the following is true?

" (a) Perfect competition sells heterogenous product

(b) Oligopolistic incurs a good amount of selling cost.
(c) - Monopolist always earns super normal profit .

(d) Ollgopollstlc economy do not get hrke in their normal profit.
. (1. mark)

' Answer
(b) in an ollgopolrstlc market advernsrng & selling and have great
' importance. Therefore, oltgopolrstrc incurs a. good amount of -

setlmg cost.
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(d) J. M. Keynes
. Answer:

Scarlner CA Foundation Paper 4 (2023 Syllabus)

Whlch of the followrng is-correct?
(a) Total revenue is equal to price x Quantlty
{b) Sumof Average Revenue

(c) -Sum of Quantity sold X margrnal revenue

(d) Allof the above
Answer: ‘ ' N
(a) The formula for the total revenue (TR} is.
TR PxQ, where P is price and Q is quantlty sold

Who introduced the ‘trme element’ in economrcs'? Lo
{a) Adam Smith’ -
(b) Alfred Marshall

{c) Robert Malthus .
"(1 mark)i

(b) Alfred Marshall mtroduced the time etement in economics. In the
parts of very short period, short _period, Iong perrod & very Iong- o
period. _ :

Which of the following is nota charactenstlc of market’? '

(a) Advertisement and awareness :

" (b) Buyer and seller

[69]

" (dy Product or service

(c) Bargaining power

{1 mark)

Answer: : '

(a) The main characteristic of a market in the buyer and seller, they ,
have the bargaining power and they have product or service. b

Inthe |n|t|al stage, total revenue is mcreasrng ata decreasrng rate due

to: . :

- (a) Diminishing marglnal revenue '
(b) Negative marginal révenue

{(c) Multi level marginal_re\renue

(d) None of the above - (1 mark)
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‘Answer

= a). TR mcreases as Iong as MH is posrtrve and decllnes (has a

70]

" negative slope) when MR is negative. TR curve initially increases

- [ ata diminishing rate due to diminishing MR and reaches maximum - _
~ - and then it falls when MR becomes zero, the TFt is maxrmum and

-the slope of TR is zero.
When MR = MC the firm wrl! :ncur

{(a) maximum proflts
(b) minimum profits’

. (¢) ‘maximum losses

1 (d) minimum losses . -

(1 mark)

... -Answer: ' ' B
' ( ). Profits are maxrmum when IVIR MC and MC curve cats MR eurve

(a) Exchange: " (b) Cost: AR
" (c) Demand (d) Fair - (1 mark)
" Answer:.. - o S

from below

Price of goods expresses . value.’

o {a) Exchange

2

Price of Good expresses its exchange value'i in the market
Which one of the foJIowmg is not element of market’?
(a). Buyer :

- (b) Service: L
- (c) Firm - B ‘
- (d). Bargaznrng for Prlce -

Answer:
(c) Firm

* The elements. of market are-buyers and sellers, goods or servrce L
bargarnlng for price, knowledge about the market condrtrons a .

prrce tor good or service at glven time.

 Answer: . S
.(a) .Cash and Forward Market '

(1 mark)

. [73] On the basrs of nature of transactlon a market can be classrfred mto o

which of the foIIowmg’?

~ (a) Cash and'Forward Market
(b) National and International Market

(6) "Organized and unorganized Market

(d) Retail and Wholesale Market e L {1 mark). .

On the basis of nature of transactlons market has been classn‘led
mto cash and ferward market o : -
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PAST YEAR QUESTIONS AND ANSWERS

| 2006 '-.NOV.EM'B‘EFI*A' ‘
: [11 For maximum pl’oflt the condmon CRARRE
‘ (c) MR = AR () MC AR

‘--('1‘-n.1'érk) l- : |

- - Answer:. B

. (b) Proflt max1m|zatlon Ievel of a firm is the level at whlch its marglnal o

- revenue is equal to marglnal cost The conditlon for maximum profit -
Coise MC MH :

"

2007 MAY ‘

[2] Equmbrlum prlce may be determlned through
“(a) Onlydemand . =~ .~ (b) Only supply
" {c) Both demand & supply o (d) None
Answer: o ' : ST - ‘
{¢) Equilibrium pnce is the prlce of a product when |ts demand equals'.
-+ supply. The pomt of. mtersectmn of demand and supply curves is the‘ T
equmbrium prlce : : : o

(1 - ﬁark)- )

. Ya

PRICE

" Equilibrium price involves :b‘_o'th dem'and' én’d supply.
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2007 - AUGUST |

- [3] If pnce is forged to stay below equrlrbnum pnce then consequently it can _' _

- . be said that:: +

() Excess supply exists.
(c) Either (a) or() '
"iAnswer B : -

(b) Excess demand exrsts

.(b) If the pnce is belcw equrlrbrium pnce supply remalnmg the same R

- the demand of the commodrty increases.

V4

Lol %S".P i \ ’ '

o ER =R
‘0. Q@ . v

QuaNTITy

57' -2007fNOVEMBER: e

[4] An rncrease in supply wrth unchanged demand Ieads to:
~(a) Rise in price and fail in quantity T

(b} Fall in both price and quantity

(¢) Rise inboth price and quantity

. (d) Faliin pnce and rise m quantlty L N -(1 'mark-) :
o Answers o ETEE o :
- '(d) When there i IS an increase in supply, demand remamrng the same
the pnce of the good decreases and. quantrty demanded increases.

It is evrdent from the followmg dlagram B

@ Nelther( )nor (b) ' (1 mark)_" L

4294 - Scanner CA Foundation Paper - 4 (2023 Syllabus) -

N SSe
- - s
- : D s
R . s
. 7
8 1’ < - o
. Ve .
‘E-I_)" /_/
‘ - S: . b [
. Quantityderr_‘endedénds'nbplied o
K 20‘03"-FEBRUA_HY o
e ‘[5] In the long.run : A
S (a) Only demand can .change -
- (b) Only supply can change ', -
(c) ‘Both demand and supply can change , : o
(d) None of these s A - (1 mark) -

Answer:

(c) Long run is the. perlod when both buyers and seE!ers get suff:crent Lo
time to'adjust their demand and supply Hence, both demand and R

supply can change in Iong run.

2008 - JUNE'

6] Condition for producer equmbrlum is: -

- (@ TR=TVC " (b) MC = MR Do
- (0. TC=TAC “(d) None ofthese S (tmark)
. Answer: o . _ e

: (b) Condrtrons for producers equrlrbnum are

-MC=MR"
o b “MC should cut IVIRfrom below
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(@) Anincrease in equilibrium quantity and decrease in equilibrium. price.

"(b) Anincrease in equilibrium price and decrease in equilibrium’ quantlty.' o

(c) Decrease in both equilibrium prlce and quanttty
(d) Nohe of these .
- -Answer: -

- (a) When there is an tncrease in supply, demand remamlng the same, : .
. the equmbrlum price of good decreases and equilibrium quantlty- L

o mcreases ltis ewdent from the foltowmg d|agram

y .

Price :
Fe '.:)1 4

4296
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[7] An increase in supply W|th demand remalnlng the same, brings about -

: (t mark)-;_r' g

‘Scannér CA Foundation Paper -4 (2023 Syllabus) -

[8] When the prlce of a commodlty is ? 20, the quantfty demanded is 9 uniits.

and when its price is ¥ 19, the:Quantity demanded i is 10 units. Based on -
_th|s information what will be the marginal revenue resulttng from an.--

~increase in output from 9 unlts_to 10 units?:

(a) T20 (b) T19 - ’ -i-_ti_ Do
() 10 (d) 01 - A(1tnaﬂ0 h
Answer: ,

~(€) The marglnal revenue resultmg trom an increase. in output from 9
‘ units to 10 units is T 10. : S

Price Quantity | Revenue L
20 .7 9 | 180 < [ 77
19 10 |- 180 :

* Marginal Revenue'is {190 - 180] =% 10.

19] From the foIIowmg table what will be equmbnum market pnce'? o

 Price (|n ?) Demand (Tonnes : Suppty (Tonner
per annum) per annum) v
o1 500 .;__=v200]-
.2 450 .. 250 - ¢
-3 400 - - - 300 " -
4 360 . -850
5 800 0 - 400 - -
"6 Sv 280 . 00 450
7. L2000 - B0O
8

150 ... 550
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'-;,‘(a)'?z o
CREE R R

(x5 L (‘1ma.rk)_'-'

- Answer: : '
_ (c) Equrllbnum Market prlce is T4 because at th|s prrce demand and
pr|ce are equai ‘80 market pnce will tend to settle at this flgure

2017 - DE(":;EM_BE:R

110] Ifthe price of acommodity is fixed, then with every increase in its sold
o guantity the total revenue will L and the marginal revenUe will

(a)_i_ncrease,' afsofincrease (b) mcrease remam unchanged
- -(¢) increase, decline - = (d) remaln fixed, mcrease (1 mark)
~ Answer: ' O

s '(b) If the pnce of a commodlty is flxed then wrth every mcrease inits
- *_ _-sold quantity the total revenue will increase. and the marginal "

revenue will remain unchanged As marglnal revenueisthe change

" intotal revenue. Resulting from the saleof an addltlonal unit of the-

o ,commodaty L

[1 1] It supply decreases and demand remalns constant then equmbnum' -

. price will be? -~
" (a) Increases -
(b) De_‘c‘rease's_
“(¢) No change

- (d) Become Negative T oo ,'__"(1-m‘ark)"i-

- 12
S {a) Individual capacﬂy

S 4298 ~Scanner CA Fbundationfpape'r -4(2023 Syi_labus). e

~ Answer: - ‘
B .(a) When supplyfalls and demand remains constant, thenthere will be

excess' demand in the economy and in order to meet the demand-
the price of the commaodity will rise (Increase). .
ACGOI‘dIng to pigou, first degree price dlscnmlnatlon charges pnce to .

{b) Quantttles sold- _ AR o
(c) Location . ) “

'_(d) None of the above o _' . '_ | ( rn'ark)
N ._ '.Answer . . -
{a) Under first: degree price dlscrlmlnatron the monopohst separates'- L

L

the market into each individual consumer .and charges them the
price they are willing and’ able to pay and thereby extract the entlr’e
© consumer surplus. -

Therefore, (a) isthe correct opt:on mdlwdual capacny

‘What is the shape ‘of monopolist Average Revenue Curve'?

(a) ‘Falls from left to right : :

(b} Is parallel to X.— axis.

(c) Is parallel to Y'— axis

~ (d) Rise from leftto right o C (marg”
" Answer: ' ' : :

4

{a) The shape of monopohst average revenue curve fails from Ieft to
- right, - e

What is the shape of perfectly competltlve Average Ftevenue Curve?

(@) Parallel to X axis. - :

B - (b) Parallelto Y axis _
(c) Fall from teft to right - .

. (d) Rise from Iefttonght . | 3 . _'(1 mark)

~ Answer:;

(a) Curve of average revenue is parallel to X axis as per perfect o
' competitaon market. : ‘ s

E AF{"
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[15] Monopsony means i
(a) Where there are large flrms -
~{b) Thereisa smgle buyer
{c) ‘Small number of large buyers -

(dy Slngle seller and smg!e buyer ",' = - e '. (1 mark')'.' -

-Answer
(b) A monopsony is a market condltlon in whrch there is only a srngle

buyer- A smgle buyer dominates the market.

[1 6] When increase in demand is equal to: increase in supply and equﬂrbnum g

prlce remains constant then what about eqwllbnum quantrty'?
(a) Increases - :
(b) Decreases - = .
(c) Remains Constant -

' (d) None of the above o R R -(‘t'mark-)-

: Answer o -
(a) In case there is a srmultaneous increase in demand. as well as.

supply W|thout change in pr:ce, the new equmbrium point WI|| be
Y

A Dr' 7 /- _'
Yo, S/ s

It can be observed that the quantity has: moved. from Q to Q,, ,

changrng the equilibrium’ point from E to E,, i.e. if the equilibrium-
_price. remams unchanged/constant ‘the equmbrrum quantrty W|II
rncrease ‘ L

4300 Scanner CA Foundation Paper - 4 (2023 Syllabus) -

- [17] Anii increase in supply with demand remalnlng the same bnngs about T
(a) An lncrease in. equmbnum quantity and decrease in equmbrlum i

- price.

- (b) An increase in- eqwllbrlum pnce and decrease in eqwl;bnum'--

) quantity. .

" (c) Decrease in both equrllbrlum prlce and quanttty o
(d) Noneof these. .~ . - S ¢ mar'k)-- :
Answer: ‘ SR S
(a) An increase in supply with demand remalnrng the same bnngs -

about. . - e - o '
Pl A€
g ) d _F/'//'IT v . o
= e I o . :
8 B8 b >

In the above. d;agram we can see that when there.is increase in .
~‘supply curve i.e. from SS’to S,$", whére demand curve remaining" -

- the same.i. 0. DD’ with price ‘P’ and quantity Q. Then asaresultthe'-' _
" there is an increase in equmbrrum quantity. i:e., from Q to Qand -

. price decreased .., from P to P,. And equrtlbrlum point shlfted down
- -wardsre from Eto E. S

Equsllbnum
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' [18] The equrlrbnum quantlty rncreases but the charges in equmbrlum pnce '

is uncertain, when,

'( ) -Both demand and suppiy decreases :
“{b)- Demand increases.and supply decreases
(c) Both demand and supply increase

(d). Demand decreases and supply mcreases
* Answer:

(€) Two possible outcomes when supply and demand curve shlft in-

same direction:

s when’ both demand and supply mcreases the equrllbrlum‘

_ quantlty increases but the change in equrllbnum price uncertain.
e« . -when both demafid & supply decrease the equilibrium quantity
" ‘decrease but the change |n equmbnum prlce |s uncertarn

| édzt lDECEMBER :

[19] When both demand and supply rncrease how does it effect the _

-~ equilibrium quantity and equmbnum price?

e (a}. The equilibrium quantrty increases but the change in equmbnum_-'

prlce is uncerta:n

: {b). The equulbnum quantlty decreases but change in equrllbrlum prlce_‘ |

- is uncertain.

(c) Equmbrrum price mcreases but the change in equrllbrlum quantlty‘

... isurcertain

_ (d)‘ Equnlbnum price decreases but the change |n equmbnum quant!ty- o

s uncertarn - (1 mark)
Answer ‘

‘ _(a) When both' demand and supply mcrease the equlllbnum quantlty
q* increases but the change in equrhbnum prrce is uncertain.

. 4302
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{20] When there isa change in demand and change in supply, what willbe -
thenet influence on- pnce if the change in supply.i is greaterthan change
in demand.
(a) Increase - .
- {b) Decrease -
.- (6) No effect -

(d) - uncertatn change
" Answer: SRS
{a) When the suppiy rncreases it results in an excess’ supp!y at the
" earlier equmbnum price. So there will be competltlon among sellers, -
which reduces the price. Pnce fall Ieads toa rlse in demand and fall

inh supply.

B (t hark)

2023 -JUNE. o

[21] Under which of the: followrng market condrtlon both average and
. marginal revenue are same?
() Perfect competitiori - * .
Kis)) Monopollstlc competition
(c) Monapoly -
~{d) Olrgopoly
Answer: ,
{a) Perfect competltron o
. “Average Revenue = ‘Marginal Ftevenue Pnce it happens under '
. Perfect competition only. ,

-_(1_ mgark).:_ :

[22] ‘Average revenue curve’ is also known as:

(a) Produgction pos3|btt|ty curve _
(b) Suppty curve . s

-(c) Demand-curve
( )

'ndifferehcelcuwé - (1 mark)
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-Answer

" (c) Demand Curve

=l

Another name for Average Revenue Curve is‘Demand Curve

When demand for commodity is decreasmg as a resuit of fall in income
- and its supply remains constant what will be’ rmpact on its pnce‘? '

(&) Price increases

-(b) - Price decréases

(c). No change .

(d) Uncertain change - " S P Y mark) :

~ Answer:

24

(b) Price Decrease

If. supply is constan't and demand decrease equn!rbrrum pnce .

decrease R -
D, L o

¥

In which of the followrng, prlces are determlned by market forces of

demand and suppiy?

{a) Duopoly Competition
~ (b) Perfect Competition
. {¢) Monopolistic Competition

(d) Natural Market .~~~ A (1 mar'k)-'

Answer:

(b) Perfect COmpetltlon ' o
' Under Perfect Compet:tlon market forces of demand and supply.
determines the prices and all sellers and buyers mdrwdually are .

, prlce takens. .

' _4.3_0_4 -
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[25] Suppose a seller realises T 100 by selling- 10" unlt of commodrty and

¥ 120 by selling 11“‘ unit. What 's the MR of 11" nit 2

(a) 100
- (b) 120

(o)

20 .

S (d) 10
) Answer

(c) 2

IVIR TF! TF{
MH,_TH11 TF{U-120 -100 = 20

(1 m_.ark-j '
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MARKETS | PAST YEARQUESTIONS AND ANSWERS -
Unit:3 - Pric'e OutpUt' Determinaticn Under--Diﬁere‘nt Mar_ket Fonjns
'_Marks of Objectlve, Short Notes, Dlstlngmsh Between, Descrlptlve & Praetlcal Questions 2006 - NOVEI\7I_BER -
LRI Legend : o ' o :
: '.Ob.fjéctive @ Short Notes ,5\4 Dustmgwsh Q Descrrptlve' Pract;cal (1] A competltlve flrm in the short run tncur losses The flrm ccntlnues -
< 2 3 duction, if... Lo . . .
. - i .. produ - L R . L -
L : 7 (8 P>AVC S S
15 SR S S {d) P'>_‘AVC o SRR j o (1mark) .
S ' L ’ ' ~Answer: | ‘ S :
- : o L () fn-short run |f the- competltlve flrm is incurrlng Iosses then it wn[
PR — s S continue productton only if its price is-greater.or. equal to average " .
" % AR W © . ..° . variable cost. If price is less than variable cost it means neither the -
% A A %%@—8 7 fixed cost nor the variable cost.can be covered in such a situation, ' -
, %W : " , the producer shall stop production. - :
HEEHES 575 478 2 Under ___market condition, firms make- normai proﬂts in the long i
214 2igul 21D 22J- 22D 23y . - (@ perfect competlﬂon
Examinations =~ . . IRERCT (b). monopoly .
o DR o T ey ohgopoly S Sl .
d noné - . T o s e (I mark)
SRR N o _ .. Answer: -5 - SRR - _
e - . B L (a) Perfect competntlve market is charactenzed by free entry and exntof-‘;- 1

. firms. In the long run if the firm makes profit, more seller enter the:
“industry and hence the profits.are reduced to the equmbnum level.
. 1f there are losses, then and more firms leave the industry resulting -
" into increase in proflts to.the equilibrium. Ievel Hence, competltwe '
~ firms always incur normal proflts ' .

4.305 -
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[6] When AR=7% 10 and. AC 7 8 the frrm makes

~(a) normal profit - o (b) net profit.. L
{c) gross profit.* : (d) supernormal profrt _(1"_mark)
"~ Answer: : o

[3] A monopollst is able (0] maxrmlze his proftts when
“(a) His output is maximum . L
.(b). He charges a high price R . ST

~ (c) His.average cost is minimurn - R : '

C(d) His marglnal cost is equal to margrnaf revenue

. Ans»&:" : : o - — L
. (d) F’rofrt maxrmrzatron tevel is the ievel at whrch : _ '_ o o 2007-AUGUST =

(d) A firm makes normal profrt when AC = AR S

In the given question AR = 10 and AC =8 i.e: average revenue s
- . greater than average cost. So the firm makes supér normal proflt L
{ marl{) ' - {Profit above hormal profrt is super normal profrt)

o [4] Underwhlch ofthefollowmg market structure AR of the flrm wrlt be equa! - [7] What are the cond|t|ons for the Iong run equrlrbrlum of the competltrve -
toMR?- AR . _ : _ ' firm? ' v
(a) Moénopoly . - L e o o (@ LMC= LAC P - (b)Y SMC = SAC LMC AP
" {b) Monopolistic Competltlon A S o " (c) P=MR - oy AII of these R (1 mark)
. (c) Oligopoly - = . .- o T Answer: ' ' T :
. (d) ‘Perfect Competrtron L o (1 mark) © - (d) Inthe long run, acompetrtlve erI be at equrlrbrrum at ~
 Answer: ' ' - ~  'LMC=LAC=P - : o o
~(d) In perfect competltlon flrms are price taker Hence they offer same o (When Iong Tun marglnal ‘cost, ]ong run average cost and prrce are -
price i.e. the prices are’ same throughout the market. Slnce the - . equal) . - c
pnces are-same or the AH and MR are also equal T : . Alsoin Iong run in the flrms operatlng under pertect competrtron is .

efficient at point E' where P=MR

-

and SMC-= SAC = LMC.

[5] Under Monopelrstrc competrtron the cross eiastrcrty of demand for: the .~ o g . o e
product of a single firm would be : L R . " E /- ne
@ Infinite . - (b) Highlyelastc -~ .. Fop VEL e

_ (c) ‘Highly inelastic . (d) Zero © (1 mark) R I
Answer: -~ ' R R S
(b) In case - of monopollstlc competition, the products are less o ’ n ) S
- differentiated and all the brandsareclosesubstltutesofoneanother' o . ‘ 0 - M "x': -

hence it has hrghtyelastrc of cross elastrcrty : E P OUTPUT
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[8] Klnked demand curve hypothesrs is glven by
.. {a) . Alfred marshal« -
~ (b) . A.C Pigou
% (c) Sweezy .. . e _ L o
(dy. chks&AIIen s A ¢ | mark)
. Answer: U
L -(c) ‘Kinked Demand hypothesrs was glven by Sweezy, an Amerlcan
. econom!st . ‘ .

- 12007 - Novemser

[9] Supernormal protlts ocour, when
(a) ‘Total revenue is equal to total cost
_ {b) Total revenue is equal to variable cost
(c) Average revenue.is more than average cost ‘

(d) Average revenue is equal o average cost .- o . (1 mark)-'

Answer:

(c) Super normal proflts are the profrts overand above the normal profit. -
- Normal profit'is- included in the cost of the product (Thrs profit is for-

recovenng the fixed -cost). If the product is sold above its cost

* supernormal protrts acecurs.: In other words when AH > AC -

_$upernormal profits occurs. -

[10] L under perfect competrtron the prrce I|ne ||es below the average cost

“curve, the firm would :

(a) Make only Normal profits B L

- (b) Incuriosses .
(¢) Make abnormal profit
(d) : Profit cannot be determined
. _— S (1 mark)
Answer

~(b) Inthe perfect competltlon it the price line (AR and NIFt curve) are *
below AC curve so the firm i mcurs !osses i.e. AR orMR s tess than

- AC.

kN
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| Yk-' o MC T Ac
@l | losses.|/ - .. P=ARAMR |,
S = - » X

2008 - FEBFtUAFtY '

[1 1] The IVIR curve cuts the horrzontal Irne between Y aX|s and demand
curve into: S : C a
(a) Two unequai parts
(b). Two equal parts .
(c} May be equal or unequal parts : o . S
{(d) Noneofthese . =~ - TR & mark) -
- Answer:. - AR I ~
()] The. slope of average revenue curve is twrce the slope of marglnal‘
. revenue curve hence MR curve units it into two equal parts :

.Y‘_'

 COST/REVENUE -




7 18y’

{14]

“{a) Super normal profit -

_ (b). Normal proﬂt

" {c) Losses - (d) None
© - Answer: . e
(b) Sameas Ans. 2
For a monopollst the necessary. oondltlon for equmbrtum |s
- (a) P=MC ‘ by P=MR=AR - ' ce
(c) MR=MC (d) None (1 mark) "~
-Answer: = . o o

- (e) Afirmisin equnibnum when X

MC=MR *

a3t

e mark_) |
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{c) Short run Price 'J .:. .
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A firm WI|| shut down inthe short run if :

‘(a) ltis suffering a loss = . '

. (b) Fixed costs exceeds revenue

) Variable costs exceed revenues :

. (d) Total costs exceed révenues - e

Answer:. : S : :

“:{c). In the short. run |f the flrms WI|| be in break even pomt when_ :
variable cost = revenues. When. variable cost is above revenues it

' -'.(1*mar.k.)".‘ -, _ :

L means-that the.firm can neither recover its variable cost nor fixed

cost. With this situation, the producer cannot surwve for a Iong so :

' he may shut down: -
isthe pnce at whlch demand fora commodlty is equal to |ts : .' -

) Equrllbrlum Pnce .
(d) Secular Price.

(2) Normal Price S
(1 mark) S
Answer: g

- (b) Equilibrium prtce is the prlce at whlch demand of a commodity IS .

[Chapter 4Umt 3] Price Output Determmatlon Under .
[12] Klnked demand curve is. observed in -
. {a) duopoly market - . (b) monopoiy market L -
- (¢) competitive market (d) oligopoly market.. - (1 mark)
Answer: - : - S
(d) In ollgopollstrcmdustriespnces remain stlckyorlaneX|blefora!ong_ S
time.- They tend to change mfrequently even if in the face of .
declining cost These inflexibilities. lead to kink shape of the -
demand curve: Therefore oligopolistic markets have kmked ’
. demand. cuwe :
R-
|
C
- E . .
Competltlve ftrms in the Iong run earn:

equal to its supply

o @ TX
~ Qutput Quantity

Point E is the.equilibrium price.
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COUARSWer: - L Ll
. {c) OPEC [Organisation for Petroleum Exporting Countries] ‘is” an.
“-example of oligopoly market because there are few seller for-

" | 2008 - DecEmBER |

.OP_EC is an example of :
 (a) ‘Monopolistic.competition

(b) Monopoly. | .
(c) Oligopoly B
(d)y Duopoly

. petroleum in the world.  * -

[18]

(¢y Perfect Competition -

" (e) Perfectly Competitive Market is an ideal Market because it is

19

-{a) Perfect Competition
" (c)” Monopolistic Competition  (d)
Answer: ST S
(a) Under Perfect competition demarnid curve is Linear.and parallel to '

L .'[2':0],_

(a) Perfect Competition
" {c) Monopolistic. Competition (d) Oligopoly . - ..

. is ‘a ideal Market.
(a)- Monopoly R
{(b) Monopolistic

(d) - Oligopoly--
Answer: - .

. characterized by many sellers selling identical products to many
buyers and there is a freedom of entry and exit. ©

Under which Market Situation demand curve is linear and parallel {0 X,

axis :.-. ,

| - (b} Monopoly .- -
~Oligopoly™ - (1 mark)

X axis because there are huge number of buyers selling the same
commodity at a particular price and as a result each buyer and-

*" seller makes transactions in the market at a prevailing price.
Which market have characteristic of product differentiation? )
"~ {b) Monopoly '

('1"ma_rk_):

7 (1 fﬁark) _

.. (1 rhark) |

'  .-,4.'313- 4314

- Answer: -

- Scanner CA Fd_uhdatigh_Pépe"r - 4 (2023 Syllabus) .

- {¢) Monopolistic markets have é__ characteristic ' .‘o_f' )"pro'd_UCt’_'

[21]
+ {a). Many Sellers & Buyers
_ (c) Free Entry and Exit
-Answer:

~  differentiation which is the most prominent feature of such-a form . -

of market where firms do not produce identicai goods. They rather.
- produce different varieties of a commodity Whi_ch'_ are close -
substitutes of each other. - T L

‘Which of these are characteristics of Perfect Cbmpetitibn.-

(b) Homiogeneous Product
(d) All ofthe above (1 mark)

(d) Under perfect competition there are large number of buyers and "

122] The demand curve of oligopoly is :
"~ {a) Horizontal - -

sellers. A particular buyer has a hegligible role to determing the

. price. - ; O o
The ‘product sold  urider this ‘type of market structure -is ‘a
homogenous product i.e. all units-of a good-are identical colout, *
'shape, size or packing of the product of each seller. Lastly, there
is no legal or social restriction upon the gntry of new firms into the
industry. The choice of entering or feaving an industry lies on’
individual firms, - L

S (b) Vertical - - .
(c) Kinked . . .(dy.Riging left toright - {1 mark) -
Answer: - Coe

" (€) Inmany oligopolisticindustries, prices remain sticky orinflexible for

a long time. This price rigidity has been clearly explained by:the -
kinked demand curvé hypothesis. The demand. curve of an.
oligopoly market has a ‘Kink’ at the level of the prevailing prices.
“The kink is formed at the prevailing price level. It-is because the -
segment of the demand curve above the prevailing price level is -
‘highly elastic and the segment of the demand curve below the -
_prevailing price level is inelastic. . E e
Therefore, the demand curve formed under an oligopalistic market
is kinked. - S - R
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'[ 3]

{(c) Monopollstrc

MR Curve AR Demand Curve is a feature of WhICh kmd of Market‘?

(a) Perfect Competition - (b). Monopoly - '

) Ollgopoly

Answer

(a) In perfect competrtlon all the- godds are sold at a smgle pnoe by
which average revenue {(AR) equals marglnal revenue (MR). This

- price is determined by the industry through the forces of demand - '
- and suppfy and this price is adopted by the firms, Al the goods: are’
soldata prevailing price in the market by WhICh AR equals MR at -

b -,each level of quantlty soid.

2009 - June

. 24

" (e) Wants to shut-down
~*his profit. In the absence of oompetrtron the monopol:st need not -

[25]

In the tong run monopotlst can: - _
(a) Incurlosses = (b) Must eam super normal proﬂts
(d) Earns onIy normal proflts

(1 mark)

_"Answer _ : - i
: (b) Long runis a perrod tong enough to allow the monopolrst toadjust

his plant size or use his existing plant at any level that maximizes

produce at the optimum level.

Therefore, the monopolist will not continue if he- makes Iosses in
" the long run, He will continue to make super normal profits even in-

“the long run as entry of outsnde firm is blocked.
The demand curve of the firm-and mdustry will be same in which form

‘of market: .= -

(a)’ Monopolistic Competitron (b) Perfect Competltlon
(c) Monopoly ' ‘ (d) Oligopoly.
Answer:

(c) Incase of monopoly market, the f|rm and the mdustry are same as .

there is only one sellef in the market Hence the demand curve of
the flrm and. lndustry are same. - -

- N mark)l" :

[29] Kinked demand hypothe5|s is desrgned to exptain

(1 rnark) ‘
' . {¢)  collusion between firm.
o (). all of the above
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[26] Olrgopoly havmg Jdentroal products is:

(b) Imperfect olrgopoly
(d) Collusmn

(a) .Pure oligopoly
{c) Price leadershlp
Answer: : : T
(a) Oligopoly is a market situation when there are few sellers in the S
~market. When the sellers .in the market  sell homogeneous
products such ohgopoly is tevmed as pure ollgopoly '

-

[27] The demand curve of oligopolyis : *

(a} Horizontal (b) Vertical L
(€) " Kinked " (d) Rising left to right'
" Answer: - : = o

{c) Same as Ans. 22

[28] Demand curve is equal to M. R curve in whrch market?

{a) Oligopoly - (B) Monopoly

() Monopollstlc Competltlon (d) Pertect Competltlon :

‘Answer: '

(d) Ina perfectly competltlve market all unlts are prlced at the same g
_ level. . ‘
:Therefore P=MR= AR Since every demand curve is the average -

(1 mark)' -

~ revenue curve, so in a perfectly competltlve ‘market, the demand
curve is a straight Ime parallel 1o X axis, i. €. demand is perfectly o

elastic.’ e
in context of_

oligopoly.

. (a) price and output determmatlon N

(b) " price rigidity

o _'mark) _.

(-1' '3m'ark)'- e
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- Answer: . - .. R e

(b) ‘Kinked demand hypothesrs is desrgned to expla;n the rlgidlty of - o
price Under oligopolistic market. It helps to determrne the prrce and. -

-output of the firm. . :
[301 Pricé dlscnmtnatlon can take' piace only in._
-.{a) monoapolistic competltlon '
(b), ofigopoly :
(e perfect competltlon
" (d) monopoly .
" Answer:

- (d) Price discrimination refers to chargrng dtfferent prrcesfrom different

customers. This is. a feature of monopoly, as this situation is

" possible only in case of monopoly as there is only one seller inthe. .

market and there is no competltlon

k 2010 - JuNe

[31] In ollgopoly, the kmk on the demand curve ismore- due to
(a) - discontinuity:in MR. i ‘ :
- (b) discontinuity in AR.

and a price increase by a firm is not tollowed by others

()

_ price war amongst the frrrns
- Answer: - .
- {e) - Incase of olrgopoly there isa 'krnk’ on the demand curve because .

_level is inelastic.

. The| reason for the above is that the ollgopollst belleves ifhe [owers'. '
the price below prevallrng level its competitors will follow him butif

' he raises the price above the prevalltng level, its competrtors will
- not follow hlm : . .

{1 mark)

(c}. - Fulfillment of the assumption that a price cut is followed by others' |

A 'mark)"_ |

- the Segment of demand -cutve above prevailing price is highly
. elastic and segment of the demand curve beiow pre\ralllng prlce-

4'318w '
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[32] Prrce Drscrlmlnatron |s p055|ble only when
- {a) Selleris alone.
~ {b) Goods are homogeneous o
(c) Market is controlled by the government C
- (d) None of the above L
Answer: ' ‘ .
- (a) In case of prlce drscrlmmatron there is-a condrtron that the seller
. should -have some control over the supply of his product i.e.
' monopoly power in some form is . necessary (not suff|0|ent) to -
discriminate price.

(1 mark)

So it can be said that in order to have monopoly power the seller el

should be alone to exercise price discrimination..
[33] Which of the following is not the feature of an’ |mperfect competltlon'? '
(a) Product differentiation. . S
-(b) Few sellers.
"(c) Homogeneous products.
- (d) Price wars
Answer:
() Features of |mperfect competltlon are:
()] Large number of sellers. '
(i) Product differentiation’ _
* (i), Freedom of Entry orExit -
{iv) -Non-price competrtton
[34] Price taker firms__ o : :
" (&) do not advertise their product because it mlsleads the customers j
(b} advertise their products to boost the level of demand ’
< {c) do not advertlse but give glfts along with the sold items to attract
. -customers. _
(d)* de not advertise because they can setl as much as they wrsh at the -
- prevailing price.

o (17 m'ar.k) -

(1 mark)

- _Answer:’

k4

" (d) . Incaseof perfect competltron frrms are price takers whrch need not :
- advertise their products because they can sell as much as they
wrsh at the prevarlmg prices. : :
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[35] Price ngldlty isa srtuatlon found in Wthh of the followmg market forms'? '

(a) Perfect competition.
“{b). Monapoly. ‘ :
- {c). Monopollstrc competltlon
{(dy Ol|gopoly '
_Answer:

o {d) Ollgopoly isa market structure havmg few sellers characterrzed by
" price rigidity which helps 1o determlne the prrce and output of the o

fl rm.

2010-‘DECEMBER' 1 AR

e [36} When elast|0|ty of demand |s Equal to one ln monopoly, marglnal _'

5 Revenue will be_-

" (a) equal to one. (b) greaterthan'one.

{¢)less than one. (d) zero. -
,Answer :
() MR- AR[
Where_ e=1- =
MR =AR [ﬁ] = AR [‘_13}
MR=0. T
[37 1 Which one of the following statement is Incorrect’?
(@) Competitive firms are price takers and not price makers.
{b) Price discrimination is possible in monopoly only
. {¢) Duopoly may lead to monopoly. : o
.(d). Competitive. flrm always seeks to d|scrlm|nate pnces o (1 'mark) ‘

Answer:

(d) Monopoly control over the product gives . rise 1o prlce-.'.__
discrimination, hence itcan take place only in monopoly and not n -

: competltlve firms.

4319 o

(1 mark).. |

R '[4'0]'-OPEC is-an example of :
T (Tmark) -
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' 7 [38] Under which of the followmg market structure. AR of the: flrm will be

“equal to MR? - .

“(a) Mondopoly _ (b) Monopolrstrc Competltron : '_ S
{cy COligopoly "~ (d) Perfect Competition (1 mark)
Answer: = . -

.~ Same asAns. 4 ‘
[39] Tooth paste industry.i is an- example of - ‘ :
(a) monopoly {b) monopollstlc competltlon
(c)-- oligopoly ~A{d) perfect competltson
Answer; '

(1 mark)

(b) Monopollstrc competmon isa market in whlch many sellers offenng o

- differentiated products to many buyers Example-- Toothpaste
- industry where product differential is only silght and the degree of
- control over-price is only. some. . _ '

Toa) Monopolistic oompetltron (b) Monopoly

" {c} Oligopoly - ~ .. (d) Duopoly
. Answer: o . .
(c) SameasAns 17

(1 mark) s

' {41] Monopollstlc Competitive firms _

(a) "are small in size .
(b) - ‘have small share i |n total market
“(¢) . are very large in size
(d) -both (A)and (B)
~ Answer: e '
(d)  Monopolistic- competltlve flrms are small in size as compared to
monopolies and every monopolistic competitive firms have small- -
. share inthe total market Example — Soap industry . - ‘
[42] The price dlscrimlnatlon under monopoly will be pOSS!bIe under Wthh o
.- of the following conditions? . R
) (a) The seller has no control over the supply of hrs product -
. (b)’ Themarket has the same cond|t|on all over - .
" (c) The pnce elastlcny of demand is dlfferent in dlfferent markets
(d) The pnce elastrcrty of demand is unlform - {1 mark) g

- (1 'mark)'
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Answer:
(¢} Conditions tor pnce drscrrmrnatron under monopoly are: _
- (i) seller-should have control over the supply of his product -
(i) seller should be able to divide his market into sub-markets’
{iii) price elasticity of product should be dlfferent in different
" markets ‘

(iv) not possible for buyers of Iow prrced market to resell the_ -

_product to.the buyers of high pnced market.

| . . o

[43] Oirgopoly hawng identical products is known as
‘(@) pure oligopoly _ ~ (b) collusive oligopoly
. (¢) independent olrgopoly (d) none of these.
Answer:
- {a) Oligopoly having |dent|cal productsis known as pure olrgopoly For
‘example-aluminium industry. g Lo
_ _[44] Which of these is the best example of olrgopely’?

(1 mark)

(a) OPEC_ {(p) SAARC .
- {c) -WTO (d) GATT. (1 mark})
Answer: ' ’ :

- (a) Oligopoly is defined as 'competition among few'". In other words
when there.are few sellers in the market selling homogeneous or

differentiated. products oligopoly is said to exist. -

OPEC (Oil and Petroleum Exportrng Countries) is the best example
of oligopoly. '

‘ [45] Monopolist can fix him. prrce of goods whose elastrcrty is
(@) - less than 1 (b} morethan1

(c) elastic (d) -inelastic.

- Answer: '

(@) ‘Monopoly i isa srtuatron when there i isa srngle seller in the market.

(1 m'ark)

"Here the firm is the price maker. The price elasticity demand for -

" monopolist is less than one hence he can frx prrce of the goods
whose elastrc:ty is less than one. :

12011 --DECEMBER .
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{46] Kinked demand curve is observed in .
(a) duopoly market (b) monopoly market
(c) competitive market ~(d) oligopoly market.
Answer: : _ IR
- {d) Sameas Ans. 12.

(1 mark) .

~ [47] Perfectly competitive firm faces:,

(a) Perfectly elastic demand curve

(b) Perfectly inelastic demand curve

(c) Zero

'(d) Negative.

- Answer: : _

(a) Firms in a competltlve market are price iakers. This is because .
there are a large number of firms in the market who are producing -
identical or homogeneous products. As such-these firms cannot
influence the price of their products and hence they have a
perfectly elastic demand curve. .

(1 ma’rk) '

Y
A ‘
D=AR=MR

I'HQ—:D'U

>V
0 QUANTITY _

148] In perfect Competition when the firm is a price- taker, Wthh curve
among the following will be a straight line? - o
(a) Marginal Cost {b) Average Cost

(¢} Total Cost’ (d) Marginal Revenue (1 mark)
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Answer - :
(d) In a perfect competmve market the firms are. pnce-takers and the
“marginal revenue curve is a stralght line.

Y/\ D Y/

a. / o D/AR/NR

p P

O‘ Quanﬁty X O Quantity N. IVI “X

(a) Market (b) individual Seller

Flrm s Demand Gurve Under Perfect Compe’utmn

t49] "Price Discrimination” can be best eXerclsed by. the Seller in

(a) oligopoly-
{b) monopoly -
. {c) rmonopolistic competition .

(d) ' perfect competltlon . oo mark)

Answer:

(b) Price discrimination cannot persists under perfect competltlon-- '
because the seller has no influence over market determined rate. -

Price Discrimination requires an element of monopoly so that the
seller can influence the price of his product.

[50] In Oligopoly the kink in the demand curve is more due to

(a) discontinuity in MR

(b} - discontinuity in AR ‘ :

(c) fulfillment of the assumption that a price fallis followed by the ather
. and a price increase by a firm is not followed by the other

(d) - price war among the firms ‘ - (1 mark)
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Answer:
" {¢) Inoligopoly, the kmked demand curve is based on the assumptlon
that:” ' = .

Each oligopolist believes that if he Iowers the price below the -

prevailing level, its ‘competitors will follow him and will ,accordmgly
lower the prices, whereas if he raises the price above the prevailing
level, its competitors will not follow its increase in price. ThIS
feature gives a kink shape fo the demand curve. - '

[511 A firm encounters "shut down" point when_ i
(a) marglnal cost equals the price of the profit maxmsmg Ievel of output' -
- (b) average fixed cost equals the price at the proflt mammnsmg level of -

‘output
(c) average vanable cost equals the price at the pl’Oflt max;mlsmg Ievel
_ of output
(d) .average total cost equals the prlce at the profit maximising levet of
output . : o (1 mark)_ :
Answer: ' AT ; '

: _(c) A firm reaches a shutdown level when it is not bemg able to meet -

its variable cost. This means that the firm will not be able to make-
‘payment to labour, raw material suppliers etc. In'such a situation,
the firm will not be able to recover its variable cost even in the long

run. Hence at this stage the firm should stop production and shut: "

down..
[52] Under which market Cond|t|on firms make only normal proflts inthe long N
run? . :
{a) Oligopoly - (b) Monopoly :
{c) Monopolistic competmon (d) Duopoly. @ mark) o
Answer; ' '

(c) In short- -run, firm earn super-normal profits in the ‘monopolistic
. competition thus giving incentives to new firms to enter- ‘the
industry. As more firms enter, profits per firm will go on decreasmg .

as the total demand will be shared among large number. of firms. .

This will happen till all the profits are w:ped away and afl the flrms N

earn only normal pI‘OfItS
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[53] In monopolistic competltlon excess capamty in the flrm
(a) always exists - (b) sometimes exists : ‘
~{c) never exlsts . (d) hone of the above : N mark) _

o Answer , : -

(@) An individual firmin the long run is in equtllbnum position at a
position where it has excess capacity. Thus, the firms in
monopollstlc competition are not of optimum S|ze and there ex15ts
excess capacity of production with each firm. .

T [54] Setllng costs have to be mcurred in case of:

(a) - Perfect Competition (b} Monopotlstic Competttton .

“(c) Monopoly (d) None of these ' - ( mark)

Answer

(b) Non price competrtron is an essenttal feature of monogpolistic
competition. Here the firms compete not on basis of price but on

.. other factors such as aggressive marketing, product development,

after sale -services etc.. Hence incurring of selling cost is an
essential feature of monopelistic competition.
[55] In market, the prlce and output equmbrlum is determmed on the basrs
of: - :
(a) Total revenue and total cost
.~ (b) Total cost and marginal cost
~ (c) -Marginal revenue and marglnat cost -
~(d) Only marglnal cost. '
Answer: :
{c) For the condition of equrllbnum two. condltlons are necessary —
{iy Marginal revenue should be equal to marginal cost.
(ii) Marginal cost.curve should cut MR from below.
Hence, equilibrium is determined on the basis of marglnal cost and
margrnat revenue, :

'- 4 mark)
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[56] A perfect market is characterised by :-
{a) Existence of large number of buyers and sellers
(b) Homogenous products ‘
(c) Perfect knowledge of the market
. {d) -Allof the above.
~ Answer:
(d) A perfect market has following charactensttcs
1. Large number of buyers and sellers -
"~ 2. Homogeneous products _
3. Free entry and exit Perfect knowledge of the market

5. Movement of goods trom one centre to another
6. Uniform price.

(1 mark)'_' -

[57] Which of the following is not a feature of oligopoly market’?

(@) interdependence of the firms in decision maktng
(b) Price rigidity :
(c)  Group behaviour
_(d) Existehce of large number of firms.
Answer:.
(d). Oligopoly is. descnbed as competltlon among the few It has the_
following characteristics:
1. interdependence of few firms in decision maklng
. 2. Greatimportance of advertising and selling cost, firms compete
on non-price basis. o
3. Group behaviour.
[58] A monopolist can fix:
(a) Both price and output
(c) Neither price nor output
Answer:
(a) The term menopoly means ‘alone to sell’. In a monopoty market
there is only one firm producing or supplylng a product. Thus, the
monopolist is free to determine both his price and output.

'(1 mark) |

(b) Either pri_c'e or output

{d) None of the above. . (1 mark)
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[59]

[60] Ina competltlve ‘market, if price exceeds Average Vanable Cost (AVC) .

Ina pertectly competltlve market, the demand curve of a f|rm rs -

(a) Elastic (b) Perfectly elastic S
(¢} Inelastic (d) Perfectiy inelastic - {1 mark).
Answer:

. (b) Firmsin a competltlve market are price. takers ThIS is because

‘there are a large number of firms in the market who are.producing

identical or homogeneous.-products. As such these firms cannot

influence the price of their products and hence, they: havea :

perfectly elastic demand curve.’
_ .’ . acur

A IR

D=AR=MR -

MmO -2

» ¥
O - QUANTITY '

~ but remains less than Average Cost (AC) at the equilibrium, the f:rm is:

{a) Making a profit

(b) Planning to quit .

(c) Experiencing loss but should contlnue product:on
(d) Experiencing: Ioss but should discontinue productlon

Answer:
(c} The firm can be in an equmbnum posmon and still make Iosses

(1 mark)

When the firm is able to meet its VC and a part of FC, itwilltry to™
continue production in short run. If it recovers & part of FC, it will be

beneficial for it to contlnue production because FC are already
‘ mcurred and in such ‘a case, |t W|Il be able to recover a part of

-them.
Thus, rf«_ price exceeds the AVC but remalns less than AC at

equuibnum in-a competitive market, the flrm is experlencmg loss

but should contlnue production.

4328
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[61] Price under perfect cpmpetit_ibn is determined by the
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(a) firm ‘ (b) industry. - PR
(c) government (d) society. 18 mark)_
- Answer: - :

(b) Anindustry con5|st ofa iarge numberofmdependent firms, hawng
a number of factories, firms or mines under its control. Each such -
unitin the industry produces a homogeneous product so that there . -
is competition amongst goods produced by different units called
firms. When the total output of the industry is equal to the total
demand, we say the industry is in equilibrium, the price prevailing -
is eqwhbrlum price. Thus it can be said that price under perfect _
competition is determined by industry. ol

[62] Under monopoly, which of the foliowing is correct:

{a) AR and MR both are downward sloping
(b) MR lies haffway between AR and Y-axis.
() MR can be zero or even riegative .

(d) All of the above.

{(1'mark) "
Answer: :

. (d) The reiatronshlp between AR and MR of a monopoly firm can be."

stated as follows: ,
(i) AR and IVIR are both negative stoped (downward slopmg). N
curves. .
(i) ‘MR curve lies half way between the AR curve and Y axis; i.e. -
- ftcutsthe horizontal line between Y axis and AR mto two equal
parts. E
(i) AR cannot be zero but IVIF{ can be Zero or even negatlve

Thus, all of the above statements are correct under monopoly.
- [63] Non-price competition is very popular in: - '

(a) Monopoly market
(b} Monopolistic competition
{(c). Oligopolistic market -

(d) Perfectcompetition. | (1 mark)
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Answer:

(b) Ina monopol:stlcalty competitive market, seiler try t6 compete on

basis other than price, as for example aggressive advertising,

product development better distribution arrangemerits, efficient :

after-sale service, and so on. A key base of non-price- competttlon
" is a deliberate policy of product differentiation.

[64] In the 'kinked- demand' curve model, the upper port|on of the demand

curve is:
(a) Elastic -

{b) Inelastic -

* () Perfectly Elastic -

(d) Unitary Elastlc . - ' I “ rnark)' ‘

Answer:

(@) The demand curve faced by an ollgopoilst acoording to klnked‘ :

demand curve hypothesis, has a 'kink" at the level of prevalilng
price. It is because the segment of the demand curve above the

prevaijling price level is highly elastic and the segment of the

demand curve below the prevailing price level is inelastic.

[65] Equmbnum prlce for an mdustry |n perfect competition is fixed

through.

(@) Inputand Output-

(b)’ Market demand and market Supply
- {6} Market demand and firms supply

(d) None of the above. 7 o o ‘(-1 mark)

Answer:

‘(b). Firms_ ina competitive market are. price takers. This is because ‘

there are a large number of firms in the market who are producing

‘identical or homogeneous_products As such these firms cannot

influence the price in their individual capacities. They. have 1o

) accept the price fixed (through mteractlon of market demand and

- supply) by the mdustry asa whole

"(c) Monopsony‘ o
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[66] Ina perfectly competltlve market if MR is greater than MC then a firm

- should—

(a) lhcrease its product:on
(c). Decrease its sales
Answer:

(b) Decrease.. its productlon
: (d) Increase its sales {1 mark)

{a) Ina perfectly competltlve market, if MF! is greaterthan MC, there - -
is always an incentive for the firm to expand its produotlon further e

and gain by sale additional units.
Thus the firm should increase its productlon if MFt is greater than '

MC.

{67] Kinked demand curve is related to which market structure

{(b) Monopoly
{d) Monopollstlc oompetmon
(1 mark)

(a) Oligopoly

" Answer: - ‘
(@) Incligopolistic mdustnes prices remain: stlcky or |aneX|bIe fora long
time. They tend to change infrequently even if in the face of
, 'decltnlng cost. These tnflexlbllltles Iead to kink shape of the
- demand curve. '
Therefore 0|IgopO|ISth markets have klnked demand curve.

..Y

. MO~DT

Th’u‘s,‘ optfon a is correct.
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' [68] In the ong run a monopolist always earns
“(a) Normat profit - (b) Abnormal profit
(€) Zero profit (d) Loss

Answer:

(b) - Long run is a perrod long enough o allow the monopolist to adjust

‘his plant size or use his existing plant at any level that maxrm:zes ,
his profit. In the absence of competition the: monopolist need not

produce-at the optimum level.

Therefore, the monopolist will hot continue if he makes Iosses in-

the long run.
He will continue to make super normal profrts abnormal even in the
- long run as entry of outside firm i is blocked
~ Thus, option b is correct. :

[69] Under which of the following forms of market structure does a flrm has
a very considerable control over the pnce of its product?
(a) Monopoly _ '
{b). Monopollstm Competltron
(c) Oligopoly ~

-(d) Perfect Competition
Answer:

(1 mark)

.. (@ In monopoly since there is a single seller and there is only one frrm'
' producing and supplying a product. Each firm is a price makerand

* -~ s in a position to determine price of its own product.

2014-June |
[70] One of the essential conditions of Perfect Competition'is :
{a) Product differentiation .
{b) Many sellers and few buyers

(c)  Only one price for identical goods at any one. time -
{d) Mult|pl|0|ty of pnces for identical product at any one tlme

‘ (1 mark) -

- (1 mark)
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Answer ‘ :

(¢) Incase of perfect competition, the commodity or the goods are sold
at unifarm price throughout the market at any given point of time.
In other words, all firms individually are price takers; they have to .
accept the price determmed by the market forces of demand and .

supply

171] The demand curve of an oilgopohst is

(b) Indeterminate
(d) Vertlcal

(a) Determinate
(c) Circular
Answer: : .
(b) When an ollgopollshc firm ohanges its prrce its' rival firms will
retaliate or react and change their prices which in turn would affect

o mark)

the demand of the former firm. Therefore, an oligopolistic firm.

. cannot have sure and definite demand curve, since it keeps
shifting as the rivals changes therr prlces in reaction to the price
- changes made by it. -
Hence, option (b) is correct.

[72] Abnormal profits exist in the long run only under ’
{a).. perfect competition . (b) monopoly
(c) ‘monopolistic competltlon (d) ollgopoly
Answer: ' _
{b) Abnormal profits exist in the long run only under monopoly He will _

continue to make supernormal profits evenin the long run as entry
- of outside firms is blocked. :
Thus, gption {b) is correct.

(1 mark)

[73] The distinction between a single firm and an Industry vamshes in wh:ch '

of the following market conditions? .
{a) Perfect Competition {b) Imper_fect Competrtron
{c) Pure Competition {d) Monopoly . - {1 mark) '
Answer:
(d) In a monopoly market, there is only one firm producing orsupplymg ’
"a product. This’ smgle firm constitutes the industry and as such
there is no drstmctron between firm and mdustry in @ monopelistic’ -
market or monopoly , Co
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[74] Selling outlay .is an -essential part of which of the followmg market_

situations?

(a) Perfect Competitron
~ {c) Monopolistic Competition
- Answer:

(b) Monopoly
(d) Pure-Gompetition. :

(c) Ina monopolistically competitive market, sellers try to compete on
bases of selling cost/outlay. Sellers attempt to promote their -

product not by cutting prices but by incurring high expenditure on
publicity and advertisement and sales promoting techniques.

Thus, selling outlay is an essential part of monopolistic competitrve '

~ . market. :
- [75] The Kinked demand curve model explains the market situation, -
~ (a) Pure Oligopoly , (b) Differentiated Oligopoly -
(c) - Collusive Oligopoly ' (d) Price Rigidity : (1 mark)
Answer:

(d) Inmany oligopolistic mdustries prices remain sticky or mf!exrble for. '

a long time. They tend to change infrequently, even in the face of
- declining costs. The most popular explanation given for this price
rigidity is the kinked demand curve hypothesus given by Paul A.
Sweezy.

[76] For price discrimination to be successful, the elasticny of demand forthe .

. .commodity in the two markets should be:
{a) Same : :
(b) Different
(c) Constant
~(d) Zero
Answer:
(b) Conditions for price discrimination:

" (i) Seller should have some control overthe supply of his product. . -

(i) “Seller should be able to divide his market into two or more
- sub-markets. -
. (iii) Price-elasticity of the product shoutd be. different in different
"sub-market.
(iv) It ‘should not be possible for buyers ot low-priced market to
resell the product to buyers of high-priced market.
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[77] The firm in a perfectly competitive market is a price taker. This -
designation as a price taker is based on the assumption that:
(a) The firm has some but not complete control over its product price.
(b) There are so many buyers and sellers in the market that any one

buyer or seller cannot affect the market -
(c) Each firm produces a homogeneous product
~(d) There is easy entry into or ‘exit from the market place.
Answer:
(b) The firm in a perfectly competitive market is a price taker. The
designation as a price taker is based on the assumption that there
are large number of buyers and sellers who compete among .
themselves and their number is so large that no buyer or selleris .
in a position to influence the demand or supply in the market.

_(1 mark)

: [78} A market structure in which many firms sell products that are srmilar and

identical is known as

(a) monopolistic competrtion

{c) perfect competition

Answer: :

{c) Perfect competition isa market where firm sells homogenous
product that are similar and identical in nature. ‘

(b) monopoiy _

(d) oligopoly (1 _mark) '

- [79] A firm having kinked demand curve indicates that:

(i) Ifthefirm reduces the price, competitive firms also reducethe price. ‘
(iiy Ifthe firm increases the price, competitive firms also increases the .
- price
(iii) . If the firm reduices the price, competitive firms do not reduce the
price
(iv)  Ifthefirmincreases the price, competrtrve firms do notincrease the
price . :
(@) Only (i) above

_ . (b) Both (i) and (iv) above
- (c) Both (i and (iV) above .

(d) Both (ii) and (iii) above (1 mark)'_l.
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Answer :
{b) ' In a firm hawng klnked demand curve indicates that, the firm has
“reduces, the price and the competitive firm also reduces the price

‘butifthe firm increases the price, competltlve firms do not increase :

- the prlce
.So, option B is correct answer i.e. Both (|) and (|v) above.
801 Prlce dlscnmlnatlon will not be profitable, if the elastfcuy of demand is
‘ in dltferent markets :
{(a) unlform
(b) - dn‘ferent
- (c). less
.(d) zero
Answer:

{a) Price discrimination is a method of prlcmg adopted by the’

* monopolist in order to. earn abnormal profits. . It refers to the

_practices of charging different prices for different units of the same”
‘commaodity. Thus, it will notbe prof:table if the elasticity of demand -

is uniform in different market.
[81] In the fong run, which of the following statement is true for a firm ina
‘ perfectly competitive industry? _ :

(@) It operates at its minimum average.cost"
(b) The price’is more than the average fixed cost
(c) The marginal cost is greatest than marginal revenue
(d) The fixed costis Iower than the total variable cost
Answer:

(a) In the long run, plants are used at full capacity, so that there ismo
' wastage of resourcés i.e. MC = AC. The firm adjusts its plant size. -

- so0 as to produce that levet of output at WhICh the LAC is the

minimum. :
~ Thus, we can say that afirmina perfectly competlt:ve mdustry
operates at. its minimum average cost.
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[82] The firm will attain equmbrlum ata pomt where IVIC curve cuts

.(1' mark)

(1 mark) -

4.336 " Scanner CA Foundation Paper - 4 (2023 Syllabus) |

~ from below.
(a) ARcurve (b) MR.curve . s
{c),. AC curve (d) -AVC curve. (1 mark) o
"Answer:. h

" (b) The MC curve cuts MR curve from below. In other words, MG
should have a posmve slope. :

~[83] Ina monopoly market, a-producer has contror only over:

-(b) Demand of the commodlty
(d) Utility -of the product (1 mark)_

(@) Price of the commodity
{c)’ Both (a) and (b)
"~ Answer:
“{a). The monopollst or-the producers in a monopoly market may use
their monopolistic power to realize maximum revenue and may

also adopt price discrimination. Therefore they have control only L

over price of the commodity.
[84] One of the following is not correct about perfect competition:
(a) Purchase and Sale of homogeneous goods
(b) Existence of marketing costs - ‘ -
(c) Absence of transportahon costs -
{d) .Perfect mobility of factors of productton
~ Answer:
' -(b) Perfect competition has followmg features: - :
' - Large number of buyers and sellers of a commodlty
+ Homogeneous Product’
«° Perfect Knowledge
» . Freedom of Entry and Exit
« No Extra Transport Cost
'+ - Independent Decision Maklng
. Perfect Mobllity

(1 mark)
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- 85] Kinked demand curve under oligopoly is de5|gned to show
{a) Price and output determination :
- {b) Ptice rigidity .

{c) Price Ieadersmp ,

{d) Collusion .among nvals

- Answer: '

(b) Kinked demand curve hypothes:s has a ‘kink’ at the level of the

' prevailing price. This kink-is formed to show price rigidity.
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[86] “l am making a loss, but with the rent I have to pay, | can't afford to shut

~ down at this point of time.” If this entrepreneur is attemptmg to maximize

profits or minimize losses.
' (a) Rational, if the firm is covering |ts variable cost
(b)- Rational, if the firm is covering its fixed cost
. {¢) Irrational, since plant closing is necessary to eliminate losses
‘ (d) Irratlonal since fixed costs are ehmmated if a firm shut down.

~ (1 mark)' "

-‘Answer:
(@) A pomt of operatlon where a firm is mdnfferent between continuing

operation and shutting down temporarily. The shutdown pointisthe .-
combination of output and price where a firm earns just enough

- revenue fo cover its total variable costs.
[87] Kinked demand curve is the demand curve of
(a) Perfect Competition (b} Monopoly
~ {¢} Monopolistic Competltlon (d) None of the above.
- Answer:
(d) Kinked demand curve is the demand curve of ohgchon
{88] Price discrimination will be proﬂtabie only if the elashc:ty of demand in
- different markets is
(a) Uniform
{c) Less

(b) leferent
(d) Zero-
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Answer -

(b} Price discrimination will be profitable anly |fthe elasticity of demand
in different markets. is different because Monopolist fixes a high
price for his product for those buyers whose price. Elasticity of

. demand for-a product is less than one: This implies that when the
monopolist charges a higher price from them, they do not
~ significantly reduce their purchases in response to high price.

[89] Under which of the following form of market structure does a firm have

no control over the price of its productron'? _
(a) Monopoly (b). Monopolistic: Competmon
{c) Oligopoly . {(d) Perfect Compatition. {1 mark)
~ Answer; . , ' g . -
(d) In perfect competition, a firm has no control over the price of its:
‘product because there are large number of sellers and each seller

‘produces such a small share of the total output so that-any change = °

in his output will not have a significant effect on the market price
and there are large number of buyers so that no buyer can change
its output by its mdwrdual action. The firms are said to be * pnce
© - takers'.
[90] : is that situation in which a firm bases its market policy, in
part on the ‘expected behaviour of a few close rivals. ,
(a) Oligopoiy (b) Monopolistic Competition
- {€) Monopoly (d) Perfect Competition.
- Solve the question No. 91, 92 and 93 on the base of following figure:

(1 mark) _
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- Answer: '
(@) Olagopoly is a market structure in which there is mterdependence
- of firms in decrsron making. This is because when the numper of

" competitors are féw any change in price, output or product by a -
firm will have a direct effect on the fortunes of the rivals, who will

then retaliate by changing their own price.
in the above figure, curve E |s the firm’s -

~ (a) Marginal Cost Curve

{b) Average Cost Curvé -
{c} Demand’ _Curve :

(dj Marginal revenue Curve. L mark)

.. Answer:

[92]

93]

- {c} Marginal revenue curve is curve F because it Iles half-way '

(e) Curve-E is Averac'e Hevenue curve whrch is also known as

Demand Curve,

Above figure represents a

(a). Monopolist’ o :

(b) Perfectly competition |ndustry

{c) Perfectly competitive firm

(d) None of the above

Answer:

(a) Given curve is Monopollst curve because:
(i) AR and MR are both. negatively sloped .
{iD MR curve lies half-way between the AR curve and the Y-axis.

i‘e. it cuts the Horizontal Ilne between Y-ams and AH into two

equal parts.
AR cannot be zero, but MR can be zero or negative.

(i}

In above figure, flrms marglnal revenue curve is curve

-(a)  E : b) A :

) F (d) B {1mark) -
" Answer: ‘

between the AR curve and the Y-axis.

- 4.339

(1 m‘arkj

- r94]

‘Scanmet CA Foundation Paper - 4 (2023 Syllabus)

¢

The price elasticity of demand for a product is |nfin|te under
(a) Perfect competition .- (b) Monopolistic competltlon

(c) IVIonopon ( ) Ollgopoly (1 mark)

-~ Answer: - ' '
“{a) The price elast|crty of demand for a product is infinite under -

j05]

- [eel

- Answer:
() Monopoly is an extreme form of imperfect competltlon with a

" perfect competition as there are large number of buyers and.
" sellers who compete among themselves and their number is 86 -
large that no buyer or seller is in a posmon to mﬂuence the '
 demand or supply in the market. -
Comparing a Monopoly and Competmve firm the, Monopohst wﬂl

{a) Produce less and sell at a lower price
(b} .- Produce more and sell at a lower price

(¢) Produce less and sell at a higher price - o

{d) Produce zero and sell at a lower price. K (1 .mark)_ '

single seller-of a product which. has no close substitute as .

compared with the perfectly competitive market. In perfect . -

competition, dverage and marginal revenue are identical but this
is not the case in monopoly as monopolist knows that if he wishes
to increase his sales he will Have to reduce the price of a product.
Thus, produce less-at a higher price at times

The reason for the kinked demand curve is that:

(a) the oligopolist believe that competltors will follow outputi mcreases o

but not output reductions. .

,(b) _the oligopolist believe that competttors will fo!low pnoe increases -

but not output reductions..

“{c) -the ollgopollst believe that competitors WI|| follow pnce cuts but not .

price rises.

: (d) the otlgopolrst believe that competltors will foIIow prlce mcreases]

but not output increases. (1 mark) :
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| [o8]

o -[99’\]‘

Answer

(¢) The reaeon for the Klnked Demand curve |s that the oligopolist .

believe that competitors will follow priée cuts but not price rises.

This kink is formed at a prevailing price level. This is because the

segment of the demand curve above the prevailing price level is

- highly elastic and the segment of the demand curve below the
prevailing price level is inelastic.

A discriminating monopollst will charge a higher pnoe in the market in

~ which the demand for its product is _

(b) relatively elasti'c
(d) perfectly elastic.

{2) highly elastic

{c) relatively meiastlc
Answer:

(c) A dlscnmmatmg monopollst charge a h:gher price in a market

which has a relatively in elastic demand. The market which is -
~ highly responsive to price changes is charged léss. On the whole,

the monopolist benefits from such discrimination.
If a firm under monopoly wants to sell more, its average revenue
curve will be a Ime
{(a) horizontal
(c) downward slgping
Answer: '

(b) vertical -
(d) upward sloplng

~ {¢) Ifafirm under monopoly wants to sell more, ItS average revenue
curve will be a downward sloping line because the seller charges _

-a single price for all units he sells, average revenue per unit is
identical with price, and thus the market demand curve lS the
average revenue curve for the monoponst

Who sets the price of the product under perfect competitlon'?
(a) Government . (b) Consumers :
(c) Sellers - ~ {d) Bothbuyers and selters (1 mark)
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{a) Oligopoly .
{c) Monopollstlccompetltion (d) Perfect competatlon
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Answer ‘ : ‘
(d) Price of the produot under pen‘ect oompetltlon is set by both
buyers and sellers.

Which is the first order condition for the firm to. maximise the proftt
(a) AC=MR (by. AC=AR -

“(c) MC=MR (d) MR = AR (1 mark) :
"Answer:

(¢} The first order condition for the f:rm to mammtse the proflts is .
when marglnal cost is equal to the margmal revenue. . ‘
Which market has the concept of ~ group' equilibriunm’in the long run’: ‘
(b} Monopoly -

- {1 mark) '

. Answer:

[102]

(1 .mark) -

© [103]

(d) Indifference Curve *
Answer:.

(d) Kinked demand curve is retated to an ohgopollstic market

{c) Inthe Iong run monopolsstic competition has the concept of group

equilibrium. Group equilibrium represents the pnoe and output of. .-
organizations having close substitutes.

Which -of the following is incorrect?

(a) Even monopolistic can earn Iosses

(b) Firms in perfect competitive market i is price taker. -

(c) Itis always beneficial for a firm in a perfectly compet;tave market
to discriminative prices. .

(1 mark) E

, Answer

(c) Itis always beneflmal fora firmin a pertectly competitive market -
to discriminate prices. This. statement is incorrect. '

Average revenue curve is also’ known as:

(a) Profit Curve

(b} Demand Curve

(c) Averagé Cost Curve . :

(1 mark) -

. (b) Average Ftevenue curve is also known as Demand Curve..
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[104].

Which is not characteristic of monopoly?
(a) The firm is price taker

- (b} Thereis a single firm

[105].

“(d) The existence of some advertlsrng

2017 JUNE

(c) The firm produces a umque produot

Answer:

(@) A monopoly is not a price taker but a price maker
Price discrimination is profitable only when:

(a}- Different markets are kept separate .
{b) Distance between the consumer and the market is more
(c) Elasticity of demand in different markets is different.

'(d) The consumers are segregated on the basns of their purpose of
(1 mark)

use of the commodlty

" Answer:

(c) Price discrimination is profrtab[e only when elastlcny of demand
in different markeis is different.

[1 06] When the mdustry is dominated by one Iarge firm whach is conS|dered

as the leader of the group, the market is described as:
(@) Open oligopoly
(b} Perfect ofigopoly
(c) Partial oligopoly
(d)- Organised ohgopoly
Answer:

‘(1l rnark)

(c) Olagopoly is partial when the industry is. domlnated by one large
- firm which is conS|dered or looked upon as the leader of the -

group. The dominating firm will be the price leader. In partial

oligopoly. The market will be consprcuous by the absence of pnce .

. leadership.

4,343"

1 iy
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- {¢) To enjoy economies of scale

" [108]
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Which amongst the followmg is hot an objeotlve of price. dlscrlmmatlon'? l
(a) To hold the extra stocks '
(b) Toeam maximum profits -

{d) To secure equity ’rhrough pncmg

o {1-mark)
Answer: . o

(a) Theobjectives of price discrlmlnatlon are here under

1. to earn maximum profit
2. -to dispose off surplus stock
3. to enjoy economies of scale .
.4, to capture foreign market
" 5. 'to secure equity through pricing .
- Thus, option (a) is the correct answer.
Which of the following statement is not correct?
{a) Under moniopoly there is no difference between a firm and rndustry
{b) A monopolist may restrict the output and raise the price.

: (c) Commodities offered for sale under a. perfeot competrt;on wm be R

[109] -

heterogeneous.

‘ (d) Product dlﬁerentratlon is pecullar to monopolistic compe’ution

: (1 mark)
Answer

{c). Commodities offered for sale under a perfect oompetrtlon wili be

homogenous. There are large number of buyers.and sellers who
compete among themselves-and their. number is 50 large that no

buyerorsellerisina position to influence the demand and supply '.

in the market being the commodity dealt in‘it is homogeneous, in
the sense that the goods produced by dlfferent firms are ldentrcal
©in nature.
Under perfect competition firm is descnbed as:
(a) price taker and not price maker

- (b) price rnaker and not price taker

(c) neither price maker nor price taker -

(d) none of the above. (1 mark) -
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- Answer: :
(a) tnder perfect competrt;on firm is descrrbed as price takers and

not price makers. This is because there are large number of firms’

in.the market who are producing identical or homogenous

products. As such these firms cannot influence the price in their-

" individual capacities. They have to accept the price fixed (through
-interaction of total demand and total supply) by the industry as a
whole.

[1 10] Under which of the following forms of market structure does a firm .

have no control over the price of its product? -

(a) Monopoly - «(b) Monopolistic Competrtron
- (¢) Oligopotly “{d) Perfect Competition. {1 mark)
Answer:

{d) Under perfect competrtron a firm have no control over the price
- of its product. Firm have to accept the price as given and as such
-they are price takers rather than price makers. They cannot
_.increase the price mdrvrdually because of the fear of Iosrng the
" -customer to other firms. .
Thus, option (d) is correct.

[11 1} Condrtron for equilibrium of firm:

{a) MR=MC-
(b AR=AC
“(c) MC curve cuts MR curve from beiow
- {(d) Both (a) and (c)
Answer: .
(d) Conditions for Equllrbrlum of firm are:

.' {1 mark),

(r) Marginal revenue should be equal to marglnal costie. MR="

MC

{(iiy MC curve should cut MR curve from below ie MC should

have posatrve slope Hence both condrtrons

_ '4.346
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[113]

e

{d) All of the above.
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What is/ are feature (s) of olrgopoly

~(a). Kinked Demand curve

(b) Cartel _ -
{c) Downward sloping demand curve

{d) Both (a) and (b) are correct (1 mark)

- Answer: '
~{d) Oligopolyis type of market in which there are on]y few buyers and -

- sellers (generally 2 to 10) and it was so many features also and

these are as follows :

(a) Cartel :

{b) Kinked Demand Curve .

{c) Interdepence :

(d) Group Behaviour .
(ey Importance of- advertising and sellrng costs

Monopoly is undesirable due to: -

{a) It has prices higher than competrtrve firms

(b) It produces less output than competitive firms

{c) It discriminates on prices '

(d) All of the above.

Answer: :

{d) Monopoly means where only one seller exrst and take all the_
profits. It has some features from his point of view and
undesirable also from public point of view these are: o
{a) Price Discrimination . :
~ {b) Produced less output than competitive firms - -
~{c) Prices higher, than competitive firm : S ‘

In long run equilibrium, undue perfect competrtlon as/are satisfied by -

which condition- ‘

{a) MC=MR

{p) AC=AR :

(c) CMC=LAC=P .

(1 mark;} .- :

(1 rmark}
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[115]

o .(b) Monopoly means one seller and many buyers Monopoly is kind -
- of market in- which seller is known as monopolist and as his. -

[1186]

4.347

Answer

(d) Equmbnum point is judged in Iong run when there |s/are followmg _

. conditions given
. (a) Marginal Cost = Margmal Revenue orMC = MR
- (b)’ Average Cost = Average Revenue or AC = AR-
{c)- Long run Marginal Cost = Long Run Average Cost = Price or
LMC=LAC=P '

In the Iong run._monopollst o
(a) Incurlosses B (s} Must earn super normal profits -
(c) Wants to shutdown . (d) Eams only normal profits.

S ' : : (1 mark)
Answer:

business gross for long time then he riot only earns normal profits

but also abnormal profits and which is known as super profits. So,

" the must earn super normal profits in iong run.

The demand curve of the firm and ind ustry will be same in- Wthh form '

?

of market:
{a) . Monopolistic competltlon (b) Perfect competltlon

{c) Monopoly (d) Oligopoly. (1 mark)

- Answer:

171

~{a) OPEC ~ (b) SAARC UL
(c) WTO. . (d) GATT - (1 mark)
- Answer:

- (c). Demand curve of firm and. :ndustry W|Ii same in monopoly market.

as price set by industry. and firm have to choose that level of
output which yields maximum profits. '
Which of these is the best example of oligopoly?:

(a) Oligopoly market is type of market in which there are only 2 to 10

sellers. .
For Ex: OPEC, cold-drink seller water suppher efc.

4.348
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- “(a) Increase.its productlon
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In a perlectly competltlve market if MR is greaterthan MC, then a flrm e
should: '

(b) DeoreaSe |t‘s production
©(d) lncrease its sales o

(c) Decrease its sales (1 mark}

~ Answer:

- {19

(a) Ina perfect competltion market wheri firm'increase its output or -
productlon then the reason is its Marginal Revenue/Average )

. Revenue i IS greater than Marginal Cost/Average Cost. _
Equilibrium price for an industry in prefect competltlon isfixed through PR
{(a) Input and output : :

- (b) Marketdemand and market supply

. 120]

1[12"1]

(c) " Matket demand and firms supply .|
(d) None of the above.
Answer: '

'(b) Equmbnum is that pnce at Wthh bath demand and supply are
- -equal and therefore, no buyer who wanted to buy at that price ..

goes dissatisfied and none of the seller is dissatisfied that he -
could not sell his goods at that price. EqUi_librium price in perfect
competition is fixed through Market Supply and Market Demand.

A competitive firm in the short rum lnsure losses The flrm contlnues'
production, if: e -

(@) P>AVC, (b) P=AVC - . o
(c) P<AVC - () P>AVC-. =~ - (1 mark)
Answer: c o '

- (d) Firm continues produotion if price is-greaterlthan _or'_- equal to

average Variable cost but price is less than average variable cost -
then firm will incur definitely losses which leads to closure of firm.

Market form in which there is only one buyer and one seller lS

(a) Oligopoly. (b) Duopoly -~

(c) Bilateral Monopoly (d) Monopsony . .(1 mark)
Answer ' ‘

(c) Bilateral lVlonopoly is type of market in whrch there are only one ‘
seller and one buyer ‘ :

' 'l1 mark)
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[122]

The structure of the Toothpaste [ndustry in Indra is best descrrbed as;
{a) Perfactly competitive ' > :
(b)- Monopolistic

() Monopolistically competrtrve
(d)- Olrgopolrstrc '
Answer:

- mark)'

4.350
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‘Answer:
(@) Inlong run, frrms erI ‘just be eaming normal pl’OfIt because ifin - .

short run they earring supernormai profit- new firms will be .
-~ attracted and supply will rise which lead to falli in prrces and vrce.-
versa. '
Which one of the followrng is not the feature of Oirgopoty’?

- {a) Interdependency

- {b) Monopolistic market has. dlfferentlated products with close- o

B [123]

- substitutes just like Toothpaste Industries. -
Product differentiation |s the maln features of whrch market'?

‘(a) Oligopoly

(b) - Monopolistic *
(c) - Discriminating Monopo[y

(d) Perfect competrtron (1 mark)

. Answer: : :
- {b) In monopollstrc competltlve market there are large number of

C[124]

buyers and seller each selling differentiated product.-
Which market is having a smgle se]ler and srngle Buyer’? ‘
(a) Duopoly: :
{b) Menopsony
{c) Bilateral Monapoly
{d) None of the above

- . Answer:

- [125]

“(c) Bilateral Monopoly is a market structure. in which there isonlya .
single buyer-and a single seller i.e. it is. a combrnatron of‘ :

monopoly market and a monopsony market.
In'l.ong run perfect competrtrve market incurs

"(a} Normal profit -
(b} Supernormal profrt
(c) Losses

(d} Gonstant Returns

(1 rnark) |

(I mark)

. [127]

(b) Selling cost -

{c) Free Entry _
(d) ‘None of the above/ group behavrour
Answer:
(c) Feature of ollgopoly are:
1. Strategic Interdepence
_ Importance of advertising and selllng oost
3 Group behaviour. S
Therefore, free entry is not a feature of ohgopoly market
Price leadership is the characteristic of

(a) Oligopoly

, .(1' m_ark)' -

~ {b) Monopoly -

~-{d) Discriminating. Monopoly

{c) Perfect competrtron - o '
‘ § mark)

. Answer:

f128]

{c) Fall from left to right

(a) Price leadership. can be by dommant firm, a !ow cost firmor itcan -
~ be barometric price leadership. B
MR Curve in perfect competition is

(a) Parallel o X- axis .

{b) Parallel to Y- axis .
{(d) Rise from. left to right (1, mark) .
Answer: ' o .
(a) MR curve in perfect competrtron is parallel to x-axis. Because a
perfectly competitive firm is a price taker and faces a horizontal .
. demand curve, its MC curve re also honzontal and coincides with
. |ts AC curve ' S :
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[129] Which of the followingis not the charactenstrc of MR?
(a) ‘When TR is maximum, then MR is zero
(b) MR cannot be negative ' o
(c) MR slopes downward from left to rlght.
(d) MR Curve is below AR Curve '
Answer: . .
(b) Properties of MR is:
(i) 'When TR is maximum, then IVIFt is zero
(ii) MR can be negative .
- (i) MR slopes downward
. (iv) MR curve is below AR clirve

Therefore, (b} is the correct option, because MR can be negatlve :

[130] Which out of these are not a feature of perfect competttron’?
(a} Homogeneous :
(b) Large number of buyer and sellers
{c} Free entry and exit
(d) Selling cost.
Answer
o (d) Feature of perfectly competltlve market
Large number of buyers and sellers
2.' Products are homogenous in'nature -
3. Firms are free to center and exit -~
4. Consumer have perfect knowledge.
Therefore selling cost is-not 1ncluded in perfectly competltlve
market :

2019-MAY

[131] Whlch is the characteristic feature of monopoly ?
(a)- Homogeneous goods
~ (b) Strong barriers to entry -
(¢) Perfect competition
(d) Perfectly elastic demand curve

(1 ‘mark) |

[¢ ma{rk)' o

t1 mark) .
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Answer ' .
{b) Monopolyis a market sﬂuataon in whlch there is a smgle seiter and
large number of buyers, Its features are: ' -
(i) Single seller of the product
{ii) Barriers to entry _ :
(iliy No close-substitute of product
(iv} Market power.

[132] A discriminating monopolist te reach equmbnum posmon his decrslon "

on total output depends upon
{a) How much total cutput should be produce 2. o
(b) How the total output should be drstrlbuted between the two sub- .
, market ? ‘ : : : i
(o) Both (a) and (b)
(d) None
" Answer; -
. (c) in-order to attain equrllbrlum posmon a d!scrlmlnatlng monopohst e
has to make three main decisions regarding his output '
- 1. How much total output should be produce?
’ " 2. Howthe total output should be dlstrlbuted between the two sub-
markets? and. :
3. What price heshould change |n the two sub- markets‘?
Thus, option (c) is correct.
[133] Price discrimination is pOSSIbIe only in_
(a) Monopoly .
(b) Perfect Competltlon
(c)} Oligopoly . o
. {d) Monopolistic Competltlon '
- Answer: :
(a). Price dlscrlmmatlon is a-method of prrcmg which is adopted by a .
- monopolist in order to earn abnormal profits. Itis a method in which .
different prices are charged for different units of same commodity.
" Thus, this method is only possible in monopoly market situation.. -

. (1 ;nark)._

(a merk). '
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[134] Kinked demand curve is

(a) Highly elastic at above the prevarlrng prrce
{b) Inelastic at below the prevarlrng price
(c)- Both {a) and (b)

~(d) None of the above o '- o ' (1 mark)

Answer:’

(c) Inoligopoly market; the demand curve is kinked: shaped at the level
of the prevailing price. The reason behind this is that the demand
curve above prevailing price level is highly elastic and the segment

" bélow the prevarlrng price level is inelastic.

. In other words, a high prices, the firm faces the relatively elastrc i

" demand and at low pnces relatively metastrc demand.
T YA

g
CET

v

© Quntty "
[135] Demand curve is horrzontal in the case of
(a) Monopoly : :
(b) Perfect Competition
(€) .Imperfect Competition ' o :
(d) Monopolistic Competrtron . B R (1 m'ark)
‘Answer: e ‘

(b) In perfect competrtrve market frrms are prrce taker i.e. the cannot _

influence the price in their individual capacity. Price is determined

~ by the industry. Thus, the demand curve of this market is horizontal '

ie. paral!el to x- axrs
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Quanty, Quani
Industry/lvrttayrket Incivical gles

[136] What is the characteristic of monopolistic competrtron‘?

(a) Price elasticity is low for the product concerned
(b) Large number of sellers '

(c) No degree of control over price. o . _
(d) One buyer. : _ L St mark)‘ :
Answer: - ' I '

‘(b) Monopolistic competrtron is an rmperfect market where many

produces sell differentiated products. Its characteristics are
1. Large number of sellers. :
2. Product differentiation
3. Freedom of entry and exit
- 4. Non-price competition:

[137]}f a perfectly competitive firm earns super norma! profrts then : _ |

(@) AR>MR

- (b) AR<MR.
(c) AR=MR"

(d) None of the above A o L (1 mark)-
Answer: ‘ C o .
(c) In case of perfect competrtron super normal proflt arises when rts
~ average revenue is more than its average total cost There is no
change in Demand curve, i.e. -
AR = MR = Demand.
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[1 38] Live and let live is characteristics of whlch of the followmg market?
- {a) Perfect Competition
(b) Monopoly Competition
- {c) Imperfect Competition
- {(d) Oligopoly Competltlon
" Answer: .
{d) Oligopoly market WhiCh forms cartels because there are a few

4.355

firms, all of which are similar in size. One strategy is to adopt a ‘live

and let five philosophy’. Specifically the dominant firm accepts the
presence of fringe firms and sets the price to maximize its profit,
taking into account the fririge firms’ behaviour. This is called price
leadership by dominant firm.
[139] In which of the following market there are only two sellers? -
: '{a) Duopoly Competition .
(b) Perfect Competition
{c) Monopoly Competition
(d) Perfect Competition and Duopoly
Answer: -
(@) Duopoly |s a subset of olrgopoly, is a market situation in which
there are only two firm in the market. '
“Where as in oligopoly market there are few firms and Iarge number
of buyers with some degree of control our its price.
" [140] The degree of elasticity in perfect competition market.
" {a) Perfectly elastic . {b) Inelastic
~ (c) Perfectly inelastic (d) Elastic
Answer:
(a) The degree of elastrcrty in perfect competitlon market is perfectiy

(1 mark)

elastic because firm is a price taker, the demand curve ‘D' facing

_an individual competitive firm is given by a horizontal line at the
level of market price set by the industry..In other words the demand
curve of each firm is perfectly (or infinitely) elastic.

- 4.356

(1 rnark) )

'(1 mark) -
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Y/ {a) Market s (b) Indl\ndual Seller
S Y
. Price D/ARMR
. Price - - :
_ - D . |
- 5 ——
iartity X Quantity “ X
: : Quantit .- AR=MR=D
[141] ‘A perfect competmve firm eans super-normal proflts when
{a) ATC < MC. :
(b) ATC>MC
{c) MR<AR -
{dy MR > AR (1 mark)
Answer:

(a) When a firm earns supernormal proflts |ts average revenues are
more than its average total cost. Thus, in addition to normal rate of
profit the firm earns some additional profits. - :
Therein short run perfect competrtrve firm earns super normal
profits. But in long run it earns normal profits only. :

Y,

4}"
o

3
= 5_\7
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[142} A flrm is said to -earn normal prof:t when
(a) AC= AR
{b) MC=MR .
(¢) AR=NR
(d) MC>MR
Answer:
" (a) When the average revenus of a flrm is just egual to its average
cost, a firm earns normal prof;ts or.zero economic profits. i.e.
AC = AR '

(1 mark)

It is to be noted that here a normal proflt percentage for
entrepreneur for his managerial servrces |s atready mcluded in the_

cost of production,

{143] Two firms are selling cold- drinks and competlng with some identical -

characteristics, This is an example of -
(a) Duopoly
(b Monopoly . _ _ . _ L
C (e Qligopoly S ) ' e
- (d) Monopolistic ' ' o
. Answer: ' :
- (2). Duopoly market is the subset of ollgopoly market where two and
only two firms are there in the market.

Therefore, when there are two firms of cold- drink are selllng cold-
drink and competing with some identical characteristics . Thisisan

example of Duopoly market.
[144] Group Behaviour is a characterlstlcs of

(a) Oligopoly ~
{b) Monopoly.
(¢} Perfect Competition
(d) Nanopolistic Competltton

. Answer: -

(@) Group behaviour is a characteristics of ollgopoly market The

theory of ‘oligopoly is a theory of group behaviour, not mass or '

individual behaviour and to assume profit maximising behawour on

the ohgopollsts part may not be very valid. The firms may agree to

{1 'mark) o

gmmm'
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pull together as a group in promotion of their common intérest. And-

- “each’ oligopolist closely waiches the business behaviour of the -
other oligopolists in the industry and designs his moves on the
basis of some assumptions of how they behave are Ilkely to
behave.: :

[145] Myth in Real world
. (a) Oligopoly
. {b) Duopoly :
(c) Perfect Competition .
{d) Monopoly
Answer: ' _
(¢} Mythin Real world is. perfect competltron market as in thls market

. (t rhark)'

- there are large number of buyers and sellers. but they sell all .

homogenous goods which is not possible in real sntuat|0n And here
all frrms are price-takers. A

YA : mweofpe’rfect oonpetition
Price P=AR=MR
0 »X
[1461 '. ohgopoly refers to that S|tuat|on where the firms sell therr

products through a centralized body
“{a) Syndicate ohgopoly '

(b) Organized oligopoly -

(c) Collusive oligopoly

(d) Partial oligopoly {1 mark) .
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Answer:

{a). Syndicated ohgopoly refers to that srtuatlon where the flrms sell '

. their products through a' centralized body.

Organrzed oligopoly refers to the situation where the flrms organize
themselves into a central association for flxmg prices, output :

. quotas, etc.

[147] The similarity between monopolistic and perfect competltlon is__

- {a) .In short run both earn super normal profit
(p) In Iong term both eam normal profit

' (c)- In short run their prices remain constant -
{d) None .
Answer:

(b) The similarity between monopoirstrc and perfect competmon isin. |

long run both eamn normal profits.

"~ As long run'is a period long enough to allow monopohstlc to adjust '
his plant size or use his -existing plant at any. level that maximizes

~ his profit. In the absence of competrtlon the monopolist need not
* produce at optimum level.

Therefore, the moncpolistic will not oontrnue n‘ he makes Iosses in:
the long run. He wili continue to make normal proflts evenin long

ran.

[148} Which Market has a downward demand curve'?

() Monopolistic competition
{b) Monopoly

(c) Perfect competmon

© (d) Both (a) and( )
Answer:

s .(1 "mark)

(d) Monopolistic Competrtlon and Perfect Monopoly competition market

both have downward slopmg demand curve.

In all forms of imperfect competition, the average revenue curve of .

an mdrvrdual firm slopes downwards as in these market forms when
a firm increase the price of its product its quantity demanded
decreases and vice versa. :

‘- (1. marl.k). -
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AR = Dermand Curve

Kinked demand hypothesrs is. desrgned o explarn the - under‘ ‘
oligopolistic market. ’
(a) Collusion between firms
(b)- Price and output determination

~(c) Rigidity of price :

[ —

(c) GATT

(d) Price leadership (1 mark)

Answer: ‘ : :

{c) In the context of oligopoly, the kmked demand curve hypothesis is
designed to explain price rigidity. The curve is more elastic above-
the kink and less elastic below it. This means that the responseto
. g price increase is less than the response toa pnce decrease o

_is the best example of ollgopoly

(a) SAARC

{b) WTO

(d) OPEC - - (1 mark)_

Answer: : : ‘

(d). An ollgopoly is a market form wherein a market or industry is...A
prime example of such a cartel is OPEC, which has a profound S
influence on the lnternatrona! price of- 0|I ; o
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- {¢) Pure oligopoly "
- (d) Syndicated oligopoly

- 4.361
Aluminum industry is the example of which type of oligopdly.

(a) Open oligopoly
(b) Full gligopoly '

Answer:

- (c) In the. case of puré oligopoly, the'produét of differ‘ent fir_m's.in_-the' ‘
" . industry is identical or homogeneous like- Alluminium industry.
In which market pfice are determined by the market forces of demand

and supply? -
(a) Pure competition

" (b) Perfect competition

(¢} Monopolistic competition -
(d} Oligopoly o o
Answer:

. (b) Perfect competition is a form of market in which there are a lar_gé

‘numbert of buyers and sellers competing with, each other in the

- purchase and sale of goods, respectively and no individual buyer

" orseller has any influence over the price. Thus, perfect competition

is an ideal form of market structure in'which there is the greatest
degree of competition. ‘ ‘ -

i 53]' Railways charges comparatively cheaper fores from senior citizens.

These an example of.
{a) Price discrimination

o (b) Market analysis’
- (c). Profit discrimination
~(d) Demand forecasting

‘Answer: L

- (a) Railway charges cdmparativély cheaper fores from senior citizens - - |

because it has monopoly, power and can practice price
. discrimination - i.e. charging different . prices. from different
‘customers. - L ST

(1 Mark) |

{1 mgrk) :

| (d) Closed oligopoly -~

(1 mark)" " Answer: _
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o 154] Smart. Phones market is an example of: -

(a) Monopoly

~{b) Monopolistic Competitiqn }

(c) Oligopoly

“(d) Perfect qupetiiion L e e . (1mark) '

Answer: - : : Lo :
(c) The cell phone industry- is on oligopoly because, there are four
large firms that are competing to produce 70 to 80% of the output.

~ [155] Collusion is impossible if an industry has:

(a) large number of firms
{b) only few number. of firms
(c) only two firms -~

(d) limited.number of firms © (1 mark},

" Answer:

(a) Collusion is a non-competitive, secret, and' sometimes “illegai
. agreement between rivals which attempts to disrupt the market's
equilibrium. The act of collusion involves people or companies
which would typically compete ‘against one ancther, but who
conspire to work together to gain an unfair market advantage.
" Collusion is generally seen in Oligopoly market. hence is not
‘possible in case of large number of firms. '

' “+ [156] When the industry is dominated by one large firm it is called:
: . (a) Partial oligopqu ' o - ‘ .

(b) Full oligopoly
'(¢) Organised oligopoly
(1. mark} -

(a) Partial oligopoly refers to that market situation where the industry |
is dominated by one large firm and the other firms of the industry .
follow the price policy determined by their leader. R

[157] Choose the incorrect statement regarding the barometric price.

leadership. - _ ) .
(a) Live and let live philosophy is followed

_(b)y Old and experienced firm act as a leader .
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“(c) Price dectded by assessmg market conditions
(d) Price decided by leader is generally accepted by the rest of all

(1 mark)

: Answer

(a) Barometric price leadershlp refers to srtuatlons in which a price |

leader acts as a barometer of prevallrng market conditions for other
firms in the industry. , S
[158] Competition among few is descnbed in:
" {a) Monaopoly
(b} Ofigopaly -
(¢} Duopoly - : L
(d) Monopsony - - - , (1 mark)
. Answer: ' S

(b) There is no certalnty in how firms. WIH compete in ollgopoly, it’
. depends upon the objectives of the firm and the nature of the

1

product

[159] Which of the following is not.a coalition of perfect competltlon’?
(a) A'large number of firms .
(b) Perfect mobility of factors -

- {c) Informative advertising to ensure that consumers have good' .

information -
(d) Freedom of entry and exit into and out of the market (1 mark)
Answer:
‘ (c) Informative advertising to ensure that. consumers have good
" information .

I The conditions of perfect competrtrve market are as fo!!ows
(a) Large no of buyers and sellers -
(b} Free entry & exist
~ {c) Perfect Substitutes etc. -
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[160] Oligopoly mdustrres are characterlzed by

(a) ‘A few dominant firms and substantial barriers to entry
(b) Afew large firms and no entry barriers - -

- (¢) Alarge number of small firms and no entry barners

(d} One dominant firm and low entry barriers = - ' 1 mark)
Answer: o P
(a) A few dominant firms and substantial barners to. entry
Oligopoly industries are characterized by afew domlnant frrms and .
substantial barriers to entry. S '

[161] The long run equilibrium outcomes in monopolrstlc competmon and

perfect competition are similar, because in both market structures:
{a) The efficient output level will be produced on the long run

(b} Firms will be producing at minimum average cost

{c} Firms realize all economies of scale o R

(d) Firms will only earn normal proflt S (1 mark) -

Answer: o

(d) Firms will only earn normal proflt :
The long run equ:hbrlum outcomesiin. monopohstlc competltlon and -
perfect competition are similar, because in both market structures
firms will only normal profits.

[162] Pure oligopoly is based on the: productlon

(a) Homogeneous

(b) Differential

{c) Unrelated ' - _ R S
{(d) Related - - - L (A mark)
Answer: ' - S
(a) Homogeneous .

Pure oligopoly is based on the Homogeneous productlon

[163] In the competition of oligopoly, the kinked demand curve hypotheS|s is
_designed to-explain ' :

(@) Price rigidity
{b) Price and output determlnatlon
(c) Price leadership

© (d) Collusion o S (1mark)
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) _Answer: .
(a) Price ngldity

In the cligopoly market the linked. demand curve hypothems is.

designed to explain price rigidity.

[164] Given AR = 5 and eiastlmty of demand = 2 find MR
(a) + 2 5 .
(0) -
{c) + 1-.5
(d) +2.0

- Answer: S

C (@) +2.5 ' o

MR =ARx 81

2-1.-
2 .
=(2. 5+)
_[165] When TR is max, then MRis |
(a) Zero: ,
(b) One _
{c)- Both (8) and (b)
(d) None
. Answer:
_ (a) Zero :
“When Total Flevenue is max then marglnal revenue is Zero

| | (ﬁ n"]a.rk)‘

'=5x
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' ;[1661 A ftrm to attain the equmbrlum position under perfect competmon has .

(1 mark) -

- to satisfy which of the followmg COI'\dtthhS"
(a) MR > MC , .

(b) MR = MG - L
{c) MR curve should cut MC curve from below o :

(1 mark)

(d) MC curve should cut IVIR curve from below _
Answer :
(d).
o Y A ‘
Firm _ ,
- MC
T .7 R/ M=M
: i
ol—

Q ouruT G "

AtR, the MC curve is cutting MR curve from below. Hence; Ris the -
point of equilibrium T, MC curve is cutting MR curve from above :
Hence, T is not the point of equilibrium. . ‘

'[167] Electricity companies sell electricity as & cheaper. rate for power' '

consumption in rural areas than for mdustrial consumptlon ThIS is an
example of. ‘

(a) Product discrimination |
(b) Perfect competltlon
(c) Price discrimination -

(d) Price taker (i mark)



| [170] The demand for generic good like soap |s _
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Answer T
{e) Price discrimination is a method of prrcrng Wthh is adopted by a

~ Monopolist in order to earn abnormal profit. ltisa method in which

different prices are charged for different units of same commodity.

[168] Which of the foilowmg is an example of monopollstlc competltlon‘? :

(a) De Beers and Diamonds

~ {b) Hotel and Pubs o

(c) Microsoit and window B _— r .
(d) Dell and Lenovo - ' o (t mark)
Answer: E '

A(b) In Monopohstlc competitron large number of buyers and large '
‘number of firms in the industry. Differentiated product which are -
close substitutes but not perfect substitute’ Example Hotets and-

- Pubs.

[168] Who propounded the prlce rlgldlty under klnked demand curve model

of. ohgopoly"
(a) Adam Smith.
(by Karl Marx:
(¢} Keynes

__(dy Paul A. Sweezy - L (1 mark)‘ :

" Answer:
(d) American economist Paul A, Sweezy propounded the prrce rigidity
under kinked demand curve maodel of oligopoly. -

- soap is
- (a) Inelastic, elastrc

(b) Elastic, inelastic _
(c) Inelastic, inelastic

(d) Elastic, elastic ' '_ g R - (1 mark) -
" Answer: : ' ' '

c'(d_) The demand for generic good like soap is elastic the demand for
LUX soap is elastrc . .

. the demand for Lux -
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171] Zero economic profit emerges due to whish of the foIIowmg cfondltlons’? o

(a) Average revenue is more than average total cost.
{(b) Marginal revenue is just equal to marginal cost.

- (¢) Marginal revenue is just not equal to marginal cost. o
- (d) Averagé revenue is just equa! to average total cost : '.(1 mark) ..

Answer:

(d) Zero economic proﬂt emerges dueto average revenue is just equalg

to average total cost.

[172] Non - Price competition is observed in whroh type ot followmg market?

{(a) Monopoly :
(b) Monopoilistic competition
{c) Duopoly ' '

" (d) Oligopoly SR o . (1 m'ark)

Answer:

'(b) Non-price competrtron is observed in Monopohstrc competltlon

market. Features of monopolistic competition are:
(i) -Product differentiation :
(i} Freedom of entry and exit
. (iii) Large numbers of buyers and sellers
{iv) Non-price competition

" [173] A group of firm that explicitly agree (collude) to coordmate thelr :

activities is called a/an

"-'(a) Oligopoly
.{b) Duopoly

(c) Monopoly B - ,‘ -

(d) Cartel - Qg mark)

Answer - ' v ' .

(d) Cartels are often tormed in mdustrles where there are a few firms
all of which are similar in size. A group of firms that explicitly agree
to co- ordlnate their activities i is known as cartel. :
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[174} Which one of the followmg isnot a characterlstlcs of ollgopoly?
- (a) Strategic interdependence
(b} Large number of fifms selling close substltutes
(c) Importance of selling cost -
{d) Group behawour
- Answer: '

(b) Large numbers of firms selling olose substltutes is not feature of

_ oligopoly. Feature of O|Ing0|y are;
(i) Few firms or sellers
(i) Example: cold drinks -
[175] Which of the following is not a features of the monopoty market?
. {a) Large seller of the product
{b) No close - substitutes
(c) Market power
_(d) Single seller of the product
- Answer:, _
(a) Features of monopoly market are:
"« Single seller of the produot
"« Barriersto Entry =
» No close substitutes
+ Market power

2021 - DECEMBER'

[176] Price dlscrlm:natlon refers to chargmg prices for _
- units of : commodlty . :
(a) different, different, same = . -
. {b) different, same, same - :
 (¢) same, different, same
{d) same, same, different
- Answer '

-(a) Price- dlscnmlnatlon is a method of pricing adopted by a Y
monopolist in order to earn’ abnormal profits. It refers to the

4369 . 4370

(1 mark)

( msrk) "

(1 mark) .
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practices of charging different prices for different units of the Same
commodity. Price discrimination is a selling strategy that charges
customers different prices for the same product or service based

on what the seller thinks they can get the customer to agree to. In. -

pure price discrimination, the seller charges each customer the
“maximum price they will pay. :
[177] There. are 4 ftrms in a market.

FII"I‘I'IS Market Share
A . 39.4%
B | 19.6%
c 0.4% N
_ D | 06% . - : S
Which type of Market structure can be most suitable here‘? B
{a} Oligopoly" : : :

(b) Monopoly

(c) Manopolistic

{d) Perfect Compet:tlon
. Answer

() Olrgopoly is often descrrbed as competltlon among the few’. Prof.

~ Stigler defines oligopoly as that “situation in which a firm bases its

market policy, in part, on the expected behavibur of a few close
rivals”. In other words, when there are few (two to ten) sellers in a

market selling homogeneous or differentiated products, oligopoly . - -

is said to exist. Oligopolies mostly arise due to those factors which

are- responsible for the  emergence of monopolies. Unlike

monopoly where a single firm enjoys absolute market power, _
under ollgopoly afew f:rms exercise thelr power to keep possrble .
competitors out. :

(1 mark). |
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‘ {178] A market condltron in whrch there is only a smgie sefler and a sungle
' buyer
(a) Monopsony -
-(b) Bilateral Monopoly
“(c) Monopolistic Competrtlon
(d) Ollgopoly
. Answer

(b) A bilateral monopoly. exrsts when a market has only one supplier
and one buyer. The one supplier will tend to act as a monopoly .

_power and look to charge high prices to the one buyer. The lone

-buyer will look towards paying a price that is as low as. possrble .

[179] Charging lower price from senior crtrzens for railway trckets is an
~example of ‘ :
{a) Subsrdlzed pricing
" (by Concessional pricing

() Price discrimination
- (d)y Product prrcmg
" Answer -

(c) Under the third degree price dlscnmrnatlon price varies by -
attributes such as location. or by customer ségment. Here the
monopolist will divide the consumers into separate sub-markets

and charge d|fferent prices in different sub-markets. Examples:

- Dumping, charging different prices for domestic and commercial

“uses, lower prices in rarlways for senior citizens, etc.

{180] Which of the following is not a characteristic of perfect competrtron— |

(a) farge no. of sellers and buyers

. (b) freedom of entry and exit

" (o) Inefficient allocation of resources -
(d) Homogenecus Product.
Answer

| (1 mark)

{c) - Ineffrment allooatron of resources is not a characteristic of perfect :

competition. A market is said to be perfectly competitive if it has

large number of buyers and sellers, homegeneous product free

4372
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entry and exit, perfect mobility of factors of production, perfect

knowledge about the market condrtlons insignificant transaction

costs, no government interference and absence of coIIu5|on
[181] When the industry is dominated by one large firm, then it is - .

-{a) Full oligopoly = - : . (b) Syndicated oligopoly - _
(c) Organised oirgopoly (d) Partial oligopoly (1 mark) S
Answer '

(d) When the mdustry is dominated by one Iarge frrm then it is partial

oligopoly. Oligopoly is a form of |mperfect competition and- is

usually described as the competition .among a few. Hence,
Oligopoly exists when there are two to ten sellers in a market .
selling homogeneous or differentiated products. These firms sell .-
homogeneous as well as differentiated products in the market

[182] In oligopoly; sellers try to act as

(a) Price taker - BT () Prrce_ maker
{c) Price mdrcators (d) Price barriers

Answer '
(a) Oflgcpolres are price setters (makers) rather than prlce takers.

Barriers to-‘entry are high: The most |mportant barriers are -

government licenses, economies of scale, patents, access. fo -

- expensive and complex technology, and strategic actions by

* incumbent firms designed to discourage or destroy hascent firms..

'[183] The kinked demand curve is designed to explain _

(a) Price and output determination
(b) Price rigidity
. (c) Price leadership

(d) Collusion among rivals .

Arniswer. ' _

{(b) In the context of ofrgopoly, the krnked demand curve hypotheS|s.

' is designed: to explain Price rigidity. The curve is more elasfic:
‘above the kink and less elastic below it. This means that the-

(1 mark) .‘

response to a price increase is Iess than the response to a prlce' ‘

decrease

(1 mark) o
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'[184] In case of monopoly, the pnce elast|c1ty of demand is__
(a)- elastic ‘ . (b) more elastic o
{c) negative . _ (d) infinite {1 mark) -
Answer ' '

(¢) Monopoly power, also called market power is the abtllty to set

price. Firms with market power face a downward sloplng demand

_ curve. Hence, negative.
[185] The kinked demand curve model of ohgopoly assumes that _

(a) the’ response {of consumers) to a price mcrease is less than the_

response 1o a price decrease

_(b) the response (of consumers) to a price mcrease |s more: than the '

response to a price decrease
(c) elasticity of Demand is constant
"(d) demand is perfectly elastic.
Answer
(a) The kinked ‘deémand curve model of olrgopoly assumes. that

. response toa price increase is less t_han the response to a price

decrease, response to a price increase is more than the response

to a price decrease. Elasticity of demand is constant regardless of

- whether price increases or decreases.

- [186] In which form of the market structure is the degree of control over prlce :

- of its product by a firm is very Iarge'? :
(a) Monopoly :
(b) Imperfect competition
{c) Oligopoly ‘
(d) Perfect c:ompetrtlon
Answer :
(a) In monopolistic market structure the degree of oontrof over price
: . of its ptoduct by a firm is very Iarge
[187] Under perfect competition‘in the Iong run there will be :
{a) Normal profit ‘
- (b) Supernormal profit.
,(c) Production ‘
- (d) Cost

.' {1 mark)
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" Answer _ '
~(a) Inperfect competltlon in the long run there will be Normal profits.
Perfect Competition Long Run equilibrium results in all firms
receiving normal profits or zero economic profits.
[188] Degree of control over price is very conS|derabIe [

{a) Monopoly . :

(b} Perfect competition
(c) Oligopoly '

{d) Monopolistic competrtlon
Answer - : .
(a) In Monopoly market structure the degree of control overthe prlce .

of its product by a firm very large. In a monopoly type of market
structure, there is only one seller, so a single firm will control the
entire market. It can et any price it wishés since it has all the
market powers. Consumers do not have any alternative and must.
pay the price set by the seller. :
[189] In which of the. market firm price discrimination cannot per5|st
(a) Monopoly ‘

-(by Oligopoly ‘
(¢} Monopolistic Competrtron _
(d) Perfect Competmon

. Answer
(d) Ina monopoly, the seller adopts thle method of prrcrng to earn

: (1-mark)

' .( 1 mark)

~‘abnommal profits. It is important to .remember that price

- discrimination cannot persist under perfect competition since the
selier has no control over the market price of the product/serwce :
[1 90] Nuclear Power represents which type of market structure:-
{a) Government. Monopoly
(b) Perfect Competition
(¢) - Monopolistic Competition o
‘ (1 mark)

- {d) Oligopoly
© . Answer :
- (&) Nuclear power represents government monopoty type of market
) structure ‘ -
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[191] Monopoly market and Monopsony market ccmblnatlon is called
“(ay. Duopoly Market : :
(b) . Oligopoly Market ,
{c) Bilateral Monopoly Market
{(d) Monopolistic Market
Answer
(¢) Monopoly marketand mongpsony. market comblnatlon i called as
bilateral monopoly market : ;
[1 92] Marginal revenue curve lies.
~ competition due to '
(a) Below; product differentiation
- (b) Above; Barriers to entry
(c). Above; Product-differentiation
(d) None of these . '
_Answer

- .(1' mark)

(a) Marginal revenue curve [ies below its demand curve in -

monopollstlc competltrcn due 1o product dafferenttatlon

2022 - JUNE

[1931 In monopoly MRis___ AR.
(a) Lessthan-
~ {b) Greater than
(c) Equal
~ (d) “Any of the above
Answer: C

{a) In mcnopoly MR is ‘always less than AR, as AR L.e prices are - -

always greater then marginal revenue to eam economic proflt
[194] Non- Price competition typically occurs with in:
(a) Monopoly -
(b) - Perfect Competition
{c) Monopolistic .
(d) Oligopoly

4375 - 4378

its demand curve in monopolistic

(1 mark)

(1 mark):

(1 mark)
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" Answer:

(c) A monopollstlc competltlon has fon- price competition. In non pnce o

competition all firms are safe and they don't need 1o reduce the -
profit margins.. : '
Sellers attempt to prowde and promote their products not by

cutting prices but by incurting expendlture on pubI|C|ty and .

advertlsement

[195} On the upper side of kinked demand curve what is e[astlcny of

demand-
(a) Less elastic
-(b) Inelastic _
{c) Relatively elastic
{d) Infinite
. . Answer: : : }
- {¢) Onthe upper 5|de of kinked demand curve elasticity of demand j is
relatively more elastlc then elast|c|ty on the Iower side of demand.
curve. .
[196] Price rlgldlty is a ccncept of -
" (a) Perfect competition
{b) Monopoly.
{c) Monopolistic
{(d) Oligopoly.
Answer: ‘
(d) Pricerigidity is feature of oilgopoly as price does notchange easily

(1 mark)

(‘E mark) -

in response to change in demand. If an firm raises price others -

keep constant. Hence, |t is not ratlcnal to keep pnces mcreases
. so0 prices are rigid. :
[197] A firm should produce fllMC ___ MR .
(a) Greater : :
. (b) . Less
(c) Edual
(d) All of the above .
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Answer:

(c) According to the economic theory, a ﬂrm should expand"

- production until the point where marglnal cost is equal to margrnal
revehue. : .

' |2022-DECEMBER | .

[198] Which of the followmg statement is correct?
{a) Price rlgtdtty is an important feature of monopoly
{b) . Selling Cost are possible under perfect condition
(¢} Under perfect compsetition factor of productlon do not move freely
as there are legal restrictions _
A{d) Anindustry consist of many firms , L (1 mark)
Answer: o :

(d) Price rigidity is the important feature of ollgopoly and not

monopoly.

Selling costs are not possible under perfect competttion aswellas
monopoly market. Under perfect competition, there is freedom of

-entry and exit.

©* Anindustry consists of various ftrms Hence, option (d) is correct.
1 99] In which type of market there are farge number of buyer and seller with

identical produces:

(a) Imperfect competition

(b)- Oligopoly:-

(c) Perfect competition C .

“(d) Monopolistic competltlon g S {1 mark)
Answer: ‘ : ‘ B
{c). Features of pen‘ect competltlon

Large number of buyers and sellers

‘Homogenous / identical products.

Free eniry and exit.

PO

buyers and sellers.
Negligible transaction costs.
. All firms are individual price takers,

Perfect knowledge of the market condltlons on the part of .

'Scamter CA Foundation Paper - 4 (2023'S_yllabus) .

| [200]_ Kinked demand curve is also known as:

(a) Sweezy’s model

-{b} Adam’s model .

(c) Revisionary model . : o

{d} Economic trade model o S - {(1'mark)

Answer:; '

(a) The kinked demand curve hypothesis glven by an American
" economist Paul A Sweezy. Hence, this is called Sweezy's model.

[201] On the upper part of klnked demand curve the demand is:

(a) Elastic

~ (b} Inelastic

(c) Neutral PN o )
(d) None of the above _ EE o (1 mark) - -
Answer: ‘ S

(a) The upper segment of the kmked demand curve is relatively

elastic and the lower segment is relatlvely inelastic. The difference

-in elasticities is due to the particular competitive reaction pattern- -

assumed by the kinked demand curve hypothesis.

202] The long run equilibrium of a competitive firm is achreved at: .

(@) LAR=LMR =P =LMC =LAC
(b) LMR = LAR =LMC +1 =LAC
(c) LAR=LMR +1 =P+1=LAC

(d) P=LMC=LAC -LMR+LAR (1 mark)

Answer; _
(a) Inthelong run, under perfect competttion the market mechanism
~leads to optimal allocation of resources. The optimality is shown
- - by the following outcomes assomated with the Iong run equrllbnum
of the industry. - :
{a) The output is produced at the mrnlmum feasible cost
{b) Consumer pay the minimum possible price which just covers
g the marginal costi.e. MC = AR. (P =MC) :
. {c) Plant are used to fully capacity in the long run, S0 that there'
. is no wasiage of resources i.e. (MC = AC)
(d) Firm earn only normal profits i.e. AC=MR
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(e) Flrm maximize proflts (i.e. MC MFt) but the Ievel of profits
will be just normal '
() There is optimum number of firm in the mdustry
- LAR=LMR =P =LMC=LAC . : :
" [203] The producer is an oligopolistic market fixes its price at: :
(a) A price less than the price charged by a monopoly as well as a
perfectly competitive market
~(b)" A price more than the price charged by a perfectly competitlve
market as well as a monopoly

{c) A price higher than the one charged by a monopoly and less than '

. that of a perfectly competitive market .
(d)” A price higher than that charged by a perfectly competitive market
and less than that ofa monopoly N (1 mark)
Answer:
- {d) The producer in an ollgopollstlc market fixes |ts price ata prlce

“higher than that charged by a perfectty competltlve market and_

‘ . less than that of a monopoly.
" [204] Which of the foliowmg is a behaviour of ollgopoly‘?
(a) Group behaviour, ' :
- (b) Individual behaviour
(c) Relative behaviour. "
{d) None of the above
Answer: '

. (a) The theory of oligopoly |satheory ofgroup behaviour, not of mass -

~ or individual behawour and to assume profit maxlmlsmg
behaviour.

[205] Where there are Iarge number of letters in a market and there is very

high degree of. competmon between them the elast|0|ty of supply is:
“(a) infinite’ S . . ,
- (b) zero

(c) more than one

(d) less than.one - (1 mark)

(1 mark) K
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| Answer: ' : : :

(b) Where there are Iarge number of sellers in a market and there is

very hlgh degree of competltlon between them the elastimty of- B

- supply is zero. '

. i{206] Which of the followmg market may earn supernormal proflt inthe Iong

run:

(a) Perfect competltlon

{(b) Monopoly -

(c) Monopohstlc

(d) Noneofthese ..

Answer: ' : : '

(b) Monopoly being. only single setier in the market can eam
- SUpernormai proflts in the long run. S

'(1. mark) B

[207] “Product dltferentlatlon” is characteristlc of:
(&) - Perfect competition S
{(b) Oligopoly competition
(c) Monopolistic competition
(d) Duopoly competition -
Answer: : :
(b) Monopolistic Competltlon : S
. Product Differentiation is . essentlal feature ef Monopollstlc
competition. S
[208] “Kinked demand c:urve” hypothe5|s explalns WhICh of the foIIowmg _
concept?
{(a) Price leadership
. (b) Price rigidity -
(c) - Group behaviour
( ) Independent pricing

L mark) |

| {1 r'nark).
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Answer: -
(b) Price ngrdlty

“Kinked Demand Curve”in Olrgopoly explalns the concept of Prrce o

rigidity.
[209] In which type of Market, product is homogeneous in nature’? '
" (a) Pure.Qligopoly :
(b) Pure Monopoly
{c) . Pure-Duopoly. -
(d) Pure. Competltlon
~Answer: .
(d) Pure Competition

-Pure Competition is a market where there are Iarge number of
© buyers and sellers dealing with same homogeneous good and ‘

there is free to entry and free exit.

[210] When new firm enter into market and compete W|th eX|st|ng firm is a

situation called'?

(a) 'Open Oligopoly

(b). Open.Dligopoly

(¢} Collusive Qugopoly
(d) Competitive Ollgopoly
Answer: - '

(a) Open Ollgopoly

On the basis of entry and’ exrt olrgopoly is classrfied as open'
. oligopoly and close oligopoly. - Here, new firms are entering and-

competing with- existing firm. It is open oligopoly.
[211] Which of the following is characteristics of Monopoly 7
(a) Industry is dominating by larger: no. of frrms
. (b) Freedom to entry and exit .
(c) No close substitutes
(d) Only two firms in the market
Answer:
(c) No Close Substitutes.

Monopoly is characterlsed by No close substrtutes and Slngle- -

' seller

4381 4382
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" [212] Not an objective of Price Discrimination?

" {a) To enjoy Economics of scale .
{b) To dispose off surplus stock "

(¢) To escape foreign market. - S
-'(1rmark) o

(d) To secure equrty through prrc;ng
- Answer: : ‘
(c) To Escape Forergn Market
To escape foreign

market |s not an objectlve of prlcej B
discrimination. : :
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{1] Rampant unempioyment is found |n
(a) Boom
(b} Recovery
(c) Contraction .
(d) Depression

- Answer:
{d) Because very much unempioyment is seen in depressmn

i mark)

" [2] According to which economlst trade cycle is a pureiy monetary

phenomenon
{(a) Schumpeter (b_). Pigou _
(c) Hawtrey (d) Marshall (1 mark)

Answer: .
(c) ‘Trade cycle is purely Monetary phenomenon is sald by one and .
' only Hawtrey

[3] Greatest depression suffered by economy in WhICh year..

(a) 1924 (b) 1930 - S
~ (¢) 2008 (@) 2008 (1 mark)
- Answer

(b) 1930 isa year in'which greatest depressmn suffered by economy

. [4] Last stage of recession is called

(a) Depression - .
. (b) Recovery -
- {c) Slowdown Ll
.(1 mark)

{(d) Al of these.

Answer:

(a) Depression is the iast stage of recesszon and not sfowdown and
recovery
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[5] Inthelongrun; a reductlon in Iabour supply. would cause output to_
and the aggregate price level to .

(a) fall; rise -(b) fall, fall o .
(c)- rise, fall ' (d) rise, rise: {1 mark) '
Answer:

e (a) Hfirmin Iong run, reduce supply of labour then it erI cause falt in
r output whereas rise in aggregate price.
[6] Which of the followrng macro economic variables would you include in
' an index of leading economic indicators?
(a) Employmerit ~(b) ‘Infiation
(c) Real interest rates
Answer:
f (d) The variables that change before the real output changes are called’
leading indicators’. They often change prior to large economic

: adjustment It wrlt include residential investment as one of its

‘variables.
. [7] Industries that are extremely sensitive to the business cycle are the
" {(a) durable goods and sefvice sectors :
" {b) non durable goods and service sectors
(c). capital goods and non-durabie goods sectors -
(d). caprtat goods and durabie goods sectors -
Answer;

(d) Capital goods and durable goods both are of same nature i.e. long -
- term period. These both goods are extremely sensitive to the -

business cycle. Without these business can not go smooth by.
[8] An economic variable that moves in the opposite direction as aggregate
economic activity down in expansrons up in contractions is called.
{a) ‘procyclical {b) counter cyclical
. {¢) a-cyclical (d) a leading varrable
Answer:
(b) An economic variable -that moves i the oppaosite drrectron as
aggregate economic activity (down in expansron and up in
contractron) is called counter cycllcal -

- 4386
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9] How many phases are their in. busmess cycle"-'

4.385 :

(d) Residential investment: (1 mark)_ o

c : {1 mark)

(1 mark)‘
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- (a) Four
(b) Five
(c) One
{d) Many.
Answer: : -
(a) Business cycle has4Phases expansion, peak contraction, trough.

¢

(1 mark)

{1 0] The world economy suffered the longest, deepest and most wadespread _

depression of the 20" century durlng’?
(a) 1934
(b) 1928
(c) 1930
©{d)y 1932
Answer: . o
(¢) Theworld economy suﬁered mostwrdespread depressmn ofthe20h .
Century during 1930s. It started in US. :
[1 1] Business cycle is contagious and-
(a) Local '
{b) Regional
- (c) National
{d) International
Answer:

in character?

(1 mark)

- (d) Business cycle is Internatronal in characteras |t effects all overthe = -

world. .
[12] Which External Factor affect the busmess cycle’?
(a) Population growth
(b} Variation in govern_ment spendlng
(c) Money supply
(d) Macro economic polrmes
. -.Answer: ' ‘
~(a) Popuiatlon growth is the factor which'affects busmess cycte '

(1 mark)

(1 mark) ‘
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(131 Which internal factor affect the Business cycle'? '

(a) Fluctuations in investment
{b) Natural factors

| .-(c) Technology shocks

(d) Population growth ' o "~ {1 mark)
Answer: - : o ' ’

. {a) Fluctuations in Investment is the Internal factor which affect
‘business cycle.

[14] Whose statement out of these is false?

(a) Hawtrey — “Trade cycle is purely Monetary phenomena

- (b) Keynes ~ “Fluctuations in aggregaie Demand”

(o) Pigou — “Fluctuations in invesiment” o

(d) Schumpeter — “Innovations™ =~ P (1 mark)

“Answer: ‘

{c) According to Ptgou modern business activities are based on
anticipation of business’ communlty and are affected by waves of
optimism or pessrmlsm

[15] When once peak'is reached mcrease in demand is halted then

_ phase begins? :

(a) Trough

{b) Contraction

* (c) Expansion

~ (d) Tréend - o ' - {1 mark)
. Answer: ' .
(b) Once peak is reached increase in demand is halted and start

decreasing in-certain sectors and therefore ‘phase of contraction

hegins.

[16] Fashion Retailer is busrness of'?

(a) Cyclical business
{(b) Sun rise business
(c) Sluggish business

" (d) None of these' - o (1 mark)

Answer:

(a) Business whose fortunes are closely by related to the ratee of

economic growth are referred to as cyclrcal business.
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[17] Features of busmess cycles fnclude’? '

{(a) Occurs periodically

(b) Have four different phases

(c) Originate in free Market Economy : ' _ :
(d) All of the above: B | L (I mark)

- Answer:
~ (d) Feature of. busrness cycle are:

. It oceurs periodically although they do not exhibrt same regularlty
2 They have four distinction phases: : '
3. It oceurs in free market économy.
4. It is pervasive in hature
Therefore (d) is the right. optton all of the above

2019 - MAY .‘ ‘

[18] Which of the followmg is true about leadlng mdrcators‘?

(a) Measurable economic factors
(b) Changes after real output
(c) Both (a) and (b) ' o - T
(d) None - o (1 mark) "

o Answer :
- (@) A'leading indicator is a measurable econom|c factor that changes

before the economy starts following a partlcular trend/pattern

[19] The internal causes of business cycle is
S (a) Fluctuation in effective demand

(b) Technology shocks 1
{c) Both (a) and (b)

()’ None -‘ o B : I 'ma'rl<)

Answer @ B
(a) Business Cycle is the downward and upward movement of Gross
Domesti¢ Product (GDP) around its long term- growth trend The

. internal causes of such movement rncludes e
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(|) Fluctuations in effective demand
(i) Fiuctuations in investment
(iiiy Variation in government spending -
(iv) Macro economic policies '
{v) Money supply '
{vi) Psychological factors
‘The external causes are:
(i) Post war reconstruction
- (i) Technology shocks
(i) Natural factors.
(Y Populatlon growth. ) o
[20] Economlcs actrvrtles will be dechnmg in the phase of :
- (a) Expansion ‘ : ‘
{b) Depression
“(¢) .Contraction

(d) Peak - (1mark)-

~ -Answer :
7 (e) An expans:on is characterlsed byi rncreasmg employment economic
: growth and’ upward pressure on prices. A peak is the highest point
~ when the economy is at- maximum al!owable output, fuiI
employment. :
Contractionis charactensed where growth slows, economic activities
declines pricing pressure subside.
Depression is the point where the economy has hit a bottom from
“which next phase of expansion and contraction WI|| emerge
[21] Business Cycle occurs. ‘
 (a) Periodically
{b) In different phases
{c) Both (a) and (b)

(d) Noneoftheabove co R S {1 mark) .

Answer :
- (c) Business cycle have certain features such as:

» It occurs periodically although they do not exhibit the same. |

regularlty Its duratron and mtensrty varies. -
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et have distinct phases ot expanswn peak contractton and
‘trough with indefinite length. :
Thus, option (€) is correct.

[22]‘ According to some economists, "~ - are the prime'causes of

business cycles. .

.‘ - {a) Fluctuations in effective demand

{b) Fluctuations in investments
{c) Macroeconomic polrcres o g - s _
{d) All of the above =~ == : — 7 (1 matk).

" Answer :

(b) Business cycles occur due to various causes whlch cah be both "
external orinternal. These includes:. ~ -+ :

Fluctuations in effective demand - ' '

Fluctuaticns in investment (Prime Cause)

Variation in Government spending

Macro economic policies

Money supply.

Hence, optton (b) is correct:

[23] Which is not related to great depression of 19307°

(a). It started in USA -

" (b) John Maynard Keynes regarded Ioweraggregate expendrture as the '

cause

"() Excess Money Supply _ S
(d) Both (@ and(b). - ' : (1 mark)

Answer :

(c) .-The Great Depression- of 1930 was started in US and became' o

worldwide. The British economrst John Maynard Keynes regarded
lower aggregate expenditures in the economy to be a cause. of
massive decline in employment and income. The economies of the.
. world came out of recession and entered the expansion phase due
to increase in money supply, mternatlonal mﬂow of gold, rise in
" government spending etc. :
Thus, optlon (c) is not related to great depressu)n of 1930.
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[24] Which of the following is not the phase of business cycles'? : [26] Which is not the character:stlc feature of expansmn phase in busmess
(a) Prosperity - . _ B cycie‘? : ‘ : :
{b) Upswing ' ‘ "~ (a) Increasein natlonal output -
-+ (c) Reconstruction _ _ : : {b): Unemployment
. (d) Depression - ' . (1 mark) (c) Rise in price and costs o o : R
Answer : ‘ . - C S {d) Boost in busmess confidence ' , ~ {1 mark)

. _Answer (b} _
(b) Expansion phase in business cycle is: charactensed by increase in -
- national output, more employment oppoftunities, sales, profits, rising -
stock prices. Prices and costs also tend to rise faster. There is an
increase in prosperity, high standard of living, business confidence.-
- The growth rate slowly reaches to the peak. Thus, unemployment is
not the characteristic feature of this phase -
[27] “Modern business activities are based on the antICIpatlons of busmess
o . community and are affected by waves of optlmlsm or . pessimism,
= Trend . accordingto
(@) Pigou.
(b) Keynes.
~(¢) . Hawtrey o j Co : o -
- (d)y Schumpeter o _ : S {1 mark)'. :
~ _Answer: : : - :
‘(a) According to Plgou “Modern business activities are based on the
“anticipations of business community and are affected by waves of

optimistic or pessnmnsm” ‘
“(d) None of the above o

(1 mark) 2019 - NOVEMBER _
Answer : . : '

(a) Boom and depressron are the turning points. Boom or Peak is the

(c) A typical business cycle has 4 dlstmct phases '
. 1. Expansion/upswing :
2. Peak/Prosperity: o
3. Contrachon/Downswrng/Recessmn '

4, Trough/Depressmn

YA ‘. Pek . . Peak

-
Lol

=Y

[25] Boom and depressmn in busmess cycle are
(a) Turning pomts '
(b Equilibrium points
(c) Both (a) and (b)

' [28] Find the odd mian out:

highest point where economic growth stabilises for short time and
then moves in reverse direction and 'same is Wlth trough or
_ depression. : .

‘Which-of these is not a commdent factor?
- (a) Retall sale .

(b} Industrial productlon
(c) Inflation _ S o
{(d) New orders for plant & machme ' S . (1 mark)
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Answer:
(d) Coincident indicator are also called concurrent indicators, coincide
. or occur simultaneously with the business - cycle movements
_ For Example: (GDP) Gross domestic product
+- - Industrial production
+ Inflation o
'« Personal income
+ . Retail sale .
»  Financial parket trends,
. But new orders for plant and machine is a leading indicator.
[29] Excess capacity.in cap|tai industries leads to
- {(a) Peak
(b} Trough
(c) Expansion

(@ Recovery -~ oo 'm'a{rk)__'-
.. Answer: T o ' -
(b) Excess capacnty in capital industries Ieads to trough atypical feature

of depression is the fall in the interest rate. With lower interest rate,

the demand for holding liGuid money (i.e. in cash) increases.
Industries, especially capital and consumer durable goods mdustry,_ -

suffer from excess capacity. .

[30] Here, growth moves in reverse dlrectlon

(a) Peak -

(b) Expansmn

(c) - Contraction _ : _ o

(d) Recovery o L e {1 mark)

Answer: ' ‘ e

-(a) The term peak refers to the top or the hlghest pomt of the business
- cycle. In the later stages of expansion, inputs are difficult to find as

- they are short of their demand and therefore input prices increases.
This is the end of expansion and it occurs when economic growth

. has reached a point where it will stabilize for a short time and then
_move in the reverse d|rectton
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[31] Fr|ct|onal unemployment exists in
{a) Peak

(b) Contraction -

(¢} Expansion R R .
-(d) Recovery' _ S : : (1 mark)-

Answer:

(c) Frictional unemptoyment exuats in expansion phase ie., there |s_
increase in national output there is involuntary unemployment is -

almost zero and whatever unemployment is there is either frictional’

(i.e. due to change of jobs, or suspend word due fo strlkes or dueto - -

imperfect mobility of labour etc.

[32] In which stage maximum production occurs. -

{a) Peak

{b) Expansion .

(c) Boom or Expansion , D . Z
{d) Trough or boom ' S . (1 mark)
Answer: '

(a) The term peak refers to the. top or highest point | of the busmess

cycle. Here in this stage maximum production occurs. Inputs are . -

difficult to find as they are short of their demand and therefore input
prices increases. This stage is the end of expansion and it occurs
when economic growth has reached a pomt where |t will stabilize for
short pericd of time.

" [33] Unemployment is caused due to structural changes is known as'? _

(a) Ethnic unemployment

(b) Involuntary unemployment

{c) Structural : o

(d) None IR ' - o (1 mark)
Answer: IR ‘ '

: {€) Unemployment is, caused due to structural changes is known as
structural unemployment. It is almost zero and whatever .-

“unemployment is there is either fictional (i.e. due.to change of jobs, -
strike) or structural unemployment caused due to structural changes
in the economy. And all these types of unemployment occur in
expansmn phase ) '
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[34] At trough productron is?

(a) High

(b) Low

(¢) Negative - . . ‘ ‘

(d) None | R R (1 mark)

Answer: : o

(b)- At trough productron is-low. It is a situation where there is Jower
rate of interest people s demand for holdlng llqmd money (| e.in
cash) increases.
Despite lower interest rates, the demand tor credlt declmes because

investors confidence has fallen. At the depth of depression all -
economic activities touch the ‘bottom and the phase of trough is -

‘reachied. It is a very agonizing period-causing lots of distress for all,

7

[35] Stage at WhICh actual demand is stagnated'?
. (a) Peak :

(b) Boom or Peak

(c): Contraction

(d} Tough - B : : {1 'mark)

Answer:

(b) Peakis a stage at which. actual demand is stagnates As peak refers

. to thetop or hrghest point of the business cycle. Quiput prices also
rise rapidly leading to incréased cost of living and greater strain on

fixed income earners. Consumers begin to review their consumption’
. expendituré on housing, durable goods etc. Actual demand
_ stagnates. This is the end of expansion and it occurs when
.. .economic growth has reached a point where it will stabilize for a - .

_ 'short time and then move in the reverse direction.,
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[36} A change of reactron producer cancel thelr order in whrch stage'?

(a) Peak
(b) - Contraction

- {c) Trough

(d) None - o B - o - Rt mark)

- Answer:

(b} Contraction is a stage where economy cannot endless by grow.

During contraction, there is fall in the levels of investment and o
. employment. Producers being aware of the fact that they have . -

-indulged in excessive investment and over production, respond by

holding back future investment plans, cancellation and stoppage of . " -

orders for equipments and all types of inputs mctudlng Iabour

[37] Which of the following is true:

(a) Depression is severe form of trough

{b) Depreciation causes fall in interest rate. '

(c) Both (a)and (b) T = R
(d) None - , . . o '(1 mark)
Answer: ' '

(a) Depression is the severe form - of trough Dunng th|s phase of

business cycle growth rate' becomes negative and the level of
national ‘income ‘and expenditure declines rapidly, Demand for _
~ -products and services decreases, prices are at their lowest and

decline rapidly forcing firms to shutdown several productron facmtles -

. decreases, prices are at their lowest.
- Itis a very agonizing period causing Iots of dlstress for all.

[38] China’s recent slowdown caused

(a) Cycle of decline and panic across the world.

‘(b) Countries across the globe were abte to msulate themselves .

from the cfisis..
(c) Stock Markets in the emergmg economrcs !argely remalned-.
unaffected

. (d) Old technology fueled the economlc decllne o " (1 mark).

Answer:

" (a) A decling’in Chrnas economy had caused adverse affect on other o

- countries. tt causes decline and panic across the world.
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Business cycles are contagious and are international in character.
They begin.in one country and mostly spread to other.countries
through trade relations. Forexample, the great depression of 1930s
" in the ‘USA and Great Britain affected almost all the countries,
. especially the capitalist countries of the world. B
[39] What of the following are not external causes?.
{a) Past war reconstruction - Lo
{b) Population growth
* {c) "Technology factors

(d) Fluctuation in effective demand - (1 mark)

Answer: . S S

(d) External cause or exogenous factors which may lead to boom or
bust are ' S C
(8) Wars

(b) Postwar Reconstruction

(c) Technology shocks -

{d) Natural shocks

(e) Popuilation growth o : _ :

« llustration in effective demand is a internal cause:

2020 - NOVEMBER

- ; [40]-Moderh-busi'n:ess'activitiés are based on the anticipations; of business

community and are affected by waves of optimi§m {or) Pessimism is said
-(a) Hawtrey
~ (b) Pigou .
(¢) .Keynes
~ (d) Schumpeter
Answer: '

' (b) Thefamous author Pigou said Modern business activities are based -

~" on the anticipations of business community and are affected by
waves of optimism (or) pessimism. - :

4397
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[41] Which of the following phase occurs after threat and before peak?
(a) Expansion - o o o . N

(b) Depression ‘
(c) Boom
(d) Recession .
 Answer: , - - - _
(a) Expansion is the phase which occurs after trough and before peak.
Expansion is characterizedby increase in hational output and an
-other economic variables. S , o
[42] Which, indicators coincide as occur simultaneously with the business -

. cycle movements?
(a) Lagging
(b) Ledding

" {c) Concurrent

- (d) Legal. - .
Answer: - o : ' _ -
(c) .Coincident economic indicators also called as concurrent indicators - .

coincide or occurs: simultaneously with - the ‘pusiness cycle
movements. © - .. o :

[43] What is the most visible sign of recession in an economy?
(a) Faliin the level of employment ' S

‘(b) Rise in the inventory cost . '

"(¢) Fullin price leve! .

{d) Weakening stock market

‘Answer: - ‘ -

{c) Falls in the price level is the most appropriate and visible 'sign of .
recession In an economy. ‘ o T

(1 mark)

(1 4m'ark)

Ky marlé).

[44] Taxation policy of government is th.e part.of:

(a) Monetary Policy , :

(b) Fiscal Policy . ~ o : - L

(c) Exim Policy - R : : :

(d) Industry Policy’ .

.Answer: : R : : .

(b) Taxation policy of government comes under fiscal policies of the -
-government. = ' B :

(1 mark)
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[45] During the phase of tough of business cycle, the growth rate become:
{a) High : ‘ '
(b} Low
{c) Negative
(d) Zero -
Answer:

( 1 mark)

(c) During the phase’ of 'trough of busmess cycte the growth rate

. becomes negative. .
[46]

starts to follow a particulars pattern of trend,

{&@) Leading indicator

(b) Coincident indicator

(¢) Heading indicator

(d) Concurrent lndlcator

Answer: -

(a) A Leading indlcator isa measurable economic factor that changes '

before the economy starts to follow a particular pattern or trend i.e.
" they change before the real output changes.
1471 Which of the following is an internal cause of business cycles?
(a) Wars .
(b} Natural factors
(c) Fluctuation in effective demand
(d) Popuiation growth
- Answer; :
(¢) Fluctuation in etfectlve demand are the rntemal gauses of busmess
cycle rest are the external causes of busmess cycle.
48] Phases of business cycles are;
{a) Expansion, peak, contraction and trough
- '(b) Bottom, recession, tough and boom
(c) Peak, depression, trough and boom
(d) Peak, depression, bust and boom
Answer:
(a) Phases of business cycles are: .
" Expansion, peak, contraction and trough.

‘ (1 mark)

4399 4400

is measurable economlcs factor that- changes before e_conomy_ _ [50] During the phase__

l(1 mark) '

(1 mark)._
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[49] Which is not an example of commdent mdlcator'? '
(a). Inflation -
(b) GDP

- {c) Interest rate. :
(d) Financial market trend
Answer :
(c) Interest rate is hot the example of comcrdent indicators rest are the

-examples of coinciderit indicators. . ‘
there is fall in level of i mvestment and emp!oyment

(1 mark)'_

- (a) contraction |
(b} depression
(¢} boom
{d)' recovery
Answer: :
{a) Duringthe phase of contraction there is fall mthe level of rnvestment_ _
and employment.

[51] The most important feature of busmess cycie is;
(a) Persuasive nature
(b} Regular length
(c)- Periodic intensity
(d) ‘None '
Answer: - ' : _
{a) Persuasrve nature is the most lmportant feature ofa busmess cycle

£
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[52] Feature of
holding liquid money
(a) Contraction -
(b} Peak :
{c) Trough & Depressmn
(d) Recovery. :

( 1 mark) |

(1 mark)'.'

:(1 m‘a}kj :

is fall in mterest rates and people 5 demand for' L
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- Answer: o
(¢) Trough and- Depressmn '
Feature of Trough and depressron is fallin interest rates and people
~ demand for holding liquid money.
[53] Busrness that are more vuinerable to charges in busmess cycle and

- as
(a) Vulnerable Business
~(b) Cyclical Business
(c) Leading Business
. (d). Lagging Business
- Answer: o
. {b) Cyclical busmess

Business that are more vulnerable to changes in busrness cycle and o

~whose features are closely linked to rate of economic growth are
.called as cyclical business.

[54] Op'ﬂmIS'EIC and Pessimistic mood of business commumty also affects the

economic activities is view of
{a) Hawtrey

(b} Schumpeter "

(¢) Pigou -

(d} Marshall --

Answet:
- (e) Pigou”

: (_1 mark)

the economic activities in view of Pigou. ‘
[55} According to hawtrey, which of the following is correct?
(a) Trade Cycle occurs as a resuit of innovation
(b} Trade Cycle is purely monetary phenomenon
“{c) Fluctuatron in economy activity is due to fluctuation in demand
(D Fluctuation in government expenditure -
" Answer: :
(b) Trade cycle i is purely monetary phenomenon
According to Hawtrey, Trade cycleis pure!y monetary phenomenon

- 4.402

whose fortunes are closely linked to rate of economic growth are called

(Amark) - [57] During recession, the unemployment rate

Optlmistlo and F'e53|m|st|o mode of busmess communlty also etfects o

- (1 mark)
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‘ [56] The term busmess cycle refers to

(a) The ups and downs'in productron of commodities -
~(b) The fluctuation.ievels of economic activity over a period of time -
{c} Decline in economic activities over prolonged periOd of time
(d) Increasing unemployment rate and diminishing rate of savings o
. . : (1 mark)
Answer: : '
(b) The fluctuatmg ieve[s of economlc actrvrty over a penod of time- |
The term business cycle refers to ﬂuctuatlng Eevel of economlc :
. activity over a period of time.: :
and-output
(a) Rises; Falls .
(b) Rises; Rlses
‘(c) Falls; Rises
* {d). Falls; Falls
-, Answer:
(@) Rises; fails :
During recession, the unemp!oyment rate rises and output falls,

( ma;k) '

' (58] Which of the following is not a characteristic of business cycles?

(a) Busingsscycles have senousconsequenoes on the wellbeing of the ‘
. society ' .

{b) Business cycles oceur perlodroally, although they do not exhibit the -

same regularity ‘
(c) Business cycles have uniform oharacterlstlcs and causes:
(d) Business c:yc:les are oontaglous and un predlctable :
Answer:.
(c) Busmess cycle have uniform charactenstlos and causes.
. Business cycle do not have uniform characteristics and causes.
[59] According to trade cycles occurs due onset of innovations. -
 (a) Hawtrey S L '
. (b). ‘Adam Smith
(c) J. M. Keynes
(d) Schumpeter

(t mark.). )

s

L (1mark)
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Answer:
~ (d) Schumpeter

According to Schumpeter trade cycte occur due fo onset of

] innovations.

[60] A méasurable economic factorthat changes before the economy starts o

follows particulars pattern/trend is:
_ (a) Leading Factor -
(b) Lagging Factor
{¢) Coincident Factor : o .
(d) Concurrent Factor -, o : " (¥ mark)
Answer: B ' ‘
(a) Leading Factor ‘
A measurable economic factor that changes before the economy
starts follows particular trend is leading factors
[61] Coincident indicators are.also known as__.

(a) logging indicators :
{b) Concurrent indicators
(c) Effective indicators : : . -
(d) Leadingindicators L _ . (1 mark)
Answer: - - '
" {b) Concurrent indicators

Coincident Indicators are known as concurrent |nd|cators

~ [62] Business cycle is contagious and in character? .

() Local R ‘
~(b) ‘Regional ' o AN

{c) ‘National ' . . _
- {d) International S _ _ -~ (1'mark)
~ Answer: ' o S '
“(d) International

Business cycle is rnternatronal in character as |t ‘effects aII over the .

~ world.
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_ _[63] The world economy suffered the longest deepest and most wrdespread

depression of the 20‘h century durtng
- (a) 1934 .
(b) 1928
(c) 1930 - : ' . : ; .
C(d) 1932 S : L (1 mark)
Answer: ' - :
(c) 1930
- The world economy suffered most wrdespread depressron ofthe 20™
" century during 1930's. It started in US.

2021;' -_,Ju:_v

[64] Variable that change before the reaI output: change are called as:

(a) Leading indicators
(b) Trade cycle
(c) Lagging indicators - . R -
(d) Businesscycle - . oo (1mark)
Answer: I o S e e
" (a) Leading Indicator -~ - : " :
A measurable economic factor that changes before the economy g
starts follows particular trend is known as leading: factor -
[65] Which business cycle phases are known as Turning pomt'?
(a) Trough and Depression” - .
“(b) Peak and Trough
(c) Expansion and contraction o _
- (d) PeakandBoom - . .. ¢ '(1 mark)
Answer: S L -
- (b} Peak and troughs of busmess cycle are known as coltectlvety'
Turning pomts :
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[66] Variables that change after real output changes are known as

. (a) Leading indicators :

"+ (b) Cyclical indicators
"(c) Lagging indicators
(d) Coincident indicators.
Answer:

(c) Variables that changes after real output changes are known as
lagging indicators.-

_[67] In which of the foIIowmg phase ot a busuness cycle actuai demand
' stagnates'-' ' :

(a) Expansion

(b) Peak

{c) Contraction

(d) Ftecovery

Answer:

(b) This is the end of expansion and it occur when economic growth has
reached a point where it will be stabilize for short time “Actual
 demand stagnates.” In peak of business cycle where actual demand

: stagnates. .

[68] In a typical business’ cycle in WhICh phase supply exceeds demand
(a) Expansion’ . ‘
(b) Peak
(c) Contraction
(d) Recovery
- Answer:

(¢) InaContraction of business cycle where “Supply exceeds demand”.

‘The consequences is mismatch between demand and supply.
[69] The rhythmic Fluctuations in aggregate economic activity that an
economy experiences over a perlod of ttme is catted ' :
- (a) Business cycle '
{b) Recession
(c) Contraction phase

(d) Recovery " (1 mark)
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Answer

(a) The rhythmlc fluctuatlons is aggregate économic activities that.an
economy experlences over & penod of tlme are calied “Busmess
Cycle”,

[70] Which phase of busmess cycle is characterlsed by increase in national - -+

‘output, employment aggregate demand,’ capital and consumer
expenditure sales, profits etc ? : e
(a) Depression
(b) Contraction
(c) Trough ‘
(d) Expansion
Answer: _ : - o :
(dy The expansion phase is characterised by increase .in National
output, employment, aggregate demand, sales, profit, rising stock
prices. This states continue till there is full employment of resources
and production is at maximum, :
{71] Coincident economic indicators are atso catled as:
(a)' Leading indicators
(b) Headed indicators
(c) Concurrent indicators
“(d) Capacrty |nd|cators
~ Answer:
{c)- Comctdent economic mdlcator also caIIed concurrent mdrcators
coincide or occur simuitaneously with the business cycle movement.
[72] Which of the following is not a features of business cycle?
{a) Business cycle are contagious and are international in character -
(b) Business ¢ycle have uniform characteristics and causes '
(¢} Busingess cycle have serious consequences on the well belng ofthe’

(1 mark)

( 1 m.ark)

society
(d) Business cycle generally ongrnal in free market economics .
AR o (1 mark)
Answer

- . . (b) Business cycle. have uniform charactenstlcs and cause It is not a

feature of Busmess Cyote
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Features of Business Cycle: .
- Business cycle occur periodically.

» ~Business cycles have dlstlnct phases expansmn peak,

. contraction and trough.
"+ Business cycle do not have umform characterlstlcs and causes
' [73] Internal cause of Business cycle is:
(a) Fluctuations in investment
(b} Natural factors '
{c) Technology shocks
(d) Population growth
“Answer: '
(a) Internal.cause of Busmess Cycle are:’
(). Fluctuations in Effective demand.
. (i} Fluctuations in investment
(iii). Variations in government spend;ng
{iv) ‘Magcro Policies .
(v) Money Supply
' [74] Excess capacity in caprcai mdustries Ieads to
(a) Peak :
(b) Trough
{c) Expansion
(d). Recovery.
Answer:

(b) Excess capacity in capltal mdustnes Ieads to trough a typlcal feature -

of depression is the fall in the interest rate. With Iower interest rate,
" the demand for holding liquid money (i.e. in “cash) increases.

Industries, especially capital and consumer durable goods lndustry,

_ suffer from excess capacity. =
[75] According o, whom “Business Fluctuation are tte outcome of some
Psychoioglcat states of mind of busiress commumty
(a) Marshall »
- (b) A.C.Pigou
. (¢) J. K. Hicks
- (d) Schumpeter

4407 "
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(1 mark)
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Answer _ '
{b) According to P!gou Modern business cycle activities are based on
the anticipation of business community and.are affected by waves
~ of optimism or pessimism. Business fluctuation are the dutcome of :
these psychological state of mind of busmessmen

12021 - DecEMBER

[76] is when economic activity is increasing?
(a) Peak o
(b) Depressmn :
(c) Expansion
{d) Contraction.
Answer :
(c) The economy is movmg out of recession.. Money is cheap to :
borrow, businesses build up mventorles ‘again and consumers '
start spendmg GDP rises, per capita income grows, '
unemployment déclines, and equ:ty markets generalty perform"f
-~ well:

(tumar,k)_. :

-[77] According to Wthh economlst trade- cycle is a pure!y monetary

" phénomenon
“(a) Schumpeter
. {b) Pigou
_(c) Hawtrey
(d) Marshall
- Answer . | o
(c) Accordmg 16 Hawtrey, trade cycle is a purely monetary.
phenomenon Unplanned changes in the supply of money may
. cause business fluctuation in an economy.
i78] ' |sameasurable economic factor that changes at the same
- time when economy starts to follow a particular pattern of trend.
(b) Coincident Indicator
(d) Headlng indicator. . .
_ (1 mark) .

4 mar

- (a) Leading Indicators
{c) Lagging Indicator
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[79]

~ 180]

4.408

Answer

(b) A third type of rndlcator is coincident  indicator.’ Commdent :

~ economic indicators, also called concurrent indicators, coincide or
oceur simultaneously with the business- -Cycle movements. Since

‘they ¢oincide fairly closely with changes in the cycle of economic.

activity, they describe the current state of the business cycle. In
other words, these indicators give information. about the rate of

change of the expansion or contraction of an economy more or. -

- less at the same point of time it happens. A few examples of
~"_¢oincident indicaiors are Gross. Domestic Product, industrial
production, inflation, personal mcome retail sales and financial
market trends such as stock market prices.
Acoordlng to

(b) Hawtrey
() Pigou
(d).- Marshall
Answer ‘

‘(1 mark)

(a) According to Keynes ﬂuotuatrons in economic activities are due -

to fluctuations in aggregate effective demand (Effective. demand

“refers to the wrllmg_ness and ability of consumers to purchase
goods at different prices). In-a free market .economy, where .

- maximization of profits is the aim of businesses, a higher level of
| aggregate demand will induce businessmen to produce more. As

- ’a result, there will be more output, income and employment.
- However, if aggregate demand outstrlps aggregate supply,. it.

causes inflation.

phase ] categorlzed by mcrease in natlonal output .

employment, aggregate demand, capltal & consumer expendlture
(a) Expansion '

" (b} Contraction
(c) Peak
©{d) Trough

fluctuations in econhomic actnnties are due to |
~ fluctuations in aggregated effective demand.
- (a) Keynes

4.410

8]

82

. mark)"’ |

A{d) ICICI
" Answer
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Answer .
(a) The expansron phase is: characterlsed by increase. in national
output, employment aggregate demand, capital and consumer

expenditure, sales, profits, rising stock prices and bank credit. This

state continues -till there is full employment. of resources and

productlon is at its maximum possible level usmg the available

~ productive resources. Involuntary unemployment is almost zero

and whatever unemployment is there is either frictional (i.e. due to

-change -of jobs, or suspended work due to strikes or due to .

imperfect mobility of labour) of structural (i.e. unemployment :
caused due to structural changes in the economy). Prices and
" costs also tend to rise faster. Good amounts of et investmeni -

. oceur, and demand for all types of goods. and services rises. -
There is altogether mcreasmg prospetity and people enjoy high
standard of- living -due to high levels of consumer spending, S
business confidence; production,. factor incomes, profits and
investment. The growth rate eventually slows down and reaches.
its peak. .

In.India, Monetary policy |s 1mplemented by .
(a) RBI

~ (b) SEBI

{c} SBI : : .
- (1:mark)

(a) The Reserve Bank of India (RBI is vested with the respon5|b|l|ty :
- of conducting monetary policy. This responS|b|Itty is explicitly
- ‘'mandated under the Fleserve Bank of India Act, 1934.
Highest point of busmess cycle is known as . .
(a) Peak oo o _
(b) ‘Expansion o ' _
(c) . Coniraction

(d) Trough (1 marky
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[83]

- [84]

{d) They have uniform characteristics _‘
‘Answer -

Answer
(a) The term peak refers to the top or the hrghest point. of the

. business cycle. in the later stages of expansion, inputs are difficult
to find as they are short of their demand and therefore, input

prices increase. Output prices also rise rapidly leading to

increased cost of living and greater strain on fixed income eamers.

Consumers begin to review their consumption expenditure on

' housing, durable goods etc. Actual demand stagnates. Thisis the
end of expansion and it occurs- when economic growth has
reached a point where it will stabilize for a short time and then .

" move in the reverse direction.
Which of the following is the characterlstlc of business cycle?
(a) It is sporadic in nature
(b) Itis contagious
{c) Itis complex in nature

(b) Business cycles are contaglous and are :nternatronal in character

They begin in one country and mostly spread to-other countries

through trade relations. For example, the great depresswn of
1930s-in the USA and Great Britain affected almost all the
countries, especially the caprtalrst countries of the world.
Economic indicator required to pl’ediCt the turnmg point of busrness
cycie is: . :
(a) Leading Indicator ...

.' .(b) Lagging Indicator

{c) Coincident _
{d} All of the above
Answer’

,(d) Economic mdrcator requrred fo predlct the turnlng pornt of

business cycle is:

(a) Leading rndrcator '
(b} Lagging indicator
(c) Coincident

4.411°
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(1 mark)
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[85]

[88].

{d) Trough

~{d) None of the above
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fnvoluntary unemployment is zero in:

(a)  Expansion = ' :

{b) Peak '

(c) Contraction

{d) Trough

Answer : :

(a) In expansion, mvotuntary unemployment is almost zZero and
whatever unemployment is there is either frlctlonal or structural

Actual Demand Stagnates in:

(a} Expansion

(b) .Contraction -

(c) Peak

(1 m'ark.)'. B

(1 mark)
Answer - : S : i
(c) Actual Demand Stagnates when there is a end in expansron and

" beginning of peak. ' :

So demand stagnates at peak” Here consumers begln to review

there expenditure.
Typical feature of- depressron |s

in the m_terest rafe;
(a) Fall - '

-(b) Rise.

{c) Constant e K
(1- mark)
Answer . '

(a) Depression is the severe form of recession people demand for .

liquid money increase résulting in decrease/fall in interest rates.
~ Fall in interest rate is a typical feature of depression. -

‘Indicator which changes after the real output changes?.

(b)- Coincident indicator
(d) Concurrent Indicator _
' (1 mark)_-

(a) Lagging Indicator
{c} Leading indicator
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- 4.413

Answer ,

o (a) Lagging indicators reflect the economies hlstorlcal performance

NCE

they are observable after an economic trend or pattern already

occurred.

Variables that change after real output changes are “Lagglng ;

- indicaiors”.
Coincident indicator is also known as:

{a) Concurrent Indicator

- (b) Lagging Indicator

91]

- {d) Restaurant -

{c} Leading Indicator

(d) Nong of the above

Answer :

(@) Coincident indicator is also known as concurrent indicator as
these are occurring SImuItaneoust with the. busmess cycle
movements..

What is leading indicator in the followmg‘? ,

(a) Change in GDP ' ' -

(b) Change in Stock

( mark)

- (¢) Unemployment

(d) Commercial Ieadlng Actl\nty (1 mark)

- Answer _
- (b) Leading mdacators are;

(i}. Changes in stock price.
(i) New orders for capital goods.
(i) New orders for consumer goods:
sector can not be.a oyohoat busmess

(a) Electric goods

(b} House building
(c) .Agriculture

Answer

(c) Business whose fortunes are, closely tinked to the rate of
"economic growth are cyclical businesses.
Ex— Fashion. Retanlers electric goods restaurants house buuldmg

(1 mark)

4414
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Which of the following is correct?

{a) Recession is severe form of depression -

(b) Depression in a severe form of recession

(c) Incase of depressmn interest rates rlses

(d) "Ali of the above S

Answer ‘

{(b) Depression is severe form of recession. :
Recession when is complete and severe contractlon in the
economic activities pushes economy into phases of depresswn

‘The lowest point in the business cycle is referred to as -

(a) Peak -

(b). Recession

(c) Trough

{d) Expansion

Answer -

| (1 marlrj

(1 mark) :

“(e) The Lowest pomt in busmess cycle is referred as trough itis the |

lowest point of business cycle in contrast to peak / boom.
Which of the following is not the main feature of busmess cycle?.
{(a) Occurs periodically
(b) Profit variation
{c) Worldwide impact
(d) Asynchronous
Answer
(d) Asynchronous S
- Reason: There are several feature of a Busmess Cycle glven '
below: : o
Occurs Periodically
Synchroncus
‘Major Sectors are Affected -
Profit Variation '
Worldwide Impact

(1 rnark) .

-

e
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[85] WhICh of the fotlowrng is.not an example of cychc:al busmess'?
“(a) Fashion retailers
. (b) House Buiiders -
- (c) Restaurants

(d) Washlng powder' o S A _‘ (1 mark)

Answer

(d) Busmesses whose fortunes are closely influenced to the rate of

~economic growth are referred to as “cyclical” businesses. These

include fashion retailers, electrical goods, - house-builders, .

restaurants, advertising, overseastouroperators construction and
other infrastructure firms.
[96] Recent example of the business cyole is the housrng bubble of the US
_economy. This bubble got. burst in:
(@) 1930
(b) 1998
- {c) 2000

@ 2007 - o | ' ' “ ‘ '.(1 mark)"_

. Answer:

- (d) The ‘housing bubble of the US economy get burst in the second _'

half of 2007.
[97] Peaks and: troughs of the busmess cycle are coliectrvsly known as:
(a) Volatility -
{b) Turning points .
© {c} Equilibrium points

- {d) Real business cycle evsnts ' R : (‘1 mark) '

Answer: o
(b) Peaks and troughs of the busrness cyc[e are. coIIectweEy known as

- turning pomts

' 98]
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WhICh of the fotlowrng charactenstlcs does not belong to expansron ..
path of business cycles'?

:(a) Consumer spending on goods and services tend to rise

(b} Business confidence fends to rise
(c) Interest rates and profits tend to rise o _
{(d) Unemployment tendsto rise _ ' , (1 mark)'

" Answer:

_(d) Durrng expansion path of busrness oycles there is aitogether ,7

mcreasrng prosperity and people enjoy high'standard of living due
to high levels  of -consumer spénding, business confidence,
production, factor incomes, ‘profits and mvestment Involuntary -
unemployment is almost zero.

Which of the following is not a fast—movmg consumer goods'?

(a) Groceries : . : :

(b) Bakery ER

(%) Confectionaries '

(d) Automobile . - _ _ oo (1 mark)

Answer: B -

“(d) Explanatlon Fast- movrng consumer goods also known as
consumer packaged goods, are products: that are sold qurckly and
“at a relatively low cost. Examples include non-durable household
- goods such as packaged foods, beverages, toiletries, candies, -
cosmietics, over-the-counter drugs, dry 'goods, ‘and other
consumables. :
Hence, automobile industry products are not regarded as tast
moving consumer goods.

.[100] The phase of business cycle in ‘which growth rate becomes negatlve

. and the level of national income and expendrture declines rapidly .

‘resulting in wrdespread unemployment:
(a) Contraction
(b) Recession

‘(c) Depression . o _ : : o
~(d) Recovery o T {1 mark)



-‘[Chapter 5] Busrness Cycles o

Answer: (c)

{c) Depression is the severe form of recession and is characterized

by extremely sluggish economic activities. During this phase of
business cycle, growth rate becomes negative and the level of
national income and expenditure declines rapidly, i
K [101] Trade cycles occur as a result of mismatch between . aggregate
' demand function and aggregate supply tunctrons who said this?

(a) Pigou , :

{b) Schumpeter -
. (c) Hawtrey

(d) Keynes

Answer:

(1 mark)

(d) Trade cycles occur as a result of mlsmatch between aggregate "

demand function and aggregate supply functlons was -said by

- . Keynes.
102] Accordmg to trade cycles occ‘ur due to onset of innovations.
(a) Hawtrey (b) Adam Smith _ _
(¢) J.M. Keynes (d) Schu’mpeter qa ma'rk). -
CAnswer:

{d) According to Schumpeters innovation theory, trade cycles occur
as a result of rnnovatlons whlch take place i in the system from time
“of time.
[103] Which one of the following factor is an external cause or endogenous
factor which may lead to boom or bust?
{a) Economical factor (b} Social factor

-(c)- Natural. factor S (d) tndustnal factor {1 mark)
Answer: . ' ‘ ‘ :
(c) External causes of business cycles are:

- 1. War S ‘

- 2. Postwar reconstruct_ron

3. Technology shock
. 4. Natural factors \
- B

Population growth - -

4417 © 4418
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[1 04] arethe vanable that change afterthe real output changes’?

(a) Leading indicator - - ‘(b) Lagging indicator
(c) Coincident indicator - ' {d) Concurrent 1ndrcator

e ' . (1 mark) -~
Answer: '

- (b) Lagging indicators reflect the aconomy’s hrstoncal performance :

' and changes in these indicators are observable only after an -
economic trend or pattern has already occurred. In other words,.
variables that change after the real output changes are called
“Lagging Indlcators

' [105] According to monetartsts the prime causes of busmess cycles are;

(b) Monetary supply -
(d Present prices

(a). Change in aggregate demand

(c) Innovations -

Answer: .

(a} Accordingto some economlsts fluctuatlons ininvestments are the o
prime cause of businesscycle. Investment spending is considered
to be the most volatiie component of the aggregate demand.

(1 mark) ; |

[1086] ‘Corporate protlt’ is an example of which type of indicator?

{b) Coincident indicator
(d) Concurrent indicator p
(1 mark)

.(a) Leading indicator
(c) Lagging indicator- -

Answer :
. (c) - Corporate profit is an example of lagglng |nd|cator that change.
after real output change _ _ .

2023 - ‘JUNE 3l

[107] Coincident indlcators are also called as: _ '
~{a) Lagging indicator (b) Leading |nd|cator
~(¢) Concurrent :ndrcators (d} None - (1 mark)
Answer: ) :
{¢) Concurrent Indlcators o ‘
Commdent rndrcators are also called as concurrent mdacators
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[108] Increase . in natlonal output and other economic varlables is a

characteristics of
(@) Trough .
- {b). Depression
. (c) Contraction
{(d) Expansion -
Answer:
_{d) -Expansion

in busmess cycles

In expansion phase national output and all other economic

" variables increases.

[109] Those variables that change before the real output changes pnor to‘ '

_large economic adjustments are called as:’
{a) Coincident indicator
- {b) Leading indicator

“(c) - Concurrent indicator

(d) Lagging indicator -
- Answer:

(b) - Leading Indlcator

" Leading Indicators change before real output changes prlor to

large economic adjustments:

1110} Which of the following variables charges after reaI output changes” _ '

{(a) Coincident indicator - : (b) ‘Lagging indicator’
- {c¢) Concurrent indicator - - (d) Leadlng lndtcator(t mark)
Answer: = T

(b) Lagging. Ind|cator . :
L.agging md:cators shows the vartance after real output changes

[111] Which of the followrng is.not an internal factor‘? .
(a) Fluctuations in Effective Demand
(b) Fluctuations in Investment
{¢) Macro Economic Policies
~ (d) PostWar Reconstructton )
Answer: . - .
(d) Postwar Fteconstructlon . .
Post war reconstructlon is an external factor not 1nterna| factor

~ "’4.4_19 '4.420

(1- mark)

o miark)

: '..(1 mark) )
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[112] In which phase of business cycles Ievels'of lnvestment and .
: employment falls? : -

“(a) Peak _ (b) Ftecessmn
(c) Expansron (d) Contraction {1 mark)-.
- Answer: . : - . - Co

(d)- Contraction - ‘
Under contraction, the demand falls, mvestmentfalls employment
falls and economy falls.

[113] Which of the following is not an example of tagglng 1ndicator’P

{a) Consumer price index . . (b) Labour cost per unit - ;

(c) Commercial Iendlng (d) Personal income(1 mark) -

Answer; S o

(d) Personal !ncome ' : :
Personal Income i is a coincident Indlcator not a Iagglng lndlcator

[114] Not a phase of Bus;ness Cycle

{a) Peak . (b} Trough
(c) Expansion : . {d) Heconstruchon (1 mark)_ _
Answer: - : : :

(d) Heconstructlon :
- Reconstruction is not the phase of busmess cycle _

[1 15] Which of the following is Extreme ‘or Exogenous factor that Iead to
boom or burst? | -
(a) Economic factor
(b) Social factor
(c) Natural factor

(d) Industrial factor
~ Answer:

(c) Natural factor :

Natural factor is exogenous factor that lead to boom or burst

C(tmary

[116] Which of the following Industries are less sensitive to Business Cycle'?”

(@) Consurner Goods Industry
(b) Durable Consumer Goods Industry
(€) Travel and Tourism Business

" (d) Food Grain Process_lng Industries - (1 mark)
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Answer

" (d) Food Grain Processmg Industrles ‘

Food Grain Processmg Industries are less sensitive to business
cycle. . ‘

[117] Which is a feature of Business Cycle‘?

o {c} Periodical Regularity

o

(2]

gc

(o) Psychologlcai factors
-Answer:

(a) Pervasive in Nature :
(b) Occurs.in Restrictive Market Economy
(d) It has same reasons - (1 mark)
Answer: ' '

_{a) Pervasive in Nature

Since, Business Cycle is a contlnuous process and it oceurs in a
flow hence it is pervaswe in nature.. -

| PRACTICE QUESTION OF MCQ

The four phases of the business cycles are:
(a) Peak, recession, trough and depression.
(b) Peak, recession, trough and boom

'(¢) Peak, depression, trough and boom
. {d) Peak, depressmn burst and boom

Answer:

(b) Peak, recessmn trough and boom

Great Depressmn occurred during:

(a) 1930 (b) 1947
“(c) 1857 . - (d) 2000
_Answer‘ ' v

(a) 1930

internal causes of depressnon inciudes
(a) Fluctuation in investments (b} Money supply
(d) AII of these

- (d) All of these

4.421 "
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Externat factors for depression’ does not mclude ,

{a) Population growth (b) Technology shocks

" {c). Macro economic pohmes (d) Post war reconstruction

Answer: -

(o) Macro. economic polrcles Co -
isthe measurable economic factorthat changes before | '

economy starts to follow a partlcular pattern or trend: . '

(a) Leading indicator {b) Lagging indicator -

(c) Concurrent rndscator - {d) Coincident indicators.-

-Answer: : o '

(a) Leading indicator : o

The Rhythmmﬂuctuat:ons in aggregate economlc actwlty over a period Lo

of time are called: . '

* {a) Business cycles.

(c) Both (a) and (b).

(b) Trade cycle_s.
~(d)” None of these..

{c) Both (a) and (b) , : ' : _ :

- According to : _modern business activities are based on :

the anticipation of business communltles and are affected by waves of -
optimism and pessimism: .

(a) Pigou (b) Hawtrey

(c) Keynes (d) Schumpeter
- Answer: - R :
'(a) Pigou

According to _ trade cycles occurs as aresult of innovation
which takes place in the system from time to time: '

{(a) Pigou {b) Hawtirey.
(¢} Keynes - :(d) Schumpeter
Answer: o

(d) Schumpeter o

Variables that change after real output changes are ‘
(a). Leading indicators - {b) - Lagging indicators -
(c) Coincident |nd|cators - (d) None of these
Answer: - o o
(b) Lagglng |nd|cators '
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[10]

Severe form of recessron is called: -
(b) Depression

. (a) Boom
(¢) Trough- (d) Recovery
Answer: ' o

{(b) Depression

_ Industries which are extremely sensmve to busmess cycles mcludes
(a) Non durable goods :
(b) Service Sector

- {c) Capital goods and- durable goods
. (d) ‘None of these :

- [12]

~{c) Equilibrium pomte

119

[14]

Answer:

(c) Capital goods and durable cost :

Peaks and troughs of the business cycles are- known cotlectwely as:
(@) Turning points (b) Indicators .

(d) Contraction

Answer:. : =

{a} Turning points. -

During recession output:

(a) Falls - (b} Rises.

{c) Expands (d) None of these.
Answer; 7

-{a) Falls

Business cycles generally originate in:
(a) Free market economies L
(b) Imperfect economies

{c) Developed nations

(d) Low growth economies

- Answer:

15

(a) Free market economies
‘At the time of Great Depressmn of 1930, GDP feil around:

{a) 14% - (b) 15%
(¢) 20% (dy 25% -
Answer: ’ e

(b) 15%

4.423
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‘The hsghest polnt of busmess cycle is known as:
(a) Trough “(b) - Peak

{(c) Trend (d) Boom
Answer: o
{b) Peak.

During the slow down of economy,
(a) GDP is increasing at fast rate
{b) GDP is increasing at slow rate

a {c). GDP is decreasing at fast rate - .

[18]

{d) All of these

Answer: : -

. (b} GDP is increasmg at slow rate

The economic boom is charactensed as penod when
(a) Rising employment _

(b) High demand of imported goods

(c) Increase in mvestments

(d) All of these

Answer:

(d) Allofthese .- o
Which macro economlc varlables are excluded from Ieadmg economlc
- indicators: - '

b) ReS|dent|al mvestment '
(d) Inventory investment

(a) Industrial productlon
(c) Money supply
Answer:

(a) - Industrial productlon
When aggregate economic activity is dec!lnlng, is the phase of:
(a) Expansion _ {b) Contraction

() Recovery- {d) Trough '

‘Answer:. -

(b) Contraction
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Multiple Chorce Questlons

1.1 Natlonal Income Accountmg
1,

Which of the followrng is NOT a component of Gross Domestrc Product

- (GDP)?. .
(@) Consumptlon

{b). Investment

-(c) Government Spendrng .

(d) Imports.
Answer: -

"~ (d) Imports

Explanatlon

Imports are not mcluded in Gross Domestic Product (GDP) calculations

because GDP measures the value of goods and services produced

“within a country's borders. Importing goods from other countnes is not

considered as part of a country's-production.

Which of the following is the correct formula for caiculatlng Gross '

Domestic Product (GDP)?

(a) GDP = Conisumption + Investment + Government Spendlng
- Consumption -+ Investment + Government Spending +

(b) GDP =
‘ Exports—lmports

(c) GDP = Consumptlon + Investment + Net Exports

(d). GDP =
Exports

Answer;

(b)y -GDF —'Consumptlon + lnvestment + Government Spendlng +
Exports - lmports

4.425 -

Consumptron + Investment + Government Spendlng + ‘."
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Explanation:

‘This formula represents the expendlture approach to calculatrng GDP
+ taking into account consumption, mvestment governmentspendrng and

net’exports (exports minus imports). _
Which of the following is a measure of a countrys Gross Natlonal

.. Product (GNP)?. . .
(a). The total value of all goods and services produced within a country's-

borders in a specific period. : _
(b) The total value of all goods and services produced by a country's
residents, both domestically and-abroad, in a specific period. - '
{c) The total value of all goods and services sold by a country to other '
countries in a specific period.
{(dy The total value of all goods and serwces produced by a countrys
domestic companres ina specmc perlod .

- -Answer:

(b) The total value of all goods and services produced by a country's.
residents, both domestlcally and abroad in a specrfrc penod

Explanation:

Gross Naticnal Product (GN P) measures the total value of all goodsand

services produced by a country's resrdents regardless of whether they E

are located within the country's borders or abroad: :

- Innational income accounttng, "Net Domestlc Product (NDP)"is defined
as: -
" (a) Thetotalvalue of aII goods and services produced within a countrys -

borders in a specific period.

{b) The total value of all final goods and services produced W|th1n a

country's borders in a specific period. :
{c) Thetotal value of all goods and services produced wrthrn a country s
. borders minus depreciation in' a specific period.
(d) The total value of all goods and services produced by a country 8
residents, both domestlcalty and abroad in.a specific penod '
Answer:

-{c) Thetotal value of all goods and services produced W|th|n a country 8

borders minus deprematron in a specific’ penod
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- Explanation:

Net Domestic Product. (NDP) |s a. measure of a countrys economrc' h
~ output that considers depreciation (wear and tear on capital goods)to -
account for the difference between Gross Domestic Product (GDP) and N

the net value of capital goods used in the production process.

- Which of the followrng is NOT a component of Gross Domestlc Product'

(GDP)?

(a) Government Spendrng
{b) Consumption

{¢c) Investment -

(d} Imports -

Answer:

(d} Imports
Explanation:

GDP only considers the value of goods and services produced wrthrn a.

‘country's borders (domestic production). Imports represent goods and
services produced abroad, and they are not included. in GDP
- calculations.

What does GNP stand for in natronal income: accountrng'? -

(a) Gross National Product :

{b). GrossNet Profit -~ .~~~

(c) Government National Payment :

(d) General Natlonal Practrce -

Answer: -

(a) Gross National Product

Explanatron

- GNP stands for Gross National Product which measures the total value -~

- of goods and services produced by a country's residents (both
" domestically and abroad) during a specific period.

Which of the following represents the formulafor caiculatrng GDP (Gross :

Domestic Product)

' (a) GDP = Consumption + Government Spendrng + lnvestment +

Exports - Imporis

(b) GDP = Consumption + Government Spendrng - Investment +‘ |

Exports +imports
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(c)' GDP = Consumptron + Government Spending + lnvestment --

Exports. - Imports :

(d) GDP = Consumptron - Government Spending + Investment +.
Exports - Imports .

Answer:

' (a) GDP = Consumption + Government Spendrng + Investment +

Exports - Imports
Explanation:
GDP is calculated by summing up the consumptlon by households

-government spending, investments made by businesses, and net =

exports (exports minus imports).

" In national income accounting, what does the term "drsposabie income" .

refer to? ‘

(@) The total income earned by a natlon S reS|dents

(b) The income that individuals have after paying taxes. _

{c) The total income earned by a natron ] resrdents mrnus government o
spending. '

- (d) The income earned from forergn souroes

Answer: i
(b) Theincome that mdrvrduals have after payrng taxes

Explanation: .

: Dlsposable income refers to the rncome that |nd|V|duals have at their
- disposal after paying taxes. It is the money avallable for personal‘ -

spending, saving, or investment. .

" Which of the following is NOT inctuded in the calculatron of Gross,_ ‘

Dornestic Product (GDP)?
(a) Government spendmg
{(c) Imports.

Answer:

{(c) Imports
Explanation: -

(b) Consumer spendrng
{d) Exports

'GDF'is a measure of the total economic output of a country It rncludes
‘consumer spending, government spending, and exports (goods and" -
services produced domestically and sold abroad). However, imports.



- {Chapter -6 Unit 117 Nationallncome Accounting‘

4.429

(goods and services produced abroad and sold domestically) are not

included in GDP because they are already accounted for in lhe flnal :
- - sales of domestro goods and services. :
-10.

Which of the following i§ used to measure the total income. earned by a

‘country's residents, regardless of their location?

" (a) Gross Natronal Product (GNP)

GNP measures the total income earned by a countrys resrdents_
~including income . eatned abroad
domestlcally and the net income eamed from foreign assets and

(b) Gross Domestic Product (GDP)
_(c) Net National Product {NNP)

(d) Net Domestic Product (NDP)
Answer:

(a) Gross Nat:onal Product (GNP)
Explanatlon '

it includes the income earned

investments. In contrast, GDP measures the totaleconomic output within

a country's borders, regardless ot whether the income is earned by

REEE R

residents or foreigners. ;
In National Income Accounting; depreciation of capital refers tc»
(a) The decrease in the value of a nation's currency

. (b) The decrease in the value of physical assets dver time

(e} The decrease in the goverment's. budget deficit

() The decrease in consumer spendlng on durable goods

- Answer: _
- {b) The decrease i in the value of phy5|cal assets over time

Explanation:

" Depreciation of capital in Natlonal Income Accountrng refers to the wear
and tear or obsolescence of physrcal assets (e.g., machinery, buildings)

used inthe productlon process Itisalgo known as “capital consumption”
cap|tal depreciation.” Depreciation is deducted from the Gross

Domestrc Product (GDP) to arrive at the Net Domesti¢ Product (INDP) or
from Gross Natronal Product (GNP) to arrive at Net National Product

(NNP).

4.430
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Which of the following is an example of a transfer payment |n Nat|onal '
Income Accounting? -
(a) Salary of a government employee _' g

(b) Social Security benefits

- () Income earned from selling goods

'__direct payments from the government to eligible recipients without any -
. production of goods or services in.return.
13.

~ (a) Consumption (C) -

(d): Corporate taxes pard to the government

Answer: -

(b) "Social Securlty beneflts

Explanation: '

Transfer payments are payments made bythe government to indlwduals

~or other entities where no goods