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UNIT 1 : (INTRODUCTION)

Introduction

1; The term ‘Economics’ owes its
origin to the Greek word.

(a) Aikonomia
(b) Wikonomia
(¢) Oikonomia
(d) None of the above

2. Economics in terms of Dynamic
Growth and development defined by

(a) Adam Smith

(6b) Robbins

(¢) Alfred Marshall

(d) Paul A Samuelson

[Nov. 2020]

3. Adam Smith published his mas-
terpiece “An enquiry into the nature
and causes of wealth of nations” in
the year

(a) 1776

(b) 1786

(c) 1789

(d) 1790

4. Which book of economics is known
as first book of modern economics?

(a) An Inquiry into nation

(b) An inquiry into wealth of nation

(¢) An inquiry into wealth
(d) Wealth of nation
[Nov. 2019]

5. Oikonomia means

(a) Industry

(b) Management of household

(¢) Services '

(d) None of these

6. The book “Wealth of Nations” was -
written by

(@) Alfred Marshall
(b) Join Robinson .
(¢) Adam Smith

(d) Robert Malthus

[Jan. 2021]

7. Economists regard decision mak-
ing as important because:

(a) The resources required to satisfy
our unlimited wants and needs
are finite or scarce.

(b) It is crucial to understand how
we can best allocate our scarce
resources to satisfy society’s
unlimited wants and needs.

(¢) Resources have alternative uses.
(d) All of the above.

1.1




1.2 NATURE AND SCOPE OF BUSINESS ECONOMICS

8. are responsible for all

economic problems
(a) Alternative resources
(b) Unlimited wants
(c) Scarcity of resources
(d) Others

[Nov. 2020]

9. ‘Economicsis the science of choice
making’. It implies:

(@) No choice is to be made

(b) Choice to be made between
alternative uses

(¢) Choicetobe made between means
and ends

(d) None of the above

[CA CPT Dec. 2012]

10. The famous book abbreviated as
“The Wealth of Nations”, which is
also considered as the first modern
- work of Economics, was written by

(a). Frederic Engels

(b) Karl Marx

(¢) David Ricardo.

(d) Adam Smith

[July 2021]

11. The concept of socialist economy
was propounded by Karl Marx and
Frederic Engels in their work. The

Communist Manifesto was pubhshed
in the year.

(a) 1947 (b) 1848
(c) 1949 (d) 1950

12, Which one is the feature of
Marshall’s definition?

(a) Limited ends
(b) Scarce means

(c) Study of wealth as well as study
of man

(d) Stud}ll of allocation of resources
[CA CPT June 2010]

13. According to Robbins, ‘means’
are:

(a) Scarce
(b) Unlimited
(¢) Undefined

(d) All of these
[CA CPT Now. 2007]

14. Scarcity definition of Econom-
ics is given by.

(a) Alfred Marshall
. (b) Samuelson

(c) Robinson

(d) Adam Smith

15. The definition “Science which
deals with wealth of Nation” was
given by:

(a) Alfred Marshall
(b) A C Pigou
(¢) Adam Smith
(d) T B Say
16. Economics is the study of:
(a) How society manages its unlim-
ited resources

(b) How toreduce ourwants until we
are satisfied

(c) How society manages its scarce
resources

(d) How to fully satisfy our unlimited
wants
[CA CPT June 2008]
17. In Economics, we use *‘scarcity”
the term to mean: ‘

(a) Absolute scarcity and lack of

resources in less developed coun-
tries.

e ——————
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(b) Relative scarcity i.e. scarcity in
relation to the wants of the society.

(¢) Scarcity during times of business
failure and natural calamities.

(d) Scarcity caused on account of
excessive consumption by the
rich.

[Nov. 2019]

18. In Economics, we use the term
scarcity to mean:

(a) Absolute scarcity and lack of
resources in less developed coun-
tries.

«(b) Relative séarcity i.e. scarcity
in relation to the wants of the
society.

(¢) Scarcity during times of business
failure and natural calamities.

(d) Scarcity caused on account of
excessive consumptxon by the
rich.

19. An economy exists because of
two basic facts i.e.

(a) Human wants are limited and
resources are unlimited

(b) Human wants are unlimited and
resources are unlimited

(¢) Human wantsare unlimited and
resources are scare

(d) Humanh wants are limited and
resources are abundant

[Jan. 2021]

20. What implication(s) does re-
source scarcity have for the satisfac-
tion of wants?

(a) Not all wants can be satisfied.

(b) We will never be faced with the
need to make choices.

(¢) Wemustdevelopwaystodecrease
our individual wants.
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1.4 NATURE AND SCOPE OF BUSINESS ECONOMICS

(e) Business firms, governments,and 29. There is need of economic study,

the nation as a whole.

25. Economic goods are considered
scarce resources because they

(a) Cannot be increased in quantity.

(b) Do not exist in adequate quantity
to satisfy the requirements of the
society.

(c) Are of primary importance in
satisfying social requirements.
(d) Are limited to man made goods.

26. ‘Economics is the study of man-
kind in the ordinary business of life’
was given by:

(a) Adam Smith
(b) Lord Robbins
(¢) Alfred Marshall
(d) Samuelson
[CA CPT Nov. 2006]

27. Consider the following and
decide which, if any, economy is
without scarcity:

(@) The pre-independent Indian
economy, where most people were
farmers.

(b) Amythical economy whére every-
body is a billionaire.

(c) Any economy where income is
distributed equally among its
people..

(d) ‘None of the above.

28. Human wants are in
response to satisfy their wants?

(a) Unlimited
(b) Limited
(¢) Scarce
(d) Multiple
[CA CPT Nov. 2018]

because—

(a) The resources are limited

(b) The wants are unlimited

(¢) The resources are unlimited

(d) Both (a) and (»)
30. The benefit of economic study
is— . ;
(a) Itensure thatall problems will be

appropriately tackled

(b) It helps in identifying problems

(c) It enable to examine a problem
in its right perspective

(d) It gives exact solutions to every
problem

31. Economic goods are consid-
ered as scarce resources because

(a) Inadequate quantity tosatisfy the
needs of the society

b) Not possible to increase in quan-
! t1ty

(c) Limited hands to make goods

(d) Primaryimportance in satisfying
social requirements

[CA CPT May 2019]

32. The meaning of time element in
Economics is:

(a) Calendar time
(b) Clock time

(c) Operational time in which supply
adjusts with the market demand

(d) None of the:above
[CA CPT June 2015]

33. All wants of an individual are
not of:

(a) Equal importance
() Immediate importance

e EEE———
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(c) Fixed importance
(d) All of the above
[CA CPT June 2015]

Meaning of Business Economics

34. refers to the
process of selecting an appropriate
al{ernative that will provide the most
efficient means of attaining a desired
end, from two or more alterative
courses of action.

(a) Decision making
(b) Strategy

(¢) Problem Solving
(d) Effectiveness

35. Which of the following is not
within the scope of Business Eco-
nomics?

(a) Capital Budgeting
(b) Risk Analysis
(c) Business Cycles
(d) Accounting Standards
[Nov. 2019]
36. Business Economics is

(a) Abstract and applies the tools of
Microeconomics.

(b) Involves practical application
of economic theory in business
decision making.

(¢) Incorporates tools from multiple
disciplines.

(d) (b) and (c) above.

37. Business Economics is also
known as?

(a) Applied Economics

(b) Managerial Economics

(c) Micro Econgmics
(d) All of the above
[CA CPT Nov. 2018]

38. The question of choice arises
because our productive resources

(a) Are limited

(b) Can be employed in alternatives
(¢) Both (a) & (b)

(d) None of the above

39. The management of a busi-
ness unit generally needs to make

(a) Strategic Decision

(b) Tactical Decision

(c) Operational Decision '

(d) All of the above
40. Concept of Business Economics
was given by:

(a) Joel Dean '’

(b) Alfred Marshall

(c) Adam Smith

(d) L. Robbins

[CA CPT May 2018]

41. Which one of the following is in-
correct about Business Economics?

(a) Tt is applied economics that fills
the gap between economic theory
and business practice.

(b) Business Economics integrates
economic theory with business
practice. -

(¢) Business Economics is also re-
ferred to as Managerial Econom-
ics. :

(d) Business Economics is more
concerned with Macro Econom-
ics.
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42. The managerial economics—

(a) Is Applied Economics that fills
the gap between economic theory
and business practice

(b) Is just a theory concept

(c¢) Trains managers how to behave
in recession

(d) Provides the tools which explain
various concepts

Definitions of Busmess Eco-
nomics

43, _defined Business
Economics in terms of the use of
economics analysis in the formula-
tion of business policies.

(a) Joel bean

(b) Karl Marks
(¢) Adam Smith
(d) Schumpeter

44. Business Economics is essen-
tially acomponent of
asitincludes application of selected
quantitative techniques.

(a) Pure Economics

(b) Applies Economics
(¢) Statistical Economics
(d) None of the above

45. Which of the following is not
included in Economics?

(@) Family Structure
(b) Managerial Economics
(¢) Micro Economics

(d) Macro Economics

46. The heart of Business Econom-
ics is

NATURE AND SCOPE OF BUSINESS ECONOMICS

(a) Micro Economic Theory of the
behaviourof consumers and firms
ih competitive markets.

(b) Macro-Economic Theory of the
national income

(¢) Income Economic analysis to
analyze the industry

(d) All of the above

[CA CPT Nov. 2018]

Micro and Macro Economics

47. Which one of the followingisnot a
subject matter of Micro-Economics?

(@) Behaviour of Firms
(b) External Value of Currency
(¢) Factor Pricing
(d) Location of Industry
48. Micro economics does not study
(a) Consumer behaviour
(b) Factor pricing.
(¢) General price level
(d) Firms equilibrium
[CA CPT Dec. 2015]

49, Micro Economics is also known
as

(a) Public Economics
(b) Income Theory
' (¢) Demand Theory
(d) Price Theory
[Nov. 2020]
50. Micro Economics is the study of:
(a) Individual parts of the economy
(b) The economy as a whole
(¢) Choice making
(d) Development of the economy
[CA CPT June 2016]
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51. Micro economics is also known
as :

(a) Public Economics
(b) Price Theory
(c) Income Theory
(d) Demand Theory
[Jan. 2021]

52. Economics is classified into

(a) Normative & positive
(b) Micro & Macro
(¢) Internal & External

(d) None of the above
[June 2023]

53.Mrs. Reshma, a CEO of acompany
had decided to expand the business
by introducing a new product into
market. She hires a consultant to
guide her for deciding the pric-
ing of the new product, study the
consumer behaviour and the staff
requirements.

Approach of consultant will be to-
wards

(a) Applied Economics
(b) Econometrics
(¢) Macro Economics
(d) Micro Economics
. [Dec. 2021]

54. The branch of economic theory
that deals with the problem of al-
location of resources is

(a) Micro-Economic theory.
(b) Macro-Economic theory.
(¢) Econometrics.

(d) None of the above.

55. Which of the following is not the
subject matter of micro economics?

(a) Consumer Behaviour
(b) Foreign Exchange Rate’
(¢) Behaviour of Firms

(d) Location of Industry
[June 2023]

56. Micro economics theories deal
with
(@) Productions and Cost analysis
(b) Government Policies
(¢) Total Consumption
(d) Soclal and political environment
‘ [Dec. 2021]

57. Which of the following is used
for allocation of resources?

(a) Micro-Economics
(b) Marco-Economics
(¢) Econometrics
(d) Descriptive Economics
: [Nov. 2019]
58. Which of the following is not

the subject matter of Business Eco-
nomics?

(a) Should our firm be in this bu51-
ness? .

() How much should be produced
and at price should be kept? -

(c) How will the product be placed
in the market?

(d) How should we decrease unem-
ployment in the economy?

59. The branch of economic theory
that deals with the problem of al-
location of resources is:

(a) Micro Economics
(b) Macro Economics
(¢) Econometrics

(d) None of these .
' [CA CPT Nov. 2006]
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60. Which of the following is not a
subject matter of micro economics?

(a) Behaviour of firms
(b) Location of industry
(¢) Consumer behaviour
(d) Foreign exchange rate
[June 2022]
61. Micro Economics Covers:
(@) National Income and National
Output
(b) External Value of Currency

{c) Overall level of Savings and
Investment

(d) Location of Industry

62. Which of the following is not an
example of Micro-Economics?

(a) The effect of increase in general
price on living standards

(b) The effect of increase in steel im-
port of a country on steel prices

(¢) Theeffect of increase in wages on
Automobile Industry

(d) Theeffectofincreaseinreal estate
prices on the location of industry

[Dec. 2021]

63. The study of behaviour of
different individuals, organisations
with in an economic system is
known as
(a) Micro economics
(b) Macro economics
(¢) Welfare economics
(d) None

[Nov. 2020]

64. A study of how increase in the
corporate income tax rate will affect
the natural unemployment rate is an
example of:

(a) Micro Economics

(b) Descriptive Economics

(¢) Macro Economics
(d) Normative Economics

[CA CPT Feb. 2007]

65. examines how
the individual units (Consumers or
firms) make decisions as to how
to efficiently allocate their scare
resources.

(a) Macro E:cdnomics

(b) Micro Economics

(c) Mathematical Economics
(d) Consumer Economics

66. Which of the following falls under
micro economics? ‘

{a) National Income

(b) General price level

(c) Factor pricing

(d) National saving and investment
[CA CPT May 2007]

67. Which of these is a part of micro
economics?

(a) Factor pricing
(b) National Income
(c) Balance of payment
(d) None of the above
[CA CPT June 2011}

68. Which of the issue is not consid-
ered by micro economics?

(a) Production and cost analysis
(b) Demand analysis and forecasting
(¢) Accounting standards

(d) Resource allocation Scope of
Micro economics

[Dec. 2021]

69. Micro economics is also known
as

(@) Public economics
(b) Price theory .

S
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{¢) Income theory
(d) Demand theory
[CA CPT June 2010]
70. Micro Economics is concerned
with:
(a) Consumer Behaviour -
(b) Product pricing
(¢) Factor Pricing
(d) All of the above
[CA CPT Dec. 2010]

71. Macro-economic is also called
economics.

(a) Applied
(b) Aggregate

(¢) Micro
(d) Experimental
[Jan. 2021]
72. Macro Economics is also called

economics.
(a) Applied
(b) Aggregate
(c) Experimental
(d) None of the above

73. Study of the behaviour of differ-
ent individuals and organizations
within an economic systemis called?

(a) Industrial Economics
(b) Macro Economics
(¢) Micro Economics
(d) Welfare Economics
[July 2021]

74. Which of the following does not
suggest a macro approach for India?

(a) Determining the GNP of India.

(b) Finding the causes of failure of
ABC Ltd.

(c) Identifyingthe causesof inflation
in India.

(d) Analyse the causes of fajlyre of
industry in providing large gcale
employment

75. Macro Economics is the study of

(a) All aspects of scarcity,

(b) The national €Conomy apq the
global economy as g whole,

(c) Big businesses.

(d) The decisions of individya] e
nesses and people,

76. A study of how increases in the
corporate income taxrate wi|j affect
the national unemploymen¢ it is
an example of

(a) Macro-Economics
(b) Descriptive Economicg
(¢) Micro-economics
(d) Normative economicg

77. Which of these is an ey

. ample of
macro economics: ,

(@) Pro})lem of unemploymeﬁt in
India

b) Rising. price level in the country
(c) Increase in disparitieg Of inetime
(d) All of the above
[CA CPT June 20117
78. Analysis of impact of Covid-19

on the Indian economy jg , subject
matter of 1
(a) Macro economics
(b) Micro economics
(¢) Economics of slicing

(d) Normative econormicg
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79. Macro economics include

(a) Product pricing

() Consumer behaviour

(¢) External value of money

(d) Location of industry .

[CA CPT May 2019]

80. Which of the following is not a
subject matter of Micro-economies?

(a) The price of mangoes.

(b) The cost of producing a fire truck
for the fire department of Delh1
India.

(c) The quantity of mangoes pro-
duced for the mangoes market.

(d) The national economy’s annual
rate of growth.

81. Which of the following state-
ments is correct? .

(@) Microeconomicsis important for
study of a particular household
and a particular firm

(b) Macroeconomicsisimportant for
study of economic c¢onditions of
a country
(¢) None of the above
(d) Both (a) and (b)
82. Mr. Satish hired a business con-
sultant to guide him for growth of his
business. The consultant visited his
factory and suggested some changes
with respect to staff appointment,
- loan availability and so on. Which
approach is that consultant using?

(@) .Micro economics
(b) Macro economics
(¢) None of the above
(d) Both (a) and (b)

NATURE AND SCOPE OF BUSINESS ECONOMICS

83. Which of the following would be
considered a topic of study in Macro
economics?

(a) Theeffectofincrease in wages on
the profitability of cotton industry

(b) The effect on steel prices when
more steel is imported

(¢) The effect of an increasing infla-
tion rate on living standards of
people in India

(d) The effect of an increase in the
price of coffee on the quantity of
tea consumed :

84. Which of the following is not a
study of Macro-economics?

(a) Consumer behaviour
(b) National Income
(c) General price level

(d) Level of employment

[July 2021]

85. Which of the following is a part
of the subject matter of macro eco-
nomics?

(a) Study of firms
(b) Aggregate profits of a firm
(¢) Market demand for a product
(d) Net national product

[CA CPT Dec. 2012]

86. A study of how increases in the
corporate income tax rate will affect
the national unemployment rate an
example of

(a) Macro-Economics

(b) Descriptive Economics

(¢) Micro-economics

(d) Normative Economics
[Nov. 2019]
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87. The Macro Economics does not
cover the area of

(a) General price level and interest
rates

(b) Level of employment and rate of
economic growth

{c) Balance of trade & Balance of
payments

(d) Product Pricing

88. Normative science suggests
which of the following?

(a) What should be
(b) What to produce
(¢) How to produce
(d) When to produce
[June 2022]
89. Shyam :

heavy rainfall my option crop was
damaged

Krishna: Climates affects cropyields.
Some years are bad, other are good

Hari: Don’t worry - Price increase will
compensate for the fall in quantlty
supplied

Radhe: The Government ought to
guarantee that our income will not
fall. In this conversation, the norma-
tive statement is made by

(a) Shyam
() Krishna '
(¢) Hari
(d) Radhe
[CA CPT May 2019]
90. Which of the following state-

ments is 1ncorrect about Macro -

Economics?

(a) Macro-Economics is the branch
- of Economics that deals with
the study of the behaviour and

This year due to:

performance of the economy in
total.

(b) Macro-Economics studies the
particular market segment of the
economy.

(¢) Macro-Economicsdealswithvari-
ous issued like national income,
distribution, employment, gen-
eral price level, money and more.

(d) Ttisappliedtoenvironmental and
external issues.

[Dec. 2021]

91. Which one of the area comes
under macro-economiCS?

(@) Product pricing
() Consumer behaviour

(c) Thegeneralpricelevel andinterest
rates

d) Economlc; conditions of a Sec-
tion of people

[Jan. 2021]

Nature of Business Economics

92. Business Economics enables
application of economic logic and
analytical tools to

(a) Bridge the gap betWeen theory
and practice.

(b) Increase the implementation 501-
ence.

(¢) Increase the effectiveness.
(d) Apply tools of macro economics.

93.Business Economicsrelies heavily
on the techniques of

(a) Micro Economics

(b) Macro Economics

(c) Normative Science only
(d) Economics discipline only
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94. Which one of the following is not

the scope of business economics?
(a) Cost standards
(b) Cost analysis
(¢) Demand analysis
(d) Inventory management
[July 2021]

95. Business Economic is pragmatic
in approach because of which of the
following cause?

(a) Based on assumptions

(b) Tackles practical problems
(¢) Considers profit only

(d) Considers internal value

[June 2022]

96. Which of the following is a nor-
mative statement?

(@) Planned economndes allocate re-
sources via government depart-
ments.

(b) Mosttransitional economies have
experienced problems of falling
output and rising prices over the
past decade.

(c) There is a greater degree of
consumer sovereignty in market
economies than planned econo-
mijes,

(d) Reducing inequality should be a
major priority for mixed econo-
mies.

97. An example of ‘positive’ eco-
nomic analysis would be:

(a) An analysis of the relationship
between the price of food and the
quantity purchased.

(b) Determining how much income
each person should be guaran-
teed.

(c) Determining the ‘fair’ price for
foad.

(d) Deciding how to distribute the
output of the economy.

98. Which of the following is not a
correct statement?

(a) Business Economics is a norma-
tive science,

(b) Business Economics is an art

(¢) Business Economics is based
largely on Micro Economics
(d) Business Economics does not
incorporate elements of Macro
Economics
i [June 2023]
99. Which of the following is not a
correct statement?

(a) Business economics is a norma-
tive science

(b) Business economics is an art
(c) Businéss economics is based
largely on micro economics

(d) Business economics does not
incorporate elements of macro
economic analysis

[June 2022]
100. Business Economics is
. in its approach as it

tackles practical problems which the
firm faces in the real world,

(a) Scientific

(b) Programmatic
(¢) Theoretical
(d) Mathematical

101.The difference between positive
and normative Economics is:

(a) Positive Economics explains the
performance of the economy
while normative Economics finds

out the reasons for poor perfor-
mance.
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(b) Positive Economics describes
the facts of the economy while
normative Economics involves
evaluating whether some of these
are good or bad for the welfare of
the people.

(¢) Normative Economics describes
the facts of the economy while
positive Economics involves
evaluating whether some of these
are good or bad for the welfare of
the people.

(d) Positive Economics prescribes
while normative Economics de-
scribes.

102. Normative aspect of Economics
is given by:

(a) Marshall
(b) Robbins
(¢) Adam Smith
(d) Samuelson
[CA CPT Dec. 2008]

103. Noi'mative Economics is based
on;

(a) Ethical Considerations

(b) la‘ac,ts and Generalization

(¢) What is?

(d) All of the above

[CA CPT June 2012]

104. Deductive and Inductive meth-
ods are complimentary to each other.
It is:

(a) Absolutely correct
(b) .Absolutely incorrect
(¢) Partially incorrect
(d) None of the above
[CA CPT June 2013]

105. In inductive method, logic pro-
ceeds fromi:

(@) General to Particular
(b) Particular to General
(¢) Both (a) and (b)
(d) None of these
[CA CPT June 2012}

106. Which of the following is a nor-
mative economic statement?

(a) Unemployment rate decreases
with industrialization

(b) Economicsisasocial sciencethat
studies human behaviour.

(c) The minimum wage should be
raised to T 200 per day

(d) India spends a huge amount of
money on national defenqe.

107. Ram: My corn harvest this year
is poor.

Krishan: Don’t worry. Price increases
will compensate for the fall in quan-
tity supplied.

Vinod: Climate affects crop yields.
Some years are bad, others are good.

Madhu: The Government ought to
guarantee that our income w1]l not

fall.

In this conversation, the normative
statement is made by

(a) Ram

(b) Krishan

(¢) Vinod

(d) Madhu

108. Positive Science only explains

(a) What is?
(b) What ought to be?,
(¢) What is right or wrong?
(d) None of the above
[Nov. 2020]
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109. Positive science only explains
(a) What is?
(b) What ought to be?
(c) What is right or wrong
(d) None of the above
[CA CPT Dec. 2013]

110. Under Inductive method logic
proceeds from:

(a) General to particular
(b) Positive to normative
(c) Normative to positive
(d) Particular to general
- [CA CPT Dec. 2014]

111. economics explain
economics phenomenon according
to their causes and effects

(a) positive
(b) Normative
(¢) Empirical
(d) Applied
[Nov. 2020]

112. analyses causes
and effect relationship between vari-
ables in an objective and scientific
manner.

(a) Positive Science
(b) Normative Science
(c) Negative Science
(d) Analytical Science

113. Business Economicsis generally
in nature.

(a) Normative
(b) Prescriptive

(c) Normative or Prescriptive
(d) Theoretical

114. Which of the following state-
ments is incorrect?

(a) Businesseconomics is normative
in nature.

(b) Business Economics has a close
connection with statistics.

(c) Business Economist need not
worry about macro variables.

(d) Business Economicsis also called
Managerial Economics.

115. Under Inductlve method, the
logic proceeds from:

(a) General to particulars
(b) Particular to general
(c) Both (a) and (b)
(d) None
[CA CPT Nov. 2007]

116. Rama : My corn harvest this
year is poor.

Manoj : Don’t worry. Price increase

will compensate for this fall in -

quantity supplied.

Meera : Climate affects crop yield.
Some years are bad, others are good.

Bharti : The Government ought to

guarantee that our income will not
fall.

In this conversation, the normative

‘statement is made by:

(a) Rama
(b) Manoj
{¢) Meera
(d) Bharti
[Jan. 2021]

117. Who gave the pos1t1ve aspect
of science?

(@) Alfred Marshall
(b) A.C.Pigou
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(¢) Adam Smith
(d) Robbins
[CA CPT June 2011]

118. Although business economics
combines the essentials of norma-
tive and positive economic theory
but the emphasis is on :

(a) Positive

(b) Normative :

(c) Both Positive and Normative

(d) Neither Positive nor Normative
119, Business Economics is

(a) Normative in nature

b) I'nterdisc‘iplinary in nature

(¢) Both

(d) None

[CA CPT May 2019]

120. Find out the correct statement

(a) Higherthe prices, lower the'qual-
ity demanded of a product are a
normative statement

(b) Micro and macro-economics are
interdependent

(¢) In a capitalist economy, the eco-
nomic problems are solved by
planning commission

(d) In deductive method logic pro-
ceeds from particular to the gen-
eral

[CA CPT Dec. 2015]

121. “Economics is neutral between
ends”. The statement is given by:

. (a) L. Robbins
(b) Mrs. Joan
(c) Alfred Marshall
(d) A.C. Pigou
[CA CPT June 2013]

122, Economics which is concerned
with welfare propositions is called

(a) Socialistic economics
(b) Capitalistic economics
(¢) Positive economics
(d) Normative economics
[CA CPT Dec. 2013}

123, The Business Economics incor-
porates tools from other disciplines
such as Mathematics, operations
Research, Management theory, Ac-.
counting, etc. Therefore, Business
Economics is

(a) Intra-disciplinary
(b) Inter-disciplinary
(¢) Multi-disciplinary
(d) Flexi-disciplinary

124. Under inductive method logic
proceeds from:

(a) General to particular
(b) Positive to narrative
(¢) Normative to positive
(d) Particular to general
[CA CPT May 2018]

125. Business Economics involves
the elements of

(a) Micro Environment
(b) Macro Environment
(c) Both (@) and (b)
(d) None of the above
[CA CPT Nov. 2018]

126. In which of the following meth-
ods conclusions are drawn on the
basis of collection and analysis of
facts?

(a) Deductive method
(b) Scientific method
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(¢) Inductive method
(d) Experimental method
[CA CPT June 2017]

127. Business economy involves
theory of Business economics with

(a) Normative Economics
(b) Business practices
(¢) Micro Economics
(d) Macro Economics
[CA CPT Nov. 2018]

Scope of Business Economics

128. The operational or interval is-
sues to which economic theories can
be directly applied are related with.

(@) Micro Economics

(b) Macro Economics

(c) Business Economics

(d) Environmental Economics

129. The scope of business Econom-
ics encompasses all of the following
except

(a) Accounting Standards
(b) Resource Allocation
(c) Inventory Management
(d) Profit Analysis

[Dec. 2021]
130. Business Economics is. es-
sentially a component of Applied
Economics asitincludes application
of selected quantitative techniques.
Which technigue is mot included
im it?
(a) Regression analysis
(b) Capital budgeting
(c) Economic analysis
(d) Linear programming
[July 2021]
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131. Which factor ‘is included in
business Economics?

(a) Business Economics is an art
(b) Inter-disciplinary in nature
(¢) Normative in nature
(d) All of the above .
[CA CPT Nov. 2018]
132. Business €conomics is prag-
matic in its approach because?
(a) Ittacklespractical problem which
the firm faces in real world,
(b) Ittacklespractical problem which
the firm faces due to WTO policies

(c) Ittacklespractical problem which
the firm faces due to lack of direc-
tors. ’

(d) Business economics is abstracts
and purely theoretical.

[July 2021]

133. Which of the below enables
application of economic logic and
analytical tools to bridge the gap
between theory and practice?

(@) Macro economics
(b) Micro economics
(c) Business economics
(d) Traditional economics
[June 2023]
134. Applied economics includes

(@) Regression analysis and math-
ematical linear programming

(b) Capital budgeting
(c) Both (a) and (b)
(d) None
' [CA CPT May 2019]

135. Which of the following is not
within the scope of Business Eco-
nomics?

(a) Capital Budgeting

(b)- Risk Analysis

e —
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(c) Business Cycles
(d) Accounting Standards

136. explains the rela-
tionship between inputs and output.

(a) Production Theory
(b) Demand Analysis
(¢) Inventory Management
(d) None of the above
137. Business Economics with the
help of advanced tools like
enables the firm to
arrive at the best course of action
for optimum utilisation of available
resources.
{a) Accounting
(b) Finance
(c) Linear Programming
(d) Marketing Mix
138. The nature of businqss econo-
mics is
(a) Positive in nature
(b) Pure science
(¢) Pragmatic
(d) Independent
[Nov. 2020]

139. Business Economists use
method(s) to maintain
optimum stock of inventories.

(@) ABC Analysis

(b) Simple simulation exercises
(¢) Mathematical models

(d) All of the above

140. Which of the following Macro-
Economic Factor is considered in
Business Economics?

(a) Business Cycles
(b) Employment, Prices
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(¢) Saving & investment
(d) All of the above

Difference between Economics
and Business Economics
141. Which of the following involyes

the application of economic prin-
ciples to solve economic problems?

(@) Macro Economics
(b) Economics

(c) Business Economics
(d) Practical Economics

142, What is the character of Eco-
nomics? -

(a) Micro-economics
(b) Macro-economics

(¢) Micro as well as Macro Econo-
mic

(d) Positive Economics

143. What is the character of Busi-
ness Economics?

(a) Micro-economics
(b) Macro-economics

(¢) Micro as well as Macro Ecopge.
mic : "

(d) Positive Economic_:s
144. What is the nature of Econojm-
ics? :
(a) Positive
(b) Negative
(¢) Normative
(d) Positive as well as Normative

145. What is the nature of Business
Economics?

(a) Positive
(b) Negative
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(¢) Normative
(d) Positive as well as Normative

146. Business Economics concen-
trates on aspects of any
business problem.

(@) Economic
(b) Non-Economic

(¢). Both Economic as well ‘as Non-
Economic

(d) Macro Economic

147. Business Economics makes use
of micro-economic analysis. Which
of the following is NOT a part of
such analysis?

(a) Demand analysisand forecasting
(b) Production and Cost Analysis.

(¢) Theory of Capital and Investment
decisions.

(d) National Income

148. Which of the following is NOT
a part of Macro Economics?

(a) Business Cycles

(b) National Income

Basic Problems of an Economy

151. Which of the follovﬁng state- .

ment is false?
(a) The Resources are limited.
(b) The Resources have alternative
uses.

(¢) Ifresourcesare unlimited, people
would be able to satisfy all their
wants.

(d) The economics problem arises
because resource hasonly a single
use.

OBLEMS OF AN fcongm AND ROLE OF PRICE

(c¢) Saving and Investment
(d) Demand Analysisand Forecasting

149. Unlimited ends and limited

means together present the problem
of

(a) Secarcity of resources
(b) Choice

(c) Distribution.

(d) None of the above

150. Which of the following state-
ments is/are correct regarding busi-
ness economics?

(a) Business economics attempts to
indicate how business policies
are firmly rooted to economic
principles.

(b) Business economics uses micro
economic analysis of the business
unitand macro economic analysis
of business environment.

(c) Business economics takes a
pragmatic approach towards fa-
cilitating an integration between
economic theory and business
practices.

(d) All of the above

Wi - i

152. The central economic problem
of an economy arises due to

(@) Scarcity of resources relative to
"the wants

(b) Co-existences of private and pub-
lic sector

(¢) Govt. interference in economic
activities

(d) Federal structure of Constitution

[July 2021]

e —
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153. The basic problem of scar-
city give rise to:

(a) Technological problems
(b) Social problems

(¢) Cultural problems

(d) Economic problems

154. Which of the following econo-
mic system has to deal with the con-
trol problem of scarcity of resources?

(a) Capitalist

(b) Socialist

(¢) Mixed

(d) All of the above

155. In economics, the central eco-
nomic problem means:

(a) Outputisrestricted to the limited
. availability of resources,

(b) Consumer do not have as much
money as they would wish

(c) There will always be certain level
of unemployment

(d) Resources are not always allo-
cated in an optimum way

156. Which of the following is the
central problem of economy?

(a) Scarcity of resources
(b) Unemployment
(c) Poverty
(@) Inflation
[June 2023]

157. Which of the following is the
central problem of the economy?

(@) Unemployment
(b) Poverty
(c) Scarcity of resources
(d) Inflation
[June 2022]

158. The Central problem in every
economic society is;

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

(b) To allocate scarce resources in
such a manner that societies un-
limited wants are satisfied in the
best possible manner.

“(¢) Toensure that production oceurs
in the most efficient manner.

(d) Toprovidejobto every job seeker.

[CA CPT June 2017]

159. A developegl economy uses
technique in production. ‘

..(a) Labour intensive.

(b) Capital intensive
(¢) Home-based
(d) Traditional

[CA CPT June 2010]

160. The ‘Central Economics Prob-
lem’ does not deal with which of the
following economic problems?

(a) What to produce?

(b) How to produce?

(¢) For whom to prodyce?
(d) Where to produce?

[July 2021]

161. The central problem in econo-
mics is that of

(a) Comparing the success of com-
mand versus market economies.

(b) Guaranteeing that production oc-
curs in the most efficient manner.

(¢) Guaranteeing a minimum level
of income for every citizen.

(d) Allocating scarce resources in
such a manner that society’s un-
limited needs or wants are satis-
fied in the best possible manner.
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162. Which of the following refers
to the sum total of arrangements
for the product and distribution of
goods and services in society?

(a) Economic System
. (b) Business System
(c) Capitalist Economic System
(d) Socialist Economic System‘
[June 2023]

163. Capital intensive technique
would get chosen in a

(a) Labour surplus economy where
the relative price of capital is
lower. )

(b) Capital surplus economy where
the relative price of capital is
lower.

(c¢) Developed economy where tech-
nology is better.

(d) Developing economy where tech-
nology is poor.

164. Which of the following is not a
part of central economic Problem?

(a) What to Produce?

(b) How to Produce?

(¢) For whom to Produce? -

(d) Price fixation of Production.

165. 1 refersto the sum
total of arrangements for the produc-
tion and distribution of goods and
services in a Society.

(a) Economic System
(b) Social System
(c) Business system
(d) Comprehensive System
166. Economic Problem arises when:
(a) Wants are unlimited

(b) Resources are limited

{c) Alternative uses of resources
(d) All of the above '
[CA CPT Dec. 2009]

167. Which of the following is not
one of the four central questions that
the study of economics is supposed
to answer?

(@) Who prodiices what?
(b) When are goods produced?
(¢) Who consumes what?

_(d) How are goods produceci?

168. The classification of economies
into Capitalist, Socialist and Mixed
is based on their:

(a) Mode of Production, exchange
and distribution

(b) Government’s role in economic
activity.

(c) Both (a) and ()
(d) Neither (a) nor (b)

169. The choice between labour
and Capital intensive techniques is
related with.

(a) What to Produce?
(b) How to Produce?

(c) For whom to Produce?
(d) All of the above

Capitalist Economy

170. Which one of the following is not
an example of capitalist economy?

(@) Japan
(b) Mexico
(¢) Germany
(d) Cuba

171. The capitalist Economy uses
as principle means of

allocation of resources -

et -2 — e —

L ——————

e g - R— o

NATURE AND SCOPE OF BUSINESS ECONOMICS 1.21

(a) Price
(b) Demand
(¢) Supply
(d) None of the above
[Nov. 2019]

172.Freedom of choiceis _the advan-
tage of

(a) Socialism

(b) Capitalist

(c) Mixed economy

(d) None of the above

' [CA CPT May 2019]
173. A capitalist economy consists of

(a) Central planning authority

(b) A mechanism to decide as what,
how and for whom to produce

(¢) Both (a) and (b)
(d) None of the above
[CA CPT May 2019]

174. Capitalist system offer ince-
ntives for:

(a) Efficient business decisions
(b) Efficient government decisions

(¢) Efficient non-government deci-
sions

(d) Efficient economic decisions -

175. In capitalistic economy
and will be more

(a) Equalities, non-exploitation

(b) Inequalities, exploitation

(c) Exploitation, equalities

(d) Non-exploitation, inequalities
[Nov. 2020]

176. In a free market economy the
allocation of resources is deter-
mined by :

(a) Voting done by consumers
(b) A central planning authority.
(c) Consumer preferences,

(d) The level of profits of firms.

177. An economy is called capitalist
economy, when is given.

(@) Right to private property
(b) Freedom of Government interfer-
ence
(¢) Freedom of business choices
(d) Discrimination
[Jan. 2021]
178. A capitalist economy uses -

as the principal
means of allocating resources.

(@) Demand
(b) Supply
(¢) Efficiency
(d) Prices

179. An economic system in which
all means of production are owned
and controlled by private individuals
for profit is called as?

(a) Free economy

(b) Capitalist economy
(c) Normative economy
(d) Socialist economy

[June 202'3]

180. Laissez-Faire economy is also
known as :

(a) Capitalist economy
(b) Socialist economy
(c) Mixed economy
(d) Communist economy
[Jan, 2021]

——
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181. Capitalist offer

incentives for

system

(a) Efficient business decisions
(b) Efficient government decisions

(¢) Efficient non-government deci-
sions

(d) Efficient economic decisions
[Jan. 2021]

182. One of the demerits of capital-
ism is that it leads to formation of

(a) Duopoly
(b) Oligopoly
(¢) Monopoly
(d) Perfect Competition
[Dec. 2021]

183. Price Mechanism is the main
feature of which economy

(a) Capitalistic Economy

(b) Mixed Economy

(c) Socialist Economy

(d) Al of the above

[CA CPT Now. 2018]

184. Profit motive is a merit of

(a) Socialism

(b) Capitalism

{¢) Mixed economy

(d) None of the above

185. Which out of these are the fea-
ture of capitalism?

(i) Profit motive
(ii) Human welfare

(iit) Work through price mech-
anism

(a) () and (ii)
(b) (ii) and (iii)

(¢) (@) and (iii)
(d) All of these
[CA CPT Nov. 2018]

186. Which of the following is not
one of the features of capitalist
economy?

(a) Right of private property

(b) Freedom of choice by the con-
sumers

(¢) No profit, No Loss motive
(d) Competition

187. Capitalist economy solve their
economic problems through which
of the following?

(a) Central Planning Authority

(b) Price mechanism

(¢) Administered Prices

(d) Voting done by customers

[June 2023]

188. - is an economic sys-,
temin which all means of production
are owned and controlled by private
individuals for profit.

(a). Capitalist

(b) Socialist

(c) Mixed

{d) None of the above
189. Which of the followingis consid-

ered as a disadvantage of allocating
resources using the market system?

(a) Income will tend to be unevenly
distributed.

(b) People do not get goods of their
choice.

(¢) Men of Initiative and enterprise
are not rewarded.

(d) Profits will tend to be low.
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190. Exploitation and inequality will
be more in

(a) Socialism

b) ! Capitalism
(¢) Mixed
(d) All of the above
[CA CPT May 2019]
191. means that

buyers ultimately determine which
goods and services will be produced
and in what quantities.

(a) Capitalist Economic
(b) Socialist Economy

(¢) Mixed Economy

(d) Consumer Sovereignty_

192. Consumers’ sovereignty is a
typical feature of

(@) Command economy
(b) Socialistic economy
(c) Mixed economy

(d) Capitalist economy

193. In which type of economy do
consumers and producers make
their choices based on the market
forces of demand and supply?

(@) Open Economy
(b) Controlled Economy
(c) Command Economy
(d) Market Economy
[CA CPT Feb. 2007]

194. The economic system in which
all the means of production are
owned and controlled by private
individuals for profit.

(a) Socialism
(b) Capitalism
(¢) Mixed economy

(d) Communism

195.Inafree market economy, when
consumers increase their purchase
of a goods and the level of
exceeds then prices tend to
rise:
(a) Demand, supply
(b) Supply, demand
(c) Prices, demand
(d) Profits, supply
' [CA CPT Aug. 2007]
196. Capitalistic Economy yges
as principal meang of
allocating resources.
(a) Demand

(b) Supply

. (c) Price

(d) All of the above
[CA CPT Nov. 209¢]

197. In a capitalist economy, allgca-
tion of resources is done by:

(@) Produgers
(b) Government
(c) Planners
(d) Price mechanism
[CA CPT June 2012]

198. A Free Market economy solyes
its Central Problems throygh

(a) Planning authority
(b) Market mechanism
(¢) Both

(d) None

i .[CA CPT Dec. 2008]

199, Capitalistic economy ygeg
as principal means of
allocating resources

(a) Demand
(b) Supply
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(c) Price
(d) All of the above
[Nov. 2019]

200. A capitalist economy is by and
large 3

(a) A closed economy
(b) A free market economy
(¢) A centrally controlled economy

(d) An economy in which a govern-
ment neither collects any taxes
nor incurs any expenditure.

[CA CPT Dec. 2012]

201. Which one is not the character-
istic of capitalistic economy?

(a) Profit motive
(b) Income inequality
(c) Free employment
(d) Collective ownership
[CA CPT June 2009]

202. Consumer sovereignty is found
in which economy?

(a) Capitalist Economy
(b) Socialist Economy
(¢) Mixed Economy
(d) Communist Economy
[Nov. 2019]

203. Capitalistic Economy uses
as principal means of
allocating resources.

(a) Demand
(b) Supply
(c) Price
(d) All of the above
[CA CPT Dec. 2009]

204. Which one of the following is
not true about capitalist economy?

(a) There is freedom of economic
choice.

(b) Profit motive is the driving force.

(¢) It is also called as free market
economy or laissez- Faire econ-
omy. :

(d) Produceristhekingundercapital-
ism

205. The merits of Capitalist econo-
my do not include;

(a) Faster process of economic
growth

(b) Efficient economic decisions and
their implementation

(¢c) Incentives for innovation and
technological progress

(d) Welfare of labour

206. A free market economy’s driv-
ing force is: ;

(a) Profit motive
(b) Welfare of the people
(¢) Risingincome and levels ofliving
(d) None of the above.
[CA CPT June 2013]

207. Capitalist or Laissez faire
economy has which of the following
characteristics? |

(a) Relatively equal income distribu-
tion
(b) Competition
(¢) Price mechanism
(d) Collective ownership
[Dec. 2021]

208. An economic system in which
all means of production are owned
and controlled by private individuals
for profit is called:
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(a) Mixed Economy
(b) Socialist Economy
(¢) Capitalist Economy
(d) Developed Economy
[CA CPT Dec. 2016]
209. Where does price mechanism
exists?
(a) Capitalist Economy
(b) Socialist Economy
(¢) Both type of economies
(d) None of the above.
[CA CPT Dec. 2013}

210. In which among the following
systems the ‘right to property’ exists

(a) Mixed economy
(b) Capitalist economy
(¢) Socialist economy
(d) Traditional economy
[CA CPT Dec. 2013]

211. A system of economy in which
all the means of production are
owned and controlled by the private
individuals for the purpose of profit,
is called:

‘(a) Socialist Economy
(b) Capitalist Economy
(c). Mixed Economy
(d) All of the above
[CA CPT June 2013]

212. Capitalistic Economy user
‘ __ as principal means of al-
locating resources:

(a) Demand
(b) Supply
(c) Price
(d) All of the above
[CA TPT May 2018]

12)13- Factors of productiOﬂ“‘re o"avned
. Y — _____ in market economies:
@ Govt,
() Investors
O Privately
(d) None
[Nov. 2019]

214. Which of the following 15 »°*
¢merit of Capitalism?
(@) Precedence of Pfoperty rights
over human rights. ‘
(b) Misallocation of resowrc®:
©) Punishment for inefﬁCient S
Prudent men. ,
@) En‘Vironmental degradation chey
to excessive materialiS™
215. Freedom of choice i the 24"
Vantage of
@ Socialism
®) Capitalism
©) Mixed Economy
@ Communism

[CA CPT De¢-

216, Under a free economy
are:

2016]
prices

(@) Regulated

(b) Detemined through fre 1
play of demand and sUPP y
©) Partly regulated
[CA cpT May 2007
217, Which of the fo]lowi“g state-

rket
ments does not apply 10 ™
€conomy?

e inter-

a) Fi- : ire and
(@) Firms decide whom € h

What to produce.

(b) Firms aim at maximizing profits.
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(¢) Households decide which firms
to work for and what to buy with
their incomes.

(d) Government policies are the pri-
mary forces that guide the deci-
sions of firms and households.

218. Economic system is self-
regulating and run by invisible
hands. A -

(a) Mixed

(b) Socialistic
(c¢) Capitalistic
(d) Planned

219. Which of the following is not
a feature of a capitalist economy?

(a) Right to private property

(b) Restrictions on consumers Right
to choose

(¢) Profit motive
(d) Freedom of enterprise '
[CA CPT June 2014]

220. Freedom of choice is the ad-
vantage of

(a) Socialism

(b) Capitalism

(¢) Communism

(d) None of the above

221. A Capitalist Economy follows
the policy of:-

(a) Laissez faire
(b) Regulated markets
(¢) Promoting public sector
(d) None of the above
[CA CPT Dec. 2012]

222.1Ina capitalist economy the allo-
cation of resources is performed by:

(a) Producers
(b) Government
(¢) Planners
(d) Price mechanism
[CA CPT Dec. 2011]

223. Which of the following state-
ment does not apply to a market
economy? :

(@) Firms decide whom to hire and
what to product

(b) Firms at maximizing profits

(c) Households decide which firms

to work for and what to buy with
their incomes

(d) Government policies are the pri-
mary forces that guide the deci-
~ sions of firms and households.

[Nov. 2019]

Socialist Economy -

224. The Concept of socialist econ-
omy was propounded by

(a) Karl Mark

(b) Frederic Engels
(¢) Adam Smith
(d) Both (a) & (b).

225. Which of the following is
NOT a characteristic of a socialist
economy?

(a) Absence of consumer choice
(b) Central planning

(c) Relatively equal income distribu-
tion '

(d) Competition
226.Socialist economyis

(a) Self regulation

(b) Profit Oriented
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(¢) Command economy

(d) Allocation of resources as per
market requirements

[CA CPT May 2019]

227. Under which of the following
economy the consumer has limited
freedom of choice?

(a) Social
(b) Mixed
(c) Capital
(d) Restricted
[June 2023]

228. The concept of socialist econ-
omy was propounded by

(a) Alfred Marshall

(b) Joel dean

(¢) Albert Einstein

(d) Karl Marx and Fredric Engles
[Dec. 2021]

229. Exploitation and inequality are
minimal under:

(a) Socialism

(b) Capitalism

(¢) Mixed economy
(d) None of the above

230. Socialist Economy was pro-
pounded by:

(a) Karl Marx
(b) Samuelson
(¢) A.C.Pigou
(d) Adam Smith
[CA CPT May 2018]

231. Socialist economy is also called
as

(a) Command Economy

(b) Centrally Planned Economy

(¢) Free market Economy

(d) Both (a) & (b)
232. The economic system in which
production and distribution of goods
are aimed at maximizing the wel-
fare of the community as a whole is
knOWn as

(a) Capitalism

(b) Socialism

(¢) Mixed economy

(d) Communist Economy

[July 2021]

233. Which of the following state-
ments is not correct?

(a) Scarcity of resources is the key
problem of all economies

() Economic inequalities lead to
wide difference in economic
opportunities to people

(¢) Economicinstabilityis very com-
mon under capitalism

(d) Freedom of enterpriseisone ofthe
main characteristic of command

economy

[June 2022]
234, Although Price mechanism ex-
ists in , but it has

only a secondary role.

(a) Capitalist economy

(b) Socialist economy

(¢) Mixed Economy

(d) Price Economy.
235. Inequalities of income do not
Perpetuatein -

(@) Socialism

(b) Mixed economy

(c) Capitalism

(d) None

[CA CPT Dec. 2011]
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236. Administered prices refer to:

(a) Prices determined by forces of
demand and supply

(b) Prices determined by sellers in
the market

(¢) Prices determined by an external
authority which is usually the
government

(d) None of the above
237. Socialism ensures

(a) Rapid growth and balanced de-
velopment

(b) Right to work

(¢) Incentives for efficient economic
decisions

(d) Both (a) and (»)
[CA CPT May 2019]

238. A socialistic economy is also
called as

(a) Profit oriented economy
(b) Centrally planned economy
(c) self-regulatory economy
(d) Unorganized economy
[Nov. 2020]

239. Which of the following is one
of the merits of socialism?

(a) Importance given to personal
efficiency
(b) Importance given to productivity
(c) Incentive for economic decisions
(d) Rapid growth and balanced eco-
nomic development.
[June 2023]

240. In a socialistic economy the
allocation of resources is done by

(a) Market prices

(b) Consumer preferences

(c) A central planning authority

(d) The level of corporate profits
[June 2022]

241. . involves the
predominance of bureaucracy and
resultingin inefficiencies and delays.

(@) Socialistic economy
(b) Capitalist economy
(c) Mixed economy

(d) Free market economy

242. The erstwhile U.S.S.R. is an
example of economy.

(a) Capitalist
(b) Socialist
(¢c) Mixed
(d) Price

243. The concept of Socialist econ-
omy was propounded by

(@) Karl Marx and Adam Smith

(b) Frederic Engels and Adam Smith

(c) Frederic Engels

(d) Karl Marx and Frederic Engels
[July 2021]

244. Which one of the following is
Not a feature of socialist economy?

(a) Collective ownership

(b) Absence of consumer choice

() Minimum role of Price Mecha-
nism ‘

(d) High Competition

245. Which of the following is an
example of Socialist economy?

(a) Erstwhile U.S.S.R.
(b) North Korea

(¢) China and Cuba
(d) All of the above

246. A socialist economy is called as
which of the following

(@) Command economy

(b) Military economy

D —
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(¢) Behaviouralist economy
(d) Applied economy
[June 2022]

247. The demerits of Socialism do
not include:

(a) Predominance of bureaucracy
(b) Red tapism & favouritism

(¢) Corruption

(d) Consumer Sovereignty

248, involves the
predominance of bureaucracy and
resulting inefficiencies and delays

(a) Socialistic economy
(b) Capitalist economy
(¢) Mixed economy
(d) Free market economy
[June 2022]

249. Under the Con-
sumers have no freedom of choice.

(a) Capitalist

(b) Socialist

(¢) Mixed

(d) None of the above

250. Socialist Economy is also

known as

(a) Mixed Economy
(b) Planned Economy
(c) Capitalist Economy
(d) None of the above
[CA CPT Dec. 2013]
251. Socialist economy is called as

(a) Centrally planned economy
(b) Mixed economy
(c) Private economy
(d) Consumer economy
[Dec. 2021]

252. In which economic system
production and distribution of goods
and services aim at maximizing the
welfare of community as a whole

(a) Normative
(b) Mixed
(¢) Socialism
(d) Capitalistic economy
[Nov. 2020]

Mixed Economy

253. In which economy market and
government both play on important
role?

(a) Mixed economy
(b) Socialistic economy
(c) Capitalistic economy
(d) Business economy
[CA CPT Nov. 2018]

254, Important feature of mixed
economy is

(@) Only Public Sector
(b) Absence of consumer behaviour

(c) Absence of government interfer-
ences

(d) Co-existences of both private and
public enterprises

[Dec. 2021]

255. Which economic system is
described by Schumpeter as capita-
lism in the oxygen tent?

(a) Laissez-faire Economy
(b) Command Economy
(c) Mixed Economy
(d) Agrarian Economy
[CA CPT May 2018]
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256. The Government itself must
run important and selected indus-
tries and eliminate the free play of
profit motive and self-interest. It is
applicable in case of

economy.

(a) Capitalist
(b) Socialist
(¢) Mixed
(d) Price

257. both are the tools
used in the Mixed economy.

(a) Price mechanism and market
(b) Central planning and bureaucracy

(¢) Price mechanism and central
planning

(d) Administered prices and competi-
tion

258. Co-existence of public and
private sector is the feature of

(a) Capitalist Economy
(b) Mixed Economy
(¢) Socialist Economy
(d) Federal Economy

{Jan. 2021]

259. The term “Mixed Economy”
denotes:

(a) Co-existence of both consumers
and producers goods’ industries
in the economy.

(b) Co-existence of both private and
public sectors in the economy.

(c) Co-existence of both rural and
urban sectors in the economy.

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

[CA CPT June 2014}

260. In which economy, cost benefit
analysis is used to answer the
fundamental questions of economy

(@) Socialistic economy
(b) Capitalistic economy
(c) Regulatory economy

(d) Mixed economy
[Nov. 2020]
261. Mixed economy means

(a) All economic decisions are taken
by Central Authority

(b) All economic decisions are taken
by private entrepreneurs

(¢) Economic decisions are partly
taken by the state and partly by
private entrepreneurs

(d) None of these
[CA CPT June 2009]

262. Which of the following are the
features of a mixed economy?

(a) Planned economy
() Dual system of pricing exists
(c¢) Balance regional development

(d) All of the above :
[CA CPT June 2012]

263. In a mixed economy

(a) - All economic decisions are taken
by the central authority.

(b) All econontic decisions are taken
by private entrepreneurs,

(¢) Economic decisions are partly
taken by the state and partly by
the private entrepreneurs.

(d) None of the above.

264. is also called as
command economy

(a) Socialist
(b) Capitalist
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(¢) Mixed economy
(d) None of the above

265. In a mixed economy, there are
sectors of industries.

(a) Two
(b) Three
(¢) Four

(d) Five
[Jan. 2021]

266. Which of the following state-
ment is correct? '

(a) Mixed economy is not always a
‘golden path’ between capitalistic
and socialistic economy

(b) Socialistic economyis notalways
a ‘golden path’ between mixed
economy and capitalism

(¢) Capitalisticeconomyisnotalways
a ‘golden path’ between mixed
economy and socialism.

(d) Local economy is not always a
‘golden path’ between internal
and international economy

[June 2022]
267. Dual system of pricing exist in:
(@) Free market economy
(b) Socialistic economy
(¢) Mixed economy
(d) None of the above
[CA CPT June 2012]

268. Which Economic System is
described by Schumpeter as ‘capital-
ism in the oxygen tent’?

(a) Laissez-Faire Economy
(b)) Command Economy
(¢) Mixed Economy
(d) Agrarian Economy
[CA CPT June 2017]
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269.' The existence of three sectors
of md.UStries (Private, Public and
C;)mbme sector)is one of the futures
o
e

(a) Capitalist

(b) Socialist

(¢) Mixed

(d) Price

270. Which of the following state-
ment is correct?

(a) Mixed economy is not always a
‘golden path’ between capitalism
‘and socialism.

(b) Socialistic economy is not always
a‘golden path’ between mixed and
capitalism.

' (¢) Capitalistic economyisnotalways
a‘golden path’between mixed and
socialism.

(d) Mixed economy is always a
‘golden path’ between capita-
lism and socialism.

[July 2021]
271. Mixed economy means:

(a) Co-existence of both private and
public sector

(b) Co-existence of poor and rich
people
{¢c) Both (a) and (b)
(d) None
[CA CPT June 2011]

272. Which of the following eco-
nomic system is self regulating and
run by in available hands?

(a) Mixed economic system

(b) Socialistic economic system

(c) Capitélist economic system

(d) Planned economic system
 [June 2622]
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273. Mixed economy means:

(a) Co-existence of small and large
industries

(b) Promoting both agriculture and
industries in the economy
(c) Co-existence of rich and poor

(d) Co-existence of publicand private
sectors

[CA CPT June 2008]

274. is a sector
in which both the government and
the private enterprises have equal
access and join hands to produce
commodities and services, leading
to the establishment of joint sector.

(a) Private Sector

(b) Public Sector
" (¢) Combined sector

(d) Price

275. Indian economy is example of:

(@) Mixed economy

(b) Socialist ecor{omy

(c) Capitalist economy
(d) Unregulated economy

276. Encourage enterprise & risk
taking is considered as a merit of
which of the following economy?

(a) Social economy

(b) Political

(¢) Mixed

(d) Managerial economy

[June 2023]

277. In India Mixed Economy exists
due to:

(a) Co-existence of public sector and
private sector.

(b) Individual forces of demand and
supply.
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(c¢) Orders by government.
(d) None of these.
[CA CPT May 2018]

Miscellaneous

278, Larger production of goods

would lead to higher production in
future.

(a) Consumer goods

(b) Capital goods

(c) Agricultural goods

(d) Public goods
279. refers to the work
area where surplus manpower is
employed out of which some indi-
viduals have zero or almost zero
marginal productivity, such that if
they are removed the total level of
output remains unchanged.

(@) Voluntary

(b) Disguised

(¢) Structural

(d) Technological

[CA CPT May 2019]

280. Which of the following state-
ments is incorrect?

(a) Alfred marshall propégated the
wealth definition of Economics
(b) L.Robbins introduces the “Scar-
city” definition of Economics
(c) Samuelson emphasized upon the
“growth” aspect of Economics
(d) A.C. Pigou believed in “welfare”
aspect of Economics
[CA CPT Dec. 2011]

281. Who has defined economics as
“Science which deals with wealth”?

(a) Adam Smith
(6) Canon

(c) 1.B. Say
(d) A.C.Pigou

(c) JB Say

(d) AC Pigou
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[CA CPT June 2014]

282. Who is the author of “The Na-
ture and causes of wealth of Nation”?

(@) Karl Marx
(b) Adam Smith

[CA CPT Dec. 2015]
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283. “Features of the I
of nations”

(a) Tt was the first book user ¢
nomics.

(b) It was created in 1776,

(¢) Tt was also known as ‘wea)yy, of
nations'.

(d) All of the above.
[CA CPT .May 2018]
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Hints of selected questions

6. Adam Smith published his masterpiece “An enquiry into the nature and
causes of wealth and Nations” in the year 1776.

Ans. : (¢)

115. A normative science involves value judgments. It is prescriptive in nature
and suggests ‘What should be’ a particular course of action under given
circumstances.

Ans. : (d)

147. National Income is a part of Macro-economics.

Ans. : (d)

148. The Option (d) is a part of Micro economic analysis.

Ans. : (d)

178. Laissez-faire is the policy of allowing private businesses to develop without
government control.

Ans. : (a)

264. There are three sectors of industries in mixed economy namely Private
Sector, Public Sector and Combined Sector.

Ans. : (b)

UNIT 1: LAW OF DEMAND & ELASTICITY OF DEMAND

Meaning of Demand price of a good othep o5 re-
i maining the same,

1. Demand for acommodityrefers to: Pl
(c) Willingness to pay

: . or a good if
income is larger ®hoygh

(d) Ability to pay for a £ood.

(a) Desire backed by ability to pay
for the commodity.

(b) Need for the commodity and

willingness to pay for it. 4. The qu‘:imtity demandeq ;¢ always:
‘ resse
(¢) The quantity demanded of that A

commodity at a certain price.
(d) The quantity of the commodity (b) Separatelywith quarltity Supplied

demanded at a certain price dur-  (¢) At a given price

ing any particular period of time. (d) None of these

(a) Separately in isolatjq,

2. The term ‘demand’ refers to: SWhl chofthe follo Wihg Statenients .
(@) Demand of money is correct?
(b) Need for the commodity (a) With the help of Statistica] toolS,
the demand can

(¢) Need for services e forecaste

accurately.

(b) The more the Mumpe. of sub-

stitutes of a compy, ditv, more
elastic is the demand Y

(d) The quantity of a good or service
that buyers are willing and able to
purchase at various prices during
a given period of time

(c) Demand for butter ;¢ perfectly

[Dec. 2021] elastic. ‘
3. Demand is the: ) F}‘old jewelleljy Pl o e gative
(a) The desire foracommodity given income elasticity. :
its price and those of related

[Nov. 20191
6. The demand for a i, product
when expressed as g percentage€

commodities.

(b) The entire relationship between
the quantity demanded and the

2.1
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of industry demand it signifies the
of the firm

(a) Product share
() Market share
(¢) Demand
(d) Supply
[June 2022]

' 7.The quantitydemandedisa

(a) Flow
(b) Stock
(¢) Single isolated purchase

(d) Concept without reference to
time

8. Effective demand depends on.
(a) Price
(b) Cost
(¢) Desire
(d) Product g
[Jan. 2021]

9. In economics, Effective Demand
for a thing depends on :

(a) Desire
(b) Means to purchase

(c) Willingness to use those means
for that purchase

(d) All of the above

Determinants of Demand

10. All of the following are determi-
nants of demand except:

(a) Tastes and preferences.
(b) Quantity supplied.

(¢) Income of the consumer.
(d) Price of related goods.

11. is not a deter-
minant of demand for commodity.

(a) Price of substitute commodities
(b) Price of complementary goods

(¢) Consumer expectations about
future price of the commodity

(d) Quantity of stock of the commod-
ity
12. Which is not an important factor
that determines demand?
(a) Price of commodity
(b) Disposable income of consumer
(c) Tastes and preferences of buyers
(d) Educational qualification of
buyer
[Dec. 2021]
13. Price of goods expresses value.
(a) Exchange
(b) Cost
(¢) Demand
(d) Fair
[June 2023]

14. Which of the following will affect
the demand for non-durable goods?

(a) Disposable income
(b) Price
(¢) Demography
(d) All of the above
[CA CPT May 2019]

15. What is not a determiriant of
demand?

(a) Consumer’s expectations
(b) Consumer’stastesand preferences
(¢) Income of the consumers
(d) Prices of unrelated goods.
[Jan. 2021]

THEORY OF DEMAND AND SUPPLY 2'3

16. The term “Ceteris Paribus” refers
to

(a) Other things being equal
(b) Other things also change
(¢} Other things may change
(d) None of the above

17. Ceteris Paribus, the demand for
a commodity is inversely related to
its price. This happens because of :

(a) Income Effect
(b) Substitution Effect

.

- (¢) Both (a) & (b)

(d) None of above

18. is/are the
types of Related Commodities.

(a) Complementary

(b) Substitutes

(¢) Complementary and Substitutes
(d) Complementary or Substitutes

19. The increase in demand on
accountof anincreaseinrealincome
is known as:

(a) Substitution effect
(b) Income effect

(c) Marginal effect
(d) Demand effect

20. Which one of the following
set of Commodities represents
Complementary goods?

(a) Tea and Sugar

(b) Automobile and Petrol
(¢) Pen and ink

(d) All of the above

21. are those goods
which are consumed together or
simultaneously.

(a) Complementary
(b) Substitutes

(c) Similar

(d) Unrelated

22. Goods which are inferior, with

no close substitutes easily available

and which occupy a substantial place

in consumer’s budget are called
goods.

(a) Speculative
(b) Prestige
(c) Conspicuous
(d) Giffe;n
[July 2021]

23. When two commodities are
complementary, a fall in the price of
one (other things being equal) will
cause the demand for the other to

(a) Fall
(b) Rise
(¢) Remain constant
(d) Fall substantially

24. Two Commodities are called
when they satisfy
the same want and can be used with
ease in place of one another.

(a) Substitutes

(b) Complementary
(¢) Unrelated

(d) Opposite

25. There is a relation
between the demand for a product
and the price of its substitutes.

(a) Direct

(b) Positive

(¢) Indirect

(d) Both (a) & (b)
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26. In case of Veblen goods, the de-
mand curve is

(a) Horizontal

(b) Vertical

(c) Upward sloping to the right

(d) Downward sloping to the right
[June 2022]

27. Highly priced goods are con-
sumed by status seeking rich people
to satisfy their need for conspicu-
ous consumption. This is called as

(a) Veblen Effect
(b) Snob Effect
(c¢) Helen Effec;[
(d) None of these
[July 2021]

28. Name the term which refers to
the demand for consumer goods
whichis decreased owing be the fact
that others are also consuming the
same commodity.

(a) Hallo effect

(b) Snob effect

(¢) Veblen effect

(d) Demonstration effect

29, are the com-
modities for which the quantity
demanded rises only up to a certain
level of income and decreases with
anincrease in money income beyond
this level. .

(a) Inferior Goods
(b) Normal Goods
(¢) Consumption Goods
(d) Durable Goods

30. The substitution effect will be
what when the price of the product
falls?

(a) Zero
(b) Negative
(c) Positive
(d) Lower cost
: [June 2022]

31.When goods are substitutes, a fall
in the price of one (Ceteris Paribus)
leads to in the quantity demanded
of its substitutes.

(a) Rise
(b) Fall
(¢) Constant
(d) No effect

32. A group of people decrease or
altogether stop consumption of a
c¢ommon to which of the following
effect?

(a) Bandwagon effect
(b) Veblen effect
(¢) Snob effect
(d) Marshall effect
[July 2021]

33. The term demonstration effect
was coined by

(a) Hicks
(b) Veblen
(c¢) James Duesen berry
(d) Marshall
' [Dec. 2021]

34. Which of the following will affect
the demand for non-durable goods?

(a) Disposable income
(b) Price
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(¢) Demography
(d) All of the above

35. Which of the following pairs of
goods is an example of substitutes?

(a) Tea and sugar.

(b) Tea and coffee.

(¢) Pen and ink.

(d) Shirt and trousers.

36. When the price of petrol
decreases, people reduce the
consumption of diesel, then the
goods are:

(a) Complementary
(b) Substitutes
(c) Superi_or
(d) Any of the above
[Nov. 2020]

37. If the price of Pepsi decreases
relative to the price of Coke and
7-UP, the demand for:

(a) Coke will decrease.
(b) 7-Up will decrease.

* (¢) Coke and 7-UP will increase.

(d) Coke and 7-Up will decrease.

38. Which of the following is an in-
correct statement?

(@) When goods are substitutes, a fall
in the price of one (ceteris pari-
bus) leads to a fall in the quantity
demanded of its substitutes.

(b) When commodities are comple-
ments, a fall in the price of one
(other things being equal) will
cause the demand of the other to
rise.

(¢) As the income of the consumer
increases, the demand for the
commodity increases always and
vice versa.

(d) When a commedity becomes
fashionable people prefer o
buy it and therefore its demand
increases.

~ 39.What will happen in therice mar-

ket if buyers are expecting higher
rice prices in the near future?

(@) Thedemandforrice will increase.
(b) Thedemand forrice will decrease,

(¢) The demand for rice will be unaf-
fected.

(d) None of the above.

40. Conspicuous goods are also
known as:

(a) Prestige goods.
(b) Snob goods.

(¢) Veblen goods.
(d) All of the above.

41. A good which cannot be con-
sumed more than once is known a5

(a) Durable good

(b) Non-durable good

(c) Producer good

(d) None of the above
42. A relative price is

(@) Price expressed in terms of
money.

(b) Whatyou get paid forbaby-sitting
your cousin.

(c) The ratio of one money price to
another.

(d) Equal to a money price.

43. The price of tomatoes increases
and people buy tomato puree. You
infer that tomato puree and toma-
toes are

(a) Normal goods.

(b) Complements.
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(c) Substitutes.
(d) Inferior goods.

44. Chicken and fish are substitutes.

If the price of chicken increases, the
demand for fish will

(a) Increase or decrease but the de-
mand curve for chicken will not
change.

(b) Increase and the demand curve
for fish will shift rightwards.

(¢) Not change but there will be a
movement along the demand
curve for fish.

(d) Decrease and the demand curve
for fish will shift leftwards.

45. If the price of X commodity
increases and due to that the demand
for Y commodity increases, then x
and y goods are

(a) Complementary
(b) Substitutes

(¢) Normal

(d) Giffen

46. Potato chips and popcorn are
substitutes. A rise in the price of
potato chips will the de-
mand for popcorn and the quantity
of popcorn will

(a) Increase; increase.
(b) Increase; decrease.
(c) Decrease; decrease.
(d) Decrease; increase.

47, Increase in price of pulses leads to
increasein demand of green vegetables.
The pulses and green vegetables are

(a) Substitutes
(b) Complimentary goods

(¢) Normal goods
(d) None of the above
[June 2023]

48. “High priced goods consumed by
status seeking rich people to satisfy
their need for conspicuous goods” is:

(a) Veblen effect
(b) Bandwagon effect
(c) Snob effect
(d) Demonstration effect
[CA CPT May 2018]

49. Which of the following is the price
at which the quantity demanded of a
commodity is equal to the quantity
supplied of the commodity and there
is no unsold stock or no unsupplied
demand.

(a) Selling price

(b) Asking price

(é) Future price

(d) Market clearing price

[July 2021]

50. If the price of Orange Juice in-
creases, the demand for Apple Juice
will

(a) Increase

(b) Decrease

(¢) Remain the same

(d) Become negative

51. At higher prices people demand
more of certain goods not for their
worth but for their prestige value -
This is called

(a) Veblen effect.

(b) Giffen paradox.
(¢) Speculative effect
(d) None of the above
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52. With a fall in the price of a
commodity:

(@) Consumer’s real income in-
creases.

(b) Consumer’s real income decreas-
es.

(¢) There is no change in the real
income of the consumer.

(d) None of the above.

53, With an increase in the price of
diamond, the quantity demanded
alsoincreases. This is becauseitis a:

(a) Substitute good.

(b) Complementary good.
(c) Conspicuous good.
(d) None of the above.

54. When the price of tea decreases,
people reduces the consumption of
coffee. Then the goods are

(a) Complementaries
(b) Substitutes
(¢) Inferior goods
(d) Normal goods
[CA CPT May 2019]

55. If a short run supply curve is
plotted for the following table which
presents price and quantity of fighter
aircrafts, what will be its shape?

Price in millions Number of
of $ Aircrafts
124 28
140 28
150 28
160 28
175 28

(a) Horizontal straight line parallel
to the quantity axis
(b)' Steeply rising with elasticity less
. than one

(¢) Vertical straight line parallel to Y
axis

(d) A perfectly elastic supply curve

Demand Function

56. A Symbolic statement of 2 fe"‘;
tionship between the dependent an l
the independent variables is callec
as

(a) Function

(b) Sets

(¢) Equation

(d) Variable
57. In a demand function, the de-
mandforaproductisthe _.___——

(a) Independent Variable

(b) Explanatory Variable

(¢) Dependent Variable

(d) Complex Variable

58. In a demand function, the .de-
terminants of demand like price,
money income, tastes & preferences,
etc. may be regarded as

(a) Dependent Variables

(b) Independent Variables

(¢) Related Variables

(d) Complex Variables

59. The demand curve of a norn'lal
good has shifted to the right. Which
of the four events would have caused
the shift?

(@) A fall in the price of a substi-
tute with the price of the good
unchanged

(b) Afallinthe nominalincome oft_he
consumer and a fall in the price
of the normal good
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(c) A fall in the price of a comple-
mentary good with the price of
the normal good unchanged

(d) A fall in the price of the normal
good, other things remaining the
same ‘

The Law of Demand

60. The Law of Demand, assuming
other things to remain constant, es-
tablishes the relationship between:

(a) Income of the consumer and the
quantity of a good demanded by
~ him.
(b) Price of a good and the quantity
demanded.

(c) Price of a good and the demand
for its substitute.

(d) Quantity demanded of a good
and the relative prices of its
complementary goods.

61. What are exceptions to Law of
- Demand?

(a) Law of Diminishing Marginal
Utility

(b) Substitution effect

(c) Conspicuous goods

(d) Different uses

[Jan. 2021]

62. When Price of a commodity
increases what will be the affect on
Quantity demanded?

(a) Increases
(b) Decreases
(¢) No change
(d) None of these
[CA CPT Nov. 2018]

63. An increase in the demand for
computers, other things remaining
same, will:

(a) Increase the number of compu-
ters bought.

(b) Decrease the price but increase
the number of computers bought.

(¢) Increase the price of computers.

(d). Increase the price and number of
computers bought.

64. In case of Normal goods; Rise in
price leads to ?

(a) Fall in demand

(b) Rise in demand

(¢) No Change

(d) Initially rise then ultimately fall
[CA CPT Nov. 2018]

65. A decrease in the demand for
cameras, other things remaining
the same will.

(a) Increase the number of cameras
bought.

(b) Decrease the price but increase
the number of cameras bought.

(c) Increase the price of cameras.

(d) Decrease the price and decrease
in the number of cameras bought.

66. Comforts lies between
(a) Inferior goods and necessaries.
(b) Luxuries and inferior goods.
(c) Necessaries and luxuries.
(d) None of the above.

67. If price of the commodity in-
creases, what will be the effect on
Quantity demanded?

(a) Decreases

(b) Increases
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(c) No change
(d) Can't say
[CA CPT Nov. 2018]

68.Due toincrease in price of coffee,
the demand for tea increases. The
two commodities under consider-
ation are

(a) Substitute goods
(b) Complementary goods
(¢) Unrelated goods
(d) Producers goods
[June 2022]

69. Who has given the law of
Demand?

(a) Alfred Marshall
(b) Paul Samuelson
(¢) Robbins
(d) J.B. Say

70. A Table which represents the dif-
ferent prices of a good and the cor-
responding quantity demanded per
unit of time is called as ;

(a) Demand Curve

() Demand Table

(¢) Demand Schedule
(d) Demand Tabulation

71. The Demand Schedule depicts
relationship between
price and quantity demanded.

(a) Direct

(b) Inverse

{¢) Adverse:

(d) None of these

72. is a graphical
presentation of the

(a) Demand Curve, Demand Schedule
() Demand Schedule, Demand Curve

(c) Demand Curve, Supply Schedule
(d) Supply Curve, Demand Schedule

_73. All but one of the following are

assumed to remain the same while
drawing an individual’'s demand
curve for a commodity. Which one
is it?

(a) The preference of the individual.

(b) His monetary income.

(c) Price of the commodity.

(d) Price of related goods.

74. The demand curve has a
Slope.

(a) Positive

(b) Negative

(¢) Circular

(d) No
75.The demand for petrol decreases
due to increase in its price, it ig
termed as '

(@) A decrease in demand

(b) A change in demand

(¢) A contraction in demand

(d) Anincrease in demand

' [June 2022]

76. The sloping De.
mand Curve is in accordance with
the law of demand which describeg
an price demand
relationship. '

(a) Upward, inverse
(b) Downward, Inverse
(¢) Upward, direct

(d) Download, direct

77. The sum of individual demands
for a product at a price per unit of
time is called as

(a) Firm's Demand
(b) Market Demand
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(¢) Goods available in market
(d) Goods to be sold in market

78. The table which represents the
sum of various quantities demanded
by different consumers in the market
is called as

(a) Demand Schedule

(b) Individual Demand Schedule
(¢) Market Demand Schedule
(d) Market Demand Curve.

79. The market Demand Schedule
indicates relation-
ship between price and quantity
demanded of a commodity.

(a) Direct
(b) Inverse
(¢) Circular
(d) No

80. If we plot the market demand
scheduleonagraph, we get

(a) Demand Chart
() Market Demand Chart
(¢) Demand Curve

.(d) Market Demand Curve

81. The lateral summation of indi-
vidual demand Curves is regarded
as

(a) Economy Demand Curve
(b) Market Demand Curve
(¢) Product Demand Curve
(d) Marginal Demand Curve

82. According to , the
consumer has diminishing utility for
each additional unit of a commodity
and therefore, he will be willing to
pay onlyless for each additional unit.

(a) Marshall
(b) Robbins
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(¢) Samuelson

(d) None of these
83. A Consumer maximizes his sat-
isfaction when the Marginal utility
of the commodity is
its price.

(a) Equal to

(b) Less than

(¢) More than

(d) Less than or equal to

84. The operations of diminishing
marginal utility and the act of the
Consumer to equalize the utility of
the commodity with its price result
in a demand curve.

(a) Downward Sloping
(b) -Upward Sloping
(c) Straight line

(d) Hyperbola upward

85. has/have explained
the law of demand in terms of Sub-
stitution Effect and Income Effect.

(a) Marshall

(b) Hicks

(c) Allen

(d) Both (b) & (¢)
86. As a result of fall in the price of a
commodity, consumer’s realincome
or purchasing powerincreases. This
increase in'the real income induces

him to buy more of that commodity.
This is technically termed as:

(a) Price Effect

(b) Substitution Effect
(¢) Income Effect

(d) Both (b) & (¢)

87. Which one of the following is not
the rationale of the law of Demand?

(a) Law of Diminishing Marginal
Utility
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(b) Price Effect

(¢) Arrival of New Customers

(d) Change of Taste & Performances
88. Certain commodities have mul-
tiple uses. These different uses of a
commodity make the demand curve

reacting to changes in

price.

(a) Slope downwards

(b) Slope Upwards

(c) Straight Line

(d) Both (a) & (b)

89. When total demand for a com-
modity whose price has fallen in-
creases, it is due to:

(a) Income effect.

(b) Substitution effect.

(¢c) Complementary effect.
{d) Price effect. '

90. Which of the following is not an
exception to the law of demand? .

(a) Giffen goods
(b) Speculative goods
(¢) Conspicuous goods
(d) White goods
[June 2022]

91. Suppose the demand for auto-
mobile decreases due to increase in
price of petrol. Both the goods are.

(a) Perishable

(b) Complementary
(c) Substitute

(d) Normal

[July 2021]

92. Which one of the following may
be Considered as a rationale of the
law of demand?

(a) Price Effect

(b) Giffen Goods

(c) Returns.to Scale

(d) None of these
93, Which of the following is not an
exception to the law of demand?

(a) Speculative goods

(b) Giffen goods

(¢) Necessary goods

(d) Normal goods
[June 2023]

94, Which of the following state-
ments is not correct?

(a) Giffen goods exhibit negative
relationship between price and
demand

(b) Conspicuous goods exhibit posi-
tive relationship between price
and demand

(c) Incomplete information and
irrational behaviour of consumer
is one of the reasons of exception
to the law of demand

(d) Law of demand states inverse
relationship between price of a
commodity and its quantity de-
manded :

[June 2022]

95. In which of the fellowing cases,
the law of demand holds true?

(a) Normal Goods

(b) Giffen Goods

(¢) Speculative Goods

(d) Necessary Goods

96. Higher the price of diamonds,
higher is the prestige value attached
to them and hence higher is the
demand for them. These goods are
called as

(a) Conspicuous goods
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(b) Giffen goods
(¢) Normal goods
(d) None of these

97. Which one of the following is
an exception to the law of demand?

(a) Future expectations about prices
(b) Demand for necessaries

(¢) Speculative Goods

(d) All of these

98. For what type of goods does
demand fall with a rise in income
levels of households?

(a) Inferior goods
(b) Substitutes
(¢) Luxuries
(d) Necessities
[CA CPT May 2018]

99. A situation where after a price
decrease, more units are sold caus-
ing increase in revenue.is called as
which of the following?

(a) Price effect
(b) Quantity effect
(¢) Income effect
(d) Substitution effect
[June 2022]

100. Price effect is described as
which of following?

{a) Income effect + Veblen effect
(b) Substitution effect + Veblen effect
(¢) Income effect + Substitution effect

(d) Veblen effect + Demonstration
effect

[June 2023]

101. In case of inferior goods, with
rise of income of consumes, demand
of goodwill?

(a) Increases

(b) Decreases
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(¢) No change
(d) None of these
[CA CPT Nov. 2018]

102. In the case of a Giffen good, the
demand curve will be:

(a) Horizontal.

() Downward-sloping to the right.
(c) Vertical..

(d) Upward-sloping to the right.

103. In case , there is an
inverserelationship betweenincome
and demand for a product.

(a) Substitute goods
(b) Complementary goods
(¢) Giffen Goods
(d) None of the above
[CA CPT May 2019]

104. If the demand of Bajra de-
creases due to decrease in its price,
then Bajra is a:

(@) Superior good

(b) Inferior good

(¢) Necessary good

(d) Luxury good _

[June 2023]

105. An example of a good that ex-
hibit direct price-demand relation-
ship is

(a) Giffen goods.

(b) Complementary goods.

(c) Substitute goods.

(d) None of the above.

Expansion & Contraction of DD

106. In Economics, when demand
for a commodlty increases with a
fall in its price it is known as:

B e e UL BN =
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(a) Contraction of demand.
(b) Expansion of demand.
(¢) No change in demand.
(d) None of the above.

107. When, as a result of increase
in price, the quantity demanded
decreases, itis called as

(a) Expansion of Demand
(b) Increase in demand
(c) Both (a) & (b)

(d) None of these

108. The change in demand will be
regarded as expansion of demand, if
the increase in quantity demanded
is due to

(a) Price of Related Goods
(b) Price of goods

(¢) Change in income
(d) Change in Taste & Preferences.

109. Movement along the same
demand curve represents

(a) Change in demand
(b) Change in Quantity demand
(¢) Increase in demand
(d) Decrease in demand
[June 2023]

110. When price of apple is ¥ 120
per kg. Ram buys one kg. of apples
at that price. Now it other things
remains the same but the price of
apples falls to T 90 per kg. Now Ram
buys 2 kg. of apples. It is called as

(a) Demand schedule
(b) Market demand
(¢) Contraction of demand

(d) Expansion of demand

[Nov. 2020]
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111. : refers to a change
alonga curvei.e. movement from one

point to another on the same curve.

(a) Expansion/Contraction of De-
mand

(b) Increase/Decrease in Demand
(c) Shift of Demiand Curve
(d) None of these

112. In case of . goods, the ex-
pansionindemand due to a price fall
will take place only if the substitution
effect outweighs the income effect

(a) Inferior goods
(b) Necessaries
(¢) Giffen goods
(d) Luxuries goo;is
[Dec. 2021]

113. Movement along the demand
curve may be dire to

(a) Expansion of Demand

(b) Contraction of Demand

(¢) Increase/Decrease in Demand
(d) Both (a) & (b)

114. Contraction of demand is the
result of:

(a) Decrease in the number of con-
sumers.

(b) Increase in the price of the good
concerned.

(c) Increase in the prices of other
goods.

(d) Decrease in the income of pur-
chasers.

115. A movement along the de-
mand curve for soft drinks is best
described as :

(a) An increase in demand.
(b) A decrease in demand.
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(c) A change in quantity demanded.
(d) A change in demand.

Increase & Decrease in DD

116. the demand curve

indicates that thereisa changeinde-,

mand at each possible price because
one or more other factors, such as
income, tastes or the price of some
other goods, etc. have changed.

(a) A Shift of

(b) A movement along

(¢) No movement in

(d) None of these
117. If roller-coaster ride is a func-
tion of amusement park visit, then,

if the price of amusement park
entry falls

(a) The demand for roller-coaster
rides will rise and the demand
curve wil_l shift to right

(b) The demand for roller-coaster
ride cannot be predicted as it
depends on the tastes of consum-
ers for the ride

(c) There will be an expansion in the
demand for roller coaster drive as
it complementary

-(d) None of the above

118. When more quantities are de-
manded at the same price due to
reasons other than price of the com-
modity, there will be

in the demand Curve;

(a) Rightward shift
(b) Leftward shift
(c) No shift

(d) Any of (a) & (b)

119. Leftward shift of demand curve
of coffee represents

(a) Decrease in demand
(b) Increase in demand
(¢) Contraction
(d) Expansion
[June 2023]

120. An Increase in demand can
result from:

(a) A decline in the market price
(b) An increase in income

(¢) A reduction in the price of sub-
stitutes

(d) An increase in the price of
complements

[CA CPT May 2018]

121. By ‘Change in demand’ repre-
sents which of the following?

(@) Movement upward and down-
wards on the same demand curve

(b) Changeinbudgetline withchange
income

(¢) Shift in the indifference curve

(d) Shift of the demand curve to the
right or left

[July 2021]

122. Suppose the price of Pepsi in-
creases, we will expect the demand
curve of Coca Cola to:

(a) Shift towards left since these are
substitutes.

(b) Shifttowardsright since these are
substitutes.

(¢) Remain at the same level.
(d) None of the above.

Y’
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123. A leftward shift in the demand
curve may be due to :

(a) Fall in income

(b) Fall in the Price of Substitute

(c) Decrease in Population

(d) Any of the above
124. During a recession, economies
experience increased unemploy-
ment and a reduced level of income.
How would a recession likely to

affect the market demand for new
cars?

(@) Demand curve will shift to the
right.

() Demand curve will to the left.
{¢) Demand will not shift, but the

quantity of cars sold per month

will decrease.

(d) Demand will not shift, but the
quantity of cars sold per month
will increase.

125. The movement upwards or
downwards on the same demand
curve resulting from a change in the
price of the commodity is called as

(a) Change in demand

(b) Change in quantity demanded
(c) Shifting of demand Curve

(d) Increase in demand

126. Which of the following may be
a reason behind rightward shift of
the demand curve?

(a) Rise in price of substitute
(b) Fall in price of substitute
(c) Rise of price of same commodity

(d) Fallin price of same commodity

127. The diagram given below shows.
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(a) A change in demand which may
be caused by a rise in income and
the good is a normal good

(b) A shift of demand curve caused
by a fall in the price of a comple-
mentary good

(¢) A change in demand which is
caused by a rise in income and
the good is an inferior good

(d) Ashiftofdemand curvecausedby
a rise in the price of a substitute
and the good is a normal good.

128. Which of the following alter-
natives would be true if the eyvent
presented in the following diagram
occurs?
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(a) A fall in wage costs of the firm
along with a fall in consumer
incomes

(b) A shortage of raw materials and
consequent increases in raw
material price

(c) An increase in subsidy by the
government and a reduction in
taxes

(d) Decrease in the market price of
the commodity in question

Price Elasticity of Demand

129. Elasticity of demand is the
percentage change in
divided by the percentage change

in on which demand

depends. '

(a) Quantity demanded, one of the
variables ‘

(b) Quantity demanded, all the valu-
ables i

(¢) Quantity supplied, all the valu-
ables

(d) Quantity supplied, one of the
variables

130. Which of the following is
CORRECT for determination of
Price Elasticity of Demand?

% change in quantity

@ E, = demanded
% change in price

Change in  Original
Quantit Price

(b) Ep=————tuy .
Original ~ Change in
Quantity Price
A P

(c) E, = 1,
AP - q

(d) All of the above

131. What is reason behind the fact
that Price Elasticity is negative? '

(a) Price of commodity always fall

(b) Quantity of commodity always
fall

(¢) Price and Quantity are inversely
related (with few exceptions)

(d) Price and Quantity are positively
related

132. The price of a commodity de-
creases from T 6 per unit to ¥ 4 Per
unit and quantity demanded of the
goods increased from 10 units to
15 units. The Co-efficient of Price
Elasticity will be

(a) 3

(b) 2

(1

d) 4
133. The demand for the commodity
is when a consumer

is a habitual consumer.
(a) Relative elasticity
() Inelastic =
(¢) Unit elasticity
(d) Perfectly elastic
[June 2022]

134. Identify the factor which
generally keeps the price elasticity
of a good law:

(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 consum-
er’s income spent on it

[Jan. 2021]

135. A 5% fall in the price of a good
leads to a 15% rise in its demand.
The Price Elasticity is and
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the good in question has
demand.

(a) 1/3, Elastic
(b) 3, Elastic
(¢) 1/3, Inelastic
(d) 3, Inelastic

136. The quantity demanded by a
consumer at price ¥ 9 per unit is
800 units. As price falls by 25%, the
quantity demanded rises by 160
units. What is the Price Elasticity
of Demand?

(@) 1.3

) 1

(c) 0.8

(d) None of these
137. A Consumer buys 80 Units of a
good at a price of T 4 per unit. The
Price Elasticity of demand is 4. At
what price, consumer will buy 60
Units?

(a) T 4 per unit

(b) T 4.25 Per unit

(¢) T 4.80 Per unit

: (d) None of these

138. The numerical value of elastic-
ity of demand can assume any value
between

(a) Zero and -1
(b) Zero and infinity
(c) -1and +1
(d) Zero and +1
[Dec. 2021]

139. The extent of responsiveness
of demand due to changes in any
of its determinants is regarded
as

(@) Price Elasticity of Demand

(b)_ Income Elasticity of Demand
(¢) Cross Elasticity of Demand
(d) Elasticity of Demand

140. Suppose the income elasticity
of demand of Air Conditioner (AC)
is +1.8 We can conclude from this
that the AC is ;

(@) Superior good

(b) Inferior good

(¢) Necessary good
(d) Conspicuous good

141.Identify the coefficient of price-
elasticity of demand when the per-
centage increase in the quantity of a
good demanded is smaller than the
percentage fall in its price:

(a) Equal to one.

(b) Greater than one.
(¢) Smaller than one.
(d) Zero.

142. There is decrease in price of
LED TV afterbudget announcement
from< 60,000 to T 50,000. As aresult
of which demand forit hasincreases
from 1,500 units to 2,000 units. The
Elasticity of demand for LED TV will
be

(@) 1.27
() -2
(c) 0.63
(d) 0.67
[June 2023]
143. Which of the following state-

ments about price elasticity of

demand is correct?

(a) Price elasticity of demand is
a measure of how much the
quantity demanded of a good
responds to a change in the price
of that good. '

=
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(b) Priceelasticity of demand is com-
puted as the percentage change in
quantity demanded divided by the
percentage change in price.

(c) Price elasticity of demand in the
long run would be different from
that of the short run.

(d) All of the above.

[Nov. 2019]

144. If the proportionate change in
price is greater than the proportion-
ate change in quantity demanded of
a commodity, the price elasticity of
demand will be

{a) Zero
(b) Inelastic
(¢) Elastic
(d) Infinite
[June 2022]
145. A decrease in price will result
in an increase in total revenue if :

(a) The percentage change in quan-
tity demanded in less than the
percentage change in price.

(b) The percentage change in quan-
tity demanded is greater than the
percentage change in price.

(¢) Demand is inelastic.

(d) The consumer is operating along
a linear demand curve at a point
at which the price is very low and
the quantity demanded is very
high.

146. An increase in price will result
in an increase in total revenue if :

(a) Thepercentage changein quantity
demanded isless than the percent-
age change in price.

(b) The percentage change in quan-
tity demanded is greater than the
percentage change in price.

{¢) Demand is elastic.

(d) The consumer is operating along
a linear demand curve at a point
at which the price is very high and
the quantity demanded is verylow.

147. For which of the following
product elasticity of demand is
highly elastic.

(a) Salt

(b) Life-saving medicines
(c) water

(d) Jewellery

[July 2021]

148. The price of X commodity dec-
reases from? 10 to 8, owing to which
itsdemand increases form 100to 120
units. Calculate the price elasticity
of demand

@ ()1
®) 1
(c) 0.8
d) 1.2
[June 2022]

149. If price decreases from % 80 to
¥ 60 and elasticity of demand is 1.25
then :

(a) Demand increase by 25%
(b) Demand decrease by 25%
(¢) Remains constant
(d) None of the above
[CA CPT May 2019]

150. The elasticity of demand for
a product will not be higher when:

(@) It has several uses
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(b) More substitutes for the product
are available

(¢) It is an expensive commodity

(d) It is considered a necessity
by its buyers

151.Ifthe price of a gel pen increases
from X 40 to T 50 and in response
to this the quantity demand de-
creases from 25 units to 20 units.

The coefficient of price elasticity
will be

(@) 1.25
(®) -1.25
(¢) 0.8
d) -0.8
[June 2023]

152. The price elasticity of demand
for X is 1 and the original quantity
demand of X is 90 units, if the price
of X decreases from ¥ 300 to T 180
per unit, calculate the new quantity
demand of X

(@) 36 units

(b) 120 units
(¢) 126 units
(d) 144 units

[Nov. 2020]

153. In the case of a straight line
demand curve meeting the two axes,
the price-elasticity of demand at the
mid-point of the line would be:

(@ 0
®) 1
(c) 1.5
d) 2

154. The Concept of point elasticity
is used for measuring price elastic-
ity where the change in price is

(a) Finite

(b) Limited

(c) Infinite small

(d) None of the above

155.
Y 4
A
L
B
5
2 C
)
rm
D
E
(0] o P X
QUANTITY

(a) Elasticity at point A = o, at B = >
l,atC=1,atD=<1and E =0

(b) Elasticityat A=0,atB=<1, at
C=1,atD=>1andE =

(c) ElasticityatA=0,atB>1,atC
=l,atD=<1landatE=0

(d) None of these
[CA CPT May 2018]
156. The price elasticity of demand
at the midpoint of the straight line
demand curve under point method
is
(a) 0
b) 1
(c) >1
d <1
[CA CPT May 2019] -

157. Which of the following methods
calculates elasticity of demand by
using the formula:

lower segment of demand curve
upper segment of demand curve
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(a) The ARC elasticity method
(b) Cross elasticity method

(c) The income elasticity method
(d) The point elasticity method

158. To know the base price and
quantity, which method of elasticity
is used?

(a) Arc elasticity
(b) Point elasticity
(c) Cross elasticity

(d) Cannot be measured

[Nov. 2020]

159. Point elasticity is useful for
which of the following situations?

(a) The bodkstore is considering
doubling the price of notebooks.

(b) Arestaurantis consideringlower-
ing the price of its most expensive
dishes by 50 per cent.

(c) An auto producer is interested
in determining the response of
_consumers to the price of cars
being lowered by ¥ 100.

(d) None of the above.

160. The price of a commodity de-
creases from? 6 to % 4 and the quan-
tity demanded of the good increases
from 10 units to 15 units, and the
co-efficient of price elasticity. (Use
Point Elasticity Method)

(a) 1.5

) 2.5

(¢) -1.5

(d) 0.5
161. If the price of air-conditioner
increases from ¥ 30,000 to ¥ 30,010
and resultant change in demand is

negligible, we use the measure of
____to measure elasticity.

(a) Point elasticity.
(b) Perfect elasticity.
(c) Perfect inelasticity.
(d) Price elasticity.
162. Elasticity between two points:
(@) Point elasticity
(b) Arc elasticity
3 (c) Cross el‘asti'city
(d) None
[CA CPT May 2018]

. 163. Suppose the price of movies

seen at a theatre rises from T 120
per person to < 200 per person. The
theatre manager observes that the
rise in price causes attendance at a
given movie to fall from 300 persons
to 200 persons. What is the price

elasticity of demand for movies? '

(Use Arc Elasticity Method)
(@) .5
b) .8
(c) 1.0
d) 1.2

164. Suppose a department store has
asale onits silverware. If the price of
aplate-setting is reduced from Z 300
t0 X 200 and the quantity demanded
increases from 3,000 plate-settings
to 5,000 plate-settings, what is the
price elasticity of demand for silver
ware? (Use Arc Elastiéity Method)

(a) .8

b) 1.0
(¢) 1.25
(d) 1.50

165. If the local pizzeria raises the
price of a medium pizza from Z 60
to ¥ 100 and quantity demanded
falls from 700 pizzas a night to 100

D
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pizzas a night, the price elasticity
of demand for pizzas is: (Use Arc
Elasticity Method)

(a) .67
b) 1.5
(¢) 2.0
(d) 3.0

166. Which of the following method
is used to calculate Elasticity of
demand when price and quantity
demand are large?

(@) Zero elasticity
(b) Cross elasticity
(c) Point elasticity
(d) Arc elasticity
[June 2023]

167. The price of a commodity
decreases from T 200 to ¥ 120 per
unit. If the price elasticity of de-
mand for this commodity is 2 and
the original quantity demanded is
60 units, calculate the new quantity
demanded.

(a) 48 units
(b) 100 units
(c) 108 units
(d) 120 units
[July 2021]

168. If regardless of changes in its
price, the quantity demanded of a
good remains unchanged, then the
demand curve for the good will be:

(a) Horizontal.

(b) Vertical.

(c) Positively sloped.
(d) Negatively sloped.

169. The price of hot dogs increases
by 22% and the quantity of hot dogs

demanded falls by 25%. This indi-
cates that demand for hot dogs is:

(a) Elastic.

(b) Inelastic.

(c) Unitarily elastic.
(d) Perfectly elastic.

[Dec. 2022]
170. The demand for a generic
good like soap and for Lux soap are
respectively.
(a) Elastic and elastic
(b) Inelastic and inelastic
(c) Inelastic and elastic
(d) Elastic and inelastic

[July 2021]

171. If electricity demand is inelas-
tic, and electricity charges increase,
which of the following is likely to
occur?
(a) Quantity demanded will fall by a
relatively large amount.

(b) Quantity demanded will fall bya
relatively small amount.
" (¢) Quantity demanded will rise in
the short run, but fall in the long
run.,

(d) Quantitydemanded will fall in the
short run, butrise in the long run.

172. Suppose the demand for meals
at a medium-priced restaurant is
elastic. If the management of the
restaurant is considering raising
prices, it can expect a relatively:

(a) Large fall in quantity demanded.
(b) Large fall in demand.

(¢) Small fall in quantity demanded.
(d) Small fall in demand.
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173. Demand for a good will tend to
be more elastic if it exhibits which of
the following characteristics?

(a) It represents a small part of the
consumer’s income.

(b) The good has many substitutes
available.

(¢) It is a necessity (as opposed to a
luxury).

(d) Thereislittle time for the consum-
er to adjust to the price change.

174. Demand for a good will tend to
be more inelastic if it exhibits which
of the following characteristics?

(a) The good has many substitutes.

(b) The good is a luxury (as opposed
to a necessity).

(c) The gdod is a small part of thé
consumer’s income.

(d) Thereisagreatdeal oftime forthe
consumer to adjust to the change
in prices.

175. Using total outlay method,

(a) We cannot find exact co-efficient
of Price Elasticity.

(b) We can find exact co-efficient of
Price Elasticity.

(c) Wecannotdetermine whetherthe
good is elastic or inelastic.

(d) None of the above.

176. When, as a result of the change
in price of a good, the total expen-
diture on the goods or total revenue
received from those good remains
the same, the price elasticity for the
good is equal to

(a) Zero
(b) Unity

(¢) More than one
(d) Less than one

177.Which one of the following is/are
the determinants of price elasticity?

(a) Availability of substitutes.

(b) Time period

(¢) Price range

(d) All of the above
178. The demand for goods like
common salt, matches, buttons,
etc. tends to be because
a household spends only a fraction
of their income on each of them.

(a) Less elastic

(b) Inelastic

(¢) Highly inelastic

(d) Highly elastic
179. The price of a good has de-
creased from ¥ 100 to T 60 per unit.
If the price elasticity of demand for
itis 1.5 and the original quantity de-

manded is 30 units, the new quantity
demanded will be

(a) 18 Units
(b) 30 Units
(¢c) 48 Units
(d) 60 Units

180. The electricity board wants to
reduce the consumption of electric-
ity by 5%. The price elasticity of
demand for electricity is (-) 0.5. The
board should

(a) Raise the price of electricity by
2.5%

(b) Decrease the price of electricity
by 2.5%

(c) Raise the price of electricity by
10%
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(d) Raise the price of electricity by
0.1%

[Dec. 2021]

181. If there is no change at all
in the quantity demanded, when
price changes, the elasticity will be

(a) Zero

(b) Unitary

(¢) Greater than one
(d) Less than one

182.If elasticity is y
then the quantity demanded does
not respond at all to a price change.

(a) Zero
(b) One
(¢) Greater than one
(d) Less than one |

183. The demand is said to be
when the percentage

change in quantity demanded is less

than the percentage change in price.

(a) Elastic

(b) Inelastic

(c) Perfectly elastic
(d) None of the above

184. In case of wheat & Common
salt, the nature of Price elasticity of
demand is

.(a) Elastic

(b) Inelastic

(¢) Perfectly Elastic
(d) None of the above

185. If a Consumer is a habitual
consumer of a commodity, no mat-
ter how much its price changes, the
demand for the Commodity will be

(a) Elastic

2.23
(b) . Inelastic

(c) Perfectly Elastic

(d) Unitary

186. The greater the proportion of
income spent on a commodity, gen-
erallythe _ ~~ will beits
elasticity of demand and vice versa.

(@) Greater

(b) Lesser

(c) Either (a) or (b)
(d) None of these

187. If the demand for a good is in-
elastic, an increase in its price will
cause the total expenditure of the
consumers of the good to:

(@) Remain the same.
(b) Increase.

(¢) Decrease.

(d) Any of these.

188. Given the following four pos-
sibilities, which one results in an
increase in total consumer expen-
diture?
(a) Demand is unitary elastic and
price falls.

(b) Demand is elastic and price rises.

(c) Demand is inelastic and price
falls.

(d) Demand is inelastic and prices
rises,

Income Elasticity of Demand

189. Suppose a consumer’s income
inereases from ¥ 30,000 to X 36,000.
As a result, the consumer increases
her purchases of compact discs
(CDs) from 25 CDs to 30 CDs. What
is the consumer’s income elasticity

e e A N N s e
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of demand for CDs? (Use Arc Elas-
ticity Method)

(@) 0.5
b)) 1.0
() 1.5
d 2.0

190. The household income rises
by 20% in a year. Consequently the
demand for TV rises by 30%. What
is income elasticity of demand.

(a) 1.5
(b) 0.5
(c) 0.4
@ 5

191. Income Elasticity of demand
is the degree of responsiveness of
quantity demanded to a good to
change in the of Con-
sumers.

(a) Taste and Preferences
(b) Income

(¢) Status of Living

(d) Fashion

192. Which of the following formula
can be used for calculation of income
Elasticity of Demand?

A
(a) Ei: _qx-y_

Ay g
A

®) E=—L L
Ag y
A

() Ei: i X E
Ay y

(d) None of the above

193. Income elasticity of luxury
goods

(a) Zero

(b) Positive and greater than one

(c) Positive and lesser than one

(d) Negative and greater than - I
[Nov. 2019]

194. Suppose there is an increase
in income by 15%, which increases
demand by 30% the income elasticity
of demand will be

(a) 0.67

(b) 0.5

(c) 2

d 1.0

[June 2023]

195.The quantity purchased remains
constant irrespective of the change
in income. This is known as

(a) Negative income elasticity of

demand.

(b) Income elasticity of demand less
than one.

(¢) Zeroincomeelasticity of demand.

(d) Income elasticity of demand is
greater than one.

196. When income increases the
money spent on necessaries of life
may not increase in the same propor-
tion. This means:

(@) Income elasticity of demand is
Zero.

(b) Income elasticity of demand is
one.

(c) Income elasticity of demand is
greater than one.

(d) Income elasticity of demand is
less than one.

197.The average income of residents
of two cities A and B and the cor-
responding change in demand for
two goods is given in the following
table. Which of the following state-
ments is true?
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City | % Increase |% change in | % change in
in income | demand for | demand for

Good X Good Y
A 12 6.5 -2.3
B 9 5.6 1.6

(a) Both goods are normal goods in
both cities A and B

(b) Good X is a normal good in both
cities; good Y is an inferior good
in city A

(¢) GoodXisanormalin both cities;

good Y is an inferior good in city
B

(d) Need more information to make
and accurate comment

198. As income increases, the con-
sumer will go in for superior goods
and consequently the demand for
inferior goods will fall. This means:

(a) Income elasticity of demand less
than one.

(b) Negative income elasticity of
demand.

(¢) Zeroincomeelasticity of demand.

(d) Unitary income elasticity of de-
mand.

199. Income elasticity of demand is
calculated by dividing percentage
change in by the percent-
age change in .

(a) Income, Demand

() Demand, Income

(¢) Income, Price

(d) Demand, Price

200. Which one of the following is
the preposition on the relationship
between income elasticity of demand
and the proportion of income spent
on it?

(a) If the proportion of income on a
good remains the same asincome
increase, then income elasticity
for the good is equal to one.

2.25

(b) Ifthe proportion of Inco,
On good increases as ingqp,
creases, then theincome elagy; o
for the goods is greater thap, ne

(¢) Ifthe proportion of income sy
on a good decreases aS MNcom
rises, the income elasticity forthe

g0ood is less than one-

(d) All of the above.
201.Foral goods, the
income elasticity is positive.

(@) Norma]
(b) Interior
(c) Luxury
(d) All of the above

202. For a]] goods, the in-
come elasticity is greater than one.

(a) Norma]

(b) Interior

(©) Luxury

(d) All of the above.
203. If a good is a luxury, its income
elasticity of demand is:

(a) Positive and less than 1.

(b) Negative but greater than 1.

(¢) Positive and greater than 1.

(d) Zero.

204.1If, as people’s income increases,
the quantity demanded of a good
decreases, the good is called

e spenl

(a) A substityte.
(b) A norma] good.
(c) Aninferior good.

d A Complement.
205. When oranges has - (0.58)
income. elasticity the commodity
orangeis calledas

(q) Orange is 4 necessary good
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(b) Orange is a inferior good
(c) Orange is a substitute good
(d) None
[June 2023]

206. The income elasticity of toma-
toes is 0.25, it means tomatoes are:

(a) Inferior goods.
(b) Luxury goods.
(¢) Normal goods.
(d) Can't say.

207. Suppose theincome elasticity of
education in private school in India
is 1.6. What does this indicate:

(a) Private school education is a
luxury.

(b) Private school education is a ne-
cessity.

(¢) Private school education is an
inferior commodity.

(d)QWe should have more private
schools.

208. Suppose potatoes have (-) 0.4 as
income elasticity. We can say from
the data given that:

(a) Potatoes are inferior goods.
(b)
(¢) Potatoes are necessities.

d)

Potatoes are superior goods.

There is a need to increase the
income of consumers so that they
can purchase potatoes.

209. If the income elasticity is _less
than one, it shows that the goods
is either relatively least important
in the eyes of consumer or it is a

(a) Inferior

(b) Luxury

(¢) Necessity

(d) None of these
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210. The income elasticity of de-
mand of commodity “Buttons” is

(a) Greater than one
(b) Lest than one

(¢) Zero

(d) One

211. In the case of inferior goods,
the income elasticity of demand is:

(a) Positive
(b) Zero
(¢) Negative
(d) Infinite
[Jan. 2021]

212. ‘Bajra’ is an inferior commod-
ity in the eyes of the household. Its
income elasticity of demand will be

(a) More than 1

b) Eq'ual to 1

(c) Lessthan 1, but greater than 0
(d) Negative

213. Assume that Wheat have (-) 0.4
as income elasticity. By this, we can
say that wheat is a
good

(a) Inferior
(b) Normal
(¢) superior

(d) luxurious

[July 2021]

Cross Elasticity of Demand

214. Creoss elasticity of demand re-
fers to the quantities of commodity
which will be demanded in response
to , keeping other
things remaining the same.

(a) Income of consumer

Y

THEORY OF DEMAND AND SUPPLY

(b) Price of same commodity
(¢) Price of Related commodity
(d) Both (b) & (c)

215. In case of substitute commodi-
ties, the cross demand curve slopes

(a) Upwards
(b) Downwards
(¢) Circular
(d) Parabolic

216. What is numerical measure of
elasticity for “Perfectly Flastic”?
(@) Zero
(b) Infinity
(¢) Greater than one and less than
infinity
(d) Less than one ‘
[Jan. 2021]
217. A shopkeeper sells only two
brands of notebooks “Classmate”
and “Neelgagan”. It is observed that
when the price of “classmate” rises
by 10%, the demand for “Neelgagan”
increases by 15%. What is the cross
price elasticity for “Neelgagan”
against the price of “classmate”?
(a) 0.5
(b 1
(© 1.5
(d) None of these
218. The cross price elasticity be-
tween two goods x and y is known
to be - 0.8. If the price of good y
rises to 20%, how will the demand
for x change?
(a) +10%
b) +16%

2.27

(¢) -16%
(d) None of these

219. The Price Of 1 Kg. of coﬁee is
T 60. At this price 10 kg. of coffee is
demanded. If the price of tea rises
from 50 to ¥ 70 per kg. the quantity
demanded of coffeerises from 1¢ kg.
to 16 kg. The cross-price elasticity
of coffee is

(a) -1.5
b) +1.5
(c¢) +0.3
(d) -0.3

[Dec. 2021]
220. There is a

relationship between _i)-;i_;e of a
commodity and the demand for jts
complementary goods (other things

remaining the same).

(a) Inverse

(b) Positive

(¢c) Direct

(d) Any of (b) & (c)

221. Cross elasticity of perfect syb-
stitutes is: '

(a) Zero
(b) Negative
(c) One
(d) Infinity

. [CA CPT May 2018]
222, The cross elasticity between
Bread and DVDs is:

{a) Positive.
(b) Negative.
(¢) Zero,
(d) One.

223, If the quantity demand of
mutton increases by 5% when the
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price of chicken increases by 20%,
the cross-price elasticity of demand
between mutton and chicken

(a) 0.25
(b) -4
(c) 4
d) -0.25

224. When two goods are unrelated
then cross elasticity of demand will
be

(@ 0
b) 00
) 1
d ()
[June 2023]

225. The quantity demanded of cof-
fee increases by 2% when the price
of tea increases by 8%, the cross
elasticity of demand between two
products are

(a) +0.25
) -0.25
(¢) -0.4

d +04

[July 2021]

226. The cross elasticity between
personal computers and software’s
is:

(@) Positive.
(b) Negative.
(¢) zero.
(d) One.

227. If two goods are perfect substi-
tutes for each other, the cross elastic-
ity between them is

(a) One
(b) More than one

(¢) Less than one
(d) Infinite

228. When the numerical value of
cross elasticity between two goods
is very high, it means:
(a) The goods are perfect comple-
- ments and therefore have to be
used together.

(b) The goods are perfect substitutes
and can be used with ease in place
‘of one another.

(c) Thereisahighdegree of substitut-
ability between the two goods.

(d) The goods are neutral and there-
fore cannot be considered as
substitutes.

229.If the goods are substituted (like
tea and coffee), the cross elasticity
between them is

(a) Positive

(b) Negative

(¢) Zero

(d) Infinity

230. If the quantity demanded of
mutton increases by 5% when the
price of chicken increases by 20%,

the cross price elasticity of demand
between mutton and chicken is:

(@) -0.25

(b) 0.25

(c) -4

d 4
231. In case of Complementary
Goods, arise in the price of one leads
to a fall in the quantity demanded

of the other. The cross elasticity
of demand between thesé¢ will be

D ———
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(a) Positive
(b) Negative
(¢) Zero
(d) Infinity
232. When the numerical value of
cross elasticity between two goods
is very high, it means
(a) The goods are perfect comple-
ments and therefore have to be
used together.

(b) The goods are perfect substitutes
and can be used with easeinplace
of one another.

(¢) There is a high degree of
substitutability between the two
goods.

~ (d) The goods are neutral and there-

fore cannot be considered as

substitutes.
233. The price of 1 kg. of tea is
T 30. At this price, 5 kg. of tea is
demanded. If the price of coffee
rises from ¥ 25 to ¥ 35 per kg., the
quantity demanded of tearises from
5 kg. to 8 kg. The cross price elastic
of tea is

(@) 1
(b) 0.5
(c) 1.5
d) o0

[Jan. 2021]

234, The Cross elasticity is -1.2. It
represents that the commodities
are: in nature.

(a) Complementary
(b) Substituted

(¢) Inferior

(d) Giffen

Advertisement Elasticj

235, Advertisement elasticity of sales
or promotional elasticity of demand
isthe responsive of a good demanded
to changes in

(a) Price of Commodity

(b) Per Unit advertisement budget

(c) Firms spending on advertising

(d) Firms spending on distribution

236. Usually, higher the value of
advertising elasticity, greater will

- be the responsiveness of demand to

changein advertisement. Therefore,
usually advertising elasticity of de-
mand is typically

(a) Positive

(b) Unitary

(c) Negative

(d) Zero

237. Ram and sons are going for
heavy advertisement campaign to
enhance their sales. When analysed
it was realised that the expenditure
on advertisement 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 lakh units. What is the
advertising elasticity of demand?

(a) -1 i
(b) 4
(c) 2
d) 3

238. Advertisement elasticity of de-
mand values between
and

(a) One, infinity

(b) Zero, infinity

(¢) Zero, one

(d) (-) Infinity to (+) Infinity
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239. Advertising elasticity of demand
is typically

(a) Negative
(b) Zero
(¢) Infinity
(d) Positive
[June 2022]

240. What will be the advertisement
elasticity?

% Change in Demand = 30%
% change in Price = Nil

% change in advertisement Expendi-
ture = 25%

(@) 1.2
(b) 0.83
(e} 1
(d) 25

241. When the demand changes at a
higherrate than change in advertise-
ment expenditure, the advertisemen
elasticity will be X

(a) Zero
(b) One
{¢) More than one
(d) Less than one

242, If the advertisement expendi-
ture on X commodity increase by
20% and demand forit increases only
by 5%. The advertisement elasticity
of demand for X commodity is

(a) 0.25
(b) (-)0.25
(c) 4
d ()4
[June 2022]

243, The zero advertisement Elastic-
ity represents :

(@) Demand responds proportion-
ately

(b) Demand does not respond pro-
portionately

(¢) Demand does not respond at all
(d) None of the above

244, When the change in demand
is less than proportionate change
in advertisement expenditure, the
advertisement elasticity (E ) will be
equal to

(@) E =0
() E>0
() E<1
(d) E>0but <1,

Demand Forecasting

245. Which of the following state-
ments is correct?

(a) With the help of statistical tools,
the demand can be forecasted
accurately.

(b) The more the number of substi-
tutes of a commodity, more elastic
is the demand.

(¢) Demand for butter is perfectly
elastic.

(d) Gold jewellery will have negative
income elasticity.

246. Method of demand forecasting
does not include?

(a) Mathematical method
(b) Barometric method
(¢) Expert opinion method
(d) Statistical method
[CA CPT Novw. 2018]
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247. Forecasting of demand is the
Art and Science of predicting?

(@) Actual demand of a product at
same future date

(b) Probable demand in future
(¢) Total demand in future
(d) None of these
[CA CPT Novw. 2018]

248. The Delphi technique of
demand forecasting is also called
an

(@) Survey of buyers intentions
(b) Expect opinion method

(¢) Barometric method

(d) Controlled experiments

249. Of the following, who developed
the Delphi technique of demand
forecasting?

(a) Olaf Helmer
(b) David Richardson
(¢) Michael Porter
(d) J.M. Keynes
[July 2021, June 2023]

250. Forecasting refers to knowing
or measuring the status or nature
of an event or variable

it occurs. ‘

(a) Before

(b) When

(c) After

(d) Both (b) & (¢)

251. The demand for cement in
India is forecasted. It refers to

(@) Micro level forecasting

(b) Long-Term forecasting

(¢) Industry level forecasting
(d) Firm level forecasting

252, Method of demand forecasting
does not include?

(a) Mathematical method
(b) Barometric method
(¢) Expert opinion method
(d) Statistical method
[June 2023]

253. demand forecast-
ing is generally useful in tactical
decisions.

(a) Short-term

(b) Long-Term

(c) Very Long Period
(d) Both (a) & (b)

254, The demand for a commodity
that arises because of the demand
for same other commodity (prevent
product) is called as

(a) Demand

(b) Direct Demand
(¢) Derived Demand
(d) Implied Demand

255. If the demand for a product
is independent of the demand for
other goods, then it is called as

(a) Derived Demand
(b) Autonomous Demand
(¢) Industry Demand
(d) Implied Demand

256. Which of the following are con-
sumer’s goods?

(@) Readymade clothes
(b) Prepared Food
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(¢) Residential Houses
(d) All of the above

257. Identify Producer’s goods out
of following :

(a) Plant and Equipment
() Readymade clothes
(¢) Residential Houses
(d) All of the above

258. Which of the following factors
affects demand for non-durable
consumer goods?

(a) Disposable Income
(b) Price

(¢) Demography

(d) All of the above

259, In order to find out turning
points, it is necessary to find out the
general behaviour of the economy.
This method of forecasting is called
as:

(a) Controlled Experiments
(b) Barometric Method

(c) Statistical Method

(d) None of these

260. method of fore-
casting includes the methods:

# Complete Enumerations

# Sample Survey

# End Use
(a) Collective opinion
(b) Survey of Buyer’s intentions
(¢) Expert Opinion

(d) Barometric

261. Under
method of demand forecasting, the
future demand is estimated by con-
ducting market studies and experi-
ments on consumer behaviour under
actual, though controlled, market
conditions.

(a) Controlled Experiment method
b) Market Experiment Method

(c¢) Barometric Method

(d) Both (a) & (b)

262. Which one of the following is
the statistical method of demand
forecasting?

(a) Trend Projection Method
(b) Fitting Equation Method
(¢) Regression Analysis

(d) All of the above

263. Which of the following is not
a statistical method of demand
forecasting.

(a) Regression Analysis

(b) Survey of Buyer's intensions
{¢) Least Square method

(d) Free hand projection method ‘

264. Demand forecasting by means
of asking customer what they are
going to buy comes under

(a) Statistical method

(b) Grass roots method

(c) Survey of buyers intention
(d) Experts opinion method

[Nov. 2020]
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Nature of Human wants

265.All of human be-
ings are called wants in Economics.

(a) Desires
(b) Tastes

{¢) Motives
(d) All of these

266. Wants may arise due to
causes.

(a) Elementary
(b) Psychological
(¢) Internal

(d) Both (a) & (b)

267. Which of the following is not
the characteristic of wants of hu-
man beings?

(a) Wants are unlimited
(b) Wants are subjective & relative

(¢) Wants are affected by income,
taste, fashion, advertisements and
social customs

(d) Wantsdonotvarywithtime, place
& person.

268. Wants arise from multiple
causes including

(a) Natural instincts
(b) Social obligations

(¢) Individual’'s economic & social
status

(d) All of the above

Classification of Wants

269. Which of the following is one
of the categories of wants?

(a) Necessaries

(b) COl‘nfOrtS

(¢) Luxurieg

(@) Allof the
270. Which o ,, .

£ .
an example the following is NOT

O Luxyries?
(@) ExpenSiVe clothing
(b) Exclusive Vintage cars
(c) Classy furniture

(d) Labour Saving equipments
271. Which of ¢,

an example of N following is NQT

. ecessaries?

(@) Nourishirg food

(b) Adequate clothing & clean water
(¢) Comfortaple dwelling
(d) Expensiye clothing

Law of Diminjsh
Utili _
272
— isth
by the Consumer. ande
is the actua] satisfaction derived :

(@) Utl_hty' anticipated satisfaction,
satisfactiop :

(b) Utility,

ing Marginal

9 actual satisfactory, desire
(ORDesirs utility, satisfaction
(d) None of thege

.273 ‘———__isthe wantsatisfy-
Ing power of 5 Commodity.

(@) Utility
(b) Margina] Utility
(c) Desire
(d) Desired Utility

274. Which of the fo1owing state-
ments about utility is incorrect?

(a) Utility ig ethically neutral
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(b) A commodity has utility even
when it is not consumed

(c) Utility is subjective and varies
from person to person

(d) Utilityis the same thing as useful-
ness '

- [Dec. 2021]

275. Which of the following theories
explains consumer behaviours?

(a) Marginal Utility Analysis
(b) Indifference Curve

(¢) Returns to scale

(d) Both (a) & (b)

276. Utility is the numerical score
in terms of °____’ representing the
satisfaction that a consumer obtains
from the consumption of a particu-
lar good.

(a) Points
(b) Utils
(¢) Units
(d) Numbers
[Dec. 2021]

277. Marginal Utility Analysis has
been propounded by :

(a) Marshall

(b) Hicks

(c) Allen

(d) Hicks & Allen

278. Alfred Marshall was a
economist.

(a) British
(b) American
(¢) European
(d) Asian

279. _ is the sum of
marginal utilities derived from the
consumption of different units.

(a) Marginal Utility

(b) Average Utility

(¢) Total Utility

(d) Incremental Marginal Utility

280. is the additional
made to total utility by the con-
sumption of an additional unit of a
commodity.

(a) Marginal Utility

(b) Average Utility

(¢) Total Utility

(d) Incremental Marginal Utility

281. When economists speak of the
utility of a certain good, they are
referring to:

(a) The demand for the good.

(b) The usefulness of the good in
consumption.

(¢) Theexpected satisfaction derived
from consuming the good.

(d) The rate at which consumers are
willing to exchange one good for
another.

282. When total utility is diminish-
ing, the marginal utility is

(a) Diminisher
(b) Zero -

(¢) Negative
(d) Increases

[June 2022]

283.The aim of the consumer in allo-
cating hisincomeis to

(a) Maximize his total utility.
(b) Maximize his marginal utility.

(c) To buy the goods he wants most
whatever the price.

(d) Tobuythe goodswhichhe expects
to be short in supply.
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284. Additional made to total utility
refers to?

(a) Total utility

(b) Average utility
(¢) Marginal utility
(d) All of the above

285. At the point of satiation, TU is
and MU is

(@) Maximum, Zero
(b) Minimum, Zero
(¢) Zero, Zero
(d) Maximum, diminishing
[Dec. 2021]
286. Which Equation is correct-

MU P
(@) | oK =%
MUy Py
by MU, Py
MU, ~ P,
MU P
(S
MU, P,
MUy P
d el
d) MUy Py

[CA CPT Nov. 2018]

287. Marginal rate of Substitution of
X for Y is calculated as

(a) Change in X/change in Y
(b) Px/Py
(c) Py/Px
(d) Change in Y/change in X
[Dec. 2021]

288. From the following data given
below answer questions 251 and 252-

Units TU MU
1 200
2 pvd 180
3 480 -

Total utility derjyed from 2nd unit?
(a) 380
(b) 20
(c) 100
(d) 280
[CA CPT Nov. 2018]
289. Marginal utility of 3rd unit is?
(@) 200
®) 280
(c) 100
(d) 50
[CA CPT Nov. 2018]

290. When marginal utility is zero
then total utility is :

(a) Maximum
(b) Lower

(c) Negative
(d) Increasing

291. Supposing that total utility is
100 at 10 units of consumption of a
commodity. If consumer increases
the consumption by one more unit
and owing to that total utility in-
creases to 108.

The marginal utility of last units
consumed will be '

(a) 8

(b) 100

(¢) 108

d) 101 ; ,

[June 2023]

292. Budget line is otherwise called
as

(a) Money line

(b) Preference line

(¢) Income line

(d) Price line

[Nov. 2019]
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293. The Consumer is in equilib-
rium when the following condition
is satisfied:

(a) Budget line is tangent to the Ic

curve
) MUy MU, Mmu,
P HE=PYel VP

(¢) Both (a) and (b)
(d) None of the above
[CA CPT May 2019]
294. An indifference curve is a
curve which represents all those
combinations of two goods which
give to the consumer.
(@) Equal satisfaction
(b) Greater satisfaction
(c) Lesser satisfaction
(d) Variable satisfaction
295. Cardinal approachisrelated to:
(a) Indifference curve
(b) Equi marginal utility
(¢) Law of diminishing returns
(d) None of these
[CA CPT May 2018]

296. Which economist said that mon-
ey is the measuring rod of utility?

(a) A.C.Pigou .
(b) Marshall
(¢) Adam Smith
(d) Robbins
[CA CPT May 2018]
297. Which of the following relation
is true with MU?
(a) When MU is positive, Total utility
rises at a diminishing rate
(b) When marginal utility is zero,
total utility is maximum
() When marginal utilityis negative,
total utility is diminishing

(d) All of the above
[CA CPT May 2019]
298. Total utility is maximum when:
(a) Marginal utility is zero.
(b) Marginal utility is at its highest
point.

(c) Marginal utility is negative.
(d) None of the above.

299. The second glass of lemonade
gives lesser satisfaction to a thirsty
boy. This is a clear case of:

(a) Law of demand.

(b) Law of diminishing returns.

(c¢) Law of diminishing utility.

(d) Law of supply. .
[Jan. 2021]

300. When TU_ is deducted from
TU , the resultant is

(a) Marginal Utility

(b) Average Utility

(¢) Total Utility

(d) Incremental Marginal Utility

301. Marginal Utility Analysis is
Concept.

(a) Cardinal

(b) Ordinal

(¢) Sequential
(d) None of these

302. Which of the following is not
an assumption of Marginal Utility
Analysis?

(a) Rationality
(b) Cardinal Measurability of Utility
(c) Hypothesis of independent utility
(d) Increasing Marginal Utility of
Money
303. Law of Diminishing Marginal

Utility is derived from which of the
following concept?

T e————llU T TR
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(a) Consumer Surplus
(b) Additional Utility

(c) Total utility

(d) Producer Surplus

[Dec. 2021]

304. As per the hypothesis of
Utility, the total utility

which a person gets from the whole
collection of goods purchased by
him is simply the sum total of the
separate utilities of the goods.

(a) Dependent

(b) Independent

(¢) Related

(d) Affected

Read the following table and answer
questions (265-266)

Quanti-
tyCon-|0| 1 [2]|3]|4|5|6][7]38
sumed
Total |, 1309|500 | 650|750 [830 890 930|960
Utility

305. What is marginal utility when
consumption increases from 4 units
to 5 units?

(@) 130
(b) 80
(c) 160
d) 100
[July 2021]

306. What is marginal utility when
consumption increases from 7 units
to 8 units?

(a) 60

(b) 100

(c) 40

d) 30

[July 2021]

307. Accordjy
economists,

2.37

to neo-classical

l
concept. It meg, Jr' is a cardinal

(a) Utility1i \qm

ment of Utilj

as ‘'UTILS’,

(¢) Utilities fy,
the comm,

(d) All of the g

(b) Can be

easy .
tifiable eng; lydsurdble and quan

(b) A psycholgg;,

al unit of measure-
1y is ayailable called

m different units of

tv can be added.

m - )
numbers - SUred in cardinal

(¢) Cannot be

(d) Cannot be ex

309. The Marg; =
t

(a) Positive
-(b) Zero

(c) Negative
(d) Any of aboy,

€asured
Pressed

[Dec. 2021]
ility can be

Consumer’s Surp|
us

310.The concep,
plus was Propoy,

(a) Alfred Mdr“h

Lof Congumer's Sur-

Undeq by

(b) Hicks & Alley,

(¢) 1.B. Say

(d) None of these

311. If a Cong,
ity from a cg
willing to pay 5 y..
versa. This exyy,
consumer gets f,

goods is calleq ::

ler gets more util-

0dity, he would be
erprice and vice

Satisfaction whic

M the purchase of
h"‘----.____-—__l
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(a) Producer’s Supply

(b) Comsumer’s Surplus
(¢) Extra Utilify

(d) Excess Marginal Utility

312. Which of the following state-
ment is incorrect as regards Con-
sumer’s Surplus?

(a) It can be measured in money

(b) It cannot be measured precisely

(¢) It is affected by a variability of

substitutes

(d) Itisalwaysinfinitefornecessaries
313. By consumer surplus, econo-
mists mean

(a) The area inside the budget line.

(b) The area between the average
revenue and marginal revenue
curves.

(¢) Thedifference between the maxi-
mum amount a person is willing
to pay for a good and its market
price.

(d) None of the above.

314.In the diagram given below, the
shaded portion represents.

Price

D

O
Quantity Demanded

(a) Price above which there is no
demand for the commodity.

(b) Monopoly price of the commodity.
(¢) Consumer surplus.
(d) None of the above.

315. Consumer’s surplus = what the

consumer is ready to pay minus
>

(@) What is actual price of the
product

(b) What is income of the consumer

(¢) What he actually pays

(d) What is actual surplus

[June 2022]

316. Purushotham wanted to buy
laptop by paying T 60,000 but
the actual price is ¥ 55,000, then
consumer surplus is

(@) 6,500
(b) 55,000
(¢) 5,000
(d) 60,000
[Nov. 2020]

317. Which of the following is/are the
condition’s of theory of consumer
surplus if price is same for all the
units he purchased?

(@) Consumer gains extra utility or
surplus

(b) Consumer surplus for the last
commodity is zero

(¢) Both
(d) None
[CA CPT May 2019]

318. The concept of consumer’s
surplus is derived from:

(a) Thelaw of diminishing marginal
utility
(b) The law of equal-marginal utility
(c) The law of diminishing returns
(d) Engel’s law
[CA CPT May 2018]
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319. The concept of consumer sur-
plus is derived from

(a) The law of Demand
(b) The law of Supply
(¢) The law of diminishing marginal
utility
(d) Indifference curve Analysis
[Dec. 2021]
320. In case of necessaries, con-
sumes surplus is?
(a) Infinite
(b) Zero
(c) Equals to one
(d) More than one
[CA CPT Nov. 2018]

321. Producer surplus arises
when:

'(a) The price of the product is less
than the minimum price at which
they would be prepared to supply
the product.

(b) The price of a product is equal to
the minimum price at which they
would be prepared to supply the
product.

(¢) The price of a product is greater
than the minimum price at which
they would be prepared to supply
the product.

(d) The price of a product is equal to
the marginal cost of the product.

322, Marshall defined the concept of
consume surplus as the

(a) Areacovered in between the aver-

age revenue an marginal revenue
curves.

(b) Area inside the budget line.

(c) Difference between the minimum
amount a person is willing to pay

for a good and its market price.

(d) Difference between the maximum
amounts a person is willing to
pay for a good and the amount
he actually pays.

[July 20211
323. Consider the following :

D

Price & Marginal Utility
-
=

[0
Quantity Demanded

The Consumer’s surplus in above
diagram is

(a) OQRP

(b) RQD,

(¢) DPR

(d) ODD,

Refer to the figure below. Answer
questions 283 and 284

324. The effect on consumer surplus
of fall in price from E to F is

Y
A
E \ R
Price
F G C
D
§) Q Ot X
Quantity
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(a) A decrease in consumer surplus
by EFGR

(b) A decrease in consumer surplus
by AER

(¢) A decrease in consumer surplus
by EFCR

(d) None of the above

325. When price rises from F to E,
the increase in revenue earned by
the seller is

(a) Equivalent to area EFGR
(b) Equivalent to area EFCR
(¢) Equivalent to area AER
(d) None of the above

Indifference Curve Analysis

326. The indifference curve analysis
is based on utility.

(a) Ordinal
(b) Cardinal
(¢) Quantitative
(d) Numeric

327. Which of the following is a prop-
erty of indifference curves?

(a) Indifference curves are always
concave to the origin

(b) Indifference curvesslopeupwards
to the left

(¢) Twoindifference curvescantouch
or cut each other

(d) An indifference curve will not
touch either the X-axis or Y-axis

[Dec. 2021]

328. Let assume that in OY-axis we
have good A and on OX-axis good B.
If the price of good B increases by
X 1 but the price of good A remains
constant and income also remains
unchanged, the budget line will shift

(a) Left on OY axis
(b) Left on OX axis
(¢) Right on QY axis
(d) Right on OX axis
[Nov. 2020]

329. Which one is not an assump-
tion of the theory of demand based
on analysis of indifference curves?

(@) Given scale of preferences as
between different combinations
of two goods.

(b) Diminishing marginal rate of
substitution.

(¢) Constant marginal utility of
money.

(d) Consumers would always prefer
more of a particular good to less
of it, other things remaining the
same.

330. Which of the following is not
the property of indifference curve?

(a) Slopes downwards to the right

(b) Always convex to the origin

(¢) Intersects each other

(d) Will not touch either of the axes
[CA CPT May 2019]

331. Indifference Curve analysis is
based on which approach?

(a) Ordinal

(b) Cardinal

(¢) Marginal

(d) All of the above

[July 2021]

332. Which of the following is not
the property of indifference curve?

(a) IC is convex to the origin

(b) ICscopesdownwards from left to
right
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(¢) Two IC can touch each other
(d) IC cannot touch either of the axis
[CA CPT Nov. 2018]

333. An indifference curve slopes
down towards right since more of
one commodity and less of another
result in:

(a) Same level of satisfaction.
(b) Greater satisfaction.

(¢) Maximum satisfaction.
(d) Any of the above.

334. Which of the following is a
property of an indifference curve?

(@) Ttis convex to the origin.

(b) The marginal rate of substitution
is constant as you move along an
indifference curve.

(¢) Marginal utilityis constantasyou
move alongan indifference curve.

(d) Total utility is greatest where the
45 degree line cuts the indiffer-
ence curve.

335. An IC shows MRS
between the commaodity?

(@) Increasing
(b) Decreasing
(¢) Constant

(d) Zero
[CA CPT Novw. 2018]

336. The indifference curve for two
perfect complementary goods is

(a) Slopes downward
(b) L-shaped
(¢) U-shaped
(d) Straight line
[June 2022]

337. How would that budget line be

affected if the price of 1,
fell 2 ‘ oth goods

(@) The budget line would not shift.
(b) The new budget line must be
parallel to the o] budget line.

(c) The budget line —=
to the left. ust be shifting

(d) The new budget line will have the
same siqpe asthe original so long
as the prices of o) goods change
in the same Proportion.

338. The figure bejgyy, shows the
budget constraint of , onsumer
with an income of ¥ 9()
two commodities, ny
and chocolates.
Y
90
Quantity of
chocolates

0 to spend on
mely ice cream

0 35 X
Quantity of cups of jce cream

The prices of these ty, comtToitics
respectively are;

(a) T10andT 20
(b) T20and X 10
{¢) T10andT5

(d) Any of the abovye

339. Indifference cyrye is L shaped
then two goods will be,

(a) Perfect substityte goods
(b) Substitute goods
(¢) Perfect complementary goods
(d) Complementary goods
[CA CPT May 2018, Nov. 2020]
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340. Which of the following state-
ments is incorrect?

(a) An indifference curve must be
downward-sloping to the right.

(b) Convexity of a curve implies that
the slope of the curve diminishes
as one moves from left to right.

(¢) The income elasticity for inferior
goods to a consumer is positive.

(d) The total effect of a change in the
price of a good on its quantity de-
manded is called the price effect.

341. Which of the following is a pro-
perty of an indifference curve?

(@) It is convex to the origin.

(b) The marginal rate of substitution
is constant as you move along an
indifference curve.

(¢) Marginalutilityis constantas you
move along an indifference curve.

(d) Total utility is greatest where the
45-degree line cuts the indiffer-
ence curve.

[Nov. 2019]

342. A point below the budget line
of a consumer

(a) Represents a combination of
goods which costs the whole of
consumer’s income.

(b) Represents a combination of
goods which costs less than the
consumer’s income.

(¢) Represents a combination of
goods which is unattainable to
the consumer given his/her money
income.

(d) Represents a combination of
goods which costs more than the
consumers’ income.

343. is a curve which
represents all those combinations of

two goods which give same satisfac-
tion to the consumer. '

(a) Indifference Curve
(b) Iso-Utility Curve
(¢) Equal-Utility Curve
(d) All of the above

344, represents a
collection of many indifference
curves where each curve represents
a certain level of satisfaction.

(a) Indifference Group
(b) Indifference Map

(¢) Indifference Aggregate
(d) Market Map

345. Consider the following:

Y
&

Good Y

B 1

1C;

X
Goods X

Inthe above indifference map, which
point gives highest satisfaction?

(@ A
(b) B
() C
(d) Both (¢} and (d)

346. The Indifference curve for two
perfect complementary goods is

(a) U-shaped
(b) Straight line
(¢) Z-shaped
(d) L-shaped
[July 2021]
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347. A shift in budget line occurs,
when prices of the two goods remain
constant, is due to

(a) Change in preferences
(b) Change in demand
(¢) Change in income
(d) Change in utility
[Dec. 2021]

348. is the rate at
which a consumer is prepared to
exchange group X and Y.

(a) Marginal Rate of Substitution

(b) Average Rate of Substitution

(c) Mathematical Rate of Substitu-
tion

(d) None of the above

349. When MU, is divided by MUy,
then it is the marginal rate of sub-
stitution of

(a) AforB

(b) BforA

(¢) A & B for other Product
(d) None of these

350. Why does demand curve slopes
downwards?

(@) Lawofdiminishing marginal cost
(b) Arrival of old Consumers

(c) Cost effect

(d) Different users

[Jan. 2021]

351. When the consumer has more
and more unit of food, he is prepared
to give up less and less units of cloth-
ing. It is due to

(a) Falling MRS
(b) Rising MRS

(¢) Constant MRS
(d) None of the above.

352. If indifference curve is ¢

shaped then two goods will be calleq
as

(a) Perfect superior goods

(b) Perfect inferior goods

(c) Perfect quality goods

(d) Perfect complementary goods

[June 2023)

353. Which one of the following

Statement is incorrect about Indif.
ference Curve?

(a) Always Convex to the origin
(b) Never intersects each other

(c) Higher Curve represents higher.
level of satisfaction.

(d) It may touch X axis but never Y
axis.

354. A higher indifference Clrye
shows a higher level of satisfactioy,
than a lower one, Therefore, a con.
sumer, in his attempt to maximiza
satisfaction will try to reach the

possible indifferenc,
curve.

(@) Highest

(b) Lowest

(c) Any of (a) or (b)
(d) None of these

355. The consumer is in equilibriyp,
at a point where the budget line;

(@) Is above an indifference curve,
(b) Is below an indifference curve,
(c) Istangenttoanindifference Curve,
(d) Cuts an indifference curve,

356. The scope of the indifference
curve shows consumer equilibriyy,
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at point where MRS

ﬁ (Price line)
(a) Less than
(b) More than
(¢) Equalto
(d) None of the above
[CA CPT Nov. 2018]

357. The Slope of Indifference curve
is

(a) Marginal Rate of Substitution
(b) Minimal Rate of Substitution
(c) Average Rate of Substitution
(d) Total Rate of Substitution

Refer to the figure below. Answer
questions 316 and 317

358. If this consumer is spending
her entire income and consuming
at point B, what advise will you

given her?
Yi
P
>
9
g
%} \
(0
=
x‘-‘\\i-— IC]
Ob 1 —»X

Good X

(a) No advise needed as she is maxi-
mizing her utility at B :

(b) Consume more of Good X and
less of Good Y
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(c¢) Consume more of X and less of Y
and reach point K

(d) Consumersame quantity of Good
Y and more of Good X

359. Which of the following state-
ments is true about this consumer?

(a) The consumer is not maximizing
her utility at point K

(b) The consumer is spending her
entire income on both goods

(¢) Theconsumer gets equal pleasure
at points B and K

(d) All the above

360. The slope of the ‘Price line’ in-
dicates the ratio between
of the two goods.

(a) Prices

(b) Quantities demanded
(¢) Quantities Sold

(d) Marginal Utility
361.

Indifference curve slopes

downwards as one product increase

and another decreases because
they give.

(a) Equal satisfaction
(b) Greater Satisfaction
(¢) Lesser Satisfaction
(d) None

[Nov. 2019]

UNIT3 :SUPPLY .

Introduction

362. The supply of a good refers to:
(@) Actual production of the good.
(b) Total existing stock of the good.

v
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(¢) Stock available for sale.

(d) Amount of the good offered for
sale at a particular price per unit

of time.
[Nov. 2019]
363. Supply is a concept.
(a) Flow
(b) Stock

(¢) Flow and stock, both
(d) Qualitative
[CA CPT May 2018, Jan. 2021]
364. Supply is the:
(a) Limited resources that are avail-
able with the seller.
(b) Cost of producing a good.

(c) Entire relationship between the
quantity supplied and the price
of good.

(d) Willingness to produce a good
if the technology to produce .it
becomes available.

365. The quantity supplied of a good
or service is the amount that

(@) Is actually bought during a given
time period at a given price.
(b) Producers wish they could sell at
a higher price.
(¢) Producers plan to sell during a
given time period at a given price.
(d) Peopleare willing to buy duringa
given time period at a given price.
366. In a very short period, the
supply:
(@) Can be changed.
(b) Cannot be changed.
(¢) Can be increased.

(d) None of the above.
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367. Which of the following state-
ment is correct?

(@) Supply is inversely related to its
cost of production

(b) Price and quantity demand f)f a
goods have direct relationship

(c) Taxes and subsidy has no impact
on the supply of the product

(d) Seasonal changes have no impfiCt
on the supply of the commodity

368. If a short run supply curve
is plotted for the following table
which presents price and quantity
of the aeroplanes, what will be its
shape?

Price in Million | Number of
$ Aeroplanes

248 52

280 52

300 52

320 52

350 52

(a) Horizontal straight line parallel
to the quantity axis

(b) A perfectly elastic supply curve
(c) Aperfectly inelastic supply curve

(d) Steeply rising with elasticity less
than one

[Dec. 2021]
369. The term supply refers to the

amount of goods or services that

the producers are to
the market at value prices during a
given period of time.

(a) Willing to offer

(b) Able to Offer

(c) Actually Sold

(d) Both (a) & (b)

P T
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Determinants of Supply
370. Which of the following is a fac-
tor determining the supply?

(a) Price of the good

(b) Price of related goods

(¢) Price of factor of Production

(d) All of the above

371. Other things being equal, the
therelative price of a good

the __  the quantity of it that
will be supplied.

(a) Higher, Lesser

(b) Higher, Greater

(¢) Lower, Lower

(d) None of these

372. Under conditions,
Supply will be more than that under
conditions.

(a) Competitive, Monopolized

(b) Monopolized, Competitive

(¢) Monopolized, Oligopoly

(d) Duopoly, Monopolized
373. The supply of a particular
product depends upon the state of
technology also. Inventions and in-
novations tend to make it possible
to produce goods with
the same resources.

(a) More

(b) Better

(¢) Lesser

(d) More and/or Better

Law of Supply

374. According to law of supply,
change in supply is related to?

(a) Price of goods
(b) Price of related goods
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(¢) Factors of production
(d) None of the above
[CA CPT Nov. 2018]

375. If the demand is more than
supply, then the pressure on price
will be:

(a) Upward

(b) Downward

(¢) Constant

(d) None of the above

376. If the supply of bottled water
decreases, other things remaining
the same, the equilibrium price

and the equilibrium
quantity '

(a) Increases; decreases.
(b) Decreases; increases.
(¢) Decreases; decreases.
(d) Increases; increases.

377. In the book market, the supply
of books will decrease if any of the
following occurs except

(a) Adecreaseinthe number of boqk
publishers.

(b) Adecreaseintheprice ofthebook.

(¢) Anincreaseinthe future expected
price of the book.

(d) An increase in the price of paper
used.

378. An increase in the number of
sellers of bikes will increase the

(a) The price of a bike.
(b) Demand for bikes.
(¢) The supply of bikes.
(d) Demand for helmets.
379. If good growing conditions in-

creases the supply of strawberries -

h—

h 4
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and hot weather increases the de-
mand for strawberries, the quantity
of strawberries bought.

(@) Increasesand the price mlght rise,
fall or not change.

(b) Does not change but the price
rises.

(c) Does not change but the price
falls.

(d) Increases and the price rises.

380. The supply curve for perishable
commodities is A

(a) Elastic

(b) Inelastic

(¢) Perfectly elastic
(d) Perfectly inelastic

381. When supply price increase in
the short run, the proﬁt of the pro-
ducer X

(a) Increases
(b) Decreases
(¢) Remains constant
(d) Decreases marginally
[CA CPT May 2018]

382. The is a graphical

presentation of the
(a) Supply Curve, Demand Schedule
(b) Supply Curve, Supply Schedule
(c) Demand Curve, Supply Schedule
(d) None of these

Increase or Decrease in the
Quantity Supplied

383. Contraction of supply is the
result of:

(a) Decreaseinthe numberof produc-
ers.

(b) Decrease in the price of the good
concerned.

(c) Increase in the prices of other
goods.

(d) Decrease in the outlay of sellers.

384. When the supply of a good
increase as a result of an increase
in its-price, then it is an increase in

and there is a upward
the supply curve.

(@) Quantity Supplied, movementon
(b) Quantity Supplied, Shift of

(c) Supply, movement on

A(d) Supply, Shift of

385. Movements on the supply curve
may be due to:

(@) Change in price of goods
(b) Change in price of related goods
(c) Change in technology
(d) None of the above
386. Contraction of supply implies

(a) Decrease in cost of production

(b) Decrease in price of the good
concerned

() Decrease in price of related good

(d) Increase in price of the good con-
cerned

[CA CPT May 2019]

387. When supply curves moves to
right, it means

(a) Supply increases
(b) Supply decreases
(c) Supply remains constant
(d) Supply expands
[Jan. 2021]
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Shifts in Supply Curve

Elasticity of Supply

388. An increase in the supply of a
good is caused by:

(a) Improvements in its technology.
(b) Fall in the prices of other goods.

(¢) Fall in the prices of factors of
production.

(d) All of the above.

389. When supply curve moves to
right, it means

(a) Supply increases.

(b) Supply decreases.

(¢) Supply remains constant.
(d) None of the above.

390. When supply curve shifts to the
right there is:

(a) An increase
(b) Expansion
(¢) Contraction
(d) Decrease .
[CA-CPT May 2018]

391. When supply curve moves to
the left, it means

(@) Smaller supply at a given price.
(b) Larger supply at a given price.
(c) Constant supply at a lower price.
(d) None of the above.

392. When the supply curve shifts
to the left or right, it is called as

or insupply,
respectively.

(a) Decrease, Decrease
(b) Decreases, Increase
(¢) Increase, Increase

(d) Increase, Decrease

393, Elasticity of supply refers to the
degree of responsiveness of supply
of a good to changes in its:

(a) Demand.

(b) Price.

(¢) Cost of production.
(d) State of technology.

394. If there are large number of
producers in the market of a product
and there is high competition among
them, then the elasticity of supply
will be:

(a) More
(b) Less
(¢) Zero
(d) Infinity
395. A vertical supply cu;'ve parallel

to the Y-axis exhibits that the elastic-
ity of supply is

(a) Zero
(b) Infinite
(c) Elastic
(d) Inelastic
[June 2022]

396. If elasticity of supply is infinite,
the supply curve will be:

(a) Parallel to x axis
(b) Parallel to y axis
(c) Upward sloping
(d) Downward sloping

397. Price elasticity of supply re-
fers to change in responsiveness of
quantity to change in:

(a) Price

(b) Price in substitute
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(¢) Income

(d) Preference

[Nov. 2019]

398. The elasticity of supply is de-
fined as the

(a) Responsiveness of the quantity
supplied of a good to a change in
its price.

(b) Responsiveness of the quantity
supplied of a good without change
in its price.

(c) Responsiveness of the quantity
demanded of a good to a change
in its price.

(d) Responsivenessofthequantityde-
manded of a good without change
in its price.

399. Elasticity of supplyis measured
by dividing the percentage change
in quantity supplied of a good by

(a) Percentage change in income.

(b) Percentage change in quantity
demanded of goods.

(¢) Percentage change in price.

(d) Percentage change in taste and
preference.

400. Which of the following state-
ments is correct?

(a) When the price falls the quantity
demanded falls.

(b) Seasonal changes do not affect
the supply of a commodity.

(c) Taxes and subsidies do not influ-
ence the supply of the commodity.

(d) With lower cost, it is profitable to
supply more of the commodity.

401. When price of a commodity
Rises from 200 to% 300 and Quantity

supplyincreases from 2,000t0 5,000
units find elasticity of supply?

(a) 3.0
(b) 2.5
(c) 0.3
(d) 3.5
[CA CPT Nov, 2018]

402. If the price of sugar increases
from ¥ 8,000 to 10,000 per tone and
due to that quantity supplies of sugar
increases from 2000 to 2500 tones.
Compute the elasticity of supply

@ ()1
) 1
() (-)04
d) 0.4
[June 2022]

403. If price of computers increases
by 10% and supply increases by 25%.
The elasticity of supply is :

(a) 2.5

b) 04

()N (G)E2:3

d (-)0.4
404. Due to introduction of 5G mo-
biles in the market, the price of such
mobiles has increased by 209, and
there by supplyincreased by 409, the
elasticity of supply will be which of
the following?

(a) 0.5

b) -0.5

(c) -2

d) 2

[June 2023]

405. When No. of tourists increase
at a place for which the room rent
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of hostel also increases. Then the
elasticity of supply of room will be

(a) Zero
b) <1
(¢) >1
@ =1
[June 2023]

406. If quantity supplied changes
substantially in response to small
changes in price of the good, then it is

(a) Perfect elastic

(b) Unitary elastic

(¢) Relatively less elastic supply

(d) Relatively greater elastic supply

[Nov. 2020]

407. When elasticity is measured at
a given point on the supply curve
is called as which of the following?

(@) Unit elasticity
(b) Point elasticity
(¢) Supply elasticity
(d) Limited elasticity
' [June 2022]

408. The Price of Commaodity X
increased from ¥ 2,000 per unit to
¥2,100 perunit and consequently the
quantity supplied rises from 2,500
units to 3,000 units. The Elasticity
of supply will be

(a) 2
) 4
(¢) .25
(d) 0

409. The supply function is given as
Q=20p-200. The elasticity of supply
using point method, when the price
is ¥ 30 will be

(@) -1.5
) +1.5
(¢) +0.66
(d) -0.66
[Dec. 2021]

410. Perishable commodities will
have

(a) Perfectly elastic curve
(b) Perfectly inelastic curve
(¢) Elastic
(d) Inelastic
" [CA CPT May 2019]

411. A vertical supply curve parallel
to Y axis implies that the elasticity
of supply is: ;

(a) Zero.

(b) Infinity.

(¢) Equal to one. .

(d) Greater than zero but less than

infinity.

412. A horizontal supply curve paral-
lel to the quantity axis implies that
the elasticity of supply is:

(a) Zero.
(b) Infinite.
(¢) Equal to one.

(d) Greater than zero but less than
one,

413.1Incase of a perfectly elastic sup-
ply, price elasticity of supply is
and the supply curve becomes

(a) Zero, vertical .
(b) One, upward sloping
(¢) Onme, downward sloping
(d) Infinite, horizontal
[Dec. 2021]
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414. If the percentage change in
supply is less than the percentage
change in price it is called

(a) Unit elasticity of supply.
(b) Perfectly elastic.

(¢) More elastic supply.

(d) Inelastic supply.

415. Elasticity of supply is zero
means?

(@) Perfectly inelastic
(b) Perfectly elastic
(c) Imperfectly elastic
(d) All of the above
‘ [CA CPT Nov. 2018]

416. If the quantity supplied is ex-
actly equal to the relative change in
price then the elasticity of supply is:

(a) Lessthan one.

(b) Greater than one.
(¢) One.

(d) None of the above.

417. Elasticity of supply is greater
than one when

(a) Proportionate change in quantity
supplied is more than the propor-
tionate change in price.

(b) Proportionate change in price is
greater than the proportionate
change in quantity supplied.

(¢) Change inprice and quantity sup-
plied are equal.

{(d) None of the above. \
418. When the supply of a product
is perfectly inelastic then the curve
will be

(a) Parallel to Y - axis

(b) Parallel to X - axis

(c) At the angle of 45°
(d) Sloping upwards
[CA CPT May 2019]

419. The cross elasticity between
Rye bread and Whole Wheat bread
is expected to be:

(@) Positive
(b) Negative
(¢) Zero

(d) Can't say

420. The supply function is given as
Q=-100 + 10P. Find the elasticity us-
ing point method, when priceis< 15.

(a) 4
) -3
(e) -5
(d 3

Equilibrium Price

421. Equilibrium refers to a market
situation where quantity demand
is to quantity supplied.

(a) Equal

(b) Less than or Equal
(¢) More than

(d) More than or equal

422. The equilibrium price is deter-
mined by the inter-section between
_  and . Itisalso
called asthe equilibrium.

(@) Demand, Supply, Static
(b) Demand Supply, Dynamic
(¢) Supply, Demand, Partial
(d) Demand, Supply, Market
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Answer

.|l @|2|@|3|®|4|o]ls | &le |®]| 1| @
8. |@| 9 |@|10.|® |[11.|@ |12. | @ | 13. | @ | 14. | @
15. | @) | 16. | (@) | 17. | (©) | 18. | (&) | 19. | ) | 20. | @ | 21. | (@
22. | d) | 23. | ) |24. | @ | 25. | @ | 26. | (©) | 27. | @) | 28. | ®)
29. | (@) | 30.| () |31.| ®) | 32.| @ |33.| (©) | 34. | @ | 35. | »)
36. | () |37.| @) [38.| (©) [ 39.| @ | 40. | (@) | 41. | ®) | 42. | (©)
43. | (c) |44. | b) | 45. | b) | 46. | (@) | 47. | @) | 48. | (@) | 49. | @
50. | @) | 51.]| @ |52. | @ | 53| ) |54 | ®) |55] |56 ]| @
57. | () | 58.| (b) [ 59.]| () | 60. | ®b) | 61. | (c) | 62. | &) | 63. | (@
64. | (@) | 65.| (d) | 66. | (c) | 67. | (@) | 68. | (@) | 69. | (@ | 70. | (©
.| B |72.| @ |73. | © | 74. | &) | 75. | ©) | 76. | ®) | 77. | ®)
78. | (¢).|79.| ) | 80.| ) | 81. | ) [82. | @ | 83. | @ | 84. [ @
85. | (d) |86.| (c) |87.| d) [88.| @ |89. | @ |90.| @ |91 | ®
92. | (@) | 93.| d) | 94. | @ |95 | @ |96.| @ |97.| @ | 98. | @
99. | (b) |100.| (¢) |101.| ®) |102.| (d) [103.| (c) |104.| ) [105.| (a)
106.| (b) |107.| (@) [108.| ) [109.| ®) [110.| (@) |[111.| (@) |112.] (@)
113. | (d) [114.| ) [115.| () |116. (@) |117.| (@) |118.] (@) |119.| (@)
120.| (b) |121.| (@) [122.| (&) |123.] (@) |124.| ) |125.| ) [126.] (@)
127.| (c) |128.| () |129.| (@) [130.| (@) |131.| (o) |132.| (@) [133.| ()
134.| (b) |135.| (b) [136.| (¢) [137.| () [138.| (&) |139.| @) |140.| ()
141.| (c) |142.| (b) |143.| (@) [144.| ) |145.| () |146.| (@) |147.| @)
148.| (a) [149.| (@) [150.| (@) [151.| (@) |152.| () |153.| ®) |154.| (0)
155.| (a) [156.| (b) |157.| (@) [158.| (@) |159.| (¢) |160.| (c) |161.| (2)
162.| (b) [163.| (b) |164.| (c) |165.| (d) |166.| (@) |167.| ) [168.| (b)
169.| (@) [170.| (@) [171.| ®) [172.| (@) |[173.| &) |174.| ©) |175.| (@)
176.| () |177.| (@) |178.| (©) [179.] (©) |180.] (¢) |181.] (@) [182.] ()
183.| (b) |184.| () |185.| () |186.| (@) |187.| ) |188.| (@) [189.] (b)
190.| @ [191.] ®) [192.] @ [193.] @) [194.] ©) |195.] (@) |196.| @)
197.| () |198.| (b) [199.| @) |200.]| (@) |201.] (@) |202.| (¢) [203.] (¢)
204.| (c) |205.| (@) |206.| (c) [207.] (a) |208.| (@) |209.| () [210.] (¢)
211.| (o) |212.] (@) |213.| (@) |214.] (©) |215.] (@) |216.| (&) |217.] (0)
218.| (c) [219.| () |220.] (a) |221.| (@) |222.| (¢) |223.] (@) |224.| (@
225.| (a) [226.| () [227.] @ |228.] (©) |229.| (@) |230.| @) [231.| @)
232.| (c) |233.| (c) |234.| (@) |235.] (c) |236.| (a) |237.| (c) [238.| (b)
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239.| (@) |240.]| (a) 241.|_(_c) 242.| (a) |243.| () |244.| @) |245.| @)
246. | (a) |247.| (b) |248.| (b) [249.| (@) |250.] @) |251.| © |252.] @)
253.| (a) |254.| (c) |255.( (b) [256.| (@) |257.| (@) |258.] @) |259.] @)
260. | (b) |261.| (d) |262.| (d) |263.| (&) |264.| () |265.] @) |266.] @
267.| (d) |268.| (d) [269.| (d) |270.| @) |271.| @ |272.| @) |273.| @
274.| d) [275.| (d) [276.| (b) |277.| (@) |278.| (@) |279.| &) |280.| (@)
281.| (c) |282.| (c¢) |283.| (a) |284.| (c) |285.| (@) |286.| (@) |287.| @
288. | (a) |289.| (c) [290.| (a) [291.| (a) |292.| (@) |293.| () |294.| (a)
295.| (b) 296.| (b) |297.| (d) [298.| (@) [299.| (c) [300.| (@) |301.| (@)
302.| (d) |303.| (b) |304.| (b) [305.| (b) |306.| (d) |307.| () |308.| ()
309.| (d) |310.| (a) |311.| (b) |312.| (@) [313.| (©) |314.] (¢) |315.] (@
316.| (c) |317.] (¢) |318.| (a) |319.| (c) [320.| (a) [321.] (¢) |322.] (@)
323.| (c) |324.| () |325.] (@) [326.| (@) [327.| (d) [328.| (») [329.| ()
330.| (c) [331.] (@) [332.| (c) [333.| (@) [334.| (a) [335.| ®) |336.| b)
337.| (d) |338.| (b) |339.| (c) |340.| (c) [341.| (a) [342.| () |343.| (@)
344.| (b) [345.| (d) |346.| (d) [347.| (c) [348.| (a) [349.| (@) |350.| )
351.| (a) |352.| (d) |353.| (d) |354.| (a) |355.| (c) |356.| () |357.| (@)
358.| (b) |359.| (d) [360.| (a) |361.| (a) |362.| (d) [363.| (a) |364.| (c)
365.| (c) |366.| (b) |367.| (a) [368.| (c) |369.| (d) |370.| (d) |371.| (b).
372.| (a) |373.| (d) |374.| (a) |375.| (a) |376.| (@) |377.| (b) |378.| (¢
379.| (a) |380.| (d) |381.| (a) [382.| (b) |383.| (b) |384.| («) |385.| (@)
386.| (b) |387.| (a) [388.| (d) [389.| (a) [390.| (@) |391.| (@) |392.| (®)
393.| (b) |394.| (a) [395.| (a) [396.| (a) |397.| (a) |398.| (@) [399.] (c)
400.| (d) |401.| (a) |402.| (b) |403.| (a) [404.| (d) |405.| (b) |406.| ()
407.| (b) |408.| (b) |409.| (b) [410.| (b) |411.| (@) |412.| (®) |413.| (@)
414.| (d) |415.| (a) |416.| (c) [417.| (a) |418.| (@) |419.| (@) |420.| (d)
421.| (a) |422.| (d)

Hints of selected questions

4. The quantity demanded is always expressed at a given price. At different

prices different quantities of a commodity are generally demanded.

Ans. : (¢)

7. The quantity demanded is a flow. We are concerned not with a single iso-
lated purchase, but with a continuous flow of purchases. Therefore, demand is
expressed as “So much per period of time”.

Ans. : (a)
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10. The following are the determinants of demand:
(i) Price of commodity

(ii) Price of related commodities

(iii) Income of the consumer

(iv) Tastes and preferences of consumers
(v) Consumer’s expectations

(vi) Size & consumption of population

(vii) Level of National Income and its distribution

s.: (b)

15. The prices of related commodities are included in determinant of demand,
which may be either complimentary goods or substitutes.

s. : (d)
18. Related commodities are of two types :
(a) Complementary goods
(b) Competing or Substitute goods

2 (c)
20 Complementary goods are those goods which are consumed together or
simultaneously. All the goods given under options (a) to (¢) are complementary
goods.

: (d)

23 There is an inverse relation between the demand for a good and the price
of its complement.

: (b)
37. When goods are substitutes, a fall in the price of one (Ceteris Paribus) leads
to a fallin the quantity demanded of its substitutes. In fact, there is direct or posi-
tive relation between the demand for a product and the price of its substitutes.

s.: (d)
54. Tea and Coffee are substitutes as they satisfy the same want and can be used
with ease in place of one another. It may be noted that there is direct or posi-
tive relatlon between the demand for a product and the price of its substitutes.

: (D)
61. In case of articles of conspicuous goods, these become more attractive if
their prices go up. Such articles will not conform to the usual law of demand.

s.: (c)
89. The total increase in quantity demanded due to fall in price is termed as

‘Price Effect’. The Price Effect manifests itself in the Form of income effect and
Substitution Effect.

Price Effect = Income Effect + Substitution Effect.
s.: (d)

THEORY OF DEMAND AND SUPPLY

93. The following are the exceptions to the law of demand: it
(i) Conspicuous goods
(ii) Giffen goods
(iii) Conspicuous necessities
(iv) Future expectations about prices
(v) Incomplete information and irrational behaviour
(vi) Demand for necessities
(vii) Speculative goods
The Law of Demand duly apphes on Normal Goods.
: (d)
106 The expansion and contraction of demand takes place as a result of chy
in the price while all other determinants viz. Income, tastes, propensity to o ges

sume and price of related goods remain constant. On.
: (b)
1 1 3.
Y D .
A —— > Expansion
P <«——— Contraction
AN
) .
Ay
B -
= D
0 =
L M N X
QUANTITY DEMANDED
Expansion and contraction of Demand
s. : (d)
118.
D, j
v DI Q,Q, = Increase in Demand
AN\
P i

Q Q X
Quantity per period of Time
Rightward shift in the demand Curve

s.: (a)
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121. Change in demand is caused by the change in consumers tastes and
preferences, income, the price of the related goods or other factors on which
demand depends.

Ans. : (d)
119.
Price (P) Quantity (Q)
Original T6 10 Units
New T 4 15 Units
Change AP=2 AQ=5
. nticiive 1 =AQ P 56 /4
Price Elasticity = % O (-) 5% 10 (-)1.5
135.
Ans. : (a)

% change in Quantity
Demanded

ice Elasticity =
N A % Change in Price

= =3
5%

136.

Change in quantity

demanded = 160

% Changein quantity _

160 -
demanded 800 X LS 2t

% Change in Price = 25%

% change in

Price Elasticity of Quantity Demanded
Demand -
% change in Price
20%
= —=0.8
25%
137.
Price Elasticity of _ Ag P
Demand Ap q
20 x 4
4= = T—
x—4 80
1
4 = —
x—4
4x-4) = 1
4x-16 =1
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17
= —— s AL
R 7

141. Price Elasticity = Percentage change in Quantity Demanded
: Percentage change in Price

If % change in Quantity is less than the % change in Price then Price Elasticity
will be less than one.

Ans. : (¢)
A P . {
142. Elasticity of Demand = AQ o, 500 x SDDCh =
: AP Q, -10,000 1,500
149. % change in Price = % = 25%

Price Elasticity of Demand = 1.25

Price Elasticity = Percentage change in quantity demanded
i Percentage changein price

% changein Quantity

1.25 = 5%

Increase in Demand = 31.25%
Ans. : (d)

OSSR RNEES N0, ol

AP “7Q, T 10 *725

153. Price Elasticity = LoWer Scgement
Upper Segment

151. Price elasticity of Demand =

At mid-point, Lower Segment = Upper Segment.
Hence, Price Elasticity will be equal to 1
Ans. : (b)

! i _ Lower Segement
155. Pl'lce Elasthlty (EP)- Upper Segment

Ans. : (a)

156. Refer Q. 134

Ans. : (b)

160. Price Elasticity (E,) =99 x2-.3x 515
P q

Ans. : (¢)
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163. Using Arc Elasticity Method

. ) _4-Q, , Pi+Py_ 300-200 120 +200
Price Elasticity (E)) = = * % 5 —5" =350 1200 * 120~ 200

~100 x 320
~7500x 80 0.8

s. : (b)
164. Using Arc Elasticity Method

i ici _9,-9, _ pP,tP,_ 300-5000 300+ 200
E et ) T q,+4q, . P,—P, = 300 + 5000 * 300- 200

—2000 %500

~78000 x 100 Al

s.: (c)
165. Using Arc Elasticity Method

Price Elasticity (EP) S CUC b el i 700-100 . 60 + 100

q,+q,  P,—P, 700+100 = 60— 100

__600x160 _ 4
=800 x (-40)
s.: (d)
167.
Original Z 200 60 Units
New ¥120 ?
Change AP = 80 AQ=7?
. e AQ P
Price Elasticity (E;) = AP X0
Aq _ 200
2=30 X 60
2 x 80 x 60
Ad= "5 =48

Therefore, New Quantity Demanded = 60 + 48 = 108 units
Ans. : (¢)
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169. Price Elasticity == Chanee éﬁa?l‘;:fztly)r?:ema“ded 2 1136

Therefore, demand is elastic
s.: (a)

170. It means the quantity demanded changes by a larger percentage than the
price.

s. : (a)
179. Price Elasticity (Ep) = AQ %
_Aq 100
15=20 * 30
A L5x1200
q 100 18

Therefore, New Quantity Demanded = 30 + 18 = 48 units
s.: (c)

Y +Y, 25-30 30 000 + 36,000
1 E 9,-9; | , b
89 q,+q, s Y, -Y, 25130 30,000 — 36,000

_(5), 66,000 _;
55 ~ (=6,000)

s.: (b)

% change in quantity demanded

191. Income elasticity for demand = - :
% change in Income

. 09
Income elasticity for demand = WS 2

15%
s.: (¢)

211. When income increases, consumers choose to consume superior substitutes.
Thus, income elastjcity is negative in case of inferior goods.

Ans. : (¢)

213. If the proportion of Income spent on a good decrease as income rises, then
income elasticity for the good is less than one.

.:(a)

216. Perfectly elastic means the demand raises from zero to infinity when a
small price reduction takes place. In this case, the demand curve is parallel to
the X-axis.
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Y
F 9
4 D D
Price ¥ ©

)

(0] Quantity —»

(0]
Ans. : (b)
217.
% Change in quantity de-
s manded of good x.
% Change in price of good y
15%
= =1.5
10%
218.
% Change in quantity de-
E - manded of good x
9% Change in price of good y
08=—2
20%
x = -0.8 x 20% = -0.16
=-16%

Since cross elasticity is negative', X and Y are complementary goods

224. Cross demand refers to the quantities of a commodity or service which
will be purchased with reference to changes in price, not of that particular
commodity, but of other inter-related commodities, other things remaining the
same '

If two goods are totally unrelated, the cross-price elasticity between them is zero.

Ans. : (a)

225.E, |
: Percentage change in demand
= Percentage change in price of substituted
2%
= 5% =" 0.25
Ans. : (a)
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_ % Change in Quantity Demanded 5% _
280iE.= % Change in Price of related goods ~ 20% 0'2.5
Ans. : (b)
33. E=2% » Br pwp
2 = = AP, xq—x [Where X = Tea and Y = Coffee]
_>-8 25 3 25_
EC__1 X T=775 5 =+ 1.5
Ans. : (¢)
. % Change in Demand _30 _
220-E4 5 % Change in Spending an advertising ~ 25 ~ 12
Ans. : (@)
267.
The option (d) falls under the Category of “Comforts”.
288. TU,=TU, + M,
- =200+ 180 =380
Ans. : (a)
289.MU, =TU, -TU_
MU, =TU,-TV,
=480 - 380 = 100
Ans. : (¢)
291. Marginal utility = The addition made to the total utility by the additic)n of

consumption of one more unit of a commodity. Symbolically,

U =TU -TU
MU, =TU,, -TU, =108 -100 = 8
Ans. : (a)

293. The conditions for consumer attaining equilibrium is the point Where -

(a) The budget line is tangent to the indifference curve and

MU,Z£ MU
R
Ans. : (¢)
305. MU, = TU, - TU, = 830 - 750 = 80
Ans. : (b)
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306. MU8 = TU8 —‘TU7 =960-930 = 30
Ans. : (d)

345. Higher indifference curve represents a higher level of satisfaction than the
lower curve. Therefore, consumer’s satisfaction will be highest on IC,. Since,
all the combinations on an indifference curve give equal satisfaction to the
consumer, there will be same level of satisfaction on C and D.

Ans. : (d)

346. When two goods are perfect complementary goods (e.g. left shoe and right
shoe), the consumer consumes only bundles in which both X and Y in equal
proportions. With a bundle like A or 8, he will not substitute X for Y because
an extra piece of the other good (here a single shoe) is worthless for him. The
reason is that neither an additional left shoe nor a right shoe without a paired
one of each, adds to his total utility. In such a case, the indifference curve will
consist of two straight lines with a right angle bent which is convex to the origin,
or in other words, it will be L shaped.

YT
P

B
Y, fii— i I

C
Y |A| I

i | o
o -
R Good X 5 2

Indifference Curve of Perfect Complements

Ans. : (d)

350. The main reasons for downward sloping demand curve are:
(i) Law of diminishing marginal utility
(ii) Price effect

(iii) Arrival of new customers

(iv) Different uses of the product

Ans. : (a)

387. When the supply curve shifts to the right, more is offered for sale at each
price. In figure, we find that at price P, the quantity supplied rises from Q to Q,.

THEORY OF DEMAND AND SUPPLY

Increase in Supply

Y s
A 'S

P _:/'
L}
(0] . il |
8 S J,I E
Ay ¢ H
51 i

-
Quantity

Ans. : (a)
401. Elasticity of Supply (E,)
_Ag . p _3000 200_g54

g~ Ap 2,000 * 100

Ans. : (a)

% Change in Supply _ 25% _

403. Eg=— Change in Price  10%

2.5

Ans. : (a)

% change in quantity supplied

404. Elasticity of Supply = % change in Price

Ans. : (d)

_Ag P _500 2000 _
408.Es= 3p*q “100 * 2500 = 4
Ans. : (b)

40%

= —

20%
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Meaning of Production

1. What is Production is Economics:
(a) Creating/Addition of Utility
() Production of food grains
(¢) Creation of services
(d) Manufacturing of goods
[CA CPT Dec. 2008]

2. Which of the following is consid-
ered as production in economics?

(a) Helping a blind person in cross-
ing the road

(b) Group danceé performance in a
college annual function

(c) Holding a child who is falling
from a wall

(d) Performing an art in a theatre
[CA CPT May 2019]

3. Which of the following is consid-
ered production in Economics?

(a) Tilling of soil.

(b) Singing a song before friends.
(c) Preventing a child from falling
intoe a manhole on the road.

(d) Painting a picture for pleasure.

4. Which of the following state-
ments is true?

UNIT 1: THEORY OF PRODUCTION

3.1

(a) The services of a doctor are con-
sidered production.

(b) Man can create matter.

(¢) The services of a housewife are
considered production.

(d) When a man creates a table, he
creates matter.

5. Production may be defined as an
act of:

(@) Creating utility

(b) Destroying utility

(c) Earning profit in best way

(d) Providing services professionally
[Jan. 2021]

6. In Economics, entire process of

is nothing but creation of
utilities in the form of goods and
services.

(a) Consumption
(b) Production
(¢) Exchange
(d) Distribution
[CA CPT June 2017]

7. Which activity is the base of all
production activities

(@) Consumption
(b) Production
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(¢) Exchange
(d) Investment
[Nov. 2020]
8. Production is defined as:
(a) Creation of matter
(b) Creation of utility in matter
(¢) Creation of infrastructural facili-
ties

(d) None of the above

[CA CPT June 2015]

9. According to 5
Productionis the organized activity
of transforming resources into fin-
ished products in the form of goods
and services, and the objective of
production is to satisfy the demand
of such transformed “resources”.

(a) James Bates
(b) J.R. Parkinson
(¢) Marshall

(d) Both (a) and (b)

10. . to exchange in
the market is an essential compo-
nent of production.

(a) Intention
(b) Ability
(¢) Capacity
(d) Possibility

11. Production does not include
work done

(a) Within a household out of love &
affection

(b) Voluntary services
(¢) For self consumption
(d) All of the above.

Factors of Production

12. Factors of production refer to :
(a) Inputs
(b) Outputs
(c) Both (a) & (b)
(d) Either (a) or (b)

13. ’ are the factors or
resources which make it possible to
produce goods and services.

(a) Land, Labour, and Bank

(b) Capital, Owner and manpower

(¢) Land, Labour and Entrepreneur-
ial ability

(d) Land, Labour, Capital and Entre-
preneurial ability

14. Which of the following factors
of production is a free gift of nature
and refers to Natural resources?

(a) Land

(b) Labour

(¢) Capital

(d) Entrepreneurial Ability

15. Which of the following is not a
characteristic of land?

(a) Its supply for the economy is
limited.

(b) Tt is immobile.

(¢) Its usefulness depends on
human efforts.

(d) Itis produced by our forefathers.

16. Which of the following is not a
characteristics of Land?

(@) It is a free gift of nature
(b) Itisamobile factor of production
(¢) Itis limited in quantity

(d) Tts productive power is indestru-
ctible [CA CPT Dec. 2012]

hd
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17. The term ___ means any men-
tal or physical exertion directed to
produce goods or services,

(@) Land

(b) Labour

(c) Capital

(d) Entrepreneur

' [Dec. 2021]

18. Which among the following is
not a characteristic of land?

(a) Itis an active factor
(b) It has variety of uses

(c) Its production powers are inde-
structible

(d) Its supply is limited
[CA CPT Dec. 2016]

19. Which one of the following is not
a characteristic of land?

(a) Land is immobile
(b) Land is active factor
(c) Land has multiple uses
(d) Land is heterogeneous
[June 2023}

20. Which of the following state-
ment about factors of production
is not true?

(a) Land is a passive factor
_(b) Land is a free gift of nature
(¢) Land is immobile
(d) Land is perishable
[CA CPT Novw. 2018]

21. ‘Land is heterogeneous’ implies
which of the following?

(a) Two lands are alike
(b) Two lands are not alike
(c) Two lands are fixed
(d) Two lands are mobile
[June 2022]

3.3

22. No two pieces of land al.ld al.ike.
They differ in fertility and situation.
Therefore, Land is

(a) Homogenous
(b) Heterogeneous
(c) Bitrogeneous
(d) None of these.

23. Which of the following is correct
about Land?

(a) Itis mobile
(b) It has single use
(c) Its supply is fixed

(d) Itis homogeneous.
24. Supply of land is :
(a) Elastic
(b) Perfectly Elastic
(¢) Perfectly Inelastic
(d) Inelastic
[Nov. 2019]

25. The total supply of Land is

from the point of view
of the economy. However, it is rela-
tively from the point of
view of a firm,

(a) Pérfectly Inelastic, Inelastic

(b) Perfectly Inelastic, Relatively
Elastic

(¢) Perfectly Elastic, Inelastic
(d) Perfectly Elastic, elastic

26. Labour force¢e wants more

(a) Facility
(b) Leisure
(¢) Benefit
(d) All of the above
[CA CPT Dec. 2009]
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27. Which of the following is not a
characteristic of labour?

(@) It is perishable
(b) It has weak bargaining power

(c¢) Labour and Labour power can-
not be separated

(d) Labour is not mobile
[CA CPT Dec. 2016]

28. The concept of “innovative
~ entrepreneurship” was given by

(a) Adam smith
() Marshall
(¢) J K Mehta
(d) Schumpeter
[Nov. 2020]

29, The labour power or efficien-
cy of labour depends upon the

(a) Laborer’s inherent and acquired
qualities.

(b) Features of work environment

(c¢) Incentive to work

(d) All of the above.

30. Labour is highly perishable in
the sense that

(a) A labourer cannot store his
labour.

(b) The life of labour is short.

(¢) The labourer sells his labour
against wages, but retains the
capacity to work.

(d) The labour is always low priced.

31. Without the active participation
of labour, land and capital may not
produce anything. It means labour
is factor.

(a) Passive
(b) Active

THEORY OF PRODUCTION AND COST

(c) Working
(d) Executing

32. Profit is income from which of
the following?

(a) Labour
(b) Business
(¢) Land
(d) Investment
[June 2022]

33. Which one of the following is
not a necessary function of an en-
trepreneur?

(a) Innovations.
(b) Risk and uncertainty bearing
(c) Initiating a business enterprise

(d) Supervision of day-to-day pro-
duction activities.

[July 2021]
34. Human capital refers to:
(a) Savings by individuals
(b) Mobilisation of saving
(¢) Human skills and abilities
(d) Productive investment
[CA CPT June 2016]

35. ___ Capital performs
its function is production in a single
use and is not available for future
use.

(a) Circulating
(b) Fixed

(¢) Tangible
(d) Human

36. Which of the following is not a
passive factor of production?

(a) Building
() Machine

Y
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(¢) Land
(d) Labour
[July 2021]
37. Which one of the following
may be regarded as a part of social
capital?
(a) Roads
(b) Bridges
(¢) Machinery
(d) Both (a) & (b)
38. The three stages of capital for
mation are :
(a) Savings, Mobilization of Savings
and investment
(b) Mobilization of Saving, Savings,
and investment
(c) Investment, Saving and mobi-
lization of Saving '

(d) Saving, Investment and mobi-
lization of savings.

39. means a sus-
tained increase in the stock of real
capital in a Country.

(a) Capital formation

(b) Savings

(c) Mobilization of Savings
(d) Mobilization of Capital

40. Which one of the following
statements is not correct?

(a) Land has indestructible powers
(b) Labour is mobile
(c) Capital is nature’s gift
(d) Land is a passive factor.
[CA CPT June 2016]

41. Functions of the entrepreneur
are:

3.5

(@) Risk bearing

(b) Initiating a businegg enterprise
and resource CO-OI‘dinating

(¢) Introducing new jnp, iy i
(d) All of the above
[CA CPT june 2009]
42. An Entrepreneur ypdertak oL

which one of the following func-
tions?
(a) Initiating a business and re-
source co-ordinatjop
(b) Risk or uncertainty bearing
'(¢) Innovations '
(d) All of the above
[CA CPT June 2014]
43. Innovation theory f éntrepre-
neurship is propoundeq by:'
(a) Knight
(b) Schumpeter
(c) Max Weber
(d) Peter Drucker
[CA CPT pec, 2013]
44. The concept of innovative

entrepreneurship was Propounded
by ’

(a) Joel dean
(b) Schumpeter
(¢) Marshall
(d) Karl Marx
[une 2023)

45. The most important function of
an entrepreneur is to .
(a) Innovate
(b) Bear the sense of responsibility
(c) Finance
(d) Earn profit
46. Who has givell the Concept of
Innovative Entrepreneurshipa
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(a) Robbins
(h) Adam Smith
(¢) Schumpeter
(d) Sweezy
[CA CPT June 2008]

47. The basic minimum objective of
all kinds of enterprises is to survive
or to stay alive. It may be regarded
as objective of the
enterprise.

(a) Organic

(b) Economic

(c) Social

(d) National

48. objective implies

the profit maximizing behaviour of
the firm.

(a) Organic

(b) Economic

(¢) Social

(d) National

49, _ mobilizes factors
of production, combines them in
the right proportion, initiates the
process of production and bears the
risks involved in it.

(a) Businessman

() Manager

(¢) CEO

(d) Entrepreneur

50. Which one of the following

function is performed by entrepre-
neur? :

(a) Initiating Business Enterprise
and resource Co-ordination

(b) Risk-bearing oruncertainty bear-
ing

(¢) Innovations

(d) All of the above

51. Accordingto __, the
true function of an entrepreneur is
to introduce innovations.

(@) Schumpeter

(b) Peter Ducker

(¢) Paul Samuelson
(d) None of the above

Production Function

52. Which of the following is the
best definition of “production
function”?

(a) Therelationship between market
price and quantity supplied.

(b) The relationship between the
firm’s total revenue and the cost
of production.

(¢) The relationship between the
quantities of inputs needed to
produce a given level of output.

(d) The relationship between the
quantity of inputs and the firm’s
marginal cost of production.

53. Technological relationship be-
tween inputs & output

(a) Production function
(b) Marketing
(¢) Supply function
(d) Social function
[June, 2023]

54. A production function is
defined as the relationship bet-
ween

(a) The quantity of physical inputs
and physical output of a firm

(b) Stock of inputs and stock of out-
put

(c) Prices of inputs and output
(d) Price and supply of a firm
[CA CPT Dec. 2012]
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55. The production function is a
relationship between a given com-
bination of inputs and:

(a) Another combination that yields
the same output.

(b) The highest resulting output.

(c¢) The increase in output generated
by one-unit increase in one out-
put.

(d) All levels of output that can be
generated by those inputs.

56. What is a production function?
(a) Technical relationship between
physical inputs and physical out-

put.
(b) Relationship between fixed fac-

tors of production and variable
factors of production.

(c) Relationship between a factor
of production and the utility
created by it.

(d) Relationship between quantity of
output produced and time taken
to produce the output.

57. Production function is:

(a) Purely a technical relationship
between input & output

(b) Purely an economic relationship
between input & output

(¢) Both the technical & economical
relationship between input &
output

(d) None of the above
[CA CPT Dec. 2013]
58. The production function:
(a) Is the relationship between the

quantity of inputs used and the .

resulting quantity of product.

(b) Tells us the maximum attainable
output from a given combination
of inputs.

(c) Expresses the technological
relationship between Inputs and
output of a product.

(d) All the above

59. ~____ shows the overa]]
output generated at a given leye]
of input:

(a) Cost function

(b) Production function

(c) ISO cost

(d) Marginal rate of technical subsgtj.
tution

[CA CPT Nov. 2006]

60. Which function shows relatiop,.-
ship between input and output?

(a) Consumption function
(b) Investment function
(¢) Production function

{d) Cost function
[CA CPT Dec. 201¢)

61. A functional relationship het.
ween inputs and output is called

(a) Cost function

(b) Revenue function

(¢) Production function
(d) Consumption function

[Nov. 2020]
62. Which of the following state.
ments is true?

(a) After the inflection point of the
production function, a greater
use of the variable input indyceg
areduction in the marginal pro -
uct.

(b) Before reaching the inevitable
point of decreasing marginal
" returns, the quantity of outpyt
obtained can increase at an
increasing rate. -

(¢) The first stage corresponds to
the range in which the Ap ig
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increasing as a result of utilizing
increasing quantities of variable
inputs.

(d) All the above.

63. Which one of the following is the
assumption underlying any produc-
tion function?

(a) Relationship between inputs
and outputs exists for a period
of time.

(b) Thereisagiven “State-of-the act”
in the production technology.

(c) Whatever input combinations
one included in a particular
function, the output resulting
from their utilization is at the
maximum level.

(d) All of the above.

64. The short run, as economists
use the phrase, is characterized by:

(a) At least one fixed factor of pro-
duction and firms neither leav-
ing nor entering the industry.

() Generally a period which is
shorter than one year.

(¢) Allfactors of production are fixed
and no variable inputs.

(d) All inputs are variable and pro-
duction is done in less than one
year.

65. To economiists, the main differ
ence between the short run and the
long run is that:

(a) In the short run all inputs are
fixed, while in the long run all
inputs are variable.

(b) In the short run the firm varies
all of its inputs to find the least-
cost combination of inputs.

(c) In the short run, at least one of
the firm’s input levels is fixed.

(d) In the long run, the firm is mak-
ing a constrained decision about
how to use existing plant and
equipment efficiently.

66. In describing a given produc-
tion technology, the short run is best
described as lasting:

(a) Up to six months from now.

(b) Up to five years from now.

(c) Aslong as all inputs are fixed.

(d) As long as at least one input is
fixed.

67.In the short run, the firm’s prod-
uct curves show that

(a) Total product begins to decrease
when average product begins to
decrease but continues toincrease
at a decreasing rate.

(b) When marginal product is equal
to average product, average
product is decreasmg but at its
highest.

(c) When the marginal product curve
cuts the average product curve
from below, the average product
is equal to marginal product.,

(d) In stage two, total product
increases at a diminishing rate
and reaches maximum at the end
of this stage.

68. Long period production func-
tion is related to:

(a) Law of variable proportions
(b) Laws of returns to scale
(c) Law of diminishing returns

(d) None of the above
[CA CPT June 2015]

69. Long-run does not have:
(a) Average Cost
(b) Total Cost
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(c) Fixed Cost

(d) Variable Cost
[CA CPT Dec. 2008]

70. A fixed input is defined as:

(a) Thatinput whose quantity can be
quickly changed in the short run,
in response to the desire of the
company to change its produc-
tion.

(b) Thatinputwhose quantity cannot
be quickly changed in the short
run, in response to the desire of
the company to change its pro-
duction.

(¢) Thatinput whose quantities can
be easily changed in response to
the desire to increase or reduce
the level of production.

(d) Thatinputwhosedemand canbe
easily changed inresponse to the
desire to increase or reduce the
level of production.

71. In the long run, if a very small
factory were to expand its scale of
operations, it is likely that it would
initially experience

(@) An increase in pollution level.
(b) Diseconomies of scale.
(c) Economies of scale.

(d) Constant returns to scale.

Cobb-Douglas Production Func-
tion
72. Paul Douglas and Cobb stud-

ied the production function of the
manufacturing indus-

tries.

(a) American
(b) Japanese
(¢) British
(d) Asian

73. In its original form, the Cobb-
Douglas production function
applies:

(@) To individual firm

(b) To selected Firms

(¢) To whole of manufacturmg in

the USA

(d) None of the above.
74. In Cobb-Douglas production
function, two inputs are:

(@) Land and Labour _

(b) Labour and Capital

(¢) Capital and Entrepreneur

(d) Entrepreneur and land

[CA CPT Dec. 2013]

75. The famous Cobb-Douglas pro-

duction function is based on studies
of industries in the

United States of America.
(@) Manufacturing
(b) Construction
(¢) Consumer
(d) Aviation
[CA CPT June 2017]
76. If Cobb-Douglas function is
given by Q = KL*C?, then there will be
when (a+b)
(a) Increasing returns, > 1
(b) Increasing returns to scale, > 1
(¢) Diminishing returns, < 1
(d) Decreasing returns to scale, = 1
[CA CPT May 2018]
77. The conclusion drawn from
Cobb-Douglas production func-
tion is that labour contributed
about and capital about
of the increase in the

manufacturing production.

3rd lst

(@) 2_, e
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(d) None of the above
[CA CPT Dec. 2015]

78. According to Cobb-Douglas pro-
duction function, will get
returns to scale?

(a) Constant
(b) Diminishing
(c¢) Increasing
(d) Any of the above
[CA CPT Nov. 2018]

79. According to Cobb-Douglas
production function, labour contri-
bution in increasing manufacturing
production is

(@) 2/3
b) 3/4
() 1/4
d) 172
[Jan. 2021]

Total, Average and Marginal
Product

80. What will be the total prod-
uct when two labourers are hired
according to the table given below?
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81. Marginal product is the slope of;
(a) Total Product
(b) Average Product
(¢) Marginal Product
(d) Implicit Product
[Nov. 2019]

82. The marginal product of a
variable input is described as:

(a) The additional output resulting
from one unit increases in both
the variable and fixed inputs.

(b) The additional output resulting
from one unit increase it fixed

inputs.

(c) The additional output resulting
from one unitincrease in variable

inputs.

(d) The additional output resulting
from all units increase in variable

inputs.

h 4

85.
put resulting from the efforts of all
the factors of production combined
together at any time.
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(¢) TFC = TC - TVC

(d) TC = TFC - TVC

[Nov. 2019]
is the total out-

(a) Total Product

(b) Average Product

(¢c) Marginal Product
(d) None of the above.

86. Average product is defined as

(a) Total product divided by the total
cost.

(b) Totalproductdivided by marginal
product.

(¢) Total productdivided by the num-
ber of units of variable input.

(d) Marginal product divided by the
number of units of variable input.

83. Consider the following table:

Labour Total Marginal
! Output | Product
0
1 100 100
2 80
3 240

What is the total output, when 2

No. of la- Total Marginal
bourers | Product | product
0 ; :
1 350 350
2 - 250
(a) 680
(b) 580
() 350
(d) 230

[CA CPT Dec. 2010]

labour are employed?
(a) 80
(b) 100
(c) 180
(d) 200
[CA CPT June 2008]

84. Which of the following is
correct :

(a) TFC = TVC - TC
(b) TC = TVC - TFC

e e e e

87:. Suppose the first four units of
a variable input generate corres-
ponding total outputs of 200, 350,
450, 500. The marginal product of
the third unit of input is:

(a) 50

(b) 100

(c) 150

(d) 200

88. Use the following diagram to

answer the question given below it

23
4

1) Tt output

o

Qurpar
(umits per day’s

I 2 i i 5 n
Labisie It
{workera per day)
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The marginal physical product of
the third unit of labour is , the
MP of the labour is Negative

(a) Six; fourth
(b) Six; third
(c) Six; fifth
(d) Six; sixth

89. At the point of inflexion, the
marginal product is:

(a) Increasing
(b) Decreasing
(¢) Maximum
(d) Negative
[CA CPT May 2007, 2018]

90. Marginal product will be
at the point of inflexion is

(a) Minimum
() Maximum
(c) Negative
(d) Zero
[Nov. 20201

91. Suppose the first four units of
a variable input generate corres-
ponding total output of 150, 200,
350, 550. What will be the marginal
product of the third unit of input?

(a) 50 2
b) 100
(¢c) 150
(d) 200
[CA CPT Dec. 2016]

92. When Average Product falls,
marginal product is the
Average Product.

(a) Less than
(b) More than
(¢) Equal to
(d) Maximum
[Jan. 2021]
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93. The production process desc-

ribed below exhibits.
Number of Output
Workers
0 0
1 23
2 40
3 50
(a) Constant marginal product of
labour.

(b) Diminishing marginal product
of labour.

(¢) Increasing return to scale.

(d) Increasing marginal product of
labour.

94. Marginal product, mathemati-
cally, is the slope of the

(a) Total product curve.

(b) Average product curve.
(¢) Marginal product curve.
(d) Implicit product curve.

95. Which of the following is Cor-
rect? ‘

(@) MP, =TP_-TP__
(b) MP_ = MP_- MP__
(c) MP_=TP_+ TP |
(d) None of the above.

Use table below to answer ques-
tions 92-95, i

Output P MpP
0 — )
1 10 10
2 — 8
3 24 -

96. What is the MP of 3rd unit of
output?

(a) 6
) 8
(¢) 10
@ 1
[Nov. 2019])

97. What is the total product of pro-
ducing 2nd unit of output?

(a) 8
) 10
(c) 18
d) 24 .
[Nov. 2019]

98. What is the AP of 1st three units
of output?

(a) 8
») 10
(c) 18
d) 72
[Nov. 2019]
99. If variable cost of 5 units of out-
put is 100 and fixed cost is 40. Find
average cost at 5 units of output.
(a) 8
(b) 100
(c) 108
(d) 540
[Nov. 2019]

100. Marginal, average and total
product of a firm in the short run
will not comprise with

(a) When marginal production is at
a maximum, average product is
equal to marginal product, and
total product is rising

(b) When average product is maxi-
mum, average product is equal

to marginal product, and total
product is rising
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(¢) When marginal product is riega-
tive, total product and average
product are falling

(d) When total product is increasing,
average product and marginal
‘product may be either rising or
falling

[CA CPT May 2019]

101. 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
(c) Less than average product

(d) Becomes negative
[CA CPT Dec. 2016]
102. The marginal product curve

is above the average product curve
when the average product is:

(@) Increasing

(b) Decreasing

(¢) Constant

(d) None [CA CPT Feb. 2007]
103. Identify the correct statement:
(@) The average product is at its

maximum when marginal prod-
uct is equal to average product.

(b) The law of increasing returns
to scale relates to the effect of
changes in factor proportions.

(c) Economies of scale arise only
because of indivisibilities of
factor proportions.

(d) Internal economies of scale can
accrue when industry expands
beyond optimum.

104. Which of the following is
correct in relation to Marginal
Product?

(@) What is produced units when
all factors of production are
employed at optimyy, efficiency?

(b) The extra output obtained from
employing an additiona] ynit of
a factor

(c) The left revenue to he entrepre-
neur after he has jnoyrred all
expenses

(d) None of the above

[Jan. 2021]
105. If the margina] product of
labour is below the average product
of labour, it must be trye tha¢,

(a) The marginal Product of labour
is negative.

(b) The marginal Product of labour
is zero.

(¢) The average product of labour is
falling.

(d) The average product of labour is
negative.

106. The average product of labour
is maximized when mayginal -
duct of labour: SR

(@) Equals the average product of
labour.

(b) Equals zero.
(¢) Is maximized.
(d) None of the above,

107. The marginal, average, and to-
tal product curves encouptered by
the firm producing in the short run
exhibit all of the folluu;ing relation-
ships except:
(a) Whentotal product s rising, aver-
age and marginal product may be
either rising or fa]ling_
(b) When marginal prog
tive, total product
product are falling,

uct is nega-
and average
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(¢) When average product is at a
maximum, marginal product
equals average product, and total
product is rising.

(d) When marginal product is at
a maximum, average product
equals marginal product, and
total product is rising.

108. If the marginal product of
labour is below the average pro-
duct of labour. It must be true that:

(@) Marginal product of labour is
negative

(b) Marginal product oflabouris zero

(c) Average product of labour is fall-
ing

(d) Average productoflabourisnega-
tive

[CA CPT Aug. 2007]

Law of Diminishing Returns

109. In the production of wheat, all
of the following are variable factors
that are used by the farmer except:

(a) Theseed and fertilizer used when
the crop is planted.

(b) The field that has been cleared
of trees and in which the crop is
planted.

(¢) The tractor used by the farmer in
planting and cultivating not only
wheat but also corn and barley.

(d) The number of hours that the
farmer spends in cultivating the
wheat fields.

110. Law of variable proportion is
valid when: '

(a) Only one input is fixed and all
other inputs are kept variable

(b) All factors are kept constant
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(c) All inputs are varied in the same
proportion
(d) None of these
[CA CPT Nowv. 2007]
111. Diminishing marginal returns
implies:
(a) Decreasing average variable
costs
(b) Decreasing marginal costs
(¢) Increasing marginal costs
(d) Decreasing average fixed costs
[Nov. 2019]

112. Diminishing marginal returns
for the first four units of a variable
input is exhibited by the total prod-
uct sequence:

(a) 50, 50, 50, 50
(b) 50,110, 180, 260
{¢) 50, 100, 150, 200
(d) 50,90, 120, 140
[Nov. 2019]

113. In short run the Law of
variable proportions is also known
as

(a) Law of increasing returns
(b) Law of diminishing returns
(¢) Law of decreasing returns
(d) Law of constant returns
" [Jan. 2021]

114. Production activity in the
short period is analysed with the
help of:

(a) Law of variable proportion
(b) Laws of returns to scale
(¢) Both (a) & ()
(d) None of the above
[CA CPT Dec. 2012]
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115. The Law of Variable Propor-
tiomns is associated with:
(a) Short period
(b) Long period
(¢) Both short and long periods
(d) Neither short nor long period
[CA CPT June 2016]

116. The “law of diminishing
returns” applies to :
(@) 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
long run.
[Nov. 2019]

117. The law of variable proportions
is drawn under all of the assump-
tions mentioned below except the
assumption that:

(@) The technology is changing.

(b) There must be some inputs
whose quantity is kept fixed.

(c) We consider only physical inputs

and not economically profita-

bility in monetary terms.

(d) The technology is given and
stable.

118. Law of increasing returns is
applicable because of

(a) Indivisibility of factors.
(b) Specialization.
(¢) Economies of scale.
(d) Both (a) & (b) above.
[CA CPT June 2010]

119. In the first stage of law of
variable proportions, total product
Increases at the
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(a) Decreasing rate
(b) Increasing rate
(c¢) Constant rate
(d) Both (a) and (b).
[CA CPT Dec. 2010]

120. During 2nd stage of law of
Diminishing returns:

(a) MP and TP is maximum
(b) MP and AP are decreasing
(c) AP is negative
(d) TP is negative
[CA CPT June 2008]

121. A rational producer will pro-
duce in the stage in which margina]
product is positive and :

(a) MP> AP
(b) MP = AP
(¢c) MP < AP
(d) MP is zero
[CA CPT June 2016)
122, Diminishing marginal returns
implies:
(a) Decreasing average variable
costs
(b) Decreasing marginal costs
(¢) Increasing marginal costs
(d) Decreasing average fixed costs
[CA CPT May 2007]

123. The phenomenon of diminish-
ing returns rests upon the
of the fixed factor:

(a) Divisibility
(b) Flexibility
(c) Indivisibility
(d) None of these
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124. Law of diminishing returns is
applicable in:

(a) Manufacturing industry

(b) Agriculture

(¢) Neither (a) nor (b)

(d) Any economic activity at a point
of time.

[CA CPT June 2009, 2010,
June 2012]

125. In the third of the three stages
of production:

(a) The marginal product curve has
a positive slope.

(») The marginal product curve lies
completely below the average
product curve.

(¢) Total product increases.

(d) Marginal product is positive.
126. Diminishing marginal returns
implies

(a) Decreasing average variable

costs

(b) Decreasing marginal costs

(¢) Increasing marginal costs

(d) Decreasing fixed costs.

[CA CPT Dec. 2015, May 2019]

127. 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

(¢) Both the short run and the long
run

(d) Neither the short run nor the
long run

[CA CPT May 2018]

128. Diminishing returns occur:

(@) When units of a variable input
are added to a fixed input and
total product falls.

(b) When units of a variable input
are added to a fixed input and
marginal product falls.

(¢) When the size of the plant is
incredsed in the long run.

(d) When the quantity of the fixed
input is increased and returns to
the variable input falls.

Returns to Scale

129. The concept of Returns to
Scale is related with:

(a) Very short period

(b) Short period

(¢) Long period

(d) None of above

[CA CPT June 2012, 2013]

130. The Law of returns to scale is.

(a) Short run '

(b) Long run

(¢) Short and Long run

(d) Medium run

[Jan. 2021]

131. The scale of production can be
changed in

{a) Very short period
(b) Short period
(¢) Long period

(d) Both very short period and short
period

132. Increasing returns to scale can
be explained in terms of:

(a) External and internal economies

(b) External and internal dis-econo-
mies

hd
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(¢) External economics and internal
dis-economies

(d) All of these
[CA CPT Feb. 2007, May 2018]

133. Increasing returns to scale
occurs due to:

(a) Economies of scale
(b) Specialization
(c¢) Indivisibility of factors
(d) All of these
"[CA CPT Dec. 2009]

134. Which of the following state-
ments describes increasing returns
to scale?

(a) Doubling of all inputs used leads
to doubling of the output.

(b) Increasing the inputs by 50%
leads to a 25% increase in out-
put.

(¢) Increasing inputs by 1/4 leads to
an increase in output of 1/3.

(d) None of the above.

135. The stage of “Decreasing returns
toscale” will occur when

(a). Decrease in output is less than
increase in input

(b) Decreaseinoutputis greater than
increase in input

(¢) Increaseinoutputis greater than
increase in input

(d) Increase in output is less than
increase in input

[June 2023]

136. Returns to scale will said to be
in operation when quantity of :

(a) All inputs are changed

(b) Allinputs are changed in already
established proportion

(c) All inputs are not changed
(d) Oneinputischanged while quan-
tity of all other inputs remain the
same
[CA CPT Feb. 2008]
137. Diminishing returns occyr —
(a) Whenunitsofavariable input are

added to a fixed input and total
product falls

(b) When units of a variable input
are added to a fixed input and
marginal product falls

(c) When the size of the plant is
increased in the long run.

(d) When the quantity of the fixed
input is increased and returng to
the variable input falls

[Nov. 2019]

138. Which of the following ig the
reason of the working of law of
increasing returns?

(a) ‘Fuller utjlisation of fixed factors
(b) Indivisibility of the factors
(c) Greater specialization of laboyr
(d) All of the above

[CA CPT June 2013]

139. Consider the following combi-
nations of inputs and outputs:

This production technology
satisfies

Labour Capital Outpyt
5 10 fRy |
6 12 2
7 14 3
8 16 4
9 18 5
10 20 6

(a) Increasing returns to scale

(b) Diminishing returns to scale
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(c) Constant returns to scale

(d) Increasing returns initially, fol-
lowing by decreasing returns to
scale.

[CA CPT Feb. 2008]

140. Linear homogeneous produc-
tion function is based on:

(a) Increasing returns to scale
(b) Decreasing returns to scale
(¢) Constant returns to scale
(d) None of the above
[CA CPT Dec. 2014, May 2018]

141. If decreasing returns to scale
are present, then if all inputs are
increased by 10% then:

(a) Output will also decrease by
10%.

(b) Output will increase by, 10%.

(¢) Output will increase. by less
than 10%.

(d) Output will increase by more
than 10%.

142. In Cobb-Douglas Production
function[Q = KL*C"], there will be
increasing returns to scale if :

(@) a+b>1

) a+b=1
(¢c) a+b=0
d a+b<l

143. A change in scale means that

factors of production
are increased or decreased in the
same production.

(a) Two
(b) Three
(¢) No
(d) All

144. Increase in all input leading to
less than proportional increase in
output is called

(@) Increasing returns to scale
(b) Decreasing returns to scale
(c¢) Constant returns to scale

(d) Both increasing and decreasing

‘returns to scale
[CA CPT Feb. 2008]

145. When output decreases by
20% due to increase in inputs by
20%, this stage is called the law of

(a) Increasing returns to scale.
(b) Decreasing returns to scale.
(¢c) Constant returns to scale.

(d) None of the above.
[CA CPT June 2010]

146. Constant Returns to Scale are
also called as Produc-
tion Function,

(a) Linear

(b) Curvilinear

(¢) Linear Homogenous

(d) Curvilinear Homogenous

147. With a view to increase his pro-
duction, 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) Decreasing returns to scale

(¢) Constant returns to scale

(d) None of the above

[CA CPT June 2014]
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148. When output increase in a
smaller proportion with anincrease
in all inputs returns to
scale set in.

(a) Increasing
(b) Decreasing
(c) Constant
(d) Circular

Production Optimization
149. ISO quants are equal to:
(a) Product Lines

(b) Total utility lines

(¢) Cost lines

(d) Revenue lines
[CA CPT Nov. 2006, May 2018]

150. Among the following state-
ments which is incorrect in relation
to isoquants

(a) These are negatively sloped
(b) These are concave to origin
(c) These are not intersecting
(d) These are convex to origin
[Nov. 2020]
151. ISO quants are also known as:
(a) Production possibility curves
(b) Indifference curves
(¢) Production indifference curves
(d) None of the above
[CA CPT June 2016]

152. An Isoquant is to
an Isocost line at equilibrium point:

(a) Convex
(b) Concave
(c) Tangent
(d) Perpendicular
[CA CPT May 2007]

153. Large production of
goods would lead to higher produc-
tion in future.

(a) Consumer Goods

(b) Capital Goods

(c) Agricultural Goods

(d) Public Goods

[Nov. 2019]

154. An ISO quant shows

(a) Allthe alternative combinations
of two inputs that can be pro-
duced by using a given set of
output fully and in the best pos-
sible way.

(b) All the alternative combinations
of two products among which a
producer is indifferent because
they yield the same profit.

(c) All the alternative combinations
of two inputs that yield the same
total product.

(d) Both (b) and (¢).

155. ISO quants are negatively
sloped & to the origin
dueto__ Marginal Rate
of Technical Substitution (MRTS).

(a) Convex, Increasing

(b) Convex, Decreasing
(c) Concave, Increasing
(d) Concave, Decreasing

156. Which of the following state-
ment is true in relation to an ISO
Quant Curve?

(a) It represents those combination
- of two factors of production that
will give the same level of output

(b) Itrepresents those combinations
of all the factors that will give the
same level of output

(¢) It slopes upward to the right
(d) It can tough either axis
[CA CPT June 2015]
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Accounting Costs and Economic
Costs

157. Suppose, the total cost of
production of commodity X is
¥ 1,25,000. Out of this cost implicit
cost is ¥ 35,000 and normal profits
is T 25,000. What will be the explicit
cost of commodity X?

(a) 90,000
(b) 65,000
(c) 60,000
(d) 1,00,000
[CA CPT Aug. 2007, Dec. 2011,
June 2013]
158. Which of the following is an
example of “explicit cost”?

(a) The wages a proprietor could
have made by working as an
employee of a large firm.

(b) The income that could have been
earned in alternative uses by the
resources owned by the firm.

(c) The payment of wages by the
firm.
(d) The normal profit earned by a
firm. .
159. Which of the following is an
example of an “implicit cost”?
(@) Interest that could have been

earned on retained earnings used
by the firm to finance expansion.

(b) The payment of rent by the firm
for the building in which it is
housed.

(c) The interest payment made by

the firm for funds borrowed from
a bank.

(d) ThePaymentofwagesbythe firm.

160. Implicit cost can be defined as:

(@) Money payments made to the
non-owners of the firm for the
self-owned factors employed in
the business and therefore not
entered into books of account.

(b) Money not paid out to the owners
of the firm for the self owned fac-
tors employed in a business and
therefore not entered into books
of account.

(c) Money payments which the self
owned and employed resources
could have earned in their next
best alternative employment and
therefore entered into books of
account.

(d) Money payments which the self
owned and employed resources
earn in their best use and there-
fore entered into books of ac-
count.

161. Total Cost = Explicit cost +
Implicit cost +

(a) Super Normal Profit
(b) Normal Profit
(¢) Super Normal Losses
(d) Average Fixed Cost
[Nov. 2019]

162. Implicit cost may be defined
as the:

(a) Costs which do not change over
a period of time

(b) Costs which the firm incurs but
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
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earned in their best alternative
employment.

[CA CPT Nov. 2007]

163. Which of the following is
including in cost of production and
is termed as accounting cost?

(a) Wages to workers employed
(b) Prices for the raw materials
(¢) Fuel and Power Used

(d) All of these

164. Which of the following State-
ments is false?

(@) Economic costs include the
opportunity costs of the resources
owned by the firm.

(b) Accounting costs include only
explicit costs.

(c) Economic profit will always
less than accounting profit if
resources owned and used by the
firm have any opportunity costs.

(d) Accounting profit is equal to
‘total revenue less implicit costs.

Accounting profit is equal to
total revenue less implicit cost

Accounting profit = TR - Implicit
Cost
[Jan. 2021]

165. Economic cost excludes which
of the following :

(a) Accounting cost + explicit cost
(b) Accounting cost + implicit cost
(c) Explicit cost + Implicit cost

(d) Accounting cost + opportunity
cost
[CA CPT May 2007]

166. Economic cost includes:
(a) Explicit cost only
(b) Implicit cost only

(¢) Sunk cost only
(d) Both explicit costs and implicit
costs.

167. The cost of resources owned
and employed by the entrepreneur
himself in his business is termed as
cost.
(a) Explicit
(b) Implicit
(¢) Fixed
(d) Variable

[CA CPT June 2012]

168. Cost in terms of pain, discom-
fort, disability involved in supply-
ing the various factors of produc-
tion by their owners are termed
as

(@) Social cost
(b) Explicit cost
(c) Real cost
(d) Implicit cost

[CA CPT June 2012]
169. Total economic costs = Explicit
costs + Implicit cost +

(a) Super Normal Profit
(b) Super Normal Loss
(¢) Normal Profit

(d) Economic Profit

: [June 2022]

170. Economic costs of production
differ from accounting costs of pro-
duction because

(a) Economic costs include expen-
ditures for hired resources while
accounting costs do not.

(b) Accounting costs include oppor-
tunity costs which are deducted
later to find paid out costs.
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(¢) Accounting costs include expen-
ditures for hired resources while
economic costs do not.

(d) Economic costs add the oppor-
tunity cost of a firm which uses
its own resources.

171. Accounting cost is
of Economic cost

(a) Equal to

(b) Less than

(¢) More than

(d) Not Included

[CA CPT Novw. 2018]
172. Economic Costs comprises

(a) Accounting Costs

(b) Implicit Cost

(c) Explicit Cost

(d) Both (a) & (b)

173. Which of the following will be
included in implicit Cost?

(a) Normal return on money Capi-
tal invested by the entrepreneur
himself in his own business.

(b) The wages or Salary not paid to
the entrepreneur, but could have
earned if the services has been
sold somewhere else.

(c) Wages or Salary paid to workers
(d) Both (a) and (b)

174. Accounting Costs are also called
as costs whereas the
cost of factors owned by the en-
trepreneur himself and employed
in his own business is called as

costs.

(a) Explicit, Implicit

(b) Implicit, Explicit

(¢) Economic, Non-Economic

(d) Explicit, Non-Economic.
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Outlay costs and Opportunity
Costs

175. Outlay Costs involve
expenditure of funds on wages,
material, returns interest, etc.

(a) Actual
(b) Expected
(c) Fixed'
(d) Planned

176. Outlay costs involve
expenditure at some point of time
and hence recorded in
the books of account.

(a) Financial, are not

(b) Financial, are

(¢) Non-Financial, are not

(d) Non-Financial, are
177. Opportunity Cost is

(a) Direct Cost

(b) Total Cost"

(¢) Accounting Cost

(d) Cost of forgone opportunity

[CA CPT Nov. 2006]

178. The cost of one thing in terms .

of alternative given up is known as:
(a) Opportunity Cost
(b) Real Cost
(¢) Production Cost
(d) Physical Cost
[CA CPT June 2017, May 2018]

179. If the market price of good is
more than the opportunity cost of
producing it, then:

(a) The market price of the product
will increase in the long-run

(b) Producers will increase supply
in the long-run

h 4
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(¢) Resources will flow away from
production of the good, caus-
ing supply to decline with the
‘passage of time

(d) The situation will remain
unchanged as long as supply and
demand remain in balance.

[CA CPT June 2016]

180. In which of the following cases
opportunity cost concept applies?

(a) Resources have alternative uses
(b) Resources have limited uses
'(¢) Resources have no use
(d) None of the above.,
[CA CPT June 2013]
181. Opportunity Cost is:
(a) Marginal cost
(b) Variable cost.
(c) Total fixed cost
(d) None of these
[CA CPT May 2018]
182. Opportunity Cost is
(a) Recordedinthe books of account
(b) Sacrificed alternative -
(¢) Both (a) and (b)
(d) None of the above
[CA CPT May 2019]

183. The concept of opportunity cost
has to be considered whenever :

(@) Resources are scarce

(b) Decision involving choice of one
option over other(s) is involved

(¢) Both (a) & (b)
(d) Neither (a) nor (b)

184. Opportunity cost is the
value that is foregone in choosing

one actjvity over the
alternative. o
(@) Subjective, other

(b) Subjective, next best

(¢) Principal, other

(d) Principal, next best

185, Opportunity Cost is the cost of
the opportunity and
involves a comparison between the
policy that was and the
policy that wag !

(a) Other, Chosen, Should be
chosen

(b) Missed, Chosen, should be
chosen i

(c) Missed, Chosen, rejected
(d) None of these

Direct and Indirect Costs

186. Direct Cost is also known as :
(a) Indirect Cost
(b) Traceable Cost
(c) Opportunity Cost
(d) Accounting Cost
[CA CPT June 2010, June 2013]

187. costs are the costs
that are readily identified and are
traceable to a particular product,
operations or plant.

(a) Direct Cost
(b) Traceable Cost
(¢) Indirect Cost
(d) Both (a) & (b)

188. may vary accord-
ing to the changes accruing to the
product, process or machine.

(a) Direct Cost
(b) Implicit-Cost
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(¢) Indirect Cost:
(d) Non-Traceable Cost.

189. Indirect Costs are not easily
and definitely identifiable in rela-
tion to a plants, products, process or
department. These are
changed to different jobs or prod-
ucts in standard accounting prac-
tice.

(a) Not

(b) Never

(¢) Nevertheless

(d) Cannot
190. Identify the indirect Cost.

(@) Common cost incurred for
general operations

(b) Wages paid to worker
(c¢) Material Purchased
(d) Commission Paid

Incremental Costs and Sunk
Costs

191. Theoretically, incremental
costs are related to the concept of

(a) Marginal Cost

(b) Fixed Cost

(¢) Judgmental Cost

(d) Semi Variable Cost
192. Which of the following is part
of incremental costs?

(a) Change in product line

(b) Replacement of worn-out mach-

inery
(c) Buy a new production facility
(d) All of these

193. refer to those costs
which are already incurred once
and for all and cannot be recovered.

(a) Sunk Cost
(b) Fixed Cost
(¢) Variable Cost
(d) Incremental

194. Which one of the following is
an example of Sunk Cost?

(a) Expenses on advertising

(b) Research & Development Expen-
diture

(c) Specialized equipment & fixed
facilities

(d) All of these.

Historical Costs and Replace-
ment Costs

195. Which of the following in
incurred first?

(a) Historical Cost

(b) Replacement Cost

(c¢) Realized Value

(d) None of these

196. Cost refers to the
cost incurred in the past on the
acquisition of a productive asset.

(a) Current Cost
(b) Historical Cost
(¢) Future Cost
(d) Desired Cost.

197. A Company is willing to change
its existing Machinery (5 years old)
by a new machinery at a cost of

¥ 10,00,000. The cost of ¥ 10,00,000:

may be regarded as:
(a) Historical Cost
(b) Replacement Cost
(¢) New Cost
(d) Market Cost
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198. Other things remaining the

same, an increase in price will

make cost higher than
cost. '

(a) Historical, Replacement
(b) Replacement, Historical
(c) Historical, reliable

(d) Fixed, Historical.

199. Usually in the case of continu-
ous decrease in price of an asset,
which one of the following shall be
the highest?

(a) Replacement Cost
(b) Historical Cost
(c) Realisable Value
(d) Variable Cost.

Private Costs and Social Costs

200. Private Costs are costs actually
incurred or provided for by firms.
These may be

(a) Explicit

(b) Implicit

() Either (a) or (b)
(d) None of these

201. The Cost of resources for which
the firm is not required to pay price
is called as cost.

(a) Fixed
(b) Private
(¢) Social
(d) Welfare

202. Costs normally
figure in business decisions as they
Form part of total cost and are
internalized by the firm.

(a) Fixed

(b) Private

(¢) Social
(d) Welfare

Cost Function

203. Which of the following is not
a determinant of the firm’s cost
function?

(a) The production function.

(b) The price of labour.

(¢) Taxes.

(d) The price of the firm’s output.
204. Which of the following state-
ments is correct concerning the
relationships among the firm’s cost
functions?

(a) TC = TFC - TVC.

(b) TVC = TFC - TC.

(¢) TFC = TC - TVC.

. (d) TC = TVC - TEC.

205. In the long-run all factors are -
(a) Fixed
(b) Variable
(c) All factors remain unchanged
(d) None
[CA CPT June 2010] _
206. Cost Function is the mathemati-

cal relation between of a
Product and the various determi-

nants of
(a) Cost, Costs
(b) Revenue, Revenues
(c) Cost, Revenues
(d) Revenue, Costs.
207. In a cost function, the depen-
dent variable is unit cost or tota}l
cost and the independent vari-
able(s) are :
() Units sold and purchased.

(b) Price of factor, & size of output




-

3.26

(¢) Relevant phenomenon which
has a bearing on cost like
technology, level of capacity
utilisation, efficiency, etc.

(d) Both (b) & (¢)

208. Cost function is a function
which is obtained from

(a) Production Function

(b) Market Supply of inputs
(¢) Market Supply of outputs
(d) Both (a) & (b).

. 209. The Cost function expresses

he relationship between
and _

(a) Costs, input

(b) Costs, Output

(¢) Dependent Variable, Cost
(d) None of these

210. Cost Functions are derived
from cost data of the
firms.

(a) Actual
(b) Expected
(¢) Desired
(d) Standard.

211. Which of the following is a kind
of Cost function?

{a) Short-Run Cost Function
(b) Long-Run Cost Function
(¢) Short/Long Run Cost Curve
(d) Both (a) and (b)

Total Cost

212, A company produces 10 units
of output and incurs T 30 per unit
as variable cost and T 5 per unit of
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fixed cost. What will be its total cost
of producing 10 units?

(@) T 300
b) T35
(¢c) ¥ 305
(d) T 350
[CA CPT Dec. 2014]

213. What is the total cost of produc-
tion of 20 units, if fixed cost T 5,000
and variable cost is T 2/-?

(a) 5,400
(b) 5,040
(c) 4,960
(d) 5,020
[CA CPT Aug. 2007, June 2010]

214. Suppose output increases
in the short run. Total cost will:

(@) Increase due to an increasé in
fixed costs only.

(b) Increase due to an increase in
variable costs only. .

{¢) Increase due to an increase in
both fixed and variable costs.

(d) Decreaseifthefirmisinthe regfon
of diminishing returns.

215. Calculate total cost of 4 units :

Units | Total cost () |[Marginal cost (3)
2 80 40

4 - 30

(a) 140
®) 120
(¢) 50
(d) 40
[CA CPT Dec. 2008]

216. Calculate total cost of 4 units :

Output 0 10 20

Total cost T 200 | 400 | T 800

(a) 40
“(b) 20
(¢) %200
(d) T 400
. [CA CPT June 2009]

Fixed Cost

217. Costs do not
change with changes in Output.

(a) Fixed

(b) Valuable

{¢) Semi Valuable

(d) Both (a) & (b)

218. If fixed cost is plotted on a
graph taking output on X-axis and
Cost on Y axis, the Fixed cost will be
represented by

(a) Straight line parallel to Y axis
(b) Straight line parallel to X axis
(¢) U Shaped Curve

(d) Hyper-parabola Curve.

219. Fixed costs are a
function of output.

(a) Not

b) Always

(¢) Treated as

(d) Directly related

220. Fixed costs may also be called
as:

(a) Inescapable
(b) Uncontrollable
(¢) Constant

(d) All of the above

e
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221. Fixed cost curve normally:
(a) Starts from the origin
(b) Is U shaped
(c) 'Is vertical line
(d) Is horizontal line.
: [CA CPT Jupe 2016]

222. The vertical difference bet-
ween TVC and TC curves is equal to:

(a) MC
(b) AVC
(¢) TFC
(d) None of the above
[CA CPT June 2016]

223, Average fixed cost for produc-
ing 8 units of output was 60, what
is the average Fixed cost at 6 units
‘of output

(a) 40
(b) 60
(c) 80
(d) 50
[Nov. 2019]

Variable Cost

224. What will be the TVC if we pro-
duce 2 units?

Units 0 1 2
Total cost 20 37 50
(a) 15
(b) 05
(c) 17
d) 30

[CA CPT June 2010]

225. The total cost is T 4200 and
fixed cost is T 1200 then find the
variable cost

(a) 1,200
(b) 3,000
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(c) 4,200 (a) 200
(d) 5,450 (b) 50

[Nowv. 2020] (c) 300

226. A firm producing 9 units of
output has an average total cost
of T 200 and has to pay T 630 to
its fixed cost of production. How
much of the average total cost is
made up of variable cost?

(@) T 150
(b) T 130
(c) X70
(d) T 300
[CA CPT June 2017]
227. A firm producing 7 units of
output has an average total cost of
¥ 150 and has to pay T 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) T 200
‘ b) %60
{¢) 100
(d) T1,400
[Nov. 2019]
228. Which cost decreases continu-
ously with increase in production
(@) Average fixed cost
(b) Avecrage variable cost
(¢) Marginal cost
(d) Average total cost
[June 2022]

229. A Firm producing 7 units of
output has an average total cost
of ¥ 150 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?

(d) 100
[Jan. 2021]

230. Which cost increases continu-
ously with the increase in produc-
tion? o

(a) Average cost.

(b) Marginal cost.

(¢) Fixed cost.

(d) Variable cost.

231. The difference between Total
Cost and Total Fixed Cost is equal
to .

(a) Zero
(b) MC
(¢) AFC
d) TVC
[July 2021]

232, Total cost in the short run is
classified into fixed costs and vari-
able costs. Which one of the follow-
ing is a variable cost? A

(a) Cost of raw materials.

(b) Cost of equipment.

(¢) Interest paymenton past borrow-

ings.
(d) Payment of rent on building.

233. Which of the following is a vari-
able cost in the short-run?

(a) Rent of the factory.
(b) Wages paid to the factory labour.

(¢) Interest payments on borro-
wed financial capital.

(d) Payment on the lease for factory
equipment.

e T TS T e N
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234. What will be the TVC if we pro-
duce 2 units?

vnis._ |0 |1 ]2]3]4]
Total cost [ 20 | 30 [ 40 | 45 [ 50 |
(@) 2
) 3
(c) 4
@) 5

[CA CPT June 2010]

235.If a Firm shuts down for a short
period, it will not incur any
cost. f

(a) Fixed

(b) Semi-Variable
(c) Variable

(d) Both (a) & (b)

236. are those costs
which change with changes in out-
put.

(a) Fixed

(b) Semi-Variable
(c) Variable

(d) Both (a) & (b)

Semi-Variable Cost

237. Semi-Variable Costs are
__ Variable, fixed in
relation to the changes in the size
of output.

(a) Neither, nor

(b) Neither, nor absolutely

(¢) Absolutely, but relatively
(d) Absolutely, but is by nature.

238. Electricity charges include
both a fixed charge and a charge
based on consumption. It should
be classified as

(a) Fixed Cost
(b) Variable Cost
(¢) Semi-Variable Cost
(d) Quasi Cost.
239. The Semi-Variable Cqg;.

(a) Remains Constant

(b) Remains variable Proportiona.
tely

(c) Increases in stair-step fashion
(d) Increases proportionately

240. Which of the folluwing Cost
remains fixed over certa; '
of output but suddenly jy,
new higher level when oy
beyond a given limit?

(a) Total Fixed cost

(b) Total Variable Cost
(¢) Both (a) & (b)

(d) Semi-Variable Cost

241. The total Cost Curye Soh
tained by adding

I range
mp to a
but goes

th
curve and the S
Curve. S
(a) Vertically, Total Fixed Cost, Total

Variable Cost
(b) Horizontally, Cost, Totg)
(¢) Vertically, Total Cost, Total Vari-
able cost
(d) Horizontally, Cost Valyapje

242. The costs which remajy, fiyed
over certain range of outpyy put
suddenly jump to anew highe,. level
when production goes beyond a
given limit are called:

(a) Variable cost
(b) Semi-variable cost
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(¢) Stair-step variable cost
(d) Jumping cost.
[CA CPT June 2017, May 2018]

Average Fixed Cost

243. Average fixed cost can be
obtained through:

(@) AFC = H£
(b) AFC = &
(c) AFC = %—g \
(d) AFC = %

[CA CPT Nov. 2006, Jan. 2021]

244. Which one of the following is
correct?

(a) AFC = AVC + ATC
(b) ATC = AFC - AVC
(¢) AVC = AFC + ATC
(d) AFC = ATC - AVC
[CA CPT June 2009, May 2018]

245. Which of the following cost
curves is never ‘U’ shaped?

(a) Average Total Cost Curve
(b) Marginal Cost Curve :
(¢) Total Cost Curve

(d) Total Fixed’;Cost Curve
[CA CPT Aug. 2007, June 2009,

Dec. 2015, May 2018, Nov. 2019]

246. AFC curve is :
(a) Convex & downward.sloping
(b) Concave & downward sloping
(¢) Convex & upward sloping

(d) Concave & upward rising
[CA CPT Feb. 2007]

247. Which of the following curves
never tough any axis but is down-
ward

(a) Marginal cost curve
(b) Total cost curve
(c) Average fixed cost curve

(d) Average variable cost curve
[CA CPT Feb. 2008, June 2013]

248. The slope of Average Fixed
cost curve is?

(a) Falls from left to right
(b) Rises from left to right
(¢) Parallel to x-axis

(d) Parallel to y-axis
[CA CPT Nov. 2018]

249. When the output of a firm
increase in the short run, its average
fixed cost.

(a) Increasés

(b) Decreases

(¢) Remains constant

(d) First declines and then rises.

[CA CPT, Nov. 2006, Dec. 2015,
' Dec. 2017}

250. Which statement among below
is correct in reference in Average
Fixed Cost.

(a) Never becomes zero
(b) Curve never touches x-axis
(¢) Curve never touches y-axis
(d) All of the above
[CA CPT Dec. 2013]

251. Average fixed cost curve is
always:

(a) Declining when output increases

(b) U-Shaped, if there are increasing
returns to scale
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(c) U-Shaped, if there are decreasing
returns to scale

(d) Intersected by marginal cost at
its minimum point
[CA CPT Dec. 2014]

252. Which of the following curves
never touch any axis but is down-
ward.

(a) Marginal cost curve

(b) Total cost curve

(¢) Average fixed cost curve

(d) Average variable cost curve -
[CA CPT May 2018]

253. A firm’s average fixed cost is
T 20 at 6 units of output. What will
it be at 4 units of output?

(a) % 60"
(b) T30
(c) 40
d) %20

254. A firm’s average fixed cost is
T 40 at 12 units. What will be the
average fixed cost at 8 units:

(a) X 60
) 70
(c) 90
(d) X 80

[CA CPT Feb. 2007, Feb. 2008,
June 2008, June 2012, Dec. 2011,
Dec. 2016]

255.A firm§ AFCis T 200 at 10 units
of output what will be it at 20 units
of output?

(a) 500
(b) 100
(e) 150
(d) 200
[CA CPT June 2010]

256. A firm producing 7 units of
output has an average total cost of
rupees 150 and has to pay rupees
350toits fixed factors of production
whether it produces or not. How
much of the average total cost is
made up of variable cost?

(a) 100 ®) 200
(c) 50 d) 300

257. Average cost of producing 50
units of any commodity is ¥ 250 and
fixed costis % 1,000. What will be the
average fixed cost of producing 100
units of the commodity?

(@) 10
(b) 30 .
() T 20
) 05
‘[CA CPT Dec. 2014, Dec. 2016]
258. Average Fixed Cost = Z 20
Quantity Produced = 10 units

What will be the Average Fixed Cost
of 20th unit?

(a) T 10
b) %20
() %5
(d) None
[CA CPT Dec. 2008]
259. Find AFC of 3 units :

Unit 0 1 2 3
Total cost 15 | 25 35 45—‘
(a) 5
) 10
(c) 15
d) 25

[CA CPT Dec. 2009]

26'0.. What will be the AFC of 2 units
according to the table given below:




3.32 THEORY OF PRODUCTION AND COST
Units 0 1 2 264. Consider the following data
Total cost (in%T) | 580 [ 689 | 850 Units of 0 1 2 | 3 4
(a) 105 output
®) 135 Total Cost | 25 | 45 | 60 | 85 | 105
(¢) 235 The Average Variable Cost (AVC) foran
d) 290 output of 4 units will be :-

[CA CPT June 2010, May 2018]
261. Average cost curve is
(@) ‘U’ Shaped
(b) Positively sloped
(¢) Negatively sloped
(d) Rectangular hyperbola
[Jan. 2021]

Average Variable Cost

262. A firm producing 7 units of

‘output has an average total cost

of ¥ 150 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) T200
(b) T 50

(¢) T 300
(d) T 100

263. For 15 units of output, average
cost was ¥ 250 end fixed cost per unit
of output was 125, then the average
variable cost per at 15 units?

(a) 25
(b) 50
(c) 125
(d) 250
[Nov. 2019]

(@) T20
) 35
() X 25
(d) %26

[CA CPT June 2012, Dec. 2017,
June 2017]

265. A firm produces 10 units of
a commodity at an average total
cost of T 200 and with a fixed cost
of ¥ 500. Find out the component
of average variable cost in the total
cost : :

(@) T 300

(b) %200

() T 150

(d) X 100 \
[CA CPT June 2014]

266. A Firm has a variable cost
of ¥ 2,000 at 5 units of output. If
fixed costs are T 800, what will be
the average total cost at 5 units of
output?

(a) 560
(b) 120
(¢) 240

(d) 2,800
[Nov. 2021]
267. A firm producing 15 units of

output has average cost of T 250
and X 125 as per unit cost for fixed
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factors of production. Then ave-
rage variable cost will be

(a) 180
) 150
() 125
(d) None of the above
[CA CPT May 2019]
268. If a firm’s output is zero, then:
(a) AFC will be positive
(b) AVC will be zero
(c) Both of (a) and ()
(d) None of (a) and (b)
: [CA CPT June 2009]

Average Total Cost

269. Which of the following state-
ments is true of the relationship
among the average cost functions?

(a) ATC = AFC - AVC. -

() AVC = AFC + ATC.

(c) AFC = ATC + AVC..

(d) AFC = ATC - AVC.
270. A firm has a variable cost of
T 1000 at 5 units of output. If fixed
costs are ¥ 400, what will be the
average total cost at 5 units of out-
put?

(a) T 280

(b) T 60

(¢) T 120

(d) T 1400

271. U-shaped average cost curve is
based on:

(@) Law of increasing cost
(b) Law of decreasing cost
(¢) Law of constant returns to scale
(d) Law of variable proportions
[CA CPT Feb. 2007]

272, A firm producing 7 units of
output has an average total cost
of T 150 and has to pay X 350 to its
fixed factors of production. How
much of the average total cost is
made up of variable cost?

(a) X 200

(») T50

() T 300

d) T 100

[CA CPT June 2008, Dec. 2016]

Marginal Cost

273. Marginal Cost is defined as:

(@) The change in total cost dueto a
one unit change in output.

(b) Total cost divided by output.

(c) Thechangeinoutputduetoaone
unit change in an input.

(d) Total product divided by the
quantity of input. ’

274. The change in total cost due
to one unit change in the output is
called cost.

(a) Marginal
(b) Average
(c) Average variable
(d) Average fixed.
[CA CPT June 2012]

275. Marginal cost changes due to
change in cost.

(a) Total
(b) Fixed
(¢) Average
(d) Variable .
[CA CPT June 2014]

276. In figure below, possible rea-
son why the average variable cost
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curve approaches the average total
cost curve as output rises is:

MC

ATC
AVC

Cost

0 Quantity

(a) Fixed costs are falling while total
costs are rising at rising output.

(b) Total costs are rising and average
costs are also rising.

(c) Marginal costs are above average
variable costs as output rises.

(d) Average fixed costs are falling as
output rises.

277.MC curve of afirmina perfectly
competitive industry depicts?

(a) Demand curve

(b) Supply curve

(¢) Average cost curve

(d) Total cost curve
[CA CPT Nov. 2018]

278. When shape of average cost
curve is upward, marginal cost :

(a) Must be decreasing
(b) Must be constant
(¢) Must be rising

(d) Any of these
[CA CPT May 2007]

279. With which of the following is
the concept of marginal cost closely
related?

(a) Variable Cost
(b) Fixed Cost

(¢) Opportunity Cost
(d) Economic Cost

280. What will be marginal cost of
67 units of production accounting

to the table given below:

Units of 0 | 10|25 |37 | 67
Production

Total cost ~| 160 | 200 | 300 | 500 | 1,400
(a) 10
) 20
(c) 30
(d) 50

[CA CPT Dec. 2011]

281. On the basis of the following
data what will be the marginal cost
of the 6th unit of output?

Output | 0 [ 1|2 |3 (4|5 |6

Total Cost|240]330(410|480|540|610|690
@(in%)

(a) %133
b) 75
(¢c) T80

(d) X 450
[CA CPT Dec. 2014, June 2015]

282. Consider the following table:

Output TFC TVvCe MC
(Units) | (in%) (in%) (in3)

0 500 s -
1 500 400 400
5 500 1600

What will be marginal cost, when out-
put is 5 units?

(a) 300
(b) 400
(¢) 500
(d) 600

[CA CPT Dec. 2015]
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283. Marginal cost changes due to
changes in 3

(a) Total cost

(b) Average cost
(¢) Variable cost
(d) Quantity of output

284. Which of the following state-
ments is correct? i
(a) Fixed costs vary with change in
output.

(b) If we add total variable cost and
total fixed cost we get the average
cost.

(¢) Marginal cost is the result of total
cost divided by number of units
produced.

(d) Total cost is obtained by adding
up the fixed cost and total variable
cost.

285. If total cost at 10 units is T 600
and?¥ 640 for 11th unit. The marginal
cost of 11th unit is:

(a) 20
(b) T30
(c) 40

(d) T50
[CA CPT May 2007]
Use table below to answer questions
286-288

Output | 0 1 2 |34 5|6

Total 360|495 |615(720|810/|915|1035
Cost ()

286.The average fixed cost of 3 units
of output is .......euues

(a) T 180
(b) T225
() *120
(d) T 134

[July 2021]

3‘35

287. The marginal cost of the I
q c lftll
unit of output is

(a) 2105
®b) T174
{c) 225

(d) %675

288. Diminishing marginal rety,
starts to occur between Thg
Units o

(@) 1and 2
(b) 2 and 3
(¢) 3and 4
(d) 4and>5s
[July 202[
289. AT 10 units Total Cost - ¥ 5 ]
20 units Total Cost -
Marginal Cost =
(a) 50
(b) 40
{c) 30
(d) 400

[CA CPT Dec, 200

290. The total cost incurred for,
units is ¥ 400 and 20 units is ¥
Find the marginal cost.

(a) ¥ 400
(b) 240
(c) 200
d) 20

[CA CPT June 2009, June 3
June 2012, June 2, 0,

800

291. Use the table and answg, ¢
the following questions: oy

Output | 0 1 2 (3|45

6
Total  |100 180|250 (310|360 |429 -
Cost (%) 4149
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The average fixed cost of 4 units of
output is

(a) 350
b) 80
(c¢) 90
(d) 25
[Nov. 20201

292. The average variable cost of 5
units of output

(a) 84
(b) 64
(c) 104
(d) 420
[Nov. 2020]

293. The marginal cost of 5th unit
of output is

(a) 60
(b) 70
(¢) 90
(d) -540
[Nov. 2021]

Relationship between AC & MC

294. Which of the following state-
ments is correct?

(a) When the average cost is rising,
the marginal cost must also be
rising.

(b) When the average cost is rising,
the marginal cost must be falling.

(¢) When the average cost is rising,
the marginal cost is above the
average cost.

(d) When the average cost is falling,
the marginal cost must be rising.

295. When AC curve is rising, the
MC curve must be toit.

(a) Equal
(b) Above
(¢) Below
(d) Parallel
[CA CPT June 2012]

296. What happens to marginal cost
when average cost increases?

(@) Marginal cost is below average
cost

(b) Marginal cost is above average
cost

(c) Marginal cost is equal to average
variable cost

(d) Marginal cost is equal to average
cost :

[CA CPT June 2016]

297. When AC Curve is at minimum
then MC Curve is ?

(a) Minimum then AC Curve
(b) Equals to AC Curve
(¢) Above AC Curve
(d) Less than AC Curve
[CA CPT Nov. 2018]

298. Which of the fo‘liowing state-
ment is incorrect?

(a) AC is sloping downwards, MC is
below AC

(b) AC is sloping downwards, MC
must fall

(c¢) AC is sloping upwards, MC is
above AC

(d) MC cuts AC from its lowest
point.

[CA CPT May 2019]

299. Which of the following is true
of the relationship between the mar-
ginal cost function and the average
cost function?

THEORY OF PRODUCTION AND COST

(a) If MC is greater than ATC, then
ATC is falling.

(b) The ATC curve intersects the MC
curve at minimum MC.

(¢) The MC curve intersects the ATC
curve at minimum ATC.

(d) If MC is less than ATC, then ATC
is increasing.

Long Run Average Cost Curve

300. If LAC curve falls as output
expands, this is due to g

(a) Law of diminishing returns
(b) Economics of scale
(¢) Law of variable proportion
(d) Dis-economics of scale
[CA CPT Nov. 2006]

301. Planning curve is related to
which of the following?

(a) Short run average cost curve
(b) Long run average cost curve
(c) Average variable cost
(d) Average total cost
[CA CPT June 2015]

302. Which of the following is
known as Envelope curve?

(a) Marginal Cost Curve

(b) Average Fixed Cost Curve

(¢) Long Run Average cost Curve
"(d) Total Fixed Cost Curve

[CA CPT Feb. 2008, Decc. 2011,
June 2012}

303. Which of the following state-
ments concerning the long-run aver-
age cost curve is false?

(@) It represents the least-cost input
combination for producing each
level of output.

(b) It is derived from A
short-run average Cogt e‘"leg

(¢) The short-run cost cuy
minimum point of thg ,° at
average cost curve rep,, ' ‘lg Ty
least-cost plant size for all“lg, lhn

he

of output. IQVQ]E‘
8

(d) As output increases, the
of capital employcd by lhrn%‘\l

increases along the Cl“'\/ € iy o
:

304. The negatwcly-sloped
ing) part of the long-run f‘t\]]
total cost curve is due g "era

the following? wlllc]] Eef

(a) Diseconomies of scalg
(b) Diminishing returns,
(¢) The difficulties encgy,

coordinating the may, . l@t‘cq :
of a large firm.

(d) The increase in Pmduq
results from specialiy, at, Vity th,
ton,

305. A firm’s long-
cost curve is.

r\l
Tun a‘{e
rage t“[
al

(a) Identicaltoitslong-ry n
cost curve as all fact(]r\ Ig‘h 1
able.

Ay
(b) Also its long-run tota] :
because it explains thL St Cupy,
ship cost and quantig,, 8 cltimlQ
in the long run. 3 Dp]i;i
(c¢) In fact the average bosy !
“curve of the optimal Plan, . Cog
short run as it tries lln th l
at least cost. Pr d“;g

(d) Tangent to all short- “my
total cost the curves , ‘“’uq
sents the lowest AVery,, lup]
cost for producing Ca)
output.

Eo
e
O
‘l(\ ta)

Vel op
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Economies and Diseconomies
of scale

306. The positively sloped (rising)
part of the long run average cost
curve indicates working of the

(a) Diseconomies of scale
(b) Increasing returns to scale
(c) Constant returns to scale

(d). Economies of scale.
[CA CPT Dec. 2014]

307. External economies accrue due
to {

(@) Increasing returns to scale
(b) Increasing returns to factor
(c) Law of variable proportion

(d) Low cost !
[CA CPT Nov. 2007, May 2018]

'308. External Economies arise due

to:
(a) Growth of ancillary industries
(b) High cost of technologies

(¢) Increase in the price of factors of
production

(d) None of the above
[CA CPT June 2013]

309. External economies can be
achieved through:

(a) Foreign trade only

(b) Superior managerial skill

(¢) Extension of transport and credit
facilities

(d) External assistance

310. When output increases more
than the increase in input, it occurs
due to:

THEORY OF PRODUCTION AND COST

(a) External and internal disecono-
mies
(b) External and internal economies

(¢) External diseconomies and inter-
nal economics

(d) External economies and internal
diseconomies

[Nov. 2020]

311. External economies can be
achieved through

(a) External assistance
(b) Development of unskilled labour
(¢) Superior managerial efficiency
(d) Technological external econo-
mies
[Nov. 2020]

312. Economies of scale exist be-
cause as a firm increases its size jn
the long-run:

(a) Labour and management can
specialize in their activities
more.

(b) As a larger input buyer, the firm

can get finance at lower cost and
purchase inputs at a lower per
unit cost. :

(¢) The firm can afford to employ
more sophisticated technology
in production.

(d) All of these.

313. External Economies of Scale
are obtained by:

(a) Afirm

(b) A group of firm

(¢) Small Production

(d) Society

[CA CPT Dec. 2008]

314. External economics are en-
joyed:

(a) By large producers only

(b) As firm expands

_—

h 48

THEORY OF PRODUCTION AND CosT

(¢) Both (a) and (b)
(d) None of the above
[CA CPT June 2011]

315. How many kinds are of
Economies of scale?

(@) 5
b) 3
(c) 2
(d) 1
[Jan. 2021}

Miscellaneous

316. Issue requiring decision mak-
ing in the context of business are:

(@) How much should be the opti-
mum output at what price should
the firm sell?

(b) How will the product be placed
in the market?

(¢) How to combat the risks and
uncertainties involved?

(d) All of the above
[CA CPT Nov. 2018]

317. Long-run price is also called by
the name of

(@) Market price
(b) Normal price
(¢) Administered price
(d) Wholesale price.
[CA CPT June 2010]

318. Which of the following equa-
tion represents profit maximization
condition? :

(a) MC = MR
(b) MC > MR
(¢) MC < MR
(d) None
[CA CPT Nov. 2018]

3.39

319, Large scale Produ‘:fion 15
associated w_ith

(@) Technical Economies

®) Un‘managerial economies
(€) Commercial Economies
(d) Financial Economies

[Nov. 20191

32_0- Which of the following state-
ments is true?

(@) Accumulation of capital depends
solely on income of individuals.

(b) Savings can be influenced by
government policies.

(c) External economies go with size
and internal economies with
location.

(d) The supply curve of labour is an
upward slopping curve.

321. Supply curve remaining un-
changed, an increase in demand
will lead to.

(a) A fall in price
(b) Arisein pri(;e
(¢) No change in price
(d) AN increase in supply
[CA CPT June 2010]

322, Marginal Cost changes due to
changes in

(a) Total cost
(b) Average cost
(c) Variable cost
(d) Quantity of output
[Nov. 2019]

323. Price of a commodity is best
expressed as

(a) Exchange value
(b) Cost of goods sold




.
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(¢) Production cost
(d) Nominal value
[CA CPT Nov. 2018]

324. A firm will close down in the
short period if its average revenue
is less than its:

(a) Average cost
(b) Average variable cost
(c) Margiﬂal cost
(d) Average fixed cost
[CA CPT June 2012]
325. Which of the following state-

1ments is incorrect?

(a) The LAC curve is also called the
planning curve of a firm.

Answer

THEORY OF PRODUCTION AND COST

(b) Total revenue = price per unit x
number of units sold.

(c) Opportunity cost is also called
alternative cost.

(d) If total revenue is divided by the
number of units sold we get mar-
ginal revenue.

326. Average Revenue Curve is also
known as

(a) Profit curve

(b) Demand curve

(c) Supply curve

(d) Average cost curve ,
[CA CPT June 2010}

1. | @ 2. (@] 3 (@] 4

@] 5. |@| 6. |B)| 1. |(a)

8. |B| 9. |@]| 10. |(a)| 11.

| 12. |@ | 13. || 14. | (@)

15. | (@ | 16. | (B)| 17. |(b)| 18.

(@ | 19. [(B)]| 20. |(@| 21. | ()

22, |(B)| 23. [ ()| 24. |(c)]| 25.

@ | 26. |B)| 27. | ()| 28. | ()

29. (@) 30. (@] 31. | (&) | 32.

Bb)| 33. [@]| 34. [ ()| 35. |(a)

36. ((@))| 37. (@] 38, | (@ | 39.

(@)| 40. [(© | 41. |(D| 42. | ()

43. || 44. [®)] 95. | @] as.

()| 47. (@) | 48. |(B)| 49. |

50. ()| 51. |[(a@)| 52. | ()| 53.

(@)| 54. [(a)| 55. |(B)| 56. |(a)

57. |(@)| 58. | ()| 59. | ()| 60.

()| 61. [()| 62. | ()| 63. |(d)

64. |(@)| 65. |(c)| 66. |(d)]| 67.

| 68. | (B)| 69. |[(c)| 70. | ()

71, ()| .72. [@)]| 73. | ()| 74.

@®)| 75. |[@ | 76. |(B)| 77. | (a)

78. |@ | 79. | ()| 80. | (b)| 81.

(@)| 82. [(c)| 83. |(c)]| 84. | (c)

85. [(@)| 86. |[(c)| 87. |(b)| 88.

d)| 89. [(©)| 90. |(B)| 91. | (@)

92. |(@)]| 93. |(b)| 94. | (a)| 95.

@l 96. |(@| 97. | ()| 98. |(a)

99, [ ()| 100. | @ | 101. | ®) | 102. | (@) | 103. | (@) | 104. | ®) | 105. | (¢)
106. [ (@) | 107. | @) | 108. | @) | 109. [ ®) | 110. | (@) | 111. | ©) | 112. | @)
113. [ ) | 114. | @ | 115. | @ | 116. | (@) | 117. | @) | 118. | @) | 119. | &)
120. | (®) | 121. [ (©) | 122. | (©) | 123. | (©) | 124. | @) | 125. | @) | 126. | (©)
127. | (@) | 128. | ®) | 129. | ) | 130. | ®) | 131. | )| 132. | (@) | 133. | @)
134. [ (©) | 135. [ @) | 136. | ®) | 137. | ®) | 138. | @) | 139. | (¢) | 140. | (©)
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141. [ () | 142. | (@) | 143. | (@) | 144. [ ) [ 145. [ @) [ 146. [ (©) | 147. [ )]
148. | ®) | 149. [ @ | 150. [®) | 151. [(©) | 152. [ (@ | 153. [ (&) | 154. [ (o)
155. | (b) | 156. | (a) | 157. | (®) | 158. | ) | 159. [ @) | 160. | &) | 161. | )
162. | (@) | 163. | (@) | 164. [ (@) | 165. | @) | 166. | (@) | 167. | &) | 168. | (©)
169. | (c) | 170. | @ | 171. | ®) | 172. | @ | 173. | @) | 174. | @) | 175. | @)
176. | (b) | 177. | (@) | 178. [ (@) | 179. | ) | 180. | @) | 181. [ @) | 182. | @)
183. | (c) | 184. | (b) | 185. | (c) | 186. | (b) | 187. | (@) | 188. | (@) | 189. | (©)
190. | (a) | 191. | () | 192. [ (@) | 193. | (@) | 194. | (@) | 195. [ @) | 196. | ®)
197. | (b) | 198. | (b) | 199. | ®) | 200. | (c) | 201. | (¢) | 202. | ®) | 203. | @)
204. | () | 205. | () | 206. | () | 207. | @) | 208. | @) | 209. | ®) | 210. | (@)
211, | (@) | 212. | @) | 213. | ®) | 214. | ®) | 215. [ (@) | 216. | @) | 217. | (@)
218. | () | 219. | (@) | 220. [ (@) | 221. | @) | 222. [ () | 223. | (©) | 224. | @)
225, | () | 226. | () | 227. | () | 228."| (@) | 229. | @) | 230. | @) | 231. | (@)
232. | (@) | 233. | () | 234. | (@) | 235. | (c) | 236. | (c) | 237. | ) | 238. | (c)
239. | (c) | 240. | @) | 241. | (a) | 242. | (c) | 243. | (@) | 244. | (@) | 245. | @)
246. | (a) | 247. | (c) | 248. | (a) | 249. | (®) | 250. | (@) | 251. | (@) | 252. | ()
253. | (b) | 254. | (@) | 255. | (®) | 256. | (@) | 257. | (@) | 258. | (@) | 259. | (@)
260. | (d) | 261. | (@) | 262. | (@) | 263. | (c) | 264. | (a) | 265. | (c) | 266. | (@)
267. | () | 268. | (c) | 269. | (@) | 270. | (@) | 271. | @) | 272. | (@) | 273. | @)
274, | (@) | 275. | @) | 276. | (@) | 277. | ®) | 278. | () | 279. | (@) | 280. | ()
| 281, | (c) | 282. [ (@) | 283. | (c) [ 284. | (@) | 285. | (c) | 286. | (c) | 287. | (@)
288. | (d) | 289. | (b) | 290. | (&) | 291. | (@) | 292. | ®) | 293. | (@) | 294. | (©)
295, | () | 296. | (d) | 297. | (b) | 298. | (®) | 299. | (c) | 300. | (&) | 301. | )
302. | (c) | 303. | (c) | 304. | (@) | 305. | (d) | 306. | (2) | 307. | () | 308. | (@)
309. | (c) | 310. | (&) | 311. | (@) | 312. [ (@) | 313. | ®) | 314. | (&) | 315. | (©)
316. | (d) | 317. | () | 318. | (@) | 319. | (@) | 320. | ®) | 321. | ®) | 322. | (@)
323, | (a) | 324. | (®) | 325. | (@) | 326. | (®)

Hints of selected questions

1. In Economics, the word “Production” is used in a wider sense to denote the
process by which man utilizes resources such as men, material, capital, time,
etc., working upon them to transform them into commodities and services so
as to make then satisfy human wants.

Ans. : (a)

2. Production does not include work done within a household by anyone out of
love and affection, voluntary services and goods produced for self-Consumption.

Ans. : (d)




-
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5. Production is any economic activity which converts inputs into outputs which
are capable of satisfying human wants.

Ans. : (a)

12. Factors of production refer to inputs. An input is a goods or service which
a firm buys for use in its production process.

Ans. : (a)

72. Paul H. Douglas and C.W. Cobb of the U.S.A. studied the production func-
tion of the American manufacturing industries.

Ans. : (a)

76. For Cobb-Douglas production function, Q = KL2C®
Ifa+b>1 |Increasing Returns to Scale
Ifa+b=1 |Constant Returns to Scale
Ifa+b<1 |Decreasing Returns to Scale

Axs. : (b)

77. As per Cobb-Douglas production function, labour contributed about 3/4th
and Capital about 1/4th of the increase in the manufacturing production.

Ans. : (a)

78. Refer Q. 67

Ans. : (a) \

79. Paul H. Douglas and C.W. Cobb of the U.S.A. studied the production
function of the American manufacturing industries. The conclusion drawn

from this famous statistical study is that labour contributed about 3/4th and
capital about 1/4th of the increase in the manufacturing production.

Ans. : (b)

80. When only 1 unit of labour is employed, the total output is 350 units. The
2nd unit of labour is contributing 230 additional units. Therefore,

TP,=TP, , + MP,

TP,=TP, + MP,=350 + 230 = 580 Units.
Ans. : (b)
83. TP -
TP

TP, , + MP_
. = TP + MP,
100 + 80
180 Units

Ans. : (¢)

THEORY OF PRODUCTI ON AND C 0S7T

83 <43
Variable Input Total Product Margipal prodiet
O 3 -
1 200 200
2 350 T
4 500 50
i MP,=TP, - TP, =450-350= 100 Units,\_|
Ans. : (b) .
89.
H
POINT OF i i :
o | INFLEXION E i (i~
E : STAGE | STAGE; STAGE
= TH oA 28 3
S \ )
1§ E
i NGdp
0 N X |

AMOUNT OF A VARIABLE FACTOR MP
Law of Variable Proportions

Ans. : (¢)

91. MP, =TP, - TP,= 350 - 200 =150 Units 1}!

Ans. : (d)

product.

92. When average product falls, marginal product is less than the e
Qra
e

A

TP,APMP

A

I
Inflection Point E TP

i :
i :
F | '

\StageI! Stage Il ! Stagelll
' S :

i i~ 4P,
N M MP

Variable Input
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Ans. : (a)
93.
| No. of workers | Total Output | Marginal Output
0 = L
1 23 23
3 50 10
There is diminishing marginal product of labour.
Ans. : (b)

95. Marginal product is the change in total product per unit change in the
quantity of variable factor. In fact, it is the addition made to the total produc-
tion by an additional unit of input.

MP, = TP, - TP,
Ans. : (a)

100. Refer Q. 85
Ans. : (a)

102. Refer Q. 85
Ans. : (a)

104. Marginal product is the change in total product per unit change in the
quantity of variable factor. In other words, it is the addition made to the total
production by an additional unit of input. Symbolically,

MP, =TP, -TP

-1

Ans.: (b)
120. Refer Q. 85
Ans. : (b)

140. Constant returns to scale means with the increase in the scale in some
proportion, output incieases in the same proportion. Constant returns to Scale
is also called as “Linear Homogenous Production function”. ;

Ans. : (¢)

141. The decreasing returns to scale are said to prevail when output increases
in a smaller proportion with an increase in all inputs. '

Ans. : (¢)
142. Refer Q. 73
Ans. : (a)

157. Total cost = Explicit Cost + Implicit Cost + Normal Profit
1,25,000 = Explicit Cost + 35,000 + 25,000

Explicit Cost =¥ 65,000

Ans. : (b)

__—

Y

THEORY OF PRODUCTION AND COST 3.45

204. The total Cf)?t Is composed of two major elements namely, total Fixed Cost

and the total Variable Cost. Symbolically, '
TC = TFC + TVC

Or TFC = TC - TVC

Ans. : (¢)

205. Long run is the period of time during which the firm can vary all of its
inputs. Hence, all factors are variable in the long run.

Ans. : (b)

212.

Total Fixed Cost = 10 units @¥T 5 =% 50

Total Variable Cost = 10 units @% 30 =¥ 300

Total Cost = Total Fixed Cost + Total Variable Cost

Total Cost = ¥50+3300=% 350

Ans. : (d)

213.

Total Fixed Cost = ¥5,000

Total Valuable Cost = 20 units @ ¥ 2= 40

Total Cost = Total Fixed Cost + Total Variable Cost
= T5,000+%40=%5,040

Ans. : (b)

215. Marginal Cost = - Change in Total Cost

Change in Total Quantity

Let us assume that the total cost of producing 4 units is T x

X -80
-2
X - 80
B0

X - 80 =60
X=60+80=%140
Ans. : (a)
216. At zero output, Total Cost is T 200. It implies that Fixed Cost is T 200.
Total Cost (10 units) <400
Total Valuable Cost (10 units) T 200

30




3.46 THEORY OF PRODUCTION AND COST THEORY OF PRODUCTION AND COST . =
; rage Total Cost
Variable Cost per Unit = %200 =% 20 per unit v g.
10 Given at ¥ 150
Total Cost = TFixed Cost + Variable Cost (4 Units) Average Variable Cost
= %200+ (4@%20)=%280 = Average Fixed Cost
Ans. : (b) - Averz?ge Total Cost
222. =150-50=% 100
”*t i . . Ans. : (d)
TC 234.FC = %20
VG TVC, = TC,-FC=%40-320=%20
ey ol Cost <«—— Total Variable Ans.rtd)
3 Cost 253. AFC - TFC
o 3 - " No. of Units
| Total Fixed
& Cost TFC TFC = AFC x No. of Units =¥ 20 x 6=% 120
' _ TFC_ 120 _
/ AFC, = IEC_10_23
P X
P OUTPUT Ans. : (b)
Short run Total Cost Curves ' 254. TFC '= AFC x No. of Units =T 40 x 12 = T 480
The total cost curve is obtained by adding vertically the total Fixed Cost (TC)
Curve and the total Variable Cost (TVC) Curve. The slopes of TC and TVC are TFC Y480 .
. ! . AFC = —Fm—=—F5—=%60
the same at every level of output and at.each point; the two curves have vertical f‘ 8 8
distance equal to total fixed cost. ; Ans. : (a) ‘
Ans. : (¢) : 255. TFC = AFC x No. of Units
! A \ = T200x10=%2,000
224. Variable Cost Per unit= Shange in Total Cost _35-20 _z 45
Change in Units 1-0 TFC %2000
: AFC,, B 2’0 =T 100
Total Valuable Cost (2 units) = 2 units @ ¥ 15 =T 30
Ans. : (d) Ans. : (b)
226. TC, = ATC, x 9 units =200 x 9 =X 1800 257. AFC. = TFC * 1,000
FC = 630 ' ] ki 100 100 ~ " 100 210
TVC, = 1800-630=%1,170 Ans. : (a)
AVC9 - #=? 130 258. TFC = \?20 X 10:?200
- 200 _
Ans. : (b) AFCzo 1 20 =3 10
229, Average Fixed Cost _ Ans. ; (a)
= Total Fixed Cost/No. of units 259. TFC = 215
=350 AFC, - ZEDozs
=% 50 \
Ans. :'(a)
_—— % Y .




348

260. TFC

AFC

2

Ans. : (d)
262. ATC,
TC,

FC
TVC

AVC

| Ans. : (d)
’ 264. TC,
h FC

il TVC

AVC

Ans. : (a)
265. ATC,,

Ans. : (¢)

THEORY OF PRODUCTION AND COST

% 580

TFC _ ?580_?
TN 2 R

290
150

%150 x 7= 1,050

Z 350

TC, - FC

1,050 - 350

z 700

TvVC, %700
7oy

100

T 105

g 25

105-25=3 80
4 4

320

<200
200 x 10 =% 2,000
% 500
2,000 - 500 =% 1,500

31500
10 - T 150

266. Variable Cost per unit = ¥ 2,000/5 = ¥ 400
Fixed Cost = ¥ 800

Total Cost of producing 5 units of output = X 400 x 5) + ¥ 800 =¥ 2,800

Average Total Cost (5 units) =X 2,800/5 =% 560

Ans. : (a)
267.ATC,, = %250
AFC,, - %125,
AVC,, = 125
Ans. : (¢)

*

270. TFC,
FC
TC

oF:

ATC

5

Ans. : (a)
272. ATC,

AFC

7

AVC,
Ans. : (d)

280. Marginal Cost per unit =

Ans. : (c)
281. MC,

Ans. : (¢)
282. TC,
TC

5

MC

Ans. : (a)
285. MC,,

Ans. : (¢)

1l
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% 1,000

% 400

FC + TVC,

3 400 + 1000
% 1,400

TC; _ 1,400

5 5
¥ 280

<150

% 350
e 50

150-50 =% 100

Change in Total Cost _ 1400-500 _ 900 _ 7 3¢
Change in units 30

67-37 ~ 30

T e
690 - 610
780

500 + 400 =% 900
500 + 1600 =X 2100

ATC (Change inTotal Cost)
AQ (Change in Quantity)

2100-900
5-1

<1,200

7 =% 300

TC,, - TC,,
% 640 - 600
% 40

286. Fixed Cost = ¥ 360 !

3.49
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AFC (3 Units) =¥ 360/3 = 120

Ans. : (¢)
287. MC, = TC, - TC,= 915 - 810 = 105
Ans. : (a)
_ ATC _600-200 _ 400
2BRMC . = AQ ~ 20-10 10
Ans. : (b)
_ ATC _ 800400
FAONC F =61 201
%400
= T 40
Ans.: (b)
302,
Y
[
w
Q
o
w
0]
s
w
z L}
0 MNV  Q w ol
OUTPUT
Long-run Average Cost Curves
Ans. : (¢)

315. Economies arising out of large-scale production can be grouped into two
categories; viz., internal economies and external economies.

Ans. : (¢)

i

&

Meaning of Market

1. In Economics, the term ‘market’
refers to a:

(a) place where buyer and seller
bargain a product or service for
a price.

(b) place where buyer does not bar-
gain :

(¢) place where seller does not bar-
gain

(d) none of the above

2. Which one is not a part of the
elements of a market?

(a) Buyers and sellers
(b) A product or service
(¢) Bargaining for a price
(d). Volume of business
[Jan. 2021}

3. A market is a network of dealings
between which of the following?

(a) Dealers and wholesalers

(b) Buyers and sellers

(c¢) Owners and channel partners

(d) Sales man and competitors
[June 2022]

4. Which of the following is not an
element of a market?

(a) Knowledge about market condi-
tion
(b) No bargaining for a price
(¢) A product or service
(d) Buyers and seller -
[July 2021]
5. Which of the following is not the
element of markets?
(a) A product/service
(b) Bargaining of price
(¢) Knowledge abqut market condi-
tions
(d) Advertisement (or) brand aware-
ness

6. Which one of the following is not
element of market?

(a) buyer
(b) service
(¢) firm
(d) bargaining for price :
[June 2023}
7. Market consists of:

(@) Buyer and Seller

(b) One price for one product at a
given time '

4.1
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(¢) Both (a) and (b)
(d) None [CA CPT May 2019]

Classification of Market

8. The Price Elasticity of demand of
a firm in Pure Competition is :

(a) Infinite

(b) Finite

(¢) Large

(d) Small
9. On the basis of nature of transac-
tion, amarket may be classified into:

(a) Wholesale and retail market

(b) Cash and forward rate

(¢) National and international

market

(d) Regulated and unregulated mar-
ket

[Nov. 2020]

10. When commodities are sold in
small quantities are called as which
of the following?

(a) Wholesale market

(b) Regulated market

(c) Spot market

(d) Retail market
11. For market the essential condi-
tion is:

(a) A particular geographical place

(b) Control of the government

(¢) Closecontactbetweenbuyers and
sellers

(d) None of these

12, Who conceived the ‘time element’
in markets?

(@) Alfred Marshall
() Adam Smith
(c) Robert Malthus
(d) Schumpeter

PRICE DETERMINATION IN DIFFERENT MARKETS

13. On the basis of nature of transac-
tion, a market can be classified into
which of the following?

(a) Cash and forward market
(b) Nationalandinternational market

(¢) Organized and unorganized mar-
ket
(d) Retail and wholesale market
[June 2023]
14. conceived
the “Time” element in markets and
on the basis of this markets are
classified into very short period,
Short-Period, Long-Period & Very
Long period.

(a) Alfred Marshall
(b) Schumpeter
(c) Adam Smith
(d) Paul Samuelson

15. On the basis of nature of trans-
actions, a market may be classified
into:

(a) Spot market and future market

(b) Regulated market and unregu-
lated market

(c) Wholesale market and retail mar-

ket
(d) Local market and national mar-
ket. [CA CPT June 2017]

16. Secular period is also known
as:

(@) Very short period
(b) Short period
(¢) Very long period
(d) Long period
[Jan. 2021]

17. Very short period market is
suitable for which of the following
products?

T PN ST T R
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(a) Gold and silver .
(b) Vegetable and fruits
(¢) Bricks and sand
(d) Supply of capital
[June 2022]

18. On the basis of nature of trans-
actions, market can be classified a

.

(a) Wholesale market and retail mar-
ket

(b) Future market and spot market

(c) Regulated market and unregu-
lated market

(d) Money market and Future
market

[July 2021]

19. Example of a commodity said
to have an International Market is?

(a) Perishable Goods.

(b) High Value and Small Bulk Com-
modities.

(¢) Product whose trading is restri-
cted by government.

(d) Bulky Articles.
20. Stock exchange market is an
example of:

(a) Unregulated market

(b) Regulated market

(¢) Spot market

(d) None of the above

21. The market for ultimate
consumer is known as:

(@) Wholesale market
(b) Regulated market
(¢) Unregulated market
(d) Retail market
[CA CPT Dec. 2016].

22.The is the market where
the commodities are bought and sold

in bulk or large quantities. Transac-

tions generally take place between
trades.

(a) Wholesale market
(b) Regulated market
(¢) Local market
(d) Retail market
[July 2021]

23, are those markets
in which firm buy the resources they
need (Land, Labour, Capital and
entrepreneurship) to produce goods
and services.

(a) Regular Markets

(b) Producer’s Markets

(¢) Product Markets

(d) Factor Markets
24. A market where goods are
exchanged for money payable either
immediately or within short span of
time is :

(a) Forwarded market

(b) Regulate market

(¢) Wholesale market

(d) Spot market

[Nov. 2020]

25. When the commodities are sold
in small quantities, it is called as:
(a) Retail Market

(b) Wholesale Market

(¢) Small Market

(d) Local Market
26. Stock exchange is example of:
(@) Regulated Market

(b) Spot Market

(¢) Forward Market

(d) Retail Market

27. Generally, perishable goods like
butter, eggs, milk, vegetables etc.,
will have.
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(a) regional market

(b) local market

(¢) national market

(d) none of the above
28. implies that
the time available is adequate for
altering the supplies by altering even
the fixed factors of production.

(a) Very Short Period

(b) Short Period

(c) Long Period

(d) Secular Period

29. A market where there is no

restrictions on the transactions is
called as:

(a) Regulated market
(b) Unregulated market
(¢) Spot market
(d) Future market
[Nov. 2019]

30. The classification of market on
the basis of Area does not include

(a) Local Market
(b) Regional Market
(c) Spot Market
(d) National Market
31. Monopsony means:
(@) Where there are large firms
(b) There is a single buyer
(¢) Small number of large buyers
(d) Single seller and single buyer
[CA CPT May 2019]

32, Which of the following Competi-
tionis characterized by many sellers,
who are selling identical products to
many buyers?

PRICE DETERMINATION IN DIFFERENT MARKETS

(a) Perfect Competition
(b) Monopolistic Competition
(¢) Monopoly
(d) Oligopoly
33.In , there are few

sellers who are selling competing
products to many buyers.

(a) Monopoly

(b) Perfect Competition
(c) Oligopoly

(d) None of these

34. The degree of control is very
considerable in case of:

(@) Monopoly

(b) Perfect Competition
(c) Oligopoly

(d) None of these

Concepts of TR, AR & MR

35. Average Revenue is also known
as:

(a) Price

(b) Income

(¢) Revenue

(d) None of the above

36. Average revenue curve is also
known as:

(a) Profit Curve

(b) Demand Curve

(c) Average Cost Curve

(d) Indifference Curve
37. Total revenue curve is:

(a) Positively Sloped

(b) Negatively Sloped

(¢) Downward Sloped

(d) Vertical to X axis

[Jan. 2021]
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38. Average revenue curve also
called as:

(a) Firm's demand curve
(b) Total revenue Curve
(c) Marginal revenue curve
(d) Quantity curve
[Dec. 2021]

39. Another name of average revenue
curve is

(a) Production possibility curve
(b) Demand curve

(¢) Supply curve

(d) Indifference curve

[June 2023]

40. Average revenue is the revenue
earned:

(a) Per unit of input

(b) Per unit of output

(c) Different units of input
(d) Different units of output

41. Average Revenue can be sym-
bolically written as:

(a) MR/Q

(b) Price x quantity
(¢) TR/Q

(d) None of the above

42. Total profits are maximized
when: :

(a) TR equals TC

() The TR curve and the TC curve
are parallel

(¢) TC exceeds TR
(d) TR exceeds TC

43. When price is T 20, Quantity
demanded is 10 units and price
is decreased by 5% then quantity
demand increased by 10% then
Marginal revenue is

(@) ¥ 10
®) %11
() %9
d) %20
[CA CPT May 2019]

44. If a seller obtains ¥ 6,000 after
selling 50 units and < 6,204 after
selling 53 units, then marginal
revenue will be:

(a) 68
() 118
(c) 120
(d) 204
[Nov. 2020]
45. Average revenue is equal to:

(a) The change in Price due to a one
unit change in output.

(b) Nothing but price of one unit of
output.

(¢) The change in quantity divided
by change in price.

(d) Graphically it denotes the firm'’s
supply curve.

46. If a seller obtains ¥ 3,000 after
selling 50 units and T 3,100 after
selling 52 units, then marginal
revenue will be:
(a) T 59.62
(b) T50.00
(c) 60.00
d) T59.80
[CA CPT Dec. 2013]

47. Assume that when price is T 40,
the quantity demanded is 15 units
and when price is T 38, the quantity
demanded is 16 units. Based on this
information, what is the marginal
revenue resulting from an increase
in output from 15 units to 16 units:
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(a) 36 () T4

(b) 32 d) %38

(c) 24 [Nov. 2020]
(d) 08 52. Total revenue curve initially

[Nov. 2019]

48. Marginal revenue can be defined
as the change in total revenue result-
ing from the:

(a) Purchase of an additional unit of
a commodity.

(b) Sales of an additional unit of a
commodity.

(¢) Sale of subsequent units of a
product.

(d) None of the above.

49. Suppose a seller realises ¥ 100
by selling 10th unit of commodity and
T 120 by selling 11th unit. What is
the MR of 11th Unit?

(a) 100

®) 120

(c) 20

) 10

[June 2023]

50. MR of nth unit is given by :

(a) TRO/TR

(b) TRn+ TR

(c) TRn-TR_,

(d) All of these
[CA CPT Feb. 2008]

51. When a firm produces 7 units of
production and the TR is T 42 after
raising the production to 8 units
TR reached ¥ 46 marginal revenue
will be:

(@) X5
b) %6

increases at a diminishing rate due:

(a) Diminishing average revenue
curve

(b) Diminishing marginal revenue
curve

(c) Diminishing average fixed rev-
enue curve :

(d) Diminishing costs curve

53. Assume that when price is ¥ 20,
the quantity demanded is 9 units,
and when price is T 19, the quantity
demanded is 10 units. Based on this
information, what is the marginal
revenue resulting from an increase
in output from 9 units to 10 units?

(a) 20

®) 19
() %10
@1
54. Anothername of demand curveis:
(a) MR curve b) "AR curve
(¢) TR curve (d) MC curve
[June 2022]

55. Marginal revenue curve slopes
and marginal cost curve slopes

(a) Downwards, upwards
(b) Downwards, downwards
(¢) Upwards, upwards
(d) Downwards, no change
[Dec. 2021]
56. Answer the following questions:

h 4

180|250|310 |360 (400 430
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Find the marginal revenue at 5th
unit is:
(@) 40
(b) 45
(c) 55
d) 60
[Nov. 2020]

57. Assume that at price T 100 per
unit, the quantity demanded is 900
units. When price falls to ¥ 90 the
quantity demanded increases to
100 units. Compute the marginal
revenue.

(a) X0
b) %10
(¢) 90
(d) %100
[June 2022]

58. A seller realizes 25,000 after
selling 15 units and he realizes
< 35,000 after selling 25 units, what
is the marginal revenue here?

(a) T2,500°
(b) 2100
(c) ¥1,000
(d) T3,500
[July 2021]
59. The quantity demanded of pens
increases from 15 to 20, if there is
25% decrease in the price. If the
price initially is T 20/- per pen then,
what is the marginal revenue result-
ing from an increase in the quantity
demanded of pens from 15 to 20?
(@) 15
(®) 20
() 0
@ 5
[Dec. 2021]

60. Assume that when price is ? 10,
the quantity demanded is 5 units

and when price is ¥ 12 the quantity
demanded is 4 units. Based on this
information, what is the Marginal
Revenue resulting from increase in
output from 4 units to 5 units.

(@) 5

b) %4

(c) T2

@ %3 Ry
61. Assume that when price is X 20,
the quantity demanded is 15 units,
and when price is T 18, the quantity
demanded is 16 units. Based on this
information, what is the marginal
revenue resulting from an increase
in output from 15 units to 16 units?

(a) T 18
®) T 16
() %12
(d) 28

62. Total revenue =
(a) Price x quantity
(b) Price x income
(¢) Income x quantity
(d) None of the above

63. When ABC Ltd. sells 130 units
@ 50 P.U. then total revenue will be;
{(a) 6,000
(b) 6,500

(¢) 12,050

(d) 18,550 '
[Nov. 2020}
64. Which of the following statement
is not correct?

(@) Marginal revenue is the revenue
of an additional unit sold of a
commodity

(b) Total revenue is obtained by mul-
tiplying the total number of units
sold with the price per unit of a
commodity
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(¢) Average revenue is the revenue
earned per unit of an output

(d) Total revenue is the sum total of
average revenue

[June 2022]

65. The amount realized by the firm
by selling certain units of commodity
is called as :

(a) Average Revenue
(b) Cost of Operations
(¢) Total Revenue

(d) Marginal Revenue

66. ABC Ltd. realizes total revenue
of T 6,000 by the sale of 120 units
and ¥ 6050 by the sale of 121 units.
What is the average revenue when
ABC Ltd. sells 121 units

(a) 50
(b) 100
(c) 6,000
(d) 6,050
[Nov. 2020]

Relationship of AR, MR, TR &
Elasticity of DD

67. When TR is at its peak then MR
is equal to:

(a) Zero
(b) Positive
(¢) Negative
(d) None of the above
[CA CPT May 2019, Jan. 2021]

68. When the price of a commodity
is ¥ 20, the quantity demanded is
9 units and when its price is T 19,
the Quantity demanded is 10 units.
Based on this information what will
be the marginal revenue resulting
from an increase in output from 9
units to 10 units?

{a) 20
b) 219
() X 10
d) 201
[CA CPT Dec. 2014]

69. Which one of the following
expressions is correct for Marginal
Revenue?

(@) MR = AR (l“—ej
e
() MR = TRn - TRn+1
. ATR

(C) MR =A_Q*

TR
d) MR=—
d) 0

[CA CPT June 2016]

70. Givgnthe relation MR=P (1 - é),
if e < 1, then:
(a) MR<O0
() MR >0
(¢c) MR=0
(d) None of these
[CA CPT June 2011]

71. Given the relation MR=P(1 = l)

e
’

if e > 1, then:
(@) MR >0
b) MR<0
(¢c) MR=0
(d) None
[CA CPT Feb. 2007]

72.When Total Revenue (TR)isatthe
peak Marginal Revenue is equal to:
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(a) Zero
(b) Positive
(¢) Negative
(d) More than one
[Nov. 2019]

73. As a price of ¥ 20 the quantity
demanded is 10 units. With 5% de-
crease in price the demand increases
by 10%. The marginal revenue for
the 11th unit will be:

(a) 20
®) 212
() T9
d %11
[Nov. 2019]
74. Which of the following is correct?
(a) MR = AR (e-1)/e
(b) MR = AR (e + 1)/e
(¢) MR = AR (1-e)le
(d) None of the above
. [CA CPT Nov. 2018]
75. When e = 1 then MR is:
(a) Positive
(b) Zero
(¢) One
(d) Negative
76. When e < 1 then MR is:
(a) Negative
(b) Zero
(c) Positive
(d) One
77. When e > 1 then MR is:
(a) Zero
(b) Negative
(¢) Positive
(d) One

78. Demand for a product is unitary
elastic then:

(@) MR=0
(b) MR >0
(¢c) MR< 0
(d) None of the above
[CA CPT May 2019]

79.If there is change in both demand
& supply but the change in demand
is less than the change in supply,
then what is the influence on price.

(@) No change

(b) Increase

(¢) Decrease

(d) Uncertain change

-80. Given, AR = 5 and Elasticity of

demand = 2 Find MR.
(@) +2.5
) -2.5
) +1.5
d) +2.0
[CA CPT June 2013, Jan. 2021]

81. What should firm do when
Marginal revenue is greater than
marginal cost?
(a) Firm should expand output
(b) Effect should be made to make
them equal
(¢) Prices should be covered down
(d) All of these
[CA CPT May 2007]

82. Suppose a firm is producing a
level of output such that MR > MC,
what should be firm do to maximize
its profits? .
(a) The firm should do nothing.
(b) The firm should hire less labour,



4.10 PRICE DETERMINATION IN DIFFERENT MARKETS

(¢) The firm should increase price,

(d) The firm should increase output.
83.1In a Straight line demand Curve,
the price elasticity at the middle
point is ¢qual to v

(@) 0

0 1

() >1

@ <1
84. Which one of the following is
Correct?

(@) MR = AR x £=1
e.

(b) MR2 = AR2 x £=1
@

(¢) MR = AR x ——
e—1

(d) MR = AR x (&=
e

85. Marginal revenue will be positive
where price elasticity of demand is :
(a) Zero
(b) More than one
(c) Less than one
(d) Equal to one
[July 2021]

86. The Marginal Revenue corre-
sponding to the middle point of the
demand curve (or AR Curve) will be:

(a) Zero
(b) One
(¢) Less than one
(d) More than one

87. Total revenue curve initially
increases at a diminishing rate due
to:

(a) Diminishing average revenue
curve.

(b) Diminishing marginal revenue
curve.
(¢) Diminishing average fixed
revenue curve.
(d) Diminishing cost curve.
[Jan. 2021]

Behavioural Policies
88. According to Behavioural
Principles:

(a) A firm should not produce at all
if its total variable costs are not
met.

(b) A firm will be making maximum
profits by expending output to the
level where marginal revenue is
equal to marginal cost.

(¢) Both (a)and (»)
(d) None of these
[CA CPT May 2019]

89. Time element was conceived by:

(a) Adam Smith

(b) Alfred Marshall

(¢) Pigou

(d) Lionel Robinson :
90. In very short period market:

(a) Supply changes but demand
remains same

(b) Supply changes but price remains
same

(c) Supply remains fixed
(d) Supplyand demand both changes
[CA CPT May 2018]
91. In the long run:
(a) Only demand can change
(b) Only supply can change

(c¢) Both demand and supply can
change

(d) None of these
[CA CPT Feb. 2008]
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92. A Firm should if the
total revenue from its product does
not its total valuable cost.

(a) Produce, equal

(b) Produce at all, equal or exceed
(¢) Not Produce, equal

(d) Not Produce, equal or exceed

93. As per Behavioural Principles,
It will be profitable for the firm to
expand output whenever Marginal

is than Mar-

ginal
(a) Cost, greater, Revenue
(b) Revenue, greater, Cost
(¢) Revenue, less, cost
(d) None of the above

,,,,,,,,,,

General View

95. In the table below what will be
equilibrium market price?

Price Demand Supply
® (tonnes per | (tonnes per
annum) annum)
1 1,000 400
2 900 500
3 800 600
4 700 700
5 600 800
6 500 900
7 400 1,000
8 300 1,100
(@) %2
) X3
() T4
d) X5

94. As per Behavioural Principle,
which one of following Statement
is Correct?

(@) If any unit of production adds
more to revenue than to Cost,
that cost, that unit will increase
Profits.

(b) If any unit of production adds
‘more to Cost, than to revenue, it
will decrease profits.

(c) Profits will be maximum of the
point where additional revenue
from aunitequalstoitsadditional
cost.

(d) All of the above.

Determination of Prices - A. 96. Equilibrium price for an indus-

try in perfect competition is fixed
through:
(@) Input and output
(b) Market demand and market sup-
ply {
(¢) Marketdemand and firms supply

(d) None of the above
[CA CPT May 2018]

97. Equilibrium price may be deter-
mined through:

(a) Only demand
(b) Only supply
(¢) Both demand & supply

(d) None
[CA CPT May 2007]

98. When Marginal Revenue
is Equal to Marginal cost then__
2

(a) Minimum loss

(b) Maximum profit
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(¢) Minimum profit
(d) Maximum loss

99. The equilibrium quantity
increases but the change in equilib-
rium price is uncertain, when:
(a) Both demand and supply dec-
rease.

(b) Demand increases and supply
decreases.
(¢) Bothsupplyanddemandincrease.

(d) Demand increases and supply
increases.
[July 2021]

100. From the following table, what
will be equilibrium market price?

Price Demand Supply
(in%) (Tonnes (Tonnes
per an- per an-
num) num)
1 500 200
2 450 250
3 400 300
4 350 350
5 300 400
6 250 450
7 200 500
8 150 550
(@) T2
b) %3
() T4
d) %5

[CA CPT Nov. 2016]

101. The equilibrium is restored
automatically through:

(@) The fundamental working of the
market.

(b) Price movements eliminate short-
age or Surplus.

(¢) Both (a) and (b)
(d) None of these.

102. ' isthe price at which
demand for a commodity is equal to
its supply:

(a) Normal Price
(b) Equilibrium Price
(¢) Short run Price
(d) Secular Price
" [CA CPT June 2008]

Changes in Demand & Supply

103. When increase in demand is
equal toincrease in supply and equi-
librium price remains constant, then
what about equilibrium quantity?

(a) Increases
(b) Decreases
(¢) Remains Constant
(d) None of the above
[CA CPT May 2019]

104. With a given supply curve, a
decrease in demand causes:

(a) Anoveralldecreaseinpricebutan
increase in equilibrium quantity.
(b) An overall increase in price but a
decrease in equilibrium quantity.

(¢c) Anoverall decreasein priceanda
decrease in equilibrium quantity.

(d) No change in overall price but a
reduction in equilibrium quantity.

105. If supply decreases and demand
remains constant, then equilibrium
price will be:

(a) Increases
(b) Decreases
(¢} No change
(d) Become Negative
[CA CPT Nov. 2018]
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106. Assume that in the market
for good Z there is a simultaneous
increase in demand and the quantity
supplied. The result will be:

(@) An increase in equilibrium price
and quantity.

(b) A decrease in equilibrium price
and quantity. _

(¢) An increase in equilibrium qua-
ntity and uncertain effect on
equilibrium price.

(d) A decrease in equilibrium price
and increase in equilibrium quan-
tity.

107. An increase in supply with
demand remaining the same, brings
about.

(a) Anincrease in equilibrium quan-
tity and decrease in equilibrium
price.

(b) An increase in eguilibrium price
and decrease in equilibrium quan-
tity.

(¢) Decrease in both equilibrium
price and quantity.

(d) None of these.

[CA CPT June 2010]

108. An increase in supply with
unchanged demand leads to:

(a) Rise in price and fall in quantity
(b) Fall in both price and quantity
(c) Rise in both price and quantity
(d) Fall in price and rise in quantity
[CA CPT Nov. 2007]
109. Suppose the technology for
producing personal computers
improves and, at the same time,
individuals discover new uses for
personal computers so that there

is greater utilisation of personal
computers. Which of the following

will happen to equilibrium price and
equilibrium quantity?
(a) Price will increase; quantity can-
not be determined.

(b) Price will decrease; quantity can-
not be determined.

(c) Quantity will increase; price can-
not be determined.

(d) Quantity will decrease; price can-
not be determined.

110. Which of the following may lead
to changes in demand and Supply?

(a) Income and population
(b) Tastes and Preferences

(¢) Technology & Prices of Factors
of Production,

(d) All of the above.

111. Changes in Demand & Supply
may be due to:

(a) Increase in Price
(b) Decrease in Price

(c¢) Change in determinants of Dem-
and & other

(d) None of the above.

112. If price is forced to stay below
equilibrium price then consequently
it can be said that:

(a) Excess supply exists
(b) Excess demand exists
(¢) Either (a) or (b)
(d) Neither (a) nor (b)
[CA CPT Aug. 2007]

113. Lower prices in railways for se-
nior citizens is a typical example of:

(a) Concessional pricing
(b) Marginal cost pricing
(¢) Differential pricing
(d) Subsidized pricing
[Dec. 2021]
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114. If the price of a commodity is
fixed, then with every increase in its
sold quantity the total revenue will
and the marginal revenue
will _
(a) Increase, also increase
(b) Increase, remain unchanged
(¢) Increase, decline
(d) Remain fixed, increase
[CA CPT Dec. 2017]

115. If supply increases in a greater
proportion than demand:

(a) The new equilibrium price and
quantity will be greater than the
original equilibrium price and
quantity.

(b) The new equilibrium price will
be greater than the original equi-
librium price but equilibrium

quantity will be higher.
()

The new equilibrium price and
quantity will be lower than the
original equilibrium price and

quantity.
(d)

The new equilibrium price will
be lower than the original equi-
librium and the new equilibrium

quantity will be higher.

116. Assume that consumers’
incomes and the number of sellers in
the market for a good both decrease.
Based upon this information, we can
conclude, with certainty, that the
equilibrium:

(a) Price will increase.
(b) Price will decrease.
(¢) Quantity will increase.
(d) Quantity will decrease.

117. When demand for commod-
ity is decreasing as a result of fall
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in income and it’s supply remains
constant, what will be the impact
on its price?

(a) Price increases

(b) Price decreases

(c¢) No change

(d) Uncertain change in price
[June 2023]

118. It is assumed in economic
theory that:

(a) Decisionmaking within the firmis
usually undertaken by managers,
but never by the owners.

(b) The ultimate goal of the firm is
to maximize profits, regardless
of firm size or type of business

organization.

(c)

As the firm’s size increases, so do
its goals.

)

the basic decision making unit of
any firm is its owners.

119. Suppose that a sole proprietor-
ship is earning total revenues of
¥ 1,00,000 and is incurring explicit
costs of T 75,000. If the owner could
work for another company for
X 30,000 a year, we would conclude
that:

(a)

The firmis incurring an economic
loss.

Implicit costs are T 25,000,

The total economic costs are
¥ 1,00,000.

The individual is earning an eco-
nomic profit of T 25,000,

(®)
(c)

(d)

120. Shift of the Demand curve to
the means increase in
demand.

(a) right

(b) left

——

h 4

PRICE DETERMINATION IN DIFFERENT MARKETS

(¢) downward
(d) no change in Demand Curve.

121. If demand does not change but
there is an increase in supply due to
improved technology, then :

(a) Demand Curve will shift to the
right.

Demand Curve will shift to the
Left.

Supply curve will shift to the right.

®)

(c)
(d) Supply curve will shift to the Left.

122. When the Supply and demand
curves shift in the some direc-
tion and both demand and Supply
,the equilibrium quantity
but the change in equi-
librium price is
(a) Increase, Increases, Uncertain
(b) Increase, Increases, Increases
(¢c) Increase, Increases, decreases
(d) None of the above

123. When demand increases and
supply ,the equilibrium
price but nothing certain
can be said about the change in
equilibrium quantity.

(a) Decreases, decreases

(b) Decreases, rises

(¢c) Decreases, remain constant

(d) None of the above

124. If demand increases without
any corresponding increase in
supply, there will be :

(a) Increase in equilibrium price
(b) Quantity sold increases

(¢) Quantity purchased increases
(d) All of the above.

125. Identify correct possible out-
come when the supply and demand
curves shift in the same direction.
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(@) Whendemand increasesand sup-
ply decreases, the equilibrium
price rises but nothing certain
can be said about the change in
equilibrium quantity.

(b) When both demand and supply

increase, the equilibrium quan-

tity increases but the change in
equilibrium price is uncertain.

When both demand and supply

decrease, the equilibrium quan-

tity increases but the change in
equilibrium price is uncertain.

When demand decreases and

supply increases, the equilibrium

price falls but nothing certain
can be said about the change in
equilibrium quantity.

[Dec. 2021]

126. There can be simultaneous

change in both demand and Supply.

In that case, the equilibrium price

will be:

(a) Increased
(b) Decreased

(c¢) Changes as per the Proportionate
change in demand & Supply.

(d) None of the above

127. Identity the effect on equilib-
rium price and quantity demanded
due to Increase in supply, with
demand remaining the same.
(a) The equilibrium price will go up,
quantity demanded will go up.

(©)

)

(b) The equilibrium price will go
down, quantity demanded will
g0 up.

(c) The equilibrium price will go
down, quantity demanded will
go down,

(d) The equilibrium price will go up,
quantity demanded will go down.

[Dec. 2021]
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Perfect Competition

128. Which of the following is not
an essential condition of pure
competition?

(a) Large number of buyers and
sellers

(b) Homogeneous product
(c) Freedom of entry
(d) Absence of transport cost
[CA CPT Nov. 2006]

129. Under perfect competition,
price elasticity of demand of a firmis:

(a) Large
(b) Slight
(c) Infinite
(d) Extreme
[Nov. 2019]

130. Under which of the following
forms of market structure does a
firm has no control over the price
of its product:

(a) Monopoly
(b) Oligopoly
(¢) Monopolistic competition
(d) Perfect competition
[CA CPT Feb. 2007]

131. Which of the following is not
a coalition of perfect competition?

(a) A large number of firms
(b) Perfect mobility of factors

(¢) Informative advertising to ensure
that consumers have good infor-
mation

(d) Freedom of entry and exit into
and out of the market

[Jan. 2021]

132. Which of the following is not
a condition of perfect competition?

(@) Alarge number of firms.
(b) Perfect mobility of factors.

(c) Informative advertising to ensure
that consumers have good infor-
mation.

(d) Freedom of entry and exit into
and out of the market.

133. Which is not the characteristic
of perfect competition?

(a) Large number of scllers
(b) Freedom of entry and exit

(c) No supernormal profits in the
long-run

(d) Inefficientallocation of resources
[Dec. 2021]
134, is a ideal Market.
(a) Monopoly
(b) Mdnopolistic
(c) Perfect Competition
(d) Oligopoly
[CA CPT Dec. 2008]

135. A firm, to attain the equilibrium
position under perfect competition
has to satisfy which of the following
conditions?

(a) MR > MC

(b) MR = MC

() MR curve should cut MC curve
from below
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(d) MC curve should cut MR curve
from below

[July 2021]

136. Which of these are characteris-
tics of Perfect Competition.

(a) Many Sellers & Buyers
(b) Homogeneous Product
(¢) Free Entry and Exit
(d) All of the above
[CA CPT Dec. 2008]

137. Under which of the following
market condition both average and
marginal revenue are same?

(a) Perfect competition

(b) Monopoly

(c) Monopolistic competition
(d) Oligopoly _
[June 2023]

138.Inthe market structure, demand
curve is also known as :

(a) Marginal cost curve

(b) Average revenue curve

(¢) Total production curve

(d) Mlclrginal utilify curve

[Jan. 2021]

139. Price-taking firms, i.e., firms
that operate in a perfectly competi-
tive market, are said to be “small”
relative to the market. Which of

the following best describes this
smallness?

(a) The individual firm must have
fewer than 10 employees.

(b) Theindividual firm faces a down-
ward-sloping demand curve.

(¢) Theindividual firm has assets of
less than ¥ 20 lakhs.

(d) The individual firm is unable to
affect market price through its
output decisions. .

140. Suppose that the demand curve
for the XYZ Co. slopes downward
and to the right. We can conclude
Suppose that the demand curve for
the XYZ Co. slopes downward and
to the right. We can conclude:

(@) The firm operates in perfectly
competitive market.

(b) The firm can sell all that it was to
at the established market price.

(¢) TheXYZ Co.isnotapricetakerin
the market because it must lower
price to sell additional units of
output.

(d) TheXYZ Co.willnotbe maximize
profits because price and revenue
are subject to change.

[Nov. 2019]

141. Conditions for equilibrium of
a firm are:

(a) MR = MC
() MC should cut MR from below.

(¢) MR = AR and MC should cut MR
from below.

(d) MR = MC and MC should have a
positive slope.

142, What is true about the perfect
competition market?

(@) AR = MR = PRICE
(b) AR=AC=P
(¢) AR > AC
(d) None
[Nov. 2019]

143. The firm in a perfectly com-
petitive market is a price-taker. This
designation as a price-takeris based
on the assumption that:
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(a) The firm has some, but not com-
plete, control over its product
price.

(b) There are so many buyers and
sellers in the market that any
individual firm cannot affect the
market.

(c) Each firm produces a homoge-
neous product.

(d) There is easy entry into or exit
from the market place.

144. MR Curve = AR = Demand Curve
is afeature of which kind of Market?

(a) Perfect Competition
(b) Monopoly
(¢) Monopolistic
(d) Oligopoly
~ [CA CPT Dec. 2008]

145. Which of the following is
NOT characteristic of a “Price taker”.

(a) TR=PxQ
(b) AR = Price
(¢) MR = Price

(d) Negatively sloping demand curve

146. If a perfect competition firm is
making losses then which condition
is suitable. To carry on business as
long as it covering variable cost.

(@) Shutdown
(b) Expand it’s plant
(c) Do nothing
(d) Reduce productions
[Nov. 2019]

147. Demand curve is equal to M.R.
curve in which market? '

(a) Oligopoly
(b) Monopoly

(¢) Monopolistic Competition
(d) Perfect Competition
[CA CPT Dec. 2009]

148. A perfect market is character-
ized by :-

(a) Existenceoflarge number ofbuy-
ers and sellers

b) Homoéenous products
(c) Perfect knowledge of the market
(d) All of the above

[CA CPT Dec. 2012]

.149. Elasticity of demand under
perfect competition is:

(a) One
(b) Two
(¢) Zero
(d) Infinite
[Nov. 2019]

150. “Zero economic profit’ emerges
due to which of the following con-
dition?

(a) Average revenue is more than
average total cost.

(b) Average revenue is just equal to
average total cost.

(¢) Marginal revenue is just equal to
average total cost.

(d) Marginal revenue is just equal to
marginal cost.

[July 2021]

151. One of the essential conditions
of Perfect Competition is :

(a) Product differentiation
(b) Many sellers and few buyers

(¢} Onlyone price foridentical goods
at any one time

_;

b4
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(d) Multiplicity of prices foridentical
product at.any one time

[CA CPT June 2014]

152. Agricultural goods markets
depict characteristics close to:

(a) Perfect competition.

(b) Oligopoly.

(¢) Monopoly.

(d) Monopolistic competition.

153. Which of the following is not
a characteristic of a competitive
market?

(a) Thereare manybuyers and sellers
in the market.

(b) The goods offered for sales are
largely the same.

(c) Firms generate small but positive
supernormal profits in the long
run..

(d) Firms can freely enter or exit the
market.

154. A market structure in which
many firms sell products that are
similar and identical is known as :

(a) Monopolistic competition
(b) Monopoly
(c) Perfect competition
(d) Oligopoly
[CA CPT Dec. 2014]

155. One of the following is not cor-
rect about perfect competition:

(a) Purchase and Sale of homoge-
neous goods

(b) Existence of marketing costs
(c) Absence of transportation costs

(d) Perfect mobility of factors of
production.

[CA CPT June 2015]

156. Under which of the following
form of market structure does a firm
have no control over the price of its
production?

(a) Monopoly
(b) Monopolistic Competition
(¢) Oligopoly
(d) Perfect Competition
[CA CPT Dec. 2015]

157. The price elasticity of demand
for a product is infinite under:

(@) Perfect competition

(b) Monopolistic competition
(¢) Monopoly
(d) Oligopoly
' [CA CPT June 2016]

158. Which of the following mar-
kets would most closely satisfy the
requirements for a perfectly com-
petitive Market?

(a) Electricity

(b) Cable television

(c) Cola

(d) Milk
159. The condition for pure compe-
tition is:

(a) Largenumberofbuyerand seller,

free entry and exist.
(b) Homogeneous product.
(c) Both (a) and (b).

(d) Large numberofbuyerand seller;
homogeneous product, perfect
knowledge about the product.

160. Which of the following state-
ment is not correct?
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(@) Undermonopoly thereisno differ-
ence between a firm and industry.

(b) A monopolist may restrict the
output and raise the price.

(¢) Comimodities offered for sale
under a perfect completion will
be heterogeneous.

(d) Productdifferentiationis peculiar
to monopolistic completion.

[CA CPT June 2017]

161. 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 Completion
(c) Oligopoly
d) Perfect Competition.
[CA CPT June 2017]

162. What is incorrect about Perfect
Competition?

(a) All Firms are Price takers.

(b) Firms have to accept the price
determined by the market forces
of total demand & total supply.

(¢) The assumption of Price taking
does not applies to Consumers.

(d) All are incorrect.

163. The essential feature of Pure
competition is

(a) Presence of Monopoly
(b) Absence of Monopoly

(¢) Dual existence of Pure Competi-
tion & Monopoly

(d) All of the above.

164. The Condition of perfect Com-
petition are fulfilled to same extent
in case of :

(a) Agricultural Products

(b) Financial Instruments

(¢) Precious Metals

(d) All of the above
165. Which out of these are not a
feature of perfect competition?

(a) Homogeneous

(b) Largenumberofbuyerandsellers

(c) Free entry and exist

(d) Selling cost.

[CA CPT Now. 2018]

166. Perfectly Competitive markets
have transactions Costs,

(a) Absolutely no

(b) Very Low

(c) High

(d) Very high
167. Which among the following

market situation is known as a ‘myth
in the market’?

(a) Duopoly
(b) Oligopoly
(¢) Discriminating
(d) Perfect Competition
[Nov. 2019]

168. Which of the following state-
ment is correct?

(@) Price rigidity is an important
feature of monopoly.

(b) Selling cost are possible under
perfect completion.

(¢) Anindustryconsists of many firm.

(d) Under perfect completion factor
of production do not move freely
as these are legal restriction.

[CA CPT Nov. 2018]

169. Anindustry in economic termi-
nology consists of a

number of firms.
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(a) Large, independent
(b) Large, dependent
(¢) Small, independent
(d) Small, dependent

170. In case of perfect Competition,
the industry is in equilibrium, when

_(a) Thereis enough demand of prod-

ucts in the market.

(b) There is enough supply of prod-
ucts in the market.

(¢) Total output of the industry is
equal to the total demand.

(d) Total outputislessthanthe quan-
tity demanded.

171. Price under perfect competition
is determined by the:

(a) Firm
(b), Industry
(¢) Government
(d) Society
[CA CPT June 2013]

172. A competition in which many
sellers selling identical products to
a large number of buyers.

(@) Monopolistic competition
(b) Oligopoly

(¢) Perfect competition

(d) Imperfect competition

173. Equilibrium price for an indus-
try in perfect competition is fixed
through:

(@) Input and Output
(b) Market demand and market Sup-
ply
(¢) Market demand and firms supply
(d) None of the above
[CA CPT June 2013]

174. Who sets the price of the product
under perfect competition?

(@) Government
(b) Consumers
(c) Sellers
(d) Both buyers and sellers
[CA CPT Dec. 2016]

175. A firm is said to be in equilib-
rium when

(a) it is maximizing its profits

(b) it has no incentive to expand
production

{c) it has no incentive to contract
production

(d) all of the above.

176. What is the shape of the demand
curve faced by a firm under perfect
competition?

(a) Horizontal

(b) Vertical

(¢) Positively sloped
(d) Negatively sloped

177. Which of the following is not
a characteristic of a “price-taker”?

(@) TR=PxQ

(b) AR =Price

(c) Negatively-sloped demand curve
(d) Marginal Revenue = Price

178. In perfect competition, since
the firmis a price taker, the
curve is a straight line.

(a) Marginal cost
(b) Total cost
" (¢) Total revenue
(d) Marginal revenue
[CA CPT June 2008]
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179. Average revenue curve is also
known as:

(a) Profit curve
() Demand curve
(¢) Supply curve
(d) Average cost curve
[CA CPT June 2012]
180. For a price-taking firm :
(a) Marginal revenue is' less than
price.
(b) Marginalrevenueisequal toprice.

(¢) Marginal revenue is greater than
price.

(d) The relationship between mar-
ginal revenue and price is
indeterminate.

181. Which of the following state-
ments is accurate regarding a per-
fectly competitive firm?

(a) Demand curveis downward slop-
ing

(b) The demand curve always lies
above the marginal revenue curve.

(c) Averagerevenueneed notbeequal
to price,

(d) Price is given and is determined
by the equilibrium in the entire
market.

182. What is the shape of perfectly
competitive Average Revenue Curve?

(a) Parallel to X axis
(b) Parallel to Y axis
(c) Fall from left to right
(d) Rise from left to right
[CA CPT Nov. 2018]

183. Under which of the following
market structure AR of the firm will
be equal to MR?

(a) Monopoly
() Monopolistic Competition
(¢) Oligopoly
(d) Perfect Competition
[CA CPT Feb. 2007]

184. Under perfect competition a
firm is the:’

(a) Price-maker and not price-taker
(b) Price-taker and not price-maker

(¢) Neither price-maker nor price-
taker

(d) None of the above

185. Which of the following is sup-
ply curve of competitive firm in
short run?

(a) Average variable cost curve
(b) Average total cost curve
(c) Marginal cost curve
(d) Average fixed cost curve
[June 2023]

186. Under which Market Situation
demand curve is linear and parallel
to X axis:

(a) Perfect Competition
(b) Monopoly
(¢) Monopolistic Competition
(d) Oligopoly
[CA CPT Dec. 2008]
187. Price taker firms

(a) Do not advertise their product
because it misleads the customers.

(b) Advertise their products to boost
the level of demand.

(c) Do not advertise but give gifts
alongwith the sold items to attract
customers.
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(d) Donotadvertise because they can
sells as much as they wish at the
prevailing price.

[CA CPT June 2010]

188. In which type of the following
market product is homogeneous in
nature?

(@) Pure oligopoly
(b) Pure monopoly
(¢) Pure duopoly

(d) Pure competition
- [June 2023]

189. Under which of the following
market structure AR of the firm will
be equal to MR?

(a) Monopoly
(b) Monopolistic Competition
(¢) Oligopoly
(d) Perfect Competition .

[CA CPT Dec. 2010]

190. Perfectly competitive firm faces:

(a) Perfectly elastic demand curve
(b) Perfectly inelastic demand curve
(¢) Zero
(d) Negative

[CA CPT June 2011]

191. It will be profitable for a firm
to expand output till which of the
following conditions?
(a) Marginal revenue is grater than
Marginal Cost

(b) Marginal revenue is less than
Marginal Cost

(¢) Marginal Cost is greater than
Marginal Revenue

(d) Marginal Revenue is equal to
Marginal Cost

[June 2022]

4.23
192. Which of the following is not
the characteristic of MR?

(@) When TR is minimum, the MR is
Zero

(b) MR can be negative

(c) MR slopes downward from left to
right

(d) MR Curve is below AR Curve
[CA CPT Nov. 2018]
193. MR Curve in perfect competi-
tion is:
(a) Parallel to X-axis
(b) Parallel to Y-axis
(c) Fall from left to right
(d) Rise from left to right
[CA CPT Nov. 2018]

194. In perfect Competition when
the firm is a price taker, which
curve among the following will be
a straight line?

(a) Marginal Cost
(b) Average Cost
(c) Total Cost
(d) Marginal Revenue
[CA CPT Dec. 2011]

195. The firm in a perfectly com-
petitive market is a price taker. This
designation as a price taker is based
on the assumption that:

(a) The firm has some but not com-
plete 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.

(¢) Each firm produces a homoge-
neous product.
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(d) There is easy entry into or exist
from the market place.

[CA CPT Dec. 2014]

196. It is the amount of revenue
from sales which exactly equals the
amount of expense.

(a) Shut down point
(b) Break-even Point
(c) Profit point
(d) None
[Nov. 2019]

197. A competitive firm should shut
down production if the price is :

(a) Below AVC
(b) Equal to AVC
(c) Below ATC
(d) Equal to ATC

198. Which of the following is
incorrect?

(a) Even monopolistic can earn
losses.

(b) Firms in perfect competitive
market is price taker.

(c) It is always beneficial for a firm
in a perfectly competitive market
to discriminative prices.

(d) Kinked demand curve is related
to an oligopolistic market.

[CA CPT Dec. 2016]

199.In which of the following, prices
are determined by market forces of
demand and supply?

(a) Duopoly Competition
(b) Perfect Competition
(c) Monopolistic Competition
(d) Natural market
[June 2023]

200. Which perfect completion firm
is described as:

(a) Price taker and not price maker.
(b) Price maker and not price taker.

(¢) Neither price maker nor price
taker.

(d) None of the above.
" [CA CPT June 2017]

201. Which of the following State-
ment is false as regards Perfect
Competition?
(a) Firm is said to be in equilibrium
" when it maximizes its profit.
(b) Theoutputwhich gives maximum

profit to the firm is called
equilibrium output.

. (¢) Inthe equilibrium State, the firm

hasnoincentive eithertoincrease
or decrease its output.

(d) Firms in a Competitive market
are Price Makers.

202. Which is the first order condi-
tion for the profit of a firm to be
maximum?

(a) AC = MR

() MC = MR

{¢) MR = AR

(d) AC = AR
203. For maximum profit, the con-
dition is:

(a) AR =AC

(b) MR = MC

(¢) MR = AR

(d) MC = AR

[CA CPT Nov. 2006]

204. Condition for producer equi-
librium is: '
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(a) TR =TVC
(b) MC = MR
(¢) TC = TAC

(d) None of these
[CA CPT June 2008]

205.In market, the price and output
equilibrium is determined on the
basis of:

(@) Total revenue and total cost
(b) Total cost and marginal cost

(c) Marginal revenue and marginal
cost s

(d) Only marginal cost
[CA CPT June 2012]

206. In a perfectly competitive mar-
ket the demand curve of a firm is:

(a) Elastic
(b) Perfectly elastic
(¢) Inelastic
(d) Perfectly inelastic
[CA CPT Dec. 2012]

207. The firm will attain equilibrium
at ‘a point. where MC curve cuts
from below.

(a) AR curve
(b) MR curve
{¢c) AC curve
(d) AVC curve
[CA CPT June 2015]

208. If in a short run perfect compe-
tition earn super normal profit then
which condition satisfy?

(a) ATC> MC
(b) ATC< MC
(¢) MR < AR
(d) MR> AR
[Nov. 2019]

209, Which is the first order condi-

tion for the firm to maximize the
profit.

(@) AC = MR
(b) AC = AR
() MC = MR
(d) MR = AR
[CA CPT Dec. 2016]

210. Average revenue curve is also
known as:

(@) Profit Curve
(b) Demand Curve
(c) Average Cost Curve
(d) Indifference Curve
[CA CPT Dec. 2016]

211. Condition for equilibrium of
firm:

(@) MR = MC
(b) AR = AC

(¢) MC curve cuts MR curve from
below

(d) Both (a) and (c)
[CA CPT May 2018]

212. Demand curve is horizontal in
the case of :

(a) Monopoly
(b) Perfect Competition
(c) Imperfect Competition
(d) Monopolistic Competition
[CA CPT May 2019]

213. In the short run, a firm oper-
ates with a amount of
capital and must choose the level of
its soasta

profit.

(a) Fixed, Variable inputs, maximize

(b) Variable, fixed inputs, minimize
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(¢) Fixed, Fixed inputs, maximize
(d) Valuable, Variable inputs, mini-
© mize.

214. At the equilibrium position of
a firm Under perfect Competition,

(a) The Marginal revenue is equal to
the marginal Cost,

(b) The MC Curve cuts MR Curve
from below.

(¢) Both (a) & (b)
(d) Either (a) or (b)
215. A purely competitive firm’s

supply schedule in the short run is
determined by:

(a) Its average revenue.
(b) Its marginal revenue.

(c) Its marginal utility for money
curve.

(d) Its marginal cost curve.

216. Which of the following condi-
tions exhibits long run equilibrium
of the industry under perfect
competition?

(@) MR = LMC = AR = LAC =SAC =

SMC

(b) MR = LMC = AR>LAC

(c). MR = LMC = AR<LAC

(d) MR = LMC = AR>SAC
217. In a perfectly Competitive
Industry, the MC Curve of a firm
depicts:

(a) The industry demand Curve

(b) The Firm's demand Curve

(c) The industry’s supply Curve

(d) The Firm’s supply Curve.

218. As regards short run supply
curve of the firm in a Competi-
tive market, for Prices

Average Variable Cost, the firm will
Supply units because the
firm is to meet even its
variable Cost.

(a) Above, maximum, Unable
(b) Below, Zero, Unable

(¢) Above, Maximum, able
(d) Below, Zero, able

219. When the average revenues are
more than its average total Cost, the
Firm is said to have earned:

(a) Normal Profits

(b) Super Normal Profits
(¢) Exceptional Profits
(d) Expected Profits.

220. The total Cost of production is
¥ 40,000 (1,000 units). If the firm is
selling the product at T 45 per unit,
it is earning

(a) Normal Profits @ T 5 Per Unit
(b) Normal Profits @ T 45 Per Unit
(c) Super normal profits @ T 5 Per
Unit
(d) Super Normal profits @ T 45 Per
Unit.
221. Price elasticity of demand by
a firm facing perfect competition
is:
(a) Large
(b) Very small
(¢) Small
(d) Infinite
[Dec. 2021]

222. When AR =% 10 and AC I8
the firm makes

(@) Normal profit
(b) Net profit

——
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(¢) Gross profit
(d) Super normal profit
[CA CPT May 2007]

223. In a perfectly competitive mar-
ket, if MR is greater than MC, then
a firm should:

(a) Increase its production
(b) Decrease its production
(¢) Decrease its sales
(d) Increase its sales
[CA CPT Dec. 2013]

224, In a perfectly competitive mar-
ket, if MR is greater than MC, then
a firm should:

(@) Increase its production
(b) Decrease its production
(¢) Decrease its sales
(d) Increase its sales
[CA CPT May 2018]

225. If a perfectly competitive firms
earns super normal profits then

(a) AR > MR
(b) AR < MR
(¢) AR = MR
(d) None of the above
[CA CPT May 2019]
226.When

we know that the firms are earning
Jjust normal profits.

(a) AC=AR
(b) MC = MR
(c) MC = AC
(d) AR = MR

227. When
we know that the firms must be
producing at the minimum point of
the average cost curve and so there
will be productive efficiency.

{a) AC = AR
(b) MC=AC
(¢c) MC = MR
(d) AR = MR

228. Afirm encounters its “shutdown
point” when:

(a) Average total cost equals price
at the profit-maximizing level of
output.

(b) Averagevariable cost equals price
at the profit-maximizing level of
output.

(c) Average fixed cost equals price
at the profit-maximizing level of
output.

(d) Marginal cost equals price at the
profit-maximizinglevel of output,

229. When

there will be a locative efficiency
meaning thereby that the cost of
the last unit is exactly equal to the
price consumers are willing to pay
for it and so that the right goods are
being sold to the right people at the
right price.

(@) MC = MR
(b) MC=AC
(c) MC = AR
(d) AR = MR

230. A firm will close down in the
short period, if its AR is less than :

(a) AC
(b) AVC
(c¢) MC

(d) None of the above
[CA CPT June 2014]

231. A competitive firm in the short
run incur losses. The firm continues
production, if;
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(a) P> AVC (c) Average variable cost equals the
() P=AVC price at the profit maximizing
level of output.
(¢) P<AVC i
(d) Averagetotal costequalstheprice
(d) P>=AVC at the profit maximizing level of

[CA CPT Novw. 2006]

232. If under perfect competition,
the price line lies below the average
cost curve, the firm would:

(a) Make only Normal profits
(b) Incur losses
(c) Make abnormal profit

(d) Profit cannot be determined
[CA CPT Nov. 2007]

" 233. In which market prices are

determined by the market forces of
demand and supply?

(a) Perfect Competition
(b) Pure Competition
{c) Monopolistic Competition

(d) Oligopoly
[Nov. 2020]

234. A firm will shut down in the
short run if :

(a) Itis suffering a loss
(b) Fixed costs exceeds revenue
(c) Variable costs exceed revenues
(d) Total costs exceed revenues
[CA CPT June 2008]

235. A firm encounters “shut down”
point when

(@) Marginal cost equals the price

of the profit maximizing level of
output.

(b) Averagefixed costequalsthe price
at the profit maximizing level of
output.

output. ‘
[CA CPT Dec. 2011]

236.Ina competitive market, if price
exceeds Average Variable Cost (AVC)
but remains less than Average Cost
(AC) at the equilibrium, the firm is:

(a) Making a profit.
(b) Planning to quit.

(c) Experiencing loss but should
continue production.

(d) Experiencing loss but should
discontinue production.

[CA CPT Dec. 2012]

237. A competitive firm in the short
run incurs losses. The firm continues
production, if:

(a) P> AVC
(b) P=AVC
(¢) P<AVC
(d) PzAVC
[CA CPT May 2018]

238. In perfect Competition, if a
firm is unable to meet its average
variable Cost, it will be better for
it to shut-down. This shut-down

(a) is permanent
(b) is temporary

(c) may be temporary as the firm
resumes production when the
market price rises

(d) none of the above

Y
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239. The Firm can be in an equi-
librium position and still makes
Josses. This is the situation where

(a) AR = AC
(b) AR > AC
(¢) AR < AC
(d) Either (b) or (c)

240. Under perfect competition, in
the long run, there willbeno -

(a) Normal profits

(b) Super normal profits
{¢) Production

(d) Costs

241. In the long-run equilibrium of
a competitive market, firms oper-
ate at:

(@) The intersection of the marginal
cost and marginal revenue

(b) Their efficient scale
(¢) Zero economic profit
(d) All of these answers are correct

242, Under market condi-
tion, firms make normal profits in
the long run,

(a) Perfect competition
(b) Monopoly
(¢) Oligopoly
(d) None
[CA CPT Nov. 2006]

243. What are the conditions for the
long run equilibrium of the competi-
tive firm?

(a) LMC=1LAC=P
(b) SMC = SAC = LMC
(¢) R=MR
(d) All of these
[CA CPT Aug. 2007]

244. In the long run, which of the
following statement is true fora firm
in a perfectly competitive industry?

(a) Itoperatesatits minimumaverage
cost.

(b) Thepriceis morethantheaverage
fixed cost.

(c) The marginal cost is greater than
marginal revenue.

(d) The fixed cost is lower than the
total variable cost.

[CA CPT Dec. 2014]

245. “I am making a loss, but with
the rent I have to pay, I can’t afford
to shut down at this point of time.”
If this entrepreneur is attempting to
maximize profits or minimize losses.

(a) Rational, if the firm is covering
its variable cost.

(b) Rational, if the firm is covering
its fixed cost.

(c) Irrational, since plant closing is
necessary to eliminate losses.

(d) Irrational, since fixed costs are
eliminated if a firm shut down.

[CA CPT Dec. 2015]

246. In long run equilibrium undue
perfect completion is/are satisfied
by which condition.

(@) MC =MR
() AC = AR
(c) CMC=LAC=P
(d) All of the above.
[CA CPT May 2018]

247.In Long run perfect competitive
market incurs:

(@) Normal profit
() Super normal profit
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(¢) Losses
(d) Constant Returns
[CA CPT Nov. 2018]

248. A long run Competitive equi-
librium of a perfectly competitive
industry occurs when:

(a) All Firms in the industry are in
equilibrium.

(b) No Firm has an incentive either
to enter or exit the industry.

(¢) The price of the product is such
that the quantity supplied by the
industry is equal to thé quantity
demanded by Consumers.

(d) All above three conditions hold
true.

249. In the long run, under perfect
competition, there will be opti-
mum allocation of resources and

(@) LAR = LMR

(b)) LAR=LMR =P

(¢) LAR=LMR =P =LMC

(d) LAR =LMR =P = LMC = LAC

250. Price Discrimination cannot
persist under the following market
form:

(a) Perfect Competition
(b) Monopoly

(¢) Monopolistic

(d) Oligopoly

Monopoly

251. Monopoly may arise in a product
market because .
(@) asignificantlyimporiantresource
forthe production of the commod-
ity is owned by a single firm.

(b) the government has given the
firm patent right to produce the
commodity.

(¢) the costs of production and
economies of scale makes
production by a single producer
more efficient.

(d) All of the above.

252. Which of the following is not
a feature of the monopoly market?

(a) Large seller of the product
(b) No close - Substitutes
(¢) Market power
(d) Single seller of the product
[July 2021]
253. Monopolist can determine :
(a) Price
(b) Output
(¢) Either price or output
(d) None
[CA CPT Feb. 2008]

254. A market structure where there
is only a single buyer and a single
seller is called:

(a) Duopoly
(b) Monopsony
(c) Bilateral monopoly
(d) Oligopsony
[Dec. 2021]

255. Under which of the following
forms of market structure does a
firm has a very considerable control
over the price of its product?

(@) Monopoly

(b) Monopolistic Competition

(c¢) Oligopoly

(d) Perfect Competition

b [CA CPT Dec. 2013]
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256. Under monopoly market con-
ditions MR is than
the AR.

(a) Less
(). Greater
(¢) Equal
(d) Variable

[June 2022]

257. The distinction between a
single firm and an Industry vanishes
in which of the following market
conditions?

(a) Perfect Competition
(b) Imperfect Competition
(¢) Pure Competition
(d) Monopoly
[CA CPT June 2014]

258. Monopoly firm faces which
demand curve?

(a) Downward Sloping
(b) Horizontal
(¢) Rising
(d) All of these
[Nov. 2019]

259. Which of the following is the
distinguishing characteristic of
oligopolies?
(a) A standardized product
(b) The goal of profit maximization
(c) The interdependence among
firms
(d) Downward-sloping demand
curves faced by firms.

260. In a monopoly market, a
producer has control only over:

(@) Price of the commodity

(b) Demiand of the commodity

(¢) Both (@) and ®)
(d) Utility of the product
[CA CPT June 2015]

261. Which is not characteristic of
monopoly?

(a) The firm is price-taker.
(b) There is a single firm.

~ (¢) The firm produces a unique
product.

(d) Theexistence of someadvertising.
[CA CPT Dec. 2016]
262. Monopoly is undesirable due to:

(a) Ithaspriceshigherthan competi-
tive firms.

(b) Itproducesless outputthan com-
petitive firms.

(¢) It discriminates on prices.
(d) All of the above.
[CA CPT May 2018]

263. A Monopolist is a:

(a) Price-maker

(b) Price-taker

(¢) Price-adjuster

(d) None of the above

264. Under monopoly, the degree of
control over price is:

(a) None
(b) Some
(c) Very considerable
(d) None of the above

265. The demand curve of the firm
and industry will be same in which
form of market:

(a) Monopolistic competition
(b) Perfect completion
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(¢) Monopoly
(d) Oligopoly
[CA CPT May 2018]

266. Market form in which there is
only one buyer and one seller is:

(a) Oligopoly
(b) Duopoly
(¢) Bilateral Monopoly
(d) Monopsony
[CA CPT May 2018]

267. Which market is having a single
seller and single Buyer? ;

(a) Duopoly
() Monopsony
(¢) Bilateral Monopoly
(d) None of the above
[CA CPT Nov. 2018]

268. Price under monopoly is higher
than price under:

{a) Perfect competition
(b) Monopolistic competition
(¢) Oligopoly
(d) Duopoly
[June 2022]

269. Monopoly is a situation in
which:

(@) There is a Single Seller of a prod-
uct

(b) The Product has no close Substi-
tute

(¢) Both (a) & (b)
(d) Neither (a) nor (b)

270. Which of the following is the
characteristics of Monopoly?

(a) Industry is dominating by larger
number of firms

(b) Freedom to entry and exit
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{¢) No close substitutes
(d) Only two firms in the market
[June 2023]

271. Ina Monopolistic market, there
are barriers to entry.

(a) No

(b) Negligible
() Light

(d) Strong

272. Which is the characteristic
feature of monopoly?

(a) Homogenous goods

(b) Strong barriers to entry

(¢) Perfect competition

(d) Perfectly elastic demand curve
[CA CPT May 2019]

273. Discriminating monopoly
implies that the monopolist charges
different prices for his commodity:

(a) From different groups of
consumers

(b) For different uses
(c) At different places
(d) Any of the above.

274. In which form of the market
structure is the degree of control
over the price of its product by a
firm very large?

(@) Monopoly

(b) Imperfect Competition

(c) Oligopoly

(d) Perfect competition
275.Suppose that the demand curve
for the XYZ Co. slopes downward

and to the right. We can conclude
that:

(a) The firm operates in a perfectly
competitive market.
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(b) The firm can sell all that it wants

toatthe established market price. *

(¢) TheXYZCo.isnotaprice-takerin
the market because it must lower
price to sell additional units of
output.

(d) The XYZ Co. will not be able to
maximize profits because price
andrevenue are subjectto change.

276. The demand curve of a mono-
poly firm will be:

(a) Upward sloping
(b) Downward sloping
(c) Horizontal

(d) Vertical

277.What is the shape of monopolist
Average Revenue Curve?

(a) Falls from left to right
(b) Is parallel to X-axis
(¢) Is parallel to Y-axis
(d) Rise from left to right
[CA CPT Nov. 2018]

278. The MR curve cuts the horizon-
tal line between Y-axis and demand
curve into:

(a) Two unequal parts
(b) Two equal parts
(c) May be equal or unequal parts
(d) None of these
[CA CPT Feb. 2008]

279. The demand curve of the firm
and industry will be same in which
form of market:

(a) Monopolistic Competition
(b) Perfect Competition
(c) Monopoly
(d) Oligopoly
[CA CPT June 2009]
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280. Natural Monopoly arises when:

(a) There is enormous goodwill
enjoyed by a firm.

(b) There are stringent legal and
regulatory requirement.

(¢) There are very large Economies
of Scale.

(d) There are Business Combina-
tions and Cartels.

281. When elasticity of demand is
Equal to one in monopoly, marginal
Revenue will be :

(a) Equal to one
(b) Greater than one
(¢) Less than one
(d) Zero
* [CA CPT Dec. 2010]

282. If a firm under monopoly wants
to sell more, its average revenue
curve will be a line.

(a) Horizontal
(b) Vertical
(¢) Downward sloping
(d) Upward sloping
[CA CPT June 2016]
283. Marginal Revenue is equal to:

(a) The change in price divided by
the change in output.

(b) The change in quantity divided
by the change in price.

(¢) The change in P x Q due to a one
unit change in output.

(d) - Price, but only if the firm is a price
searcher.

284, When price is less than average

variable cost at the profit-maximiz-
ing level of output, a firm should:
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(a) Produce where marginal revenue
equals marginal costifitis operat-
ing in the short run.

(b) Produce where marginal revenue
equals marginal costifitis operat-
ing is the long run.

(¢) Shutdown, since it will lose noth-
ing in that case.

(d) Shutdown, since it cannot even
cover its variable costs if it stays
in business.

285. Atprice P , the firmin the figure
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286. Profits of the firm will be more
at:

(a) MR = MC

(b) Additional revenue from extra
unit equals its additional cost.

(¢) Both of above
(d) None
[CA CPT May 2007]

287. Which of the following is true,
when the firm is at equilibrium?

(a) MC < MR
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(b) MC curve cuts the MR curve from
below ‘
(¢) Both (a) and (b)
(d) None of the above
[CA CPT May 2019]

288. A monopelist is able to maxi-
mize his profits when:

(a) His output is maximum.
(b) He charges a high price.
(¢c) His average cost is minimurmn.

(d) His marginal cost is equal to
marginal revenue.

[CA CPT Feb. 2007]
289. For amonopolist, the necessary
condition for equilibrium is:
(a) P=MC
(b) P=MR = AR
{(¢) MR = MC
(d): None
[CA CPT June 2008]
290. A monopolist can fix:
(a) Both price and output
(b) Either price or output
(¢) Neither price nor output
(d) None of the above
[CA CPT Dec. 2012]

291. Under monopoly, which of the
following is correct:

{a) AR and MR both are downward
sloping
(b) MR lies halfway between AR and
Y-axis
(¢) MR can be zero or even negative
(d) All of the above
[CA CPT June 2013]

292. Supernormal profits occur,
when:

(a) Totalrevenueisequal to total cost

(b) Total revenue is equal to variable
cost
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(c) Average revenue is more than
average cost

(d) Average revenue is equal to aver-
age cost

[CA CPT Nov. 2007]
293. A monopolist has to determine:
(@) His output
(b) The Price of his Product
(¢) Total market demand
(d) Both (a) & (b)

294, A Monopolist faces
sloping demand Curve.

(@) Upward

(b) Downward

(c) Horizontal to X-axis
(d) Horizontal to Y-axis

295. In case of Monopoly, the firm
and industry are '

(a) Different
(b) Identical
{c¢) Similar
(d) Opposite to each other

296. Suppose that, at the profit-
maximizing level of output, a firm
finds that market price is less than
average total cost, but greater than
average variable cost. Which of the
following statement is correct?

(@) The firm should shutdown in
order to minimize its losses.

(b) The firm should raise its price
enough to cover its losses.

(¢) The firm should move its
resources to another industry.

(d) The firm should continue to

operate in the short run in order
to minimize its losses.

297. If the average cost is higher
than the average revenue then the
firm incurs:

(a) Normal profit

(b) Abnormal profit

(¢) Loss

(d) No profit, no loss

298. Price discrimination will be

profitable only if the elasticity of
demand in different sub-markets is:

(a) Uniform
(b) Different

(¢) Less

(d) Zero
299. Price discrimination refers to
the practices of charging prices
for units of the commod-
ity.

(a) different, different, same
(b) same, different, same
(¢) same, same, saime
(d) different, same, same
[Dec. 2021]

300. Price discrimination is one of
the features of:

(a) Monopolistic competition -
(b) Monopoly

(¢) Perfect competition

(d) Oligopoly

301. When the monopolist divides
the consumers into separate sub-
markets and charges different
prices in different sub-markets it is
known as:

(a) First degree of price discrimina-
tion.

(b) Second degree of price discrimi-
nation.
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(¢) Third degree of price discrimina-
tion.
(d) None of the above.

302. Under the
monopolist will fix a price which
will take away the entire consum-
ers’ surplus.

(a) Second degree of price discrimi-
nation.

(b) First degree of price discrimina-
tion.

(c) Third degree of price discrimina-
tion.

(d) None of the above.

303. Price discrimination is related
to:

(a) Time

(b) Size of the purchase
(¢) Income

(d) Any of the above

304. Under monopoly price discrimi-
nation depends upon :

(a) Elasticity of demand for commo-
dity
(b) Elasticity of supply forcommodity
(c) Size of market
(d) All of the above
[CA CPT Aug. 2007]

305. Which one of the following
statement is Incorrect?

(a) Competitive firms are price takers
and not price makers.

(b) Price discrimination is possible
in monopoly only.
(c) Duopoly may lead to monopoly.

(d) Competitive firm always seeks to
discriminate prices.

[CA CPT Dec. 2010]

306. For a discriminating monopo-
list the condition for equilibrium is:

(@) MR > MC
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(») MR1 = MR2
(¢) MRa = MRb =MC
(d) All of the above
[CA CPT June 2012}

307. Price discrimination can take
place only in:

(a) Monopolistic competition
(b) Oligopoly
(c) Perfect competition
(d) Monopoly
[CA CPT Dec. 2009]

308. Price Discrimination is possible
only when.

(a) Seller is alone

(b) Goods are homogeneous

(c) Market is controlled by the gov-

ernment
(d) None of the above.
[CA CPT June 2010]

309. For price discrimination to be
successful, the elasticity of demand
for the commodity in the two
markets should be:

(@) Same
(b) Different
(¢) Constant
(d) Zero
[CA CPT June 2014]

310. Price discrimination will be
profitable only if the elasticity of
demand in different markets is:

(a) Uniform
(b) Different
(¢) Less
(d) Zero
[CA CPT Dec. 2015]
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311. A discriminating monopolist
to reach equilibrium position, his
decision on total output depends
upon:

(a) Howmuch total output should be
produce?

(b) How the total output should be
distributed between the two sub-
market?

(¢) Both (a) and (b)
(d) None
[CA CPT May 2019]

312. Price discrimination is possible
only in:

(a) Monopoly
(b) Perfect Competitionl
(¢) Oligopoly
(d) Monopolistic Competition
[CA CPT May 2019]

313. Which of the following is not
an objective of price discrimination?

(a) To enjoy economics of scale

(b) To dispose off surplus stock

(¢) To escape foreign market

(d) To secure equity through pricing
[June_ 2023]

314. Price discrimination will not be
profitable, if the elasticity of demand
is in different markets.

(a) Uniform
(b) Different
(c) Less
(d) Zero
[CA CPT Dec. 2014]

315. Product differentiation is the
condition of which of the following
market?

____vr
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(a) Perfect competition
(b) Monopoly
(c) Monopolistic competition
(d) Oligopoly
[June 2022]

316. The price discrimination under
monopoly will be possible under
which of the following conditions?

(a) The seller has no control over the
supply of his product.

(b) The market has the same condi-
tion all over.

(c) The price elasticity of demand is
different in different markets.

(d) The price elasticity of demand is
uniform.

[CA CPT Dec. 2010]

317. Monopolist can fix him price of
goods whose elasticity is :

(a) Less than 1
(b) More than 1
(¢) Elastic
(d) Inelastic.
[CA CPT June 2011]

318. “Price Discrimination” can be
best exercised by the Seller in:

(a) Oligopoly
(b) Monopoly
(c) Monopolistic competition
(d) Perfect competition
[CA CPT Dec. 2011]

31.9. A discriminating monopolist
will charge a higher price in the
market in which the demand for its
product is:
(a) Highly elastic
(b) Relatively elastic
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(c) Relatively inelastic
(d) Perfectly elastic
[CA CPT June 2016]
320. Price discrimination is profit-
able 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 basis of their purpose of use
of the commodity.

[CA CPT Dec. 2016]
321. Which amongst the following
is not an objective of price discrimi-
nation?
(a) To hold the extra stocks
(b) To earn maximum profits
(¢) To enjoy economies of scale
(d) To secure equity through pricing
[CA CPT June 2017]
322. In the long run monopolist:
(a) Incur losses
(b) Must earn super normal profits
(¢) Wants to shut down
(d) Earns only normal profits
[CA CPT May 2018]

323. Competitive firms in the long-
run earn:

(@) Super normal profit

(b) Normal profit

(c¢) Losses

(d) None

[CA CPT Nov. 2018]

324. In the long-run monopolist can:

(a) Incur losses

(b) Must earn super normal profits
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(¢) Wants to shut-down
(d) Earns only normal profits
[CA CPT June 2009]

325, In the long run a monopolist
always earns:

(a) Normal profit
(b) Abnormal profit
(c) Zero profit
(d) Loss
[CA CPT Dec. 2013]

326. Abnormal profits exist in the
long run only under

(a) Perfect competition
(b) Monopoly
(¢) Monopolistic competition
(d) Oligopoly
.[CA CPT June 2014]

327. The Electricity Companies Sell *
electricity at a cheaperrate forhome
Consumption in rural areas than for
industrial use. It is example of:

(a) Price-discrimination
b) Price—Adjustment.
(¢) Price-Variability

(d) Price-biased attitude

328. Combination of Monopoly
Market and Monopsony Market is
called as:

(a) Duopoly Market

(b) Oligopoly Market

(¢) Bilateral Monopoly Market
(d) Monopolistic Market

Imperfect Competition

329. Which of the following is not a
characteristic of a perfectly competi-
tive market?

o TSR T R [ R

Y

PRICE DETERMINATION IN DIFFERENT MARKETS

(a) Large number of firms in the
industry.

(b) Outputs of the firms are perfect
substitutes for one another.

(¢c) Firms face downward-sloping
demand curves.

(d) Resources are very mobile.

330. Firms in a monopolistic market
areprice

(a) Takers
(b) Givers
(¢) Makers

(d) Acceptors
[CA CPT Aug. 2007]

331. Under Monopolistic competi-
tion the cross elasticity of demand
for the product of a single firm
would be:

(a) Infinite
(b) Highly elastic
(c) Highly inelastic

(d) Zero
[CA CPT May 2007]

332, Which of the following is not
a characteristic of monopolistic
competition?

(a) Ease of entry into the industry
(b) Product differentiation

(c) A relatively large number of
sellers

(d) A homogeneous product

333. In the long run Monopolistic
comp. and perfect comp. are same
because of:

(a) Normal Profit
(6) Abnormal Production
(c) Losses
(d) None of these
[Nov. 2019]
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334. Extreme Product differentia-
tion is found in which market?

(a) Monopolistic Competition
(b) Monopoly
(¢) Perfect Competition
(d) Oligopoly
[Nov. 2619]

335. Which of the following is an
example of monopolistic competi-
tion?

(a) De Beers and Diamond
(b) Hotels and pub
(c) Microsoft and Window
(d) Dell and Lenovo
[July 2021]

+336. Monopolistic competition

differs from perfect competition
primarily because:

(a) In monopolistic competition,
firms can differentiate their
products.

(b) In perfect competition, firms can
differentiate their products.

(¢) In monopolistic competition,
entry into the industry is blocked.

(d) In monopolistic competition,
there are relatively few barriers
to entry.

337. Which market have character-
istic of product differentiation?

(a) Perfect Competition
(b) Monopoly _
(c) Monopolistic Competition
(d) Oligopoly
[CA CPT Dec. 2008]

338. Which of the following is not the
feature of animperfect competition?
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(a) Product differentiation
(b) Few sellers
(c) Homogeneous products
(d) Price wars
[CA CPT June 2010]

339. Tooth paste industry is an
example of .
(@) Monopoly
(b) Monopolistic competition
(¢) Oligopoly
(d) Perfect competition
[CA CPT Dec. 2010]

340. The structure of the toothpaste
industry in India is best described
as:

(a) Perfectly competitive.
(b) Monopolistic.
(c) Monopolistically competitive.
(d) Oligopolistic.
341.Railways charges comparatively

cheaper fares from senior citizens.
This is an example of:

(a) Market analysis
(b) Profit discrimination
(¢) Price discrimination
(d) Demand forecasting
[Nov. 2020]

342. Which of the following is a cor-
rect statement?

(a) Firms have to incur a good deal
of costs on advertising and other
sales promotion measures in oli-
gopoly market.

(b) Amonopolistalways earns super-
normal profit.

(¢) Identical products are not found
in a competitive market.

(d) Close substitute are available
under monopoly.

[Juné 2022]

343. Which of the following state-
ments is incorrect?

(a) Under monopoly there is no
difference between a firm and an
industry.

() A monopolist may restrict the
output and raise the price.

(¢) Commodities offered for sale
under a perfect competition will
be heterogeneous.

(d) Productdifferentiationis peculiar
to monopolistic completion.

344. A market structure in which
many firms sell products that are
similar but notidentical is known as:

(a) Monopolistic competition
(b) Monopoly

(c) Perfect competition

(d) Oligopoly

345. In a perfectly competitive mar-

ket, which of the following statement
is not true with regards to TR, AR,
MR?
(a) AR represents demand function
of a commodity to the firm.

(b) MR keeps on falling and touches
zero before it becomes negative.

(¢) For any falling average revenue
(or price) schedule, the marginal
revenue is always equal to the
price of a commodity.

(d) Foranyconstantaveragerevenue
(or price) schedule, the marginal

revenue is equal to average rev-
enue,

[Dec. 2021]

346. Non-price competition is very
popular in: ‘

(a) Monopoly market
(b) Monopolistic competition
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(¢) Oligopolistic market
(d) Perfect competition
[CA CPT June 2013}

347. Selling outlay is an essential
part of which of the following market
situations?

(a) Perfect Competition
(b) Monopoly
(¢) Monopolistic Competition
(d) Pure Competition
[CA CPT June 2014]

348. Which of the following is not a
characteristic of a monopolistically
competitive market?

(a) Free entry and exit

(b) Abnormal profits in the long run
(c) Many sellers

(d) Differentiated products

349. Downward sloping and
comparatively more elastic demand
curve is found in:

(a) Perfect competition

() Monopoly

{¢c) Monopolistic competition

(d) Duopoly
350. Which of the following state-
ments is correct?

(a) Price rigidity is an important

feature of monopoly.

(b) Selling costs are possible under
perfect competition.

~ (¢) Underperfect competition factors
of production do not move freely
as there are legal restrictions.

(d) An industry consists of many
firms.

351. Electricity companies sell elec-

tricity as a cheaper rate for power

consumption in rural areas than for
industrial consumptions. This is an
example of:

(a) Product discrimination
b) Pgrfect competition
(¢) Price discrimination
(d) Price taker
[July 2021]

352. Which market has the concept'of
‘group’ equilibrium in the long-run?

(a) Oligopoly
(b) Monopoly
(¢) Monopolistic competition
(d) Perfect competition
[CA CPT Dec. 2016]

353. The long run equilibrium
outcomes in monopolistic comp-
etition 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 mini-
muim average cost.

(¢) Firms realize all economies of
scale.

(d) Firmswill only earn normal profit.
[Jan. 2021]

354. In monopolistic competition
excess capacity in the firm:

(a) Always exists
(b) Sometimes exists
(¢) Never exists

(d) None of the above
[CA CPT Dec. 2011]

355. Which market has the concept
of ‘group’ equilibrium in the long-
run?
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(a) Oligopoly
(b) Monopoly
(¢) Monopolistic competition

(d) Perfect competition.

356. Product differentiation is the .

main features-of which market?
(@) Oligopoly
(b) Monopolistic
(c) Discriminating Monopoly

(d) Perfect Competition
[CA CPT Nov. 2018]

357. What is the characteristic of
monopolistic Competition?

(a) Price elasticity is low for the
product concerned.

(b) Large number of sellers.
(¢) No degree of control over price.
(d) One buyer.

[CA CPT May 2019]

358. Price varies by attributes such as
location or by Customer segment is
degree of Price Discrimination.

(a) First

(b) Second

(¢) Third

(d) Fourth

359. Monopolistic Competitive firms

{a) are small in size
(b) have small share in total market
(c) are very large in size
(d) Both (A) and (B)
[CA CPT Dec. 2010]

360. The long-run equilibrium out-
comes in monopolistic competition
and perfect competition are similar,
because in both market structures:
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(@) The efficient output level will be
produced in the long run.

(») Firms will be producing at mini-

mum average cost.

(¢) Firms will only earn a normal
profit.

(d) Firms realise all economies of
scale.- :

361. Which of the following state-
ment is incorrect?

(a) Evenamonopolistic firm can have
losses. '

(b) Firms in a perfectly competitive
market are price takers.

(¢) It is always beneficial for a firm

in a perfectly competitive market
to discriminate prices.

(d) Kinked demand curve is related
to an oligopolistic market.

362. Which of the following state-
ment is incorrect?

(a) Under monopoly there is no dif-
ference between a firm and an
industry.

(b) A monopolist may restrict the
output and raise the price.

(¢) Commodities offered for sale
under a perfect competition will
be heterogeneous.

(d) Productdifferentiation is peculiar
to monopolistic competition.

363. Which of the following product

market is close to perfect competi-
tion?

(a) Mobile phones
() Car
(¢) Utensils
(d) Agricultural products
[June 2022]
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364. Under which market Condition
firms make only normal profits in
the long run?

(a) Oligopoly
() Monopoly
(¢) Monopolistic competition
(d) Duopoly
[CA CPT Dec. 2011]

365. Degree of control over price is
very considerable in case of:

(a) Perfect competition

(b) Monopoly

(c) Oligopoly

(d) Monopolistic competition
[Dec. 2021]

366. Comparing a Monopoly and
Competitive firm the Monopolist
will:

(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.

(d) Produce zero and sell at a lower
price.

[CA CPT June 2016]

367.Thereis absolutely no consumer
exploitation in case of:

(a) Perfect Competition

() Monopoly

(¢) Monopolistic Competitions
(d) All of the above

368. When the industry is dominated
by ome large firm, it is a type of:

(a) Full oligopoly

(b) Syndicated oligopoly
(¢) Organized oligopoly
(d) Partial oligopoly

' [Dec. 2021]
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369. There is efficient allocation of
resources in case of :

(a) Perfect Competition

(b) Monopoly

(¢) Monopolistic Competition
(d) All of the above

370. “Competition among few” is
described in;

(a) Monopoly
(b) Monopsony
(c) Oligopoly
(d) Duopoly
[Nov. 2020]

371. In which of the following type
of competition, supernormal profits
can be earned both in short run and
long run?

(@) Perfect Competition

(b) Monopoly

(¢) Monopolistic Competition

(d) All of the above
372. Which of the following state-
ment is correct?

(a) Price rigidity is an important

feature of monopoly.

(b) Selling costs are possible under
perfect condition.

(¢) Underperfectcompetitionfactors
of production do not more legal
restrictions. '

(d) An industry consists of many
firms.

Oligopoly

373. Oligopolistic industries are
characterized by :

(a) A few dominant firms and sub-
stantial barriers to entry.

(b) A few large firms and no entry
barriers.
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(¢) Alarge numberofsmall firms and
no entry barriers.

(d) Onedominant firmandlowentry
barriers.

[Jan. 2021]

374. The theory of oligopoly is also
called a theory of

(a) Individual behaviour
(b) Mass behaviour
(¢) Group behaviour
(d) Dynamic behaviour

375. Product differentiation is the
essential feature of

(a) Perfect competition
(b) Monopolistic competition
(¢) Oligopoly competition
(d) Duopoly competition
[June 2023]

376. If firmsin the toothpaste indus-
try have the following market shares,
which market structure would best
describe the industry?

Market Share (% of market)
Toothpaste 18.7
Dentipaste 14.3
Shinebright 11.6

I can’t believe its not | 9.4
toothpaste

Brighter than white 8.8

Pasty stuff - 7.4

Others 29.8

(a) Perfect competition

(b) Monopolistic competition
{¢) Oligopoly

(d) Monopoly

377. When new firm enter into the
market and compete with the ex-

isting firm is a situation called as

(a) Pure oligopoly
(b) Open oligopoly
(¢) Collusive oligopoly
(d) Competitive oligopoly
[June 2023]

378. Market which have two firms
are known as :

(a) Oligopoly
(b) Duopoly
(¢) Monopsony
(d) Oligopsony
[CA CPT Nov. 2007]
379. Firms in oligopoly are likely to:
(a) Try to differentiate its products
(b) Invest heavily in branding
(¢) Act independently of other firms
(d) Try to be a price maker
| [Dec. 2021]

380. Smart phones market is an
example of:

(a) Perfect competition
(b) Monopoly
(c) Monopolistic competition
(d) Oligopoly
[Nov. 2020]

381. Non-price competition are
observed in which type of following
market ?

(a) Monopoly
(b) Monopolistic competition
(a) Duopoiy
(d) Oligopoly
[June 2022]

382. The market structure in which
the number of sellers is small and
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thereisinter dependence in decision
making by the firms is known as :

(a) Perfect competition
(b) Oligopoly
(¢) Monopoly
(d) Monopolistic competition
[CA CPT June 2008]

383. Who propounded the price
rigidity under kinked demand curve
model of oligopoly?

(a) Adam Smith
(b) Karl Marx
(c) Keynes
(d) Paul A. Sweezy
[July 2021]

384. A Kinked Demand Curve is also
known as:.

(a) Samuelson’s
(b) Chamberlin’s model
(c) Stigler model
(d) Sweezy’'s model
385. OPEC is an example of :
() Monopolistic competition
() Monopoly
(¢) Oligopoly
(d) Duopoly
[CA CPT Dec. 2008]

386. Aluminium industry is the
example of which type of oligopoly?

(a) Full oligopoly

(b) Open oligopoly

(¢) Pure oligopoly

(d) Syndicated oligopoly ,
[Nov. 2020]

387. Price rigidity conéept isrelated
to:

(a) DUOpoly

(b) MOnopoly

(c) Oligopoly

(d) MOnopoliStic competition

[June 2022]

388. One characteristic not typical
of oligopolistic industry is:

(a) Horizontal demand curve

(b) Too much jmportance to non-

price competition
(¢) Price leadership

(d) A small number of firms in the
industry

389. The structure of the cold drink
industry in Indiais best described as:

(a) Perfectly competitive.

() Monopolistic.

(c) Monopolistically competitive.
(d) Oligopolistic.

390. Kinked demand hypothesis

is designed to explain the under
oligopolistic market:

(a) Collusion between firms
(b) Price and output determination
(c) Rigidity of price
(d) Price leadership

[Nov. 2020]

391. Pure oligopoly occurs when:

(a) The product is homogeneous
(b) The product is differentiated

(¢) Theindustryisdominated by one
large firm

(d) The absence of price leadership
[June 2022]

392. “Let and live philosophy” con-
cern from which market?
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(a) Perfect competition

(b) Monopoly

(¢) Oligopoly

(d) Monopolistic Competition
[Nov. 2019]

393. Oligopoly having identical
products is:

(@) Pure oligopoly
(b) Imperfect oligopoly
(c) Price leadership
(d) Collusion.
[CA CPT June 2009]

394. Non-price competition is
observed in which type of the
following market?

(a) Monopoly
(b) Monopolistic Competition
(¢) Duopoly
(d) Oligopoly
[July 2021]

395. Pricerigidity is a situation found
in which of the following market
forms?

(a) Perfect competition
() Monopoly
(c¢) Monopolistic competition
(d) Oligopoly
[CA CPT June 2010]

396. Oligopoly having identical
products is known as:

{a) Pure oligopoly
(b) Collusive oligopoly
(¢) Independent oligopoly
(d) None of these
[CA CPT June 2011]

397. When an oligopolistic firm
chooses its level of production to

maximize its profits then it charges

a price that is:
(@) More than the price changed by
either monopoly oracompetition,

(b) Less than the price charged by
either monopoly ora competition.

(¢) More than the price charged by
a monopoly and less than a com-
petitive market firm.

(d) Less than the price charge by a
monopoly, and more than a com-
petitive market firm.

398. Which one of the following its
not a characteristic of Oligopoly?

(a) Strategic interdependence

(b) Large number of firms selling
close substitutes

(¢) Importance of selling cost
(d) Group behaviour
[July 2021]

399, The market for hand tools
(such as hammers and screwdriv-
ers) is dominated by Draper, Stanley,
and Craftsman. This market is best
described as:

(a) Monopolistically competitive
(b) A monopoly

{c) An oligopoly

(d) Perfectly competitive

400. When the industry is dominated
by one large firm which is considered
astheleader of the group, the market
is described as:

(a) Open oligopoly
(b) Perfect oligopoly
(c) Partial oligopoly
(d) Organized oligopoly
[CA CPT June 2017]
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401. Sweezy’s Model explains the
concept of price rigidity relating to
following market form:

(a) Oligopoly Market

(b) Perfect Competition Market
(c) Monopoly Market

(d) Monopolistic Market

402. Which of these is the best
example of oligopoly?

(a) OPEC
(b) SAARC
(¢) WTO
(d) GATT
[CA CPT June 2011, Now. 2020}

403. In oligopoly, when the industry
is dominated by one large firm which
is considered as leader of the group,
Then it is called:

(a) Full oligopoly

(b) Collusive oligopoly
(c) Partial oligopoly
(d) Syndicated oligopoly

404. When the industry is dominated
by one large firm it is called:

(a) Full oligopoly
(b) Partial oligopoly
(¢) Organized oligopoly
(d) Closed oligopoly
[Nov. 2020]

405. When the products are sold
through a centralized body, oligopoly
is known as:

(@) Organized oligopoly
(b) Partial oligopoly

(¢) Competitive oligopoly
(d) Syndicated oligopoly

f1-06. The demand curve of oligopoly
is:
(a) Horizontal
(b) Vertical
(¢) Kinked
(d) Rising left to right
[CA CPT Dec. 2008]

407. When new firms of the
oligopoly market come to a common
understanding or act in collusion
with each other either in fixing price
or output or both, then it is called as:

(a) Competitive oligopoly
(b) Syndicated oligopoly
(¢) Collusive oligopoly
(d) Partial oligopoly

408. When the industry is dominated
by one large firm whichis considered
or looked upon as the leader of the
group, the oligopoly is regarded as :

(a) Competitive oligopoly
(b) Syndicated oligopoly
(¢) Collusive oligopoly
(d) Partial oligopoly
409. OPEC is an example of :
(a) Monopolistic competition
(b) Monopoly
(¢) Oligopoly
(d) Duopoly

410. Which of the following is not a
feature of oligopoly market?

(@) Interdependence of the firms in
decision making

(b) Price rigidity
(¢) Group behaviour

(d) Existence of large number of
firms.

[CA CPT Dec. 2012]
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411. isthat situation in
which a firm bases its market policy,
in part on the expected behaviour of
a few close rivals.

(@) Oligopoly
(b) Monopolistic Competition
(¢) Monopoly
(d) Perfect Competition
[CA CPT Dec. 2015]
412. When an oligopolist individu-
ally chooses its level of production

to maximize its profits, it charges a
price that is:

(a) More than the price charged by
either monopoly or a competitive
market.

(b) Less than the price charged by
either monopoly or a competitive
market.

(c) More than the price charged by a
monopoly and less than the price
charged by a competitive market.

(d) Less than the price charged by a
monopoly and more than the price
charged by a competitive market.

413. Group behaviour from which
market belongs :

(a) Perfect Competition
(b) Monopolistic Competition
(c) Monopoly
(d) Oligopoly
[Nov. 2019]

414. Pure oligopoly is based on the
products.

(a) Differentiated

(b) Homogeneous
(¢) Unrelated

(d) None of the above

[Jan. 2021]

415. What is/are feature(s) of oligo-
poly? '

(a) Kinked Demand curve

(b) Cartel

(c) Downward sloping demand
curve

(d) Both (a) and (b) are correct
[CA CPT May 2018]

416. Which of these is the best
example of oligopoly?

(a) OPEC
(b) SAARC
(¢) WTO
(d) GATT
[CA CPT May 2018]

417. Which one of the following is
not the feature of Oligopoly?

(a) Interdependency

(b) Selling cost

(c) Free Entry

(d) Oneoftheabove/group behaviour
[CA CPT Now. 2018]

418. The theory of oligopoly is a
theory of:

(@) Group Behaviour
(b) Mass Behaviour
(¢) Individual Behaviour
(d) Single Behaviour

419. Which one of following sta-
tement is incorrect as regards
oligopoly?

(a) ltis dominated bya Small number
of large firms.

(b) There is importance of adver-
tising & selling cost.
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(¢) Theoligopolyisinterdependentin
decision-making of the new firms
which comprise the industry.

(d) No new firm is allowed to enter
in oligopoly market in any case.

420. Price leadership is the charac-
teristic of:

(a) Oligopoly
(b) Monopoly
(¢) Perfect competition
(d) Discriminating Monopoly
[CA CPT Nov. 2018]
421, The demand curve of an oli-
gopolist is :
(a) Determinate
(b) Indeterminate
(¢) Circular -
(d) Vertical
[CA CPT June 2014]

422. An oligopolistic firm has to
behave strategically when it makes
a______  aboutits

(a) decision, price
(b) price, output
(¢) policy, material
(d) None of these

423, Entering into collusion or form-
ing a cartel is generally considered

(a) Legal

(b) Illegal

(c) Desirable
(d) Mandatory

424, A group of firm that explicitly
agree (collude) to coordinate their
activities is called a/an.

(a) Oligopsony
(b) Duopoly
(c) Monopsony
(d) Cartel
[July 2021]

425. According to Pigou, first
degree price discrimination charges
price to:

(a) Individual capacity
(b) Quantities sold
(¢) Location

(d) None of the above
[CA CPT Nov. 2018]

426. In case of oligopoly, the price
leader sets the price in such a man-
ner that it allows same profits to the
followers also. This type of Price
leadership is by

(a) Low Cost Firm

(b) Low Share Firm

(¢) High Cost Firm

(d) Dominating Profit Firm

427. In the context of oligopoly,
the kinked demand hypothesis is
designed to explain:

(a) Price and output determination
(b) Price rigidity

(c) Price leadership

(d) Collusion among rivals

428. The elasticity of demand on the
upper segment of a kinked demand
curve will be

(a) Infinite
(b) Equal to one
(¢) Greater than one
(d) Less than one
[June 2022]
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429. The kinked demand curve
model of oligopoly assumes that:

(a) The response (of consumers) to
a price increase is less than the
response to a price decrease.

)

The response (of consumers) to
a price increase is more than the
response to a price decrease.

(e)

The elasticity of demand is con-
stant regardless of whether price
increases or decreases.

)

The elasticity of demand is per-
fectly elastic if price increases
and perfectly inelastic if price
decreases.

430. Collusion is impossible if an
industry has:

(a) Only few number of firms
(b) Only two firms
(¢) Limited number of firms
(d) Large number of firms
[Nov. 2020]

431. Kinked demand curve hypoth-
esis is given by:

(a) Alfred Marshal
(b) A.C.Pigou
(¢) Sweezy
(d) Hicks & Allen
[CA CPT Aug. 2007]

432. Kinked demand curve is
observed in :

(a) Duopoly market
(b) Monopoly market
(¢) Competitive market
(d) Oligopoly market
[CA CPT Feb. 2008]
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433. Which of the following concept
is explained by Kinked demand
curve hypothesis?

(a) Price leadership
(b) Price rigidity
(¢) Group behaviour
(d) Independent pricing
‘ [June 2023]

434. The demand curve of oligopoly
is:

(a) Horizontal
(b) Vertical
(¢) Kinked
(d) Rising left to right
[CA CPT Dec. 2009]

435. In the kinked demand curve
theory, it is assumed that:

(a) Firms collude to fix the price.

(b) An increase in the price by the
firm is not followed by others.

(¢) An increase in the price by the
firm is followed by others.

(d) A decrease in the price by the
firm is not followed by others.

[Dec. 2021}

436. The elasticity of demand on the
upper segment of a kinked demand
curve will be _

(a) Infinite

(b) Equal to one

(¢) Greater than one
(d) Less than one

437. Kinked demand hypothesis is
designed to explain in
context of oligopoly.

(a) Price and output determination
(b) Price rigidity:

hd
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(¢) Collusion between firm
(d) All of the above
[CA CPT Dec. 2009, Jan. 2021]

438. In oligopoly, the kink on the
demand curve is more due to:

(@) Discontinuity in MR

(b) Discontinuity in AR

(c) Fulfilment of the assumptionthat
a price cut is followed by others
and a price increase by a firm is
not followed by others.

(d) Price war amongst the firms.

[CA CPT June 2010]

439. Kinked demand curve is
observed in :

(@) Duopoly market
(b) Monopoly market
(¢) Competitive market
(d) Oligopoly market
[CA CPT June 2011]

440. If firms in the automobile
industry have the following market
shares, which market structure
would best describe the industry?

Firms in Auto (%) of market
Sector share
Firm-1 316
Firm-2 194
Firm-3 5.6
Firm-4 3.4

(a) Oligopoly
(b) Perfect competition
(¢) Monopolistic competition
(d) Monopoly
[Dec. 2022]

441. In Oligopoly the kink in the
demand curve is more due to :

(@) Discontinuity in MR
(b) Discontinuity in AR
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(c) Fulﬁ]menloflheassumption that

;\n[:irlace il is followed by other
t f lilmce INCrease by a firm is
pesERa vl by the other

(d) Price way am(ing o B

[CA CPT Dec. 2011]

442. In the ‘kinked-demand’ curve

model, the y :
demand cur‘,epils):er portion of the

(a) Elastic

(b) Inelastic

(c) Perfectly Elastic
(d) Unitary Elastjc

[CA CPT June 2013}
443. Choose the

regarding the
leadership:

iIICOI'rect statement
barometric price

(a) Old and eXperienced firm acts as
a leader,

(b) Live and et

FolimaN: live philosophy is

(¢) Price deCided

by assessi arket
conditions, Y assessing m

(d) Plrlice decideq by leader is gener-
ally accepteqd by the rest of all.

[Nov. 2020]

444, hI(ilI;Iked demand curveisrelated
to which market styycture?

(a) Oligopoly
(b) Monopoly
(c) Monopsony
(d) Monopolistjc competition
[CA CPT Dec. 2013]
445. The Kinked gemand curve

modelexplains the mapet situation:
(a) Pure Oligopoly

(b) Differentiateq ojigopoly
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(¢) Collusive Oligopoly
(d) Price Rigidity
[CA CPT June 2014]

446. In the kinked demand curve
theory.

(a) There is a kink in the marginal
cost curve.

(b) Firmstrytocompete onnon-price
basis.

(¢) Demand is price elastic.
(d) Demand is price inelastic.
[Dec. 2021]

447. A firm having kinked demand
curve indicates that :

(i) Ifthefirmreducesthe price,
competitive firms also re-
duce the price.

(i) If the firm increases the
price, competitive firms also
increases the price.

(iii) Ifthefirmreducestheprice,
. competitive firms do not
reduce the price.

(iv) If the firm increases the
price, competitive firms do
not increase the price.

(a) Only (i) above
(b) Both (i) and (iv) above
(¢) Both (ii) and (iv) above
(d) Both (ii) and (iii) above
[CA CPT Dec. 2014]

448. Kinked demand curve under
oligopoly is designed to show:

(a) Price and output determination
(b) Price rigidity
(¢) Price leadership
(d) Collusion among rivals
[CA CPT June 2015]

449, Kinked demand curve is the
demand curve of:

(a) Perfect Competition
(b) Monopoly
(c) Monopolistic Competition
(d) None of the above
[CA CPT Dec. 2015]

450. The reason for the kinked
demand curve is that:

(a) The oligopolist believe that
competitors will follow output
increases but not output reduc-
tions.

'(b) The oligopolist believe that com-
petitors will follow price increases
but not output reductions.

(c) The oligopolist believe that com-
petitors will follow price cuts but
not price rises. ;

(d) The oligopolist -believe that com-
petitors will follow price increases
but not output increases.

[CA CPT June 2016]
451. Kinked demand curve is:
(a) Highlyelasticatabovethe prevail-
ing price. ‘
(b) Inelastic at below the prevailing
price.
(¢) Both (a) and ().
(d) None of the above.
[CA CPT May 2019]

Other Important Market Forms

452. Which term is used for a market
characterised by a single buyer of a
product or service?

(a) Monopoly

(b) Monopsony
(c) Monobuyer
(d) Monolateral

Bl - U b e
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453. Which of the following is a sub
set of Oligopoly?

(a) Duopoly

(b) Monopoly

(¢) Single Oligopoly
(d) None of these

454, is a market
situation in which there are two firms
in the market.

(a) Oligopoly

(b) Duopoly

(c) Bilateral Oligopoly

(d) Closed Oligopoly

455. What is the type of market
structure which is a combination of

Answers

monopoly market and a monopsony
market?

(a) Unilateral Monopoly
(b) Bilateral Monopoly
(¢) Bi-Monopsony

(d) None of these

456. is a market charac-
terized by a small number of larger
buyers and is mostly relevant to
factor markets.

(a) Oligopoloy
(b) Duopoly

(¢) Oligopsony
(d) Monopsony

@ | 2. | @ | 3 | ®| 4

B) | 5. | @ | 6. ()| T | (©

8 | (@ | 9. | () |10.| (d) | 11.

(c) | 12. | (a) | 13. | (@) | 14. | (@)

15. | (@) | 16. | (¢) | 17. | (b) | 18.

B) | 19. | b) | 20. | (b) | 21. | (@)

22. | (@) [ 23. | (d) | 24. | (@) | 25.

(@) | 26. | (@) | 27. | (B) | 28, | (¢)

29. | (b) [ 30. | (¢) | 31. | () | 32.

(@) | 33. | (0) | 34. | (@) | 35. | (@)

36. | (b) | 37. | (a) | 38. | (a) | 39.

®) |40. | ®) | 41. | © |42 | @

43. | (c) | 44. | (a) | 45. | (b) | 4e.

(b) | 47. | d) | 48. | (b) | 49. | (¢)

50. | (c) | 51. | (¢) | 52. | (») | 53.

(c) | 54. | (B) | 55. | (@) | 56. | (a)

57. | (@) | 58. | (¢) | 59. | (c) | 60.

(c) | 61. | (c) | 62. | (@) | 63. | (b)

64. | (d) | 65. | (c) | 66. | (a) | 67.

(a) | 68. | (c) | 69. | (c) | 70. | (a)

71. | (@) | 72. | (a) | 73. | (¢) | 74.

(@) | 75: | (b) | 76. | (@) | T7. | (¢)

78. | (@) | 79. | (d) | 80. | (a) | 81.

(a) | 82. | (d) | 83. | (b) | 84. | (a)

85.| (b) | 86. | (a) | 87. | (b) | 88.

(c) | 89. | (B) | 90. | () | 91. | (¢)

92, | (d) |.93. | (b) | 94. | (d) | 95.

() [ 96. | (B) | 97. | (c) | 98. | (b)

99. | (¢) |100.| (¢) |101.| (¢) |102.

(b) 1103.| (a) |104. | (c¢) |105,| (a)

106.| (¢) |107.| (a) |108.| (d) [109.

© [110.| @ [111.] (© |112.] ()

113.| (¢) |114.| (b) |115.| (d) [116.

(d) |117.] (b) |118. (B) |119.]| (a)

120.| (a) |121.| (¢) |122.] (a) |123.

() |124.| (d) |125. (b) |126.]| (¢)

127.| (b) |128.

(d) |1129.| (¢) |130.

(d) |131.] (¢) |132.( (¢) [133,] (d)

134.| (¢) [135.| (d) |136.| (d) |137.

(@) |138.] () |139.| (d) [140.| (¢)
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323.| (b) |324.| (b) |325.| ) [326.] (®) |327.| (@ |328.] () |329.] (¢
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337.| (¢) |338.] (c) [339.| (b) |340.| (c) |341.| (c) [342.( (a) |343.| ()
344.| (a) |345.| (b) |346.| (b) |347.| (c) |348.| (b) [349.| (¢) [350.| (@)
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Hints of selected question

1. A market is a collection of buyers and sellers with the potential to trade. The
actual or potential interactions of the buyers and sellers determine the price
of product or service.

Ans. : (a)
7. The elements of a market are:
(i) Buyers and sellers
(i) A product or service
(iit) Bargaining for a price
(iv) Knowledge about market conditions and
(v) One price for a product or service at a given time.
Ans. : (¢)
30. On the basis of géographical area covered, the markets are classified into :
(a) Local Market
(b) Rational Market
(¢) National Market
(d) International Market
The classification into spot and forward market is on the basis of Nature of
Transactions
Ans. : (¢)
31. Monopoly is a situation where there is a single seller producing for many
buyers, whereas Monopsony is a market condition in which there is only a
single buyer.
Ans. : (b)
37. Since the firm can sell any quantity at market determined prices, the TR
curve is linear and starts from the origin.
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50. Marginal revenue is the additional made to the total revenue by producing
one more unit of a commodity.

4.56 PRICE DETERMINATION IN DIFFERENT MARKETS
v TR
Total
Revenue
Output sold X
Ans. : (a)
43.
Price Per Unit Quantity Demanded
Existing 20 10 Units
New Z20-5% of 20 10 + 10% of 10
=%20-Re. 1 =10+1’
=19 - = 11 Units
Total Revenue (TR) = Price (p) x Quantity (Q)
TR (Existing) = 20 x 10 =% 200
TR (New) = 19x11=%209
A TR =39
A Quantity = 1 Unit
_ ATR _ 9 _
MR T oAQ T 17 &
Ans. : (¢)
46.
Total Revenue (TR) | Quantity Sold (Q)
Original - ¥ 3,000 50 Units
New < 3,100 52 Units
Change ATR = 100 AQ=2
_ ATR _ 100 _
MR = A0 -2 T 50
Ans. : (b)

49. Marginal Revenue = The addition made to the total revenue by selling one
more unit. Symbolically,

MR =TR - TR,
MR, = TR, - TR, = 120 - 100 = 20
Ans. : (¢)

B N - e e e s LA

Ans. : (¢)
53.
Price (P) | Quantity Demand (Q) | Total Revenue (TR)
Original 20 9 180
New 19 10 190
Change -1 +1 + 10
ATR 10 _
MR = TOE T 10
Ans. : (¢) ‘ N

58. MR .= (TR, - TR )/(25 - 15) = (35,000 - 25,000)/(25 - 15) = 10,000/10 = 1,000
Ans. : (c

61. ;
Price (P) | Quantity Demand (Q) | Total Reveniie (TR)
Original 20 15 300
New 18 16 288
Change -2 ! +1 -12
ATR 12
MR = UG 12
Ans. : (¢)

62. Total Revenue refers to the amount of money which a firm realises by sell-
ing certain units of a Commodity.

Ans. : (a)

67. Total Revenue Curve initially increases at a diminishing rate due to diminish-
ing marginal revenue and reaches maximum and then it falls. When Marginal
Revenue becomes zero, the total revenue is maximum and the slope of TR is
Zero.
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N (A}

REVENUE
K

(-

ks
(515
wh
Fys
bk

O L et

ZERQ
I ¢

t OUTPUT

Ans. : (a)
68.

A 4
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(S

(5

. e-1y) . .
Ife < 1, fraction (T) will be negative. Therefore, MR wil] also be negative or

70.MR = P [1—lj

I

less than 0.
Ans. : (a)

71. MR = P (1—-2)

. . 1 ]
If e > 1, the fraction (EJ will be loss than 1. In that case, ( 1_%) will

Ans. : (a)
74. MR - P(l = éj

=B

= P(e-1)e
= AR (e- 1)/e
Ans. : (a)

Price (P)

Quantity Demanded (Q)

Total Revenue (TR)

Original

20

9

180

New

19

10

190

Changes (D)

+1

+ 10

75.MR=P(1—%)

Ife=1, MR=P(1-1)=0

ATR _10
MR =“2s= T =210

Ans. : (¢)

69. Marginal Revenue (MR) is the change in total revenue resulting from the
sale of an additional unit of the commodity.

Where MR is marginal revenue

MR = AAT—QR TR is total revenue
Q is quantity of commodity sold
A is small change
Ans. : (¢)

o IR T O S R L S

Ans. : (b)
76. Refer Q. 62
Ans. : (a)
77. Refer Q. 63
Ans. : (¢)
78. Refer Q. 67
Ans. : (a)

80. MR = AR x eg1=5xﬂ=+2.5

Ans. : (a)
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Lower Segment 100. Refer Q. 86

83. Price Elasticity = W Ans. : (¢)

Since, the elasticity is to be computed at the middle point, Lower segment = 93.
Upper Segment.

<" Price Elasticity = 1
Ans. : (b)

84. Refer Q. 66

Ans. : (a)

86.

(0] Q o X
QUANTITY

(a)

In the above figure, the increase in demand is equal to increase in supply. The
new demand curve D D, and supply curve. S,S, meetatE \» The new equilibrium
price is equal to the old equilibrium price (OP). However, equilibrium quantity

AR and MR

| is more.
! Ans. : (a)
o 105.

¥ 'S ‘.\\ ELEE Y4
I 1] \‘iaunm P
3 P
TR Curve s
.-l
| o v o Qo Qy G s
N e X QUANTITY
It is clear that if there is decrease in supply and demand remains constént, the
Ans. : (a) equilibrium price will go up, but the amount sold and purchased will go down.
90. The very short period or Market period refers to a period of time in which Ans. : (a)
supply is fixed and cannot be increased or decreased. 106.
Ans. : (¢) . I S 8 v by B8 s
94. At equilibrium price, the quantity demand is equal to quantity supplied. In
the given question, when the price is ¥ 4 per unit, the demand & Supply equals
. STl e . " w WP, = w
to each other at 700 units. Therefore, the equilibrium market price is ¥ 4. o oh 8P N
Ans. : (c) &P E" D ERT 7 1
S.: s e , :
96. Refer Q. 86 s D o D
Ans. : (b) 0 QG X 0 Q Oy X (o] QIO
QUANTITY QUANTITY QUANTITY

(a) (b) (©)

TS LR R = L SR N
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Ans. : (¢) 144. In Perfect Competition, the firms are price takes with homogenous price.
107 Therefore, AR equals to MR.
YA D S, .S Ans. : (a)
e 193.
5
Y vl  MARKET (INDUSTRY) Zy FIRM
o D S
. w 5 % MC
o =
E :
> X 0 :
(2] L St 11 " T S | P T R/ AR =MR
Ans. : (a)
108. Refer Q. 97 D
Ans. : (d) o S
119. Accounting Cost= ¥ 75,000 QUANTITY X9 Q4 oUTPUT Q2 X
Economic Cost = 75,000 + 30,000 = 1,05,000 " @
ns. : (a
Revenue = <% 1,00,000 A i
Economic Loss = 5,000 O
Ans. : (a) Ans. : (d)
A 5' 206. Refer Q. 177
[ Ans. : (b)
EIV alling 212. Refer Q. 177
g o Ans. : (b)
4 al AR=wun 222. Since AR > AC, the firm is making super normal profits.
Ans. : (d)
232.
5 Q1 purpyt Q2 X Y MC P
MC curve should cut MR curve from below 8
Ans. : (d) E B
137. | . AT
3 RG] SR AN
2 B E ; P=AR = MR
d DIAR/MAR
O ATy N M % 9] a OUTPUT
Ans. : (b)
Ans. : (b)
;—— o —
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243.
| FIRM
§ Y INDUSTRY
w LMC
B SMCy sacy 7 ol p S
Q o
OF' // PEAREMA p h—— e ecnanaana :‘..:'.’..-
Py raaR=MR Py > = <
s oyt ~p
o OUTPUT X (6} 5] Q, 2
QUANTITY DEMANDED
& SUPPLIED
(a) (b)
Ans. : (d)
246. Same as Q. 224
Ans. : (d)
|| 271.
w Y
‘ E SMG SATG
| W !
Al g ¢ x\ ."
| %Eé‘ i
j i 1 B i
|J c" “‘,
- r--
1 e’ .§‘E AR
| 5
| OUTPUT X
| “MR
| Ans. : (¢)
319.
Y|  SUB-MARKET A Y SUB-MARKET B Y TOTAL MARKET
8k Bl MG
Py gl g
o Agaragate
; P
'; 2 , demand
..... 4B\ | T - D el
':'.I MRy Ca I".Mpb Bv c
o My X 0O M2 X 0 1) 5
QUANTITY QUANTITY QUANTITY
(0] {1 {Hy
Ans. : (¢)

S [T R T S e
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: TS

385. OPEC refers to organization for Petroleum EXPOrting edlmiried
Ans. : (¢)

406. The demand curve facing an oligopolist, according to the kinked demand
curve hypothesis, has a kink’ at the level of prevailing price It i{; hecause the
segment of the demand curve above the prevailing price lew;i e ‘hilghlv elastic
and the segment of the demand curve below the prevailing price level is inelastic:
A kinked demand curved with a kink at point P is shown in Fig,

e o s B S P

P 1 ]

L :

3] :

o :

o ]

' D

o M OUTPUT =~ X

Ans. : (¢)

409. OPEC (Organisation for Petroleum Exporting Countries) is an example
of oligopoly market because there are few seller for petroleum in the world.

Ans. : (c)
432, Refer Q. 378
Ans. : (d)



BUSINESS CYCLES

Introduction

1. The term business cycle refers to:

(a) Theupsand downsin production
of commodities.

(b) Thefluctuating levels of economic
activity over a period of time.

(¢) Decline in economic activities
over prolonged period of time.

(d) Increasing unemployment rate
and diminishing rate of savings.

[Jan. 2021]

2. The rhythmic fluctuations in
aggregate economic activity that an
economy experiences over a period
of time are called:

(a) Inflation )
(b) Unemployment
(c) Business cycles
(d) Growth rate

3. Which of the following statement
is correct for a business cycle?

(a) A Typical feature of depression is
the rise in the interest rate.

(b) A typical feature of depression is
the constant interest rate.

(¢) Recession is the severe form of

depression.

(d) Depression is the severe form of
recession.

[June 2022]

4. The economy-wide fluctuations
in production, trade and general
economic activity is referred as :

(a) Business Cycle
(b) Economic cycle
(c) Boom-bust Cycle
(d) All of the above

5. Greatest depression suffered by
economy in which year?

(@) 1924

(b) 1930

(c) 2008

(d) 2009 [CA CPT May 2018]
6. According to _____ trade cycle

is a purely monetary phenomenon.
(@) Schumpeter
(b) Nicholas Kaldor
(¢) Keynes
(d) Hawtrey
[Dec. 2021]

7. According to trade
cycle occurs due to the onset of
innovations.

5.1
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5.2 BUSINESS CYCLES

(a) Hawtrey

(b) Adam Smith

(¢) JM. Keynes

(d) Schumpeter
8. Trade cycles occur as a result of
the mismatch between the aggregate
demand function and aggregate
supply function. Who said this?

(a) Pigou

(b) Schumpeter

(¢) Hawtrey

(d) Keynes
9.Which is not related to great
depression of 1930?

(a) It stated in USA

(b) John Maynard Keynes regarded
lower aggregate expenditure as
the cause .

(¢) Excess Money Supply
(d) Both (a) and (b)
[CA CPT May 2019]

10. Which of the following is not
correct about the business cycles ?

(a) Business cycles have distinct
phase of expansion, peak, contrac-
tion and trough

(b) Business cycles generally origi-
nate in capitalist economies

(c) Business cycles are contagious
and are internal in character

(d) All sectors of the economy are
adversely affected in equal pro-
portion

[June 2022]

11. The world economy suffered
the congest deepest and most
widespread depression of the 20th
century during

(a) 1934
(b) 1928

(c) 1930
(d) 1932
[Jan. 2021]

12. Recent example of the Business
cycle is the housing bubble of the
US economy bubble got bust in the
year :

(@) 1930-
(b) 1998 -
(¢) 2000
(d) 2007

13. Which among the following is not
a feature of Business Cycles?

(a) Business Cycles are sporadic in
nature.

(b) Business Cycles have serious corl-
sequence on the well-being of the
society.

(c) Business Cycles are exceedingly
complex Phenomena.

(d) Business Cycles are contagious.
[Dec. 2021}

14. The rhythmic fluctuations in
aggregate economic activity that an
economy experiences over a period
of time is called: ;

(a) Business cycle
(b) Recession
(c) Contraction phase
(d) Recovery
[July 2021]

Phases of Business Cycle

15. The business Cycles or the peri-
odic booms and slumps in economic
activities reflect the

wy

20. During

in economic activities.
(a) Upward movements
(b) Downward movements

‘+

BUSINESS CYCLES 5.3

(¢) Upward and downward move-
ments

(d) Extreme rise
16. Which statement is incorrect?

(¢) Depression of Severe form of

trough.

(b) Depression causes [all in Interest
rate.

(¢) Peak is highest point.
(d) All of the above.
[Nov. 2019]

17. When aggregate economic acti-’
vity is increasing in an economy, the
economy is said to be in

(a) Peak
(b) Contraction
(¢) Expansion
(d) Trough
[Dec. 2021]

18. During the phase of trough of
business cycle, the growth rate
became

(a) Negative
(b) Zero
(c) High
(d) Low
[Nov. 2020]

19. When aggregate economic activ-
ity is expanding it is said to be in :

(a) Contraction
(b) Expansion
(c) At turning point
(d) A peak
[Dec. 2021]

thereisfallin
level of investment and employment.

(@) Boom
(b) Recovery

" (¢) Depression

(¢) Contraction
(d) Depression
[Nov. 2020]

21._The term refers to the top
orthe highest point of business cycle.

(a) Top

(b) Expansion
(¢) Peak

(d) Equilibrium

[Dec. 2021]
22. Select the odd out;
(a) Expansion
(b) Boom
(c¢) Upswing
(d) Trough
23. represents the
steady growth lien or the growth

of the economy when there are no
business cycles.

{a) Peak
(b) Trend

(d) Expansion

24, In which phase of Business
Cycles levels of investment & em-
ployment falls

(a) Peak

(b) Recession

(¢) Expansion
(d) Contraction

[June 2023]

25. Which one of the following is not
a phase of business cycle

(@) Peak
(b) Trough
(¢) Expansion
(d) Reconstruction
[June 2023]
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26. Actual demand stagnates in
which of the following stage of a
business cycle?

(a) Expansion
(b) Peak
(¢) Contraction
(d) Recovery

[June 2022]
27. The phase of business cycle
in which growth rate becomes
negative and the level of national
income and expenditure declines
rapidly resulting in widespread
unemployment.
(a) Contraction
(b) Recession
(¢) Depression
(d) Recovery

28. Which indicators coincide or
occur simultaneously with the
business cycle movements?

(a) Legal
(b) Lagging
(¢) Leading
(d) Concurrent
[Nov. 20201

29. Expansion phase is characterized
by increases in -

(a) National output, employmentand
demand

(b) Excessive investment over pro-
duction

(¢) Unemployment, workers accept
work at lower wages

(d) Decrease in input demand and
prices fall down

[Dec. 2021]

30. Which business cycle phases are
known as Turning Points?

(a) Trough and Depression
(b) Peak and Trough
(¢) Expansion and Contraction
(d) Peak and Boom
[July 2021]

31.Peaks and troughs of the business
cycle are known collectively as:

(a) Volatility

(b) Turning points

(¢) Equilibrium points

(d) Real business:cycle events

32. sector cannot
be included as ‘cyclical’ businesses.

(a) Electric goods

(b) House builder

(c) Agriculture

(d) Restaurants

{June 2022]

33. Which of the following is not an
example of cyclical business?

(a) Fashion retailers

(b) Ensure builders

(¢) Restaurants

(d) Washing powder

34. The four phases of the business
cycle are:

(a) peak,recession, troughand boom

(b) peak, depression, trough and
boom

(¢) peak, recession, trough and
recovery

) peak, depression, bust and boom
[Nov. 2019/2020]

35.Expansion phase of businesscycle
depicts characteristics except

(a) Consumerspendingon goodsand
services tend to rise

() Business confidence tends to rise

o PN TERRLR LA e e -

BUSINESS CYCLES 5.5

(c) Interest rates and profits tend to
rise

(d) Unemployment tends to rise

[June 2022}

36. state continues
till there is full employment of
resources and production is at its
maximum possible level using avail-
able productive resources.

(a) Expansion
(b) Peak
(¢) Contraction
(d) Depression
37. At ‘trough’ the production in the

economy reaches at which of the
following:

(a) High
(b) Low
(¢) Constant
(d) Negative
[Nov. 2019]
38. The lowest level of economic
activity is called:
(a) Depression
(b) Boom
(¢) Expansion
(d) Contraction

( [Dec. 2021]
39. The different phases of a busi-
ness cycle:
(a) Do not have the same length and
_severity
(b) Expansionphasealwayslastmore
than ten years
(c) Last many years and are difficult
to get over in short periods
(d) None of the above
40. Which phase of business cycle is
characterised byincrease in national
output, employment, aggregate

demand, capital and consumer
expenditure sales, profits etc.?

(a) Depression
(b) Contraction
{c) Trough

(d) Expansion

[July 2021]
41. A typical feature of depression
is in the interest rate.
(a) Rise
(b) Constant
(¢) Fall
(d) Infinity
[June 2022]

42.In phase, the overall
economic activities (i.e. Production
and Employment) are at the lowest
level.

(a) Expansion
(b) Trough
(¢) Peak

(d) Bottom

43. Increase in national output
and other economic variables is a
characteristic of in
Business Cycles

(a) Trough
(b) Depression

{¢) Contraction
(d) Expansion
[June 2023]

44. Peaks and troughs of the busi-
ness cycle are known collectively as:

(a) Volatility

(b) Turning points

(¢) Equilibrium points

(d) Real business cycle events

45. Actual demand stagnates in
which stage:




5.6 BUSINESS CYCLES

(a) Peak

(b) Trough

(¢). Recovery

(d) Contraction

[Nov. 2019]

46. Identify the odd-one in the fol-
lowing:

(a) Downswing

(b) Recession

(¢) Boom

(d) Contraction

47. In which stage of the business
cycle involuntary unemployment is
almost zero?

(a) Expansion
(b) Peak
(¢) Contraction

(d) Recovery
[June 2022]

48. Which of the following chara-
cteristics does not belong to
expansion path of business cycles?

(a) Consumerspendingon goodsand
service tend to rise

(b) Business confidence tends to rise

(¢) Interest rates and profits tend to
rise

(d) Unemployment tends to rise

49. The expansion phase is charac-

terized by high growth rate. What
is the next phase after expansion?

{a) Peak

(b) Contraction

(¢) Downstream

(d) None of the above
50. Which of the following does not
occur during an expansion?

(@) Consumer purchases of all types

of goods tend to increase.

(b) Employmentincreasesasdemand
for labour rises.

(c) Business profits and business
confidence tend to increase.

(d) None of the above.

51. Which phase is the Highest point
of the business Cycle?

(a) Upswing
(b) Downswing
(¢) Peak
(d) Trough
52. In a typical business cycle,
in which phase Supply exceeds
demand?
(a) Expansion
(b) Peak
(¢) Contraction
(d) Recovery
[July 2021]
53. In which of the following phase

of a business cycle, actual demand
stagnates?

(a) Expansion
(b) Peak
(¢) Contraction
(d) Recovery
[July 2021]

54. is the turning
point and the beginning of recession.

(a) Contraction

(b) Depression
(¢) Upswing
(d) Boom
55. A significant decline in general

economic activity extending over a
period of time is:

(a) Business cycle

(b) Contraction phase
(c) Recession

(d) Recovery

56. Which is not an example of
coincident indicator?
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(a) Inflation
(b) GDP
(¢) Financial market trend
(d) Interest raté
[Nov. 2020]

57. Variables that change before the
real output changes are called as:

(a) Trade cycle
(b) Business cycle
(¢) Leading indicators
(d) Lagging indicators
[July 2021]

58. are the variables that
change after the real output.

(a) Leading indicator
(b) Lagging indicator
{c) Coincident indicator
(d) Concurrent indicator

59. When aggregate economic activ-
ity is declining, the economy is said
to be in:
(a) Contraction
(b) An expansion
(¢) Atrough
(d) A turning point
60. According to law trey, which of
the following is correct?
(a) Trade Cycle occurs as a result of
innovation
(b) Trade Cycle is purely monetary
phenomenon
(¢) Fluctuation in economy activity
is due to fluctuation in demand
(d) Fluctuation in government
expenditure
[Jan. 2021]

61. Economic recession shares all of
these characteristics except:

(a) Fall in the levels of investment,
employment. ;

(b) Incomes of wage and interest
earners gradually decline result-
ing in decreased demand for
goods and services.

(c) Investor confidence is adversely
affected and newinvestments may
not be forthcoming.

(d) Increasein theprice ofinputs due
to increased demand for inputs.

62. Which one of the following is not
a feature of Contraction?

(@) Decrease in input demand pulls
input prices down.

(b) Increases of wage and interest
earns gradually decline.

[(c) Producers lower their prices in

order to dispose of their inven-
tories.

(d) BusinessFirmsbecome optimistic
about future state of economy-

63. During recession, the unemploy-
ment rate and output

(a) rises; falls

(b) rises; rises

(¢) falls; rises

(d) falls; falls

[Nov. 2019/Jan. 2021]

64. Excess capacity in capital indus-
tries is the characteristics of which
of the following stage?

(@) Trough

(b) Recovery

(c) Depression

(d) Peak

[Nov. 2019]

65.An unemployment type cause due
to structural changes in the economy
is which of the following:
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(a) Involuntary
(b) Ethical friction
(¢) Full employment
(d) Structural -
[Nov. 20191
66. Chinas recent slowdown causes::

(a) Cycle of decline and panic across
the world.
Countries across the Globe were
able to insulate themselves from
the crisis.

)

(c) Stock markets in the Emerging
Economics largely remained
unaffected.

Old technology fuelled the eco-

nomic decline.

(d)

[Nov. 2019]

67. phase of busi-
ness cycle marks the end of pessi-
mism and the beginning of optimism.

(a) Recovery
(b) Depression
(¢) Upswing
(d) Downswing

68. What is the most visible sign of
recession in an economy?

(@) Fallin the level of employment
(b) Fall in price level
(¢) Rise in the inventory cost
(d) Weakening stock market
[Nov. 2020]

69. Which of the following is an
internal cause of business cycles?

(a) Population growth
(b) Wars
(c¢) Natural factors

(d) Fluctuations in the effective
demand

[Nov. 2020]
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70. Which of the following factors
is an external cause or exogenous
factor which may lead to a boom
or burst?

(a)' Economical factor
(b) Social factor

(¢) Natural factor

(d) Industrial factor

71. The trough of a business cycle
occurs when _ hits its lowest
point.

(@) Inflation in the economy

(b) The money supply

(¢) Aggregate economic activity

(d) The unemployment rate

72. The lowest point in the business
cycle is referred to as the:

(e) Expansion
(b) Boom
(¢) Peak . ¢
(d) Trough
73. The most feature of business
cycles:
(a) Pervasive nature
(b) Regular length
(¢) Periodic intensity
(d) None of these
[Nov. 2020]

74. The period 1929-33 is cited for
e of world economy.
(a) Great depression

(b) Great recovery

(¢) Great upswing

(d) Great downswing

75.Featureof  ~ ijsfallin
interest rates and people’s demand
for holding liquid money.

(a) Contraction

(b) Peak

b 4
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(¢) Trough & Depression
(d) Recovery
[Jan. 2021]

76. In Recovery phase of business
Cycle, the process of reversal is
initially felt in the

(a) Capital market

(b) Labour market

(¢) Production level

(d) Financial market
77.Businessthat are more vulnerable
to charges in business cycle and
whose fortunes are closely linked
to rate of economic growth are
called as : ‘

(a) Vulnerable Business

(b) Cyclical Business

(¢) Leading Business

(d) Lagging Business

[Jan. 2021}

78. Boom and depreciation in busi-
ness cycles are: :

(@) Turning points
(b) Equilibrium points
(c¢) Both (a) and (b)
(d) None of the above
[CA CPT May 2019]

79. Which of the following is not the
phase of business cycles?

(a) Prosperity
(b) Upswing
(¢) Reconstruction
(d) Depression
[CA CPT May 2019]

80. Which of the following is not
a variable in the index of leading
indicators?

(a) Prime Rate

(b) Delayed Deliveries

3.9

(c) Construction permits
(d) New consumer goods orders
[Dec. 2021]
81. Which of the following is not gy,
example of coincident indicator?
(@) Industrial production
(b) Inflation
(¢) Retail sales
(d) New orders for plant and equip.
ment
[Nov. 2019)

82. Those variables that change
before the real output changes are
called.

(a) Leading indicators
(b) Lagging indicators
(¢) Concurrent indicators
(d) \‘Business indicators
[Now. 202713

83. Friction unemployment is the
characteristic of which of the fo].
lowing stages :

(a) Expansion

(b) Peak

' (¢) Construction

d) Récovery
[Nov. 201 9]

84. Identity which among the
following is an example of a lagging
indicator?

(a) Stock market prices
(b) Gross domestic product
(¢) Unemployment
(d) Industrial production
[Dec. 202 1]
85. Leading economic indicators:

(@) Are used to forecast probab]e
shifts in economic policies.

— |
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(b) Are generally used to forecast
economic fluctuations.

(c) Are indicators of stock prices
existing in an economy.

(d) Are indicators of probable reces-
sion and depression.

86. Variables that give information
about therate of change of the expan-
sion or contraction of an economy
more or less at the same time it hap-
pens are called:

(a) Lagging indicators

(b) Coincident indicators

(¢) Leading indicators

(d) Economic indicators

[Dec. 2021]
87. A leading indicator is: "
(a) A variable that tends to move
" along with the level of economic
activity.
A variable that tends to move in

advance of aggregate economic
activity.

()

Avariable that tends to move con-
sequent on the level of aggregate
economic activity.

(d) None of the above.

88. Coincident indicators are also
known as:

(c)

(a) Lagging indicators
(b) Concurrent indicators
(c) Effective indicators
(d) Leading indicators
[Jan. 2021]

89.Those variables that change after
the real output changes are called as:

(a) Lagging indicators
(b) Leading indicators

BUSINESS CYCLES

(¢) ‘Concurrent indicators
(d) Coincident indicators
[June 2022]

90. From the following variance that
change after real output changes
areas

(a) Coincide indicator

(b) Coincide economy indicator
(¢) Lagging indicator

(d) Concurrent indicator

[June 2023]

91. Which of the following is not an
example of lagging indicator?

(a) Consumer price index
(b) Labour cost price per unit
(¢) Commercial lending

(d) Personal income
[June 2023]

02 raifie by ic gimily is measurable

economics factor that changes
before economy starts to follow a
particular pattern of trend.

(a) Lagging indicators
(b) Leading indicators
(¢) Coincident indicators
(d) Concurrent indicator
[Nov. 2020]
93. Which of the following is an

. example of a leading indicator ?

(a) Change in stock prices

(b) Change in unemployment rate

(¢) Change in GDP

(d) Change in commercial lending
activity

94. A measurable economic factor
that changes before the economy
starts follows particulars pattern/
trend is:
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(a) Leading Factor
(b) Lagging Factor
(c) Coincident Factor
(d) Concurrent Factor
[Jan. 2021]

95. Coincident economic indicators
are also called as which of the fol-
lowing?

(a) Leading indicators
(b) Concurrent indicators
(¢) Headed indicators
(d) Capacity indicators
[June 2022]

96. A variable that tends to move
later than aggregate economic activ-
ity is called:

(a) Aleading variable
(b) A coincident variable
(¢) Alagging variable
(d) A cyclical variable

97. Those variables that change
beforethe real output changes prior
to large economic adjustments are
called as

(a) Coincident indicator
(b) Leading indicator
(¢) Concurrent indicator
(d) Lagging indicator
[June 2023]

98. Coincident indicators are also
called as:

(a) Lagging indicator
(b) Leading indicator
(¢) Concurrent indicators

(d) None
[June 2023]
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99. Which of the following best
describes a typical business cycle?

(a) Economic expansions are fol-
lowed by economic contractions.

(b) Inflation is followed by rising
income and unemployment.

(¢) Economic expansions are fol-
lowed by economic growth and
development.

(d) Stagflation is followed by infla-
tionary economic growth.

100. Which of the following is true
about leading indicators?

(a) Measurable economic factors

(b) Changes after real output

(c) Both (a) and (b)

(d)  None [CA CPT May 2019]
101. Last stage of recessionis called:

(a) Depreciation

(b) Recovery

(¢) Slowdown

(d) All of these
[CA CPT May 2018]

102. Variables that change after real
output changes are known as:

(a) Leading indicators
(b) Cyclical indicators
(c¢) Lagging indicators

(d) Coincident indicators
[July 2021]

103. When once peak is reached,
increase in demand is salted, then
phase begins?

(@) Trough
(b) Contraction
(¢) Expansion
(d) Trend
[CA CPT Nov. 2018]
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104. Which of the following macro
economic variables would you
include in an index of leading eco-
nomic indicators?

(a) Employment
(b) Inflation
(¢) Real interest rates
(d) Presidential investment
[CA CPT May 2018]

105. An economic variable that
moves in the opposite direction as
aggregate economic activity down
in expansions, up in contractions
is called:

(a) Procyclical
(b) Counter cyclical
(¢) A-cyclical
(d) A leading variable
[CA CPT May 2018]
106. Fashion Retailer is business of:
(ap Cyclical business
(b) Sun rise business
(c). Sluggish business
(d) None of these
[CA CPT Nov. 2018]

107. Rampant unemployment is
found in;

(a) Boom
(b) Recovery
(¢) Contraction
(d) Depression
[CA CPT May 2018]

108. Which economic indicator is
required to predict the turning
point of business cycle?

{a) Leading indicator

(b) Lagging indicator

(¢) Coincident
(d) All of the above

109. Economics activities will be
declining in the phase of:

(a) Expansion
(b) Depression
(c) Contr?ction
(d) Peak
[CA CPT May 2019]

110. Inthe later stages of expansion,
inputs are difficult to find as they are

of their demand and there-
fore & input prices

(a) short, increase
(b) excess, increases
(c) short, decrease
(d) excess, decrease

111. The economy cannot continue
to grow endlessly. Once Peak is
reached, in demand
is halted & starts in
certain sectors.

(a) increase, decreasing
(b) decrease, Increasing
(¢) increase, Increasing
(d) decrease, Decreasing.

112. is the severe form
of

(a) Depression, Recovery

(b) Depression, Recession
(¢) Recession, Depreciation
(d) Recession, Recovery

113. The great depression of
_ is still cited for the
enormous misery and human
sufferings it caused.

(@) 1929-1930
() 1929-1931
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(c) 1929-1932
(d) 1929-1933

114. Which of the following state-
ment is false?

(@) No economy follows a perfectly
timed Cycle.

(b) Business Cycles vary in intensity
and length.

(¢) There is no set pattern which
Business Cycles follow.

d) Evéry Business Cycle has rela-
tively longer period.

115. Which of the following phase
occurs after threat and before peak?

(a) Boom
(b) Recession
(¢) Expansion
(d) Depression
[Nov. 2020]
116. Economic indicators are:

(a) Aonestroke solutionto check the
phase of economy.

(b) Indicatorsshowing the movement
of economy.

(¢) Some activities which predict the
direction of economy.

(d) Just and illusion.

Features of Business Cycles

117. Industries that are extremely
sensitive to the business cycle are
the:

(a) Durablegoodsand servicesectors.

(b) Non-durable goods and service
sectors.

(c) Capital goods and non-durable
goods sectors.

(d) Capital goods and durable goods
sectors,

[CA CPT May 2018]
118. Business Cycle occurs:
(a) Periodically
(b) In different phases
(¢) Both (a) and (b)
(d) None of the above
[CA CPT May 2019]

119. Features of business cycles
include:

(a) Discuss periodically
(b) Have four different phases
(c) Originatein free Market Economy
(d) All of the above
[CA CPT Now. 2018]

120. Which of the following is not
a characteristic of business cycles?

(a) Business cycles have serious
consequences on the well being
of the society.

(b) Businesscycles occurperiodically,
although they do not exhibit the
same regularity.

(¢) Business cycles have uniform
characteristics and causes.

(d) Business cycles are contagious
and unpredictable.

[Jan, 2021, July 2021]
121.Whichofthe following statement
is correct?
(@) No economy follows a perfectly
timed cycle.

(b) Economy follows a perfectly
timed cycle.

(¢) Most of the economy follows a
perfectly timed cycle.
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(d) Capitalist economy follow a per-

fectly timed cycle.
[June 2022]

122. Which is not the characteristic
feature of expansion phase in busi-
ness cycle?

(a) Increase in national output

(b) Unemployment

(¢) Rise in price and costs

(d) Boost in business confidence
[CA CPT May 2019]

123. Business Cycles are exceed-
ingly Complex phenomena because

(a)

they do not have uniform char-
acteristics and causes.

()
(c)

they are caused by varying factor.

it is difficult to make an accurate
prediction of trade cycles before
their occurrence.

(d) all of the above.

124. Repercussions of Business
Cycles get simultaneously felt on
the economic variable:

(a) Output and employment.

(b) Investment & Consumption
(¢) Interest, Trade & Price levels
(d) All of the above.

125. Business Cycles have
consequences on the well-being of
the society.

(a)
(b)
(c)
(d)

126. What is incorrect about busi-
ness cycle?

some
serious
no

moderate

(a) They occur periodically.
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(b) They exhibit same regularity.
(¢) The duration of cycles vary.
(d) The intercity of fluctuations also
varies.
127. Which is a feature of business
cycles?
(a) Pervasive in nature

(b) Occurs in restrictive market
economy

(¢) Periodical regularity
(d) Tt has same reasons
[June 2023]

128. Business cycle generally origi-
nate in free market economies, what
is a free market economy?

(a) The economy where government
is in possession of major assets.

)

The economy where private flrms
control major assets.

(¢) Theeconomy decisions of produc-
tions are taken by public sector

undertakings,

(d)

The economy where price is con-
trolled by government.

129. Which of the following state-
ment is correct?

(a) The business cycle largely affects
the agricultural sector.

(b) The business cycle largely affects
small employees.

(¢) The business cycle generally
affects all sectors of economy but
business sector in particular.

(d) The business cycle affects low
wages workers.

130. The disturbances in one ormore
Sectors other Sectors.

(a) do not affect
(b) equally affect
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(c) gets easily transmitted to all
(d) none of the dbove

131. Business cycle is contagious
and. .. in character?

(a) Local
(b) Regional
(¢) National
(d) International
[Jan. 2021]

Causes of Business Cycles

132. Business Cycles may occur
due to:

(a) External Causes
(b) Internal Causes
(¢) Both (a) & (b)

(d) Either (a) or (b)

133. According to Monetarists,
business cycles occur due to:

(a) Changesinaggregate expenditure

in.economy
(b) Innovation

(c¢) Unplanned changes in the money
supply
(d) Waves of optimism & pessimism

134. According to some economists,
are the prime causes
of business cycles.

{a) Fluctuations in effective demand
(b) Fluctuations in investments

(¢) Macroeconomic policies

(d) All of the above
[CA CPT May 2019]

135. Which of the following is ex-
treme or exogeneous following that
lead to boom or burst?

(a) Economic factor
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(b) Social factor
(¢) Natural factor
(d) Industrial factor
[June 2023]

136. Which of the following is not
an internal factor?

(a) Fluctuations in effective
(b) Fluctuations in investment
(c) Macro economic policies
(d) Post war reconstruction
[June 2023]

137. Which internal factor affect the
Business cycle?

(a) Fluctuations in investment
(b) Natural factors
(¢) Technology shocks

(d) Population growth
[CA CPT Nov. 2018, July 2021]

138. The internal causes of business
cycle is:

(@) Fluctuation in effective demand
(b) Technology shocks
(c) Both (a) and (b)

(d) None .
[CA CPT May 2019]

139. The internal cause of business
cycle is ;

(a) Technology shocks
(b) Fluctuation in effective demand
(c) Post war reconstruction

(d) Population Growth
[Nov. 2019]
140. A decrease in government
spending would cause:

(a) The aggregate demand curve to
shift to the right.

(b) The aggregate demand curve to
shift to the left.
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(¢) A movement down and to the
right along the aggregate demand
curve.

(d) A movement up and to the left
along the aggregate demand
curve.

141. Modern business activities are
based on the anticipations of busi-
ness community and are affected by
waves of optimism or pessimism,
according to

(a) Pigou

(b) Keynes

(¢) Hawtrey

(d) Schumpeter

[CA CPT May 2019, Nov. 2020]

142. According to
trade cycles cccur due to onset of
innovations.

(a) Hawtrey
(b) ADAM Smith
(¢) JM Keynes
(d) Schumpeter
' [Jan. 2021]

143. Fluctuations in economic activ-
ity are due to fluctuations in aggre-
gate effective demand. The theory
is propounded by

(a) Keynes
(b) Schumpeter
(¢) Nicholas Kaldor
(d) Pigou
[Dec. 2021]

144. Whose statement out of these
is false?

(a) Hawtrey - “Trade cycle is purely
Monetary phenomena”

(b) Keynes - “Fluctuations in aggre-
gate Demand”
(¢) Pigou - “Fluctuations in invest-
ment”
(d) Schumpeter - “Innovations”
[CA CPT Nov. 2018]
145. Optimistic and Pessimistic
mood of business community also

affects the economic activities is
view of

(a) Hawtrey
(b) Schumpeter
(c) Pigou
(d) Marshall
[Jan. 2021]

146. The most probable outcome of
an increase in the money supply is:

‘(a) Interest rates to rise, investment
spending to rise, and aggregate
demand to rise.

(b) Interest rates to rise, investment
spending to fall, and aggregate
demand to fall.

(c) Interest rates to fall, investfnent
spending to rise, and aggregate
demand to rise. :

(d) Interest rates to fall, investment
spending to fall, and aggregate
demand to fall.

147. In the long run, a reduction in

labour supply would cause output to
and the aggregate price

level to :

(a) fall, rise

(b) fall, fall

(¢) rise, fall

(d) rise, rise.

[CA CPT May 2018]
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148. According to some economists
whichis not the prime cause of Busi-
ness Cycles?

(a) Fluctuations in investment
(b) Micro Economic policy

(c) Impact on aggregate economic
activity

(d) Psychological factors
[Nov. 2019]

149. Endogenous factors refers to
causes.

(a) Internal
(b) External
(¢) Economic
(d) Ecological

150. According to which economist
trade cycle is a purely monetary for
phenomenon:

(a) Schumpeter
(b) Pigou
(¢) Hawtrey
(d) Marshall
[CA CPT May 2018]

151. According to whom “Business
fluctuations are the outcome of
some psychological states of mind
of business community”?

(a) Marshall
(b) A.C.Pigou
(¢) JK. Hicks
(d) Schumpeter

[July 2021]
152, The difference between exports
and imports is the for

goods and services.
(a) Net foreign demand

(b) Gross Foreign demand

(¢) Net Outflow
(d) Net Inflow

153. The external causes which may
lead to boom or bust do not include:

(a) Psychological Factors
(b) Wars

(¢) Technology Shocks
(d) Natural Factors

154. According to Keynes, fluctua-
tions in Economic activities are due
to:

(a) Fluctuationinaggregate effective
demand

(b) Innovations

(c) Changes in money supply

(d) Fluctuationinagricultural output

155. theory holds that
business cycles result from the fact
that present prices substantially
influence the production at some
future date.

(a) Schumpeter’s
(b) Hawtrey's
(c) Cobweb

(d) Pigou’s

156. Who propounded the Cobweb
theory?

(a) Nicholas Kaldor
(b) Hawtrey

(¢) Adam Smith
(d) Schumpeter

157. According to .
Trade Cycle is a purely monetary
phenomenon.

(a) Nicholas Kaldor
(b) Hawtrey

(¢) Adam Smith
(d) Schumpeter
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158. According to o

modernbusiness activities are based
on the anticipations of business
Community and one affected by
waves of optimism or pessimism,
(a)’ Pigou

(b) Schumpeter

(¢) Adam Smith

(d) Hawtrey

159. Inafree market economy, where
maximization of profits is the aim of
business, a higher level of aggregate
demand will induce businessmen to
produce more. As a request, there
will be more ___~

(a) Output

(b) Income

(¢) Employment
(d) All of these

160. When companies lay off work-
ers, consumers lose their jobs and
stop buying anything but necessi-
tates. That causes a

(a) Downward Spiral |

(b) Cross Spiral

(c) Upward Spiral

(d) Triangle Spiral

161. is considered
to be the most volatile Component
of the aggregate demand.

(a) Investment Spending
(b) Saving Flow

(¢) Expenditure behaviour
(d) None of these

162. Investments may rise when the
rate of interest is _ in the
economy.

(a) High

(b) Moderate
(¢) Low
(d) Very high
163.Increase ininvestment; shift the

aggregate demand to the ;
leading to

(a) right, economic expansion
(b) right, depression
(¢) left, economic expansion
(d) left, depression
164. The most common method of
boosting aggregate demand is:
(a) Increased Government Spending
(b) Tax Cuts
(¢) Both (a) & (b)
(d) None of these
165. The macroeconomic policies
which cause business cycles maybe:
(a) Monetary Policy
(b) Fiscal Policy
(¢) Both (a) & (b)
(d) None of these
166. In case of softening of interest
rateS, = oy Wil =/
(@) There will be inflationary effects
‘ and increase in unemployment
rates.
(b) There will be deflationary effects
and increase in unemployment
rates.

(¢) There will be inflationary effect
and decline in employment rates.

(d) There will be deflationary effects
and decline in employment rates.

167. Which of the following is anti-
inflationary measure which causes a
downward pressure on the aggregate
demand and the economy slows
down?
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(a) Reductionin Government Spend-
ing

() Increase in Taxes

(¢) Increase in Interest Rates

(d) All of these

Relevance of Business Cycles in
Business decision making

168. How many phases are their in
business cycle?

(a) Four
(b) Five
(¢) One
(d) Many
[CA CPT Nov. 2018]

169. Business Cycles effect
of an economy.

(a) Social Aspects
(b) Economic Aspects
(¢) All Aspects

(d) No Aspects

170. Which of the following indus-
tries are less sensitive to business
cycle?

(a) Consume goods industry

(b) Durable consumer goodsindustry

(c) "Travel and Tourism Industries

(d) Food Grain processing Industries
[June 2023]

171. The period of prosperity opens
up new and superior opportunities
for thereby promotes
business.

(a) Investment and Unemployment
(b) Employment and Production

(¢) Production, Unemployment &
Savings

) Investmen, Bmplo yment and

PrOduCtion
17;. A ])eriod of ’F___,._,_-—-———*&
R busmess o[)i)uﬂtnmhcs an

profits,
(@) Recessigp

(b) Depressioy,

(¢) Either (g) o )
(d) None of these

.173. BUSlnesS CYCIeS have .———
influence on Bygjpess decisions:

(a) Negligible
(b) Least

(¢) No

(d) Tremendous

174. Which Externa] Factor affect
the business cycle?

(a) Population growth
(b) Variationingovernmentspending
(¢) Money supply
(d) Macro economic policies
{CA CPT Nov. 2018}

175. Economy-wide trends can have
significant impact on

(a) Capital Goods Industries
(b) FMCG Industries

(¢) Social activities

(d) All types of business

176. Business cycle is contagious and
in character?

(a) Local
(b) Regional
(c) National
(d) International
[CA CPT Nov. 2018]
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177. Businesses whose fortunes
are closely linked to the rate of

_economic growth are referred to as

business.

(a) FMCG

(b) Durable goods
(¢) Fluctuating
(d) Cyclical

178. The world economy suffered
the longest, deepest and most wide-
spread depreciation of the 20th
century during?

(a) 1934
(b) 1928
(c) 1930
(d) 1932
[CA CPT Nov. 2018]

179. Which of the following business
are examples of “Cyclical business”?

(a) Fashionretailers, electrical goods
& house-builders.

Answer
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(b) Restaurants, advertising and
overseas tour operators.

(¢) Construction and other infra-
structure firms.

(d) All of the above.
180. The Stage/phase of the business
Cycle is important for:

(a) Making managerial decisions
regarding expansion or down-
sizing.

(b) Anew businesstodecide on entry
into the market.

(¢) The success of a new product.
{d) All of the above.

181. Due to recession, employment
rate and output
respectively.

(a) Rises and rises
(b) Falls and falls

(c) Rises and falls
(d) Falls and rises

Y

.| ®»| 2 |@] 3 |@]| 4

@ |5 |®| 6 | @] 7 |@

8. || 9 | () |10.]| ) | 11.

) | 12. | @ | 13. | (@) | 14. | (@)

15. | (¢) | 16. | (d) | 17. | (c) | 18.

(@ | 19. | (b) | 20. | (¢) | 21. | (o)

22. | (@) | 23.| (b) | 24. | (@ | 25.

(d) | 26.| (b) | 27.| (c) | 28. | (d)

29. | (@) | 30. | (b) | 31. | (b) |'32.

(c) | 33.| (d) | 34. | (¢) | 35. | @

36. | (@) | 37. | (b) | 38. | (@) | 39.

(@) | 40. | @) | 41. | (c) | 42. | ()

43. | (d) | 44. | (b) | 45. | (a) | 46.

(c) | 47. | (@) | 48. | (d) | 49. | (a)

50. | (d) | 51. | (¢) | 52. | (¢) | 53.

®) | 54. | (@) | 55. | (¢) | 56. | (d)

57. | (¢) | 58. | () | 59. | (a) | 60.

®) | 61. | (d) | 62. | (d) | 63. | (a)

64. | (@) | 65. | (d) | 66. | (@) | 67.

(@) | 68. | (b) | 69. | (d) | 70. | (c)

1. | (©) | 72. | @) | 73. | (@) | 74.

(@ | 75. | () [ 76. | (b) | 77. | ®)

78. | (@) | 79. | (c).| 80. | (@) | 81.
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UNIT 1 : NATIONAL INCOME ACCOUNTING

Introduction

1. National Income is a Concept of

(a) Macro-Economics
(b) Micro-Economics
(¢) Both (a) and (b)
(d) None of above

2. Which of the following Ministry is
responsible in India for the compila-
tion of National Accounts Statistics?

(a) Ministry of Commerce & Industry
(b) Ministry of Social Affairs
(¢) Ministry of Finance

(d) Ministry of Central Statistical
and program Implementation

3. National Income Accounting was
pioneered by

(a) Simon Kuznets

(b) Simon Kuznets and Richard
Stone

(¢) Simon Kuznets, Richard Stone
and Adam Smith

(d) None of these

4. National Income accounts are
extremely useful:

(a) For analyzing and evaluating the
performance of an economy.

(b) For knowing the composition and
structure of the national income,
income distribution and eco-
nomic forecasting.

(¢) For choosing economic policies
and evaluating them.

(d) All of the above.

5. is a government
bookkeeping system that measures
a country’s economic activity -
offering in sight into how an econ-
omy is performing.

(a) National Income Accounting

(b) Economy Accounting
(¢) Notional Inflow Accounting
(d) Net Income Accounting

6. National Income Statistics pro-
vide a basis for macro

economic modelling and analysis.
(@) Quantitative

(b) Qualitative

(¢) Descriptive

(d) Analytical

6.1




6.2 DETERMINATION OF NATIONAL INCOME

Different Concepts of National
Income

7.Gross Domestic Product at market
Price (GDP,,) refers to the Gross
Market Value of all ___goods
and services produced with in the
domestic territory of a country dur-
ing a given period.

(a) intermediate

(b) final

(¢) work-in-progress
(d) None of the above

8. “Market Price” in GDP,  Signifies
that
(@) It Includes amount of indirect
taxes paid.

(b) Tt excludes amount of subsidy
received.

(¢) The Net Indirect Taxes (NIT)
have been included.

(d) All of the above
9. “Gross” in GDP,,,, Signifies that

(a) No provision has been made for
depreciation.

(b) Only final goods and services
have to be included.

(c) Only domestic territory has been
considered for goods/Services

(d) Net Indirect Taxes have been
included.

10. refers to net market
value of all the final goods and ser-
vices produced within the domestic
territory of the country during a
period of one year.

(a) GDP,,,
(b) GNP,
(c) NDP,,
(d) NNP,,

11. What is the relationship between
GDP,_ and NDP,?

(a) NDP,, = GDP,, ~ Depreciation
(b) NDP,,, = GDP,,, + Depreciation

(c) NDP,,, = GDP,,, — Net Indirect
Taxes

(d) NDP,
* Taxes.

GDP,,

» + Net Indirect
12. The concept of ‘resident unit’
involved in the definition of GDP
denotes

(@) A business enterprise which be-
longs to a citizen of India with
production units solely situated
in India

(b) The unit having predominant
economicinterestinthe economic
territory of the country for one
year or more irrespective of the
nationality or legal status

(c) A citizen household which had
been living in India during the
accounting year and one whose
economic interests are solely in
India

(d) Households and business enter-
prises composed of citizens of
India alone living in India during
the accounting year.

13. GDP,,, may be regarded as

(a) National GDP
(b) Nominal GDP

(c) Real GDP
(d) Aggregate GDP
14. is a price index

which is calculated by dividing the
nominal GDP in a given year by the
real GDP for the same year and
multiplying it by 100?

w
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(a) GDP Deflator
(b) GDP Inflator
(c) GDP Velocity
(d) GDP Accelerator

15. The formula for computing Real

GDP is ;

(a) GDP for the Current year x Base
Year (100)

(b) GDP for the Base year x current
year Index

GDP for the Current year x
Base year (100)

Current Year Index

(c)

GDP for the Current year x
Current year Index

Base Year (100)

16. GDP at Current Prices means

@

(a) Nominal GDP

(b) Real GDP

(c) GDP at constant prices
(d) None of these

17. Which one of the following is the
correct formula for computation of
GDP Deflator?

Nominal GDP

1
@) R e LY
Real GDP
b 1
) Nominal GDP R

Nominal GDP x Real GDP
100
(d) (Nominal GDP - Real GDP x 100

18. GDP Deflator is a price index
used to convert

(a) Nominal GDP to Real GDP

()

(b) Nominal GDP to National GDP
{(¢) Real GDP to National GDP
(d) Nominal GDP into percentage.

19. The GDP deflator measures the
level of prices relative to

the level of prices in the

year.

{a) base, current
(b) current, base
(c) base, base

(d) current, current

20. What is Real GDP if Nominal
GDPis 1150 Units and GDP Deflator
is 143.75?

(a) 800

(b) 1,653.125

(¢) 125

(d) None of these

21. Since nominal GDP and real
GDP must be the same in base year,
the deflator for the base year is

(a) Always Zero

(b) Always 100

(¢) Always Equal o Nominal GDP
(d) Always Equal to Real GDP

22, If the GDP deflator is greater
than 100, then—

{(a) Nominal GDP = Real GDP
(b) Nominal GDP > Real GDP
(¢) Nominal GDP < Real GDP
(d) Nominal GDP > Real GDP

23. The GDP Deflator is calculated at
78.49. What conclusion can be drawn
regarding level of prices of the year
in comparison with the base year?

(a) Price level has fallen.

(b) Price level has increase.



6.4 DETERMINATION OF NATIONAL INCOME

(¢) Price level remained constant.
(d) No Conclusion can be drawn.

24. Find nominal GDP if real GDP is
475 and price index is 118.

(@) 402.54
(b) 560.5
(c) 24.84
(d) None of these

25. The nominal GDP of a Country in
the base year is given at ¥ 600 crores.
Inthe Current year, the nominal GDP
increases to ¥ 1200 crores and price
index rises to 110. What will be GDP
Deflator in Current Year?

(a) 100
) 110
(c) 120
(d) None of these

26. What is the price index of the
current Year if Nominal and Real
GDP for Current Year are 540 and
450 respectively?

(a) 100
(b) 120
(c) 83.33
(d) None of these
Instruction for Questions (27 to 31)

Consider the following data and answer
the questions 27-31

Year [2019| 2020 | 2021 | 2022 | 2023

GDP 100 [119.15(141.08|135.71|129.75
Deflator

27. Which Year is the base Year?
(a) 2019
(b) 2020
(c) 2021
(d) None of the above

28. In which year the Nominal GDp
is greater than Real GDP?

(a) 2020

(b) 2020-21
(c) 2020-22
(d) 2020-23

29, In which year the Nominal GDP
and Real GDP are the same?

(a) 2019
(b) 2020
(c) 2021
(d) None of these

30. From year 2020 to 2023, the
price levels are higher than that of
the base year 2019. In which year,
it is highest?

(@) 2019
(b) 2021
(c) 2023
(d) 2020

31. In which year, the price level
has fallen?

(a) 2022
(b) 2022-2023
(¢) 2020
(d) 2020-2021

32. While computing various

basic aggregates of national income, .

the basis of distinction between
“Gross” and “Net” is:

(a) Depreciation

(b) Consumption of fixed capital
(¢) Both (a) and (b)

(d) None of the above

33. Gross Domestic Product (GDP)
of any nation.
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(a) excludes capital consumptionand
intermediate consumption

(b) is inclusive of capital consump-
tion or depreciation

(¢) is inclusive of indirect taxes but
excludes subsidies

(d) None of the above

34. Gross National Product at mar-
ket prices GNP, is:

(a) GDP,, + NetFactor Income from
Abroad

(b) GDP,, - Net Factor Income from
Abroad

(c) GDP,,, - Depreciation
(d) GDP,,, + Net Indirect Taxes

35. What is the relationship between
Net Domestic Product (NDP,,.) and
Gross Domestic Product (GDP,,.)?

(@) NDP,,, = GDP,,, — Depreciation
(b) NDP,,, = GDP,,, + Depreciation
(c) GDP,,, = NDP, , - Depreciation
(d) None of these

36. Choose the correct statement.

(a) GNP includes earnings of Indian
corporations overseas and Indian
residents working overseas; but
GDP does not include these

(b) NNP__ = National Income = FID
(factor income earned in domestic
territory) - NFIA.

(c) Capital goods and inventory
investment are excluded from
computation of GDP

(d) NDP,, = GDP,, + Depfeciation

37. If Net factor income from abroad
is positive, then

(a) GNP,,, = GDP,,
(b) GNP, > GDP,,,

(c) GNP, < GDP,,
(d) None of the above
38. Which of the following formula
is correct for computation of GNP
at market price?
(@) GNP, = GDP,, + Depreciation
(b) GNP, = GDP,, + Net factor
Income from abroad
(c) GNP, = GDP,,, — Depreciation
(d) GNP, , = GDP,,, — Net factor
Income from abroad
39. Which is the distinction between
“National” and “Domestic”?
(a) National = Domestic + Net factor
Income from abroad.

(b) National = Domestic — Net factor
Income from abroad

(¢) Domestic = National + Net factor
Income from abroad

(d) None of the above
40. Which of the following is correct?
(a) NNP, . = GNP, - Depreciation.
(b) NNP,,, = NDP,,, + Net factor
Income from abroad.

(c) NNP,, = GDP,,, + Net factor
Income from abroad — Deprecia-
tion.

(d) All of the above.

41, What is the basis of distinction
between market price and factor
cost?

(a) Market Price = Factor Cost +
Indirect Taxes — Subsidies

(b) Market price = Factor Cost + Net
Indirect Taxes — Subsidies

(¢) Market Price = Factor Cost — Net
Indirect Taxes

(d) None of the above
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42, The basis of distinction between
market price and factor cost is:

(a) Net factor income from abroad

(b) Net indirect taxes (i.e., Indirect
taxes - Subsidies)

(¢) Net indirect taxes (i.e., Indirect -

taxes + Subsidies)

(d) Depreciation (consumption of
" fixed capital)

43. Mixed income of the self-
employed means:

(a) Net profits received by self-
employed people

(b) Outside wages received by self-
employed people

(¢) Combined factor payments which
are not distinguishable

(d) Wages due to non-economic
activities
44.If net factor income from abroad
is positive, then:

(a) national income will be greater
than domestic factor incomes.

(») national income will be less than
domestic factor incomes.

(c) net exports will be negative

(d) domestic factor incomes will be
greater than national income

45. The formula to calculate Net
Domestic Product is:

(a) GrossNational product/Deprecia-
tion

(b) Gross domestic product - Depre-
clation

(¢) Gross domestic product + Depre-
ciation

(d) Gross National product + Depre-
ciation

S R R

46. Which of the following is alterna.
tively known as the National Income?

(a) Gross National Product at factor

Cost
(b) Net National Product at Market
Price :
(¢) GrossNational Productat Market
Price
(d) Net National Product at Factor
Cost
47. is Gross Domes-

tic Product (GDP) plus net factor
income from abroad.

(a) Net domestic product
(b) Gross national product
(¢) Net national product
(d) Gross domestic product

48. Consider the following state-
ments. :

(i) NNP (at market price) = GNP (at
market price) Depreciation

(ii) NNP (at factor cost) = NNP (at
market price) + indirect taxes sub-
jects.

Which of the following is CORRECT?
(a) Both (i) and (ii) are TRUE
(b) (i) is TRUE and (ii) is FALSE
(c) (i)is FALSE and (ii) is TRUE
(d) Both (i) and (ii) are FALSE.

49. What is the formula to compute
Operating Surplus?

(a) Gross Value added at Factor Cost
- Compensation of Employees -
Depreciation i

(b) Gross Value Added at Factor Cost
+ Compensation of Employees +
Depreciation
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OME
(c) GrossValueAddedatMarketPrice (q) 1 109,
- Compensation of Employees ®) 11 10/0
(d) GrossValue Added at Factor Cost (c) 909 ¥
- Compensation of Employees + o
d) 10%

Depreciation

50. The formula to compute GDP at
Factor Cost is:

(@) GDP at Factor Cost - Indirect
Taxes - Subsidies

() GDP at Market Price - Indirect
Taxes

(c) GDP at Market Price - Indirect
Taxes + Subsidies

(d) GDP at Factor Cost + Indirect
Taxes - Subsidies

51. Which of the following needs
to be deducted to derive NDP from
GDP?

(a) Net Sales

(b) Depreciation

(c) Net Profit

(d) Net Loss

52. Normally, NNP at market prices
is higher than NNP at factor cost
because

(a) Indirecttaxesexceed government
subsidies.

(b) Government subsidies exceed
Indirect taxes.

(¢) Indirect taxes equal to govern-
ment subsidies.

(d) Depreciation is always Nil.

53. In a particular year, the value of
nominal GNP of an economy was
T 9,000 crores. The value of GNP
of that economy during the same
year, evaluated at the price of the
base year, was ¥ 10,000 crores. The
value of GNP deflator for that year
in percentage terms was:

54. The vallle of NDP at FC wﬂl be

is g’iverif.the following informatlon
GNP at MP . 215,000
Depreciation . 21,000
NFIA . 7800
Net Indirect Taxes : % 1,500
(@) T 11,700

(b) T 16,000

(c) 16,800

(d) None of these

55. Which of the following formula
to be used for deriving GNP at Mar-
ket Prices?

(a) NNPatMarket Prices + Deprecia-
tion )

(b) NNP at Market Prices - Deprecia-
tion

() NNP at Factor Cost + Deprecia-
tion

(d) GNP at Factor Cost - Deprecia-
tion.

56. Which of the following is the
correct formula?

(a) Net Domestic Product (at factor
cost) = Gross Domestic Product
(at Market Price) - Depreciation

(b) NetDomestic Product (at Market
Prices) = Gross Domestic Prod}lct
(at Market Prices) - Depreciation

(¢) NetDomestic Product (at Market
Prices) = Gross Domestic Pr.od.uct
(at Market Prices) + Depreciation

(d) GrossDomestic Product(at fact01t”
cost) = Net Domestic Product {2
factor costs) - Depreciation

]
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57. Which of the following repre-
sents National Income?

() NNP at MP
(b) NNP at FC
(c) GNP at MP
(d) GNP at FC

58. In which type of economy,
domestic income is equal to natio-
nal income?

(a) Flexible Economy
(b) Rigid Economy
(¢) Open Economy
(d) Closed Economy

59. Which of the following is not a
component of operating surplus?

(a) Compensation of Employees

(b) Interest

(c) Royalty

(d) Rent
60. What is the formula to compute
Operating Surplus?

(a) Gross Value Added at Factor Cost
- Compensation of Employees +
Depreciation

(b) Gross Value Added at Factor Cost
+ Compensation of Employees +
Depreciation

(c) Gross Value added at Factor Cost
- Compensation of Employees -
Depreciation

(d) GrossValue Added at Market Price
- Compensation of Employees

61. The ratio [(Nominal GDP)/(Real
GDP)] is known as:

(a) Wholesale Price Index
(b) GNP deflator

Y

(¢) Consumer price index
(d) GDP deflator

62. Which of the following is not
included in Domestic Income?

(a) Wage & Salaries

(b) Interest & Dividends

(¢) Income carned from abroad
(d) Noné of the above

63. Which of the following will give
Personal Income?

(a) Private Income - Undistributed
Corporate Profits - Profits Taxes

(b) Private Income + Undistributed
Corporate Profits - Profits Taxes

(¢) Private Income + Undistributed
Corporate Profits + Profits Taxes

(d) Private Income - Undistributed
Corporate Profits - All Taxes

64.

Private Income : 110,000

Undistributed < 2,000
Corporate Profits

Profit Taxes : [T 500
What is Personal Income?

(a) ¥7,500

(b) ¥8,000

(c) ¥8,500
*(d) 10,000

65. When imports exceed exports,
which of the following is incorrect?

(a) Net income earned from abroad
is negative

() Domestic income will be different
from national income

(¢) Domestic income is greater than
national income
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(d) National income is more than
domestic income.

66. The GDP per capita is

(a) a measure of a country’s econo-

mic output per person

(b) actual current income receipts of
persons

(¢) national income divided by popu-
lation

(d) (a)and (c) above
67. Which of the following is an ex-
ample of transfer payment?

(a) Old age pensions and family pen-
sions

(b) Scholarships given to deserving
diligent students.

(¢) Compensation given for loss of
property due to floods
(d) All of the above
68. Which of the following is added

to national income while calcula-
ting personal income?

(a) Transfer payments to individuals

(b) Undistributed profits of cor-
porate

(¢) Transfer payments made to for-
eigners
(d) Mixed income of sell employed
69. What is the relationship of

Disposable Personal Income (DI)
and Personal Income (PI)?

(a) DI = PI + Personal Income Taxes
+ Non-Tax Payments

(b) DI = PI - Personal Income Taxes
+ Non-Tax Payments

(¢) DI = PI - Personal Income Taxes
— Non-Tax Payments

(d) None of the above
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70. Consider the following data:

GNP at MP 9,500
Depreciation 540
=2

Net Factor income 410
from abroad
&t indirect Taxes 630
Calculate NDP at FC.

(a) 7,920

(b) 8,550

(¢) 8,960

(d) None of these

71.The net domestic product at mar-
ket price of an economy is ¥ 6,400
crores. The Capital Stock is worth
¥ 6,000 crores and it depreciates at
the rate of 10% p.a Indirect Taxes
amounted to T 290 Crores, Subsidies
amounted to T 30 Crores, Factor In-
come from the rest of the world is ¥
500 crores & to rest of the world is
¥ 650 Crores. What will be GNP ?

(a) ¥ 7,190 Crores
(b) % 6,590 Crores
(¢) 6,330 Crores
(d) % 6,180 Crores

72. Consider the following infor-
mation:

GNP, 35,600
Consumption of fixed 3,900
capital

Indirect Taxes 210
Factor Income from 600
abroad

NDP,,, 32,000
Factor Income to Abroad 750
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Calculate the amount of subsidies.
(a) ¥ 40 crores
(b) T 50 crores
(¢) T 60 crores
(d) None of these.

73. Calculate consumption of Fixed
Capital from the following data:

Particulars % in crores
NNP at Factor Cost 6,250
GDP at Market Price 7,000
Net Indirect Taxes 250
Net Factor Income 150
from Abroad

{a) ¥ 450 Crores
(b) T 550 Crores
(¢) % 650 Crores
(d) None of these
74. Consider the following data:

Particulars Tin

Crores

Compensation of Employ- 1,200

ees

Operating Surplus 2,400

Consumption of fixed 480

capital

Mixed income of Self 1,320

employed

Net Indirect Tax 540

Rent 660

Profit 960

Net factor Income from -60

abroad

Which of the following is incorrect?
(a) GDP at MP =X 5,940 Crores.
() GNP at MP =X 5,880 Crores.
(¢) NNP at MP =X 5,400 Crores.
(d) NNP at FC = ¥ 5,940 Crores.
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75. NNP,,, = T 15,053 Crores
Indirect Taxes = ¥ 335 Crores
NNP, . = T 14,980 Crores

What will be the amount of subsidieg
and Net Indirect Taxes?

(a) T 262 crores & T 73 crores.
(b) T 73 crores & 262 crores.
() % 335 crores & ¥ 189 crores.
(d) T 189 crores & T 335 crores.

76. The GDP at market price of a
country in a particular year was ¥
1,900 crores. The National Income
and Net factor Income from abroad
were T 1671 crores andT 107 Crores,
If the Value of Net Indirect Taxes
was T 210 Crores. What is aggregate
value of Depreciation?

(a) % 126 Crores

(b) % 142 Crores

(c) T 336 Crores

(d) None of these
77.NNP,,, =X 2,850 Crores
Indirect Taxes = ¥ 209 Crores
Subsidies = T 32 Crores
Net Indirect Taxes = T 177 Crores.

Saving of Private Corporate Sector
= 28 Crores.

Personal Income = T 2,215 Crores.

What is the amount of National
Income?

(a) ¥ 3,059 Crores

(b) T 2,673 Crores

(c) T 2,645 Crores

(d) None of these
78. GNP, . = X 58,350 Crores.
Depreciation = ¥ 1,625 Crores.
Subsidies = ¥ 1,540 Crores.

Y

DETERMINATION OF NATIONAL INCOME

Indirect Tax = ¥ 2,590 Crores.

Net factor Income from abroad =
Z 240 Crores.

Calculate Domestic Income.
(@) ¥ 58,590 Crores '
(b) T 56,965 Crores
(¢) 55,915 Crores
(d) None of these
79. GNP, is equal to NNP_. When:

(a) Netfactorincome from abroad is
Zero

(b) Net Indirect tax is zero

(¢) Consumption of Fixed Capital is
Zero

(d) None of the above

Circular flow of Income

80. Which of the following is a phase
of circular flow of Income?

(a) Generation Phase
(b) Distribution Phase
(¢) Disposition Phase
(d) All of the above

81. Which one of the following State-

ment is false as regards the concept
of flow?

(a) Flow variable refers to that vari-
able, which is measured over a
period of time

(b) Flow has a time dimension as its

magnitude can be measured over
a period of time.

(c) Flow is a static concept

(d) All of the above
82. There are 3 different phases in
circular flow of income. Which one

of the following phase is relation
with generation of income?

6.11

(a) Production Phase
() Income Phase

(¢) Expenditure Phase
(d) Any of the above

83. The expenditure phase of circu-
lar flow of income is related with

(@) Generation of Income
(b) Distribution of Income
(c) Disposition of Income
(d) Production of Income

84. “Distribution of income” js relat-
ed with which of the following phage
of circular flow of income?

(a) Production Phase

(b) Income Phase

(¢) Expenditure Phase
(d) None of the above

85, - ____is the flow of goods
and services between firms and
households.

(a) Real Flow

(b) Money Flow

(¢) Consumption Flow
(d) Generation Flow

86. Which of the following is correct
about Money Flow?

(a) 1t is the flow of money between
firms and households.

(b) It involves exchange of money;,
(c) Ttisalso known as Nominal flow,
(d) All of the above

87. Real flow refers to the flow of
factor services from

(a) firms to households.
(b) households to firms
(¢) firms to Government

(d) Household to Government.
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88. Which one of the following is a
Stock?

(a) ‘Wealth
(b) Profits
{¢) Exports
(d) Saving

89. Which one of the following is
NOT a flow?

(a) Income

(b) Depreciation

(¢) Capital

(d) Investment
90. Which of the following is inclu-
ded in Real Flow?

(a) Flow of Services

(b) Flow of Goods

(c) Both (a) and (b)

(d) Neither (a) not (b)
91. Which of the following is Con-

sidered as a part of nominal flow in
the circular flow of income?

(a) Flow of factor Payments from
firms of household

(b) Flow of goods and Services from
firms to households.

(¢) Flow of factor Services from
household to firms.

(d) All of these

Methods of Measurement of
National Income in India

92. Under which of the following
methods of computing national
income, the production value of
following sectors are added up- Ag-
riculture, Manufacturing, Construc-
tion, Transport and Communica-
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tion, Banking, Administration and
Defence.

(a) Income Method

(b) Expenditure Method
(c) Value Added Method
(d) Profit Method

93. Which of the following is one
of the three commonly accepted
methods for calculating a country’s
national Income?

(a) Market Realisation method
(b) Value Added Method

(¢) Import Substitution

(d) Inflation Adjustment method

94. The: method of na-
tional income measures the contri-
bution of each producing enterprise
in the domestic territory of the
country.

(a) Income

(b) Expenditure

(¢) Product

(d) Turnover :

95. Which of the following is not
the method of measuring national
income?

(a) Product Method

() Income Method

(c) Profit Method

(d) Expenditure Method

96. ‘Estimating net value added by
each producing enterprise as well
as each industrial sector and add-
ing up the net value added by all
the sectors’, is a step considered for
calculating National Income under
which of the following methods?

(@) Profit Method
(b) Income Method
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(¢) Expenditure Method
(d) Value Added Method

97. if any, must be de-
ducted from the value added while
calculating national income as per
the Product Method, as it does not
result into real increase in output.

(a) Stock Appreciation

(b) Stock Depreciation

(¢) Stock Loss due to theft
(d) Stock Insured

98. While adding up the value of
output of various sectors for cal-
culation of National Income under
Product Method, care should be
exercised: to avoid the problem of

(a) single Counting

(b) triple Counting

(¢) quadruple Counting
(d) double Counting

99. The production of goods for
self-consumption is valued at

while calculating na-
tional income through Product
Method

(a) Historical Prices

(b) Prevailing Market Prices
(¢) Prevailing Cost Prices
(d) None of the above

100. The production value of trans-
port and communication is taken
into consideration for computation
of National Income under which of
the following methods?

(a) Income Method

(b) Profit Method

(c) Expenditure Method
(d) Product Method
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101. The formula to compute Net
National Product at Market Pricesis:

(a) GDP at Market Prices - Deprecia-
tion
(b) GNP at Market Prices + Deprecia-
tion
(c) GNP at Market Prices - Deprecia-
tion
(d) None of these
102. The production value of trans-
port and communication is taken
into consideration for computation

of National Income under which of
the following methods?

(a) Income Method

(b) Expenditure Method

(¢) Product Method

(d) Profit Method
103. “Identifying the producing
enterprise and classifying them
into individual sectors according to
their activities”, is a step followed in

which of the following methods of
computing national income?

(a) Product Method

(b) Income Method

(c) Expenditure Method
(d) Profit Method

104. The Problem of Double Count-
ing may arise in which of the follow-
ing methods of calculating national
income?

(a) Profit Method

(b) Product Method

(¢) Income Method

(d) Expenditure Method

105. Which of the following is not a
method of measurement of National
Income?




6.14 DETERMINATION OF NATIONAL INCOME

{a) Value Added Method
(b) Income Method

(¢) Intermediate Consumption
Method

(d) Expenditure method

106. Which of the following method
gives highest value of National
Income? :

(a) Value Added Method
(b) Expenditure Method
(¢) Income Method

(d) All the three - methods given the
same value

107. Whe is entrusted with the task
of estimating national income?

(a) CSO

(b) CSIR
(¢) MOF
(d) NSDC

108 Value Added Method is also
known as

(a) Product Method

(b) Inventory Method or Net Output
Method

(¢) Industrial Origin Method
(d) All of the above

109. Which of the following is one of
the three accepted methods to cal-
culate a country’s national income?

(a) Value Added Method

(b) Inflation Adjustment Method
(¢) Import Substitution Method
(d) Nominal Expense Method

110. refers to the
addition of value to the raw mate-
rial (intermediate goods) by a firm,
by virtue of its productive activities.

(a) Value Added

(») Income Added

(¢) Inclusive Approach
(d) Exclusive Approach

111. Value Added is calculated as
the difference between the value of
output and

(a) Value of input

(b) Intermediate consumption
{¢) Final consumption

(d) Basic consumption

112. Value added by each produc-
ing enterprise is also known as

(a) GVA at market price
(b) GVA at factor price
(¢) GDP at market price.
(d) GDP at factor price

113. From the following infor-
mation calculate GDP at Market
Price:

GDP at Factor Cost = INR 200 Crore
Indirect Tax = INR 200 Crore
Subsidies = INR 20 Crore

(@) INR 500 Crore

(b) INR 230 Crore

(¢) INR 330 Crore

(d) INR 130 Crore

114. The expenditure incurred by
a production unit on purchasing
those goods and services from other
production units, which are meant
forresale or for using up completely
is known as

(a) Final Consumption

(b) Intermediate Consumption
(c) Basic consumption

(d) None of these
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115. The expenditure on.goods and
services which is meant for final
consumption and investment is
called as
(a) Final Consumption

(b) Intermediate Consumption
(¢) Basic consumption

(d) None of these

116. If purchase of raw material
from domestic firm is given at T 158
crore and imports are I8 crore, what
will be the amount of intermediate
consumption under value added
method?

(a) X 8 crore

(b) % 150 crore

(¢) T 158 crore

(d) T 166 crore )
117. What is the value of output on
the basis of following information?
Sales : 340,000 Lakhs
Closing Stock :% 2,000 Lakhs

Opening : ¥ 500 Lakhs

Stock ‘

(a) ¥42,500 Lakhs
(b) % 42,000 Lakhs
(¢) T 41,500 Lakhs
(d) ¥ 38,500 Lakhs

118. Which of the following is not a

part of Primary Sector?

(a¢) Farming

(b) Fishing

(¢) Transport

(d) Mining
119. Which of the following is not a
part of Tertiary Sector?

(a) Transport

) Educatiop

() Finance

d) Animga] Husbandry

120. The industrial .claSSiﬁcaﬁon

of producing enterprises 40€S ot
include which of the following? .

(@) Primary Sector
(b) Secondary Sector
(c) Mixed Sector

(d) Tertiary Sector

121. Under Value Added Method,
the sum total of Gross Value Added

at market price of each sector is
called as:

(a) GVA
(b) GDP,,,
(¢) GVA, .
(d) GDP,,

122. As per Value Added method, the
net domestic product at Factor Cost
(NDP,.) is calculated as per which
of the following equation?

(a) GDP,,, - Depreciation + Net
Indirect Taxes

(b) GDP,,, - Depreciation
Indirect Taxes

Net

(c) GDP,,, + Depreciation + Net
Indirect Taxes

(d) GDP,, + Depreciation
Indirect Taxes

Net

123. Consider the following infor-
mation:

GDhP,, : ¥ 8,000 crore
Depreciation : 3 400 crore
Net Indirect : ¥ 300 crore
Taxes
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GVA,,, (Primary |:3 4,000 cror:
Sector)

GVA,,. (Second- |:% 1,200 crore
ary Sector)

GVA,,, (Tertiary |:% 2,800 crore

Sector)

What is the value of NDP at Factor
Cost?

(a) 7,300 crore
(b) 8,400 crore
(c) ¥ 8,700 crore
(d) 16,400 crore

124. Which of the following equa-
tion is true?

(@) NNP,_= NDP,_ + NFIA
(b) NNP,_ = NDP,, + NFIA
(c) NNP,, = NDP, - NFIA

(d) NNP,_ = NDP, - NFIA

125. Under value added method,
which of the following will be
included while computing National
Income?

(a) Sale and purchase of second-
hand goods

(b) Intermediate goods

(¢) Production of goods for self con-
sumption

(d) Production of services for self
consumption

126. For computation of National
Income using value added method,
which of the following shall not be
included?

(a) Change in store of goods

(b) Imputedvalue of owner-occupied
house

(¢) Production of goods for self-
consumption

(d) Intermediate goods

127. Consider the following data:

Sales 20,00,000
Closing Stock 40,000
Opening Stock 10,000
Indirect Taxes 1,00,000
Depreciation 60,000
Intermediate 3,20,000
Consumption

Purchase of Raw 1,35,000
Material

Rent 25,000

The amount of Net value added at
market price is

(a) ¥16,30,000
() ¥16,50,000
(c) ¥16,80,000
(d) T16,90,000

128. What is the value of output in
respect of following data?

Amount

| ®
Net value Added at : 70,000
Factor Cost
Intermediate 30,000
consumption
Goods and 25,000
Services Tax
Subsidy 4,000
Deprecation 10,000

(a) T1,10,000
(b) 21,01,000

(c) ¥89,000

(d) None of these
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Income Method

129. Wages, Rents, Interest and
Profits are variables considered g,
computing: national income unde,
which of the following methods?

(a) Product Method

(b) Expenditure Method
(¢) Income Method

(d) Turnover Method

130. If GDP at Market Prices is INR
200 Cr. and Net Income from Abroad
is INR 100 Cr., then what will be the
value of GNP at Market Prices?

(@) INR 100 Cr.
(b) INR 400 Cr.
(¢) INR 300 Cr.
(d) INR 500 Cr.

131. Consider the following infor-
mation:

A. NDP at market price 77,000

B. NetFactorIncome from abroad
(-) 700

C. Depreciation 1,700
D. Subsidies 6,600
E. Indirect Taxes 7,700
The value of National Income is:
(@) 75,000
(b) 75,200
(c) 75,400
(d) 75,500

132. Which of the following is not
covered under Income Method of
computing Gross National Product?

(a) Rents

(b) Private consumption expenditure
(c) Wages and salaries

(d) Interest
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133. Windfall gains like, pri.zes wo“i
lotteries, etc. should not be lll.ii'-l‘—ltflﬂlt
in the estimation of national income
is the precaution to be followed un-
der which of the following methods
of computing national income?

(a) Profit Method |

(») Product Method

(¢) Expenditure Method

(d) Income Method

134. is the total measure of
the flow of goods and services at
market value resulting from cur-
rent production during a year in a
country, including net income from
abroad.

(a) Gross Domestic Product

(b) Gross National Product

(¢) Net Domestic Product

(d) None of the above
135. The formula to compute GNP
at Market Prices is:

(a) GNP at Market Prices = GDP at

Market Prices + Depreciation

(b) GNP at Market Prices = GDP at
Market Prices - Net Income from
Abroad

(¢) GNP at Market Prices = GDP at
‘Market Prices + Net Income from
Abroad

(d) GNP at Market Prices = GNP at
Market Prices + Depreciation

136. The formula to calculate Per-
sonal Income is:

(a) National Income - Undistributed
Corporate Profits + Profit Taxes
- Social Security Contribution -
Interest on Public Debt

(b) National Income + Undistributed
Corporate Profits + Profit Taxes +
Social Security Contribution
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(¢) National Income - Undistributed
Corporate Profits - Profit Taxes -
Social Security Contribution +
Transfer Payments + Interest on
Public Debt

(d) National Income - Undistributed
Corporate Profits + Profit Taxes
- Social Security Contribution -
Transfer Payments

137. Which of the following formula
would be used to calculate Dispos-
able Income?

(a) Private Income - Direct Taxes
(b) Private Income + Direct Taxes
(¢) Personal Income - Direct Taxes
(d) Personal Income + Direct Taxes

138. What is the formula to calculate
GDP at Market Prices?

(a) GNP at Market Prices + Net Indi-
rect Taxes

(b) GNP at Market Prices + Net
Income from Abroad

(¢) GNP at Market Prices - Net
Income from Abroad

(d) GNP at Market Prices - Net Indi-
rect Taxes

139. Transfer payments such as gifts,
donations, scholarships etc. should
not be included in the estimation of
national income is the precaution
to be followed under which of the
following methods of computing
national income?

(a) Expenditure Method
(b) Income Method

(¢) Profit Method

(d) Product Method

140. Which of the following is not
the component of calculating na-

tional income _through expenditure
method?

(a) Government expenditure

(b) Production for self consumption
(¢) Investment expenditure

(d) Consumption expenditure

141. The sum total of all the factor
incomes earned within the domes-
tic territory of a country is known as:

(@) NNP_.
(b) NDP,,
(c) NNP,,
(d) NDP,,,

142. Which one of the following is
component of Income Method?

(a) Compensation of Employees
(b) Rent and Royalty

(c) 'Profit and Interest

(d) All of the above

143. The reward to the entrepreneur
for his contribution to the produc-
tion of goods and services is called
as

(a) Corporate Tax

(b) Dividend

(¢) Retained Earnings
(d) Profit

144. Which of the following is not
considered for computation of

national income under Income
Method?

(a) Interests

(b) Wages

(¢) Government Expenditure
(d) Rents

145. A method of national income
according is based on the principal
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thatrevenues earned by all the firms
put together must be distributed
among the factors of production
as salaries, wages, profits, rent and
interest.

The method is known as:
(a) Expenditure method
(b) Product method
(¢) Income method
(d) Consumption method

146. When factor incomes of all the
sectors are summed up, the result
is called as

(a) NNP,_
(b) NDP,,
(¢) NDP,,,
(d) None of these

147. Which method of calculating
GDP of a country gives the following?

If there N firms in the economy,
each assigned with a serial number
from

1 to N. The GDP = GVA, where i var-
ies from 1 to N.

(a) Estimation Method
(b) Income Method

(¢) Product Method

(d) Expenditure Method

148. Which as the following is
included white estimating National
Income under Income Method?

(a) Income from sale of second-hand
goods

(b) Income fromsale of shares, bonds
and debentures

(¢) Windfall gains like income from
lotteries, horse race, etc.

(d) Imputed value of services pro-
vided by owners of production
units
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.149. While estimating national
Income by income method, transfer
Incomes are not included as there
are not conpected with any
productive activity and there is
no val.ue addition, which of the
following is jncluded in “Transfer
Income”?

(a) Scholarship

(b) Donationg & charity

(c) Old age pensions

(d) All of the aboye
150. Which of the following is not
covered under Ihcome Method of

computing Grogg National Product?
(a) Rents

(b) Private Consumption expenditure

- (¢) Wages ang salaries

(d) Interest

151. What is the value of NDP at
factor Cost?

Rent 29,000
Royalty ‘ 7 4,000
Mixed Income ¥ 3,500
Interest 11,000
Profit % 8,700
Compensatiop < 20,000
of Employees 5%

(a) T52,700

(b) 256,200

(¢) 59,700

(d) None of thege
152. Consider the following data:

Value of output Z2,50,000

Purchase of Raw : 2 58,000
Material
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(¢) Income Method
(d) Expenditure Method
156. Under comes the

6.20 DETERMINATION OF NATIONAL INCOME
Wages and Sala- 65,000

ries

Net Indirect Tax 315,000

The value of operating surplus is
(a) %1,12,000
(b) ¥1,27,000
(c) 1,92,000
(d) None of these
153. What is the formula to compute
Operating Surplus?
(a) GrossValue Added at Factor Cost

- Compensation of Employees +
Depreciation

(b) Gross Value Added at Factor Cost
+ Compensation of Employees +
Depreciation

(¢) Gross Value added at Factor Cost
- Compensation of Employees -
Depreciation
(d) Gross Value Added at Market
Price - Compensation of Emp-
loyees
154. Which of the following method
measures national income as the
sum of all incomes, wages, rents,
interest and profit paid to the four
factors of production?

(a) Value Added Method
(b) Expenditure Method
(¢) Income Method
(d) Product Method

Expenditure Method

155. The measures na-
tional income as total spending on
final goods and services produced
within nation during a year.

(a) Turnover Method
(b) Product Method

expenditure incurred by private
enterprise on new investment and
on replacement of old capital.

(a) Gross Domestic Private Invest-
ment -

() Net Domestic Private Investment

(¢) Total Domestic Private Invest-
ment

(d) Accumulated Domestic Private
Investment

157. ABC limited incurred capital
expenditure of INR 100 Crores
in setting up of a new plant. The
mentioned capital expenditure will
be considered for computation of
national income under which of the
following methods?

(a) Product Method

(b) Expenditure Method
(¢) Income Method

(d) Turnover Method

158. From the following information
calculate national income.

Consumption expenditﬁre = INR
1000 Crore

Investment Expenditure = INR 800
Crore

Government Expenditure = INR
1200 Crore

Net Exports = INR 400 Crore
(a) INR 2200 Crore
(b) INR 1800 Crore
(¢) INR 3000 Crore
(d) INR 3400 Crore
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159. From the following informa-
tion, compute Gross National Prod-

uct (GNP) according to the Expen-

diture Method

Private Consumption Expenditure
= INR 200 Crores

Gross Domestic Private Investment
= INR 80 ’Crores

Net Foreign Investment = INR 20
Crores '

Rent = INR 60 Crores
Wages = INR 100 Crores
Mixed Income = INR 25 Crores

Government Expenditure on Goods
and Services = INR 60 Crores

(a) INR 360 Crores
(b) INR 200 Crores
(c¢) INR 385 Crorés
(d) INR 270 Crores

160. From the following information,
compute Gross National Product
(GNP) according to the Expenditure
Method

Private consumption expenditure =
INR 100 Crores

Gross Domestic Private Investment
= INR 80 Crores

Net Foreign Investment = INR 20
Crores

Rent = INR 60 Crores
Wages = INR 100 Crores
Mixed Income - INR 25 Crores

Government Expenditure on Goods
and Services = INR 70 Crores

(a) INR 360 Crores
(b) INR 200 Crorés
(c) INR 385 Crores
(d) INR 270 Crores

161. Gifts, donations and scholar
ships are which form of payments?

(a) Factor Payments

(b) Explicit Payments

(¢) Implicit Payments

(d) Transfer Payments
162. “The expenditure on second
hand goods should not be included
as they do not contribute to the cur-
rentyear’s production of goods”, is a
precaution suggested underwhich of

the following methods of computing
national income?

(a) Profit Method

(b) Product Method

(c) Expenditure Method

(d) Income Method

163. is expenditure in-
curred on by business firms on (a)
new plants, (b) adding to the stock
of inventories and (c) on newly con-
structed houses

(a) Net exports

(b) Investment expenditure

(¢) Consumption expenditure

(d) None of the above

164. Which of the following is/are
considered for calculating National

Income according to the Expendi-
ture Method?

(a) Consumption Expenditure;
Investment Expenditure; Gov-
ernment Expenditure and Net
Exports

(b) Consumption Expenditure

(c) Net Exports and Consumption
Expenditure

(d) GovernmentExpenditure; Invest-
ment Expenditure and Net Ex-
ports
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165. Which of the following is not
the component of calculating na-
tional income through expenditure
method?

(@) Government expenditure

(b) Production for self consumption
(¢) Consumption expenditure

(d) Investment expenditure

166. is the largest com-
ponent of national income under
expenditure method.

(a) Investment expenditure
(b) Consumption expenditure
(¢) Government Expenditure
(d) None of the above

167. The formula to compute Net
National Product at Factor Cost is:

(@) NNP at Market Prices + Indirect
Taxes + Subsidies

() NNP at Market Prices - Indirect
Taxes - Subsidies

(¢c) NNP at Market Prices - Indirect
Taxes + Subsidies

(d) NNP at Market Prices — Subsidies

168. In India, is the apex
banking institution that regulates
the monetary policy in the country.

(a) State Bank of India

(b) Canara Bank

(¢) Reserve Bank of India

(d) Oriental Bank of Commerce

169. Which of the following is not
considered for computation of
national income under Income
Metheod?

(a) Government Expenditure
(b) Rents

(¢) Wages
(d) Interests

170. Which of the following ele-
ments are considered for comput-
ing national income according to
Expenditure Method?

(a) Consumption Expenditure and
Net Exports

(b) Consumption Expenditure;
Investment Expenditure and
Government Expenditure

(¢) Consumption Expenditure and-
Investment Expenditure

(d) Consumption Expenditure;
Investment Expenditure; Gov-
ernment Expenditure and Net
Exports

171. Which of the following is not
covered under Income Method of
computing Gross National Product?

(a) Interest
(b) Wages and salaries

(¢) Private consumption expendi-
ture '

(d) Rents

172. The formula for calculating
Private Final Consumption Expen-
diture (PFCE) is:

(a) Household final consumption
expenditure/private non-profit
institutions serving households
final consumption expenditure.

‘(b) Household final consumption
expenditure X private non-profit
institutions serving households
final consumption expenditure.

(¢) Household final consumption
expenditure + private non-profit
institution serving households
final consumption expenditure.
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(d) Household final consumptioy,
expenditure - private non-profjt
institution serving householdg
final consumption expenditure,

173. Under expenditure methoq
expenditure of which of the follow:
ing sector is included for compy,.
ting national income?

(a) Households

(b) Government and firms
(¢) Foreign Sector

(d) All of the above

174. Which one of the following jg
part of expenditure on transfer pay.
ments by government?

(a) Unemployment benefit
(b) Old age pension
' (¢) Interest on public debt
(d) All of the above

175. Under expenditure method,
the sum total of final expenditureg
incurred by househeolds, businesg
firms, government and foreigner jg
called as

(a) National Income

(b) GDP at market price
(¢) GDP at factor cost
(d) NNP at factor cost

176. If Net Value Added at Factoy
Cost = INR 2 Cr. and Depreciation jg
INR 1 Cr., then GDP at Factor Cost
will be:

(@) INR 3 Cr.
(b) INR 1 Cr.
(c) INR 4 Cr.
(d) INR 5 Cr.

177. The formula to compute GDp
at Factor Cost is:

6.2,
P at Factor Cost + Ty 4.
i g’:}){es _ Subsidies ndlrect
Market Price -
BIICDE E : Indirect

Taxes

p at Factor Cost - pp ..
) '(I'}zaes _ Subsidies Ndjpg

d’ P at Market Price - pp.:
i gg{es + Subsidies ndlreCt

178. wWhich of the followj,,
ments are con5idered for Co Ele‘_

Jing national income aCCordinDut‘
Echnditure Method? g o
(a) Consumption Exp_erldj %

[nvestment EXpendy(ure re.

Government Expenditure 30

®) C Onsunqption Expenditur
Investment Expenditure’ ang

( é) Con sumption Expendity,.
Net Exports ang
(d) Consumption EXF_’endi
Investment Expendlture;
ernment Expenditure apy NO\A
Exports ’ S
179, uPrivate final consumptio

"’
expenditure ltl'efers l:ul:;xpe iy,
incurred ouseholds ay, e

vate non_profit institutions se Prj.
ho Jds on all types of 2

useh(:’ds. which of the fouo\i'i NSy,
ded in such mmp“tat?fni?

Ct

ture.

mer go
not inclu
(a) Durable goods
®) s emi_durable goods
(©) Non_durable goodsv and Ser\’ic’
(d) Construction of owner.OCCupfesr

houses

180. Under expenditure meg},
the expenditure on purchase .o 9,
shares and bonds is not inclyq olq

eqd as
Wby [
(a) These are not incurred in cash,

(b) These donotrepresentas ¢y,

it produced goods and SerViceenL
S.
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(¢) These represent current produc-
tion
(d) None of these

181. Which of the following is
included in the national income?

(a) Expenditure an intermediate
goods

(b) Transfer Payments

(¢) Expenditure on own account
production

(d) Purchase of financial assets

182. In respect of following data
given in ¥. What will be national
income using expenditure method?

Particulars 4

Private final consump- | 25,000
tion

Government final
consumption

Net Domestic capital | 6,500
formation

12,000

Net Export 5,000

Net factor
from Abroad

Net Indirect Taxes

income | 1,000

1,500

(@) 349,500
(b) T 48,000
(¢) 47,000
(d) 45,500

183. The formula to calculate GDP
at Factor Cost is:

(a) GDP at Factor Cost = Net Value
Added x Depreciation

(b) GDP at Factor Cost = Net Value
Added/Depreciation

(¢) GDP at Factor Cost = Net Value
Added + Depreciation

(d) GDP at Factor Cost = Net Value
Added - Depreciation

184. Which of the following is
not the component of calculating
national income through expendi-
ture method?

(a) Government expenditure

(b) Production for self-consumption
(c) Consumption expenditure

(d) Investment expenditure
185. Read the following statements.

I. ‘Value added’ refers to the dif-
ference between value of output
and purchase of intermediate
goods.

II. ‘Value added’ represents the
contribution of labour and capi-
tal to the production process.

(a) Statements I and IT are incorréct
(b) Statements I and II are correct

(c) Statement I is correct and II is
incorrect

(d) Statement II is correct and T is
incorrect

186. Non-economic activities are:

(a) those activities whose value is
excluded from national income
calculation as it will involve
double counting

(b) those which produce goods and

services, but since these are not
exchanged in a market transac-
tion they do not command any
market value

(¢) those which do not involve pro-
duction of goods and services as
they are meant to provide hob-
bies and leisure time activities

(d) those which result in produc-
tion for self consumption and
therefore not included in natio-
nal income calculation
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187. Which one of the following is
a component of Triple Identity?

(a) National Product

(b) National Income

(c) National Expenditure
(d) All of the above

188. Which of the following enters
into the calculation of national
income?

(a) The value of the services that
accompany the sale

(b) Additions to inventory stocks of
final goods and materials

(¢) Stocks and bonds sold during
the current year

(d) (a)and (b) above
189. Consider the following data:

Particulars 4
3 In Crores

Sales 1,050
Opening Stock 750
Intermediate Consumption 5725)
Closing Stock 600
Net factor Income from 45
Abroad

Depreciation 225
Excise Tax 165
Subsidies 75

What is the amount of National
Income by value Added method?

(@) T 900 Crores
(b) T 375 Crores
(c) ¥ 105 Crores
(d) None of these

190. The following data is available
(In < Crores):

6.2°
Purchase of Materials | % 1757 ]

Subsidies

Subsidies | R3g
Intermediate Consumption 2400 |
[ELDLCEMIC LA e | RE

[ales . . . Xon0
Depreciation ?'@E“‘“
Excise Tax < 90
Opening Stock % 80

260

Closing Stock
Calculate Net Value Added by factq,,
Cost.

(a) T480 Crores

(b) T 420 Crores

(¢) ¥ 360 Crores

(d) None of above

191. Which of the following is noy
used when National Income is ¢y
culated using expenditure mcﬁ:th(,du

(a) Operating Surplus

(h) Private Final ConsumptiOn
Expenditure

(¢) Net Export
(d) Net Domestic Capital FormatioIl

192. Calculate National Income wj;
the help of Expenditure Methgd
with the help of following data,

Particulars m
Crl:,re8

Net factor Income from 15
Abroad
Net Indirect Taxes 9%
Private Final Consumption 1,506\
Expenditure

. Net Domeslic Capital 577
Formation
Consumption of Fixed Capital 08
Net Exporl 2
Govt. Final Consumption 825
Expenditure
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(a) ¥ 1,139 Crores
(b) T 1,237 Crores
(c) 2,039 Crores
(d) ¥ 3,022 Crores

193. Consider the following Infor-
mation:

Private Final Consumption 45
Expenditure

Gross Domestic Fixed Capital | 1,575
Formation

Subsidy 450
Net Import 90
Change in Stock . 135
Net acquisition of Valuables 45
Public Final Consumption 22
Expenditure

Income Paid to abroad 90
Depreciation 135

What is the value of NNP_ . (by
expenditure method)?

(a) ¥ 1,957 Crores

(b) T 1,507 Crores

(c) 1,462 Crores

(d) None of these
194. The following data is available:

? in.‘\')(

Particulars

Rent
Factor Income to abroad 675
Net Indirect Taxes 225

What are GDP,_and GDP,? .
(a) T 4,800 Crores & T 4,575 Crores
(b) T 4,575 Crores & X 4,800 Crores
(c) Z 6,750 Crores & T 6,825 Crores
(d) ¥ 6,825 Crores & X 6,750 Crores

195. Read the following statements
and answer the following question.

I. Intermediate consumptioncon-
sists of the value of the goods
and services consumed as in-
puts by a process of production,

II. Intermediate consumption
excludes fixed assets whose
consumption is recorded as
consumption of fixed capital.

(a) OnlyTIis true

(b) BothIand II are true
(¢) Only II is true

(d) Neither I nor 11 is true

196. Which of the following does
not enter into the calculation of
national income?

(a) Exchange of previously produced

Ifg)rﬁcul.ars : goods
: SN (5) Exchange of second

Compensation of Employees | 2,250 ( J-kexa ang'e oftsegontd hatid goocs
- 675 (¢) Exchange of stocks and bonds
GNP at Factor Cost 46125 | (@ Allof the above
Profit 975
Net Domestic Capital For- 600 The System of Reg|°na| Ac-
mation counts in India ;
ggors; lgzmestic Capital 675 197. At present,

At compute State Income estimates
Net Exports (-) 38 and district level estimates.
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(a) All the states only
() All Union territories only

(¢) All The States and Union territo-
ries of India

(d) Central Government

198. is a measure in
monetary terms of the volume of all
goods and services produced in the
State within a given period of time
accounted without duplication.

(a) Net State Domestic Product

' (b) Net State Disposition Product
(¢) Net State Generated Product
(d) None of thé above

199. What is the formula to calculate
Per Capital State Income?

(a) State Income x Money Multiplier

State Income x Money Multiplier

Year end State Population

State Income

(©)

Year end State Population

State Income

(d) Mid year projected Population of
the State

200. The State level estimates are
prepared by the State Income Unit of
the respective state ___

(a) Directorates of Commerce Wing

(b) Directorates of Economic Affairs

(c) Directorates of Economic and

Statistics
(d) Directorates of CSO

201. Inthe preparation of State Level
estimates the advice an conceptual
and Methodological problems is
rendered by

(@) State Statistical Organisation

(b) State Directorates of Economics
and Statistics.

(¢) State Economic Affairs Organisa-
tion

(d) Central Statistical Organisation

202. Which of the followingactivities
isnot assigned to a particular State?

(a) Railways

(b) Communication

(c) Banking and Insurance
(d) All of these

203. Which of the following iS part
of “Supra-Regional Sectors” of the
Economy?

(a) Railways

(b) Communications

(¢) Central Government Administyy_

tion
(d) All of the above

204. The estimates for “Supra-Re_
gional Activities” are compileq
for and allocated ¢
on the basis of re|_

evant indicators.

(a) the States, the Centre

() the economy, the States

(¢) the economy, the Centre

(d) the States, the States.
205. In the preparation of Stage
Income estimates, certain aCtiVities
cut across State boundaries and thy
their economic contribution canngyg
be assigned to any one State directly

These sectors of the economy a;q
known as

(a) Super regional sectors

(b) Supra regional sectors
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(c¢) State balancing sectors

(d) Regional sectors

GDP and Welfare

206. Which of the following aspects
are excluded in GDP measures?

(a) Income Distr_ibutions
(b) Quality Improvement in Systems

(¢) Productions hidden from govern-
ment authorities.

(d) All of the above.

UNIT 2 :

NATIONAL INCOME

Introduction

208. In 1936, who published the
masterpiece “The General Theory of
Employment, Interest and Money”?

(a) John Maynard Keynes
(b) John Milton Keynes
(¢) Jean Maynard Keynes
(d) Jean Milton Keynes

209. In which year, the western
word had experienced the Great
Depression?

(a) 1928
(b) 1929
(¢) 1930
(d) None of these

210. The history of modern micro-
economics was revolutionised in
1936 with the publication by John
Maynard Kenes. What is the name
of that masterpiece?

(a) General Theory of Government
Spending

.

Limitations and Challenges of
National Income Computation

207. Which of the following is an
example of conceptual difficulties
related to measurement of National
Income?

(a) Issue of Transfer Payments

(b) Valuation of Government Ser-
vices ;

(c) Lack of an agreed definition of
National Income.

(d) All of the above.

(THE KEYNESIAN THEORY OF DETERMINATION AT

(b) General Theory of Employment,
Interest and Money

(¢) General Theory of reducing un-
employment.

(d) None of these

211. Which one of following is not
the model of Keynesian theory of
income determination?

(a) The one-sector model
(b) The two-sector model
(¢) The three-sector model
(d) The four-sector model

212. Which of the following is not
a part of “The Three-sector mod-
el” of Keynesian theory of income
determination?

(a) Household
(b) Business
(¢) Government
(d) Foreign

213. The two-sector model consists
of sectors.

DETERMINATION OF NATTONAL INCOME 6.29

(a) Household and Business
(b) Household and Government
(¢) Business and Government

(d) Government and Foreign

Circular flow in a simple Two-
Sector Model

214. Which of the following State-
ments about Circular Flow is
incorrect?

(a) The circular Flow model demon-
strates how money moves through
society.

(b) An economy is an endless cir
cular flow of money

(¢c) Money flows from producers
to workers as wages and flows
back to producers as payment for
products.

(d) All the Statements are correct.

215. The two-sector model breaks
the economy down into two primary
players namely

(a) Households and corporations
(b) Corporation and Business

(¢) Business and Government
(d) Government and Foreign

216. In two sector model,

own all factors of production and
sell their factor services

to earn factor incomes.

(a) Households, Households
(b) Households, Corporations
(¢) Corporations, Households
(d) Corporations, Corporations

217. In two sector model, what is
the relationship between total In-

come produced (y) that accrues to
the Households and the disposable
personalincome (Y,) of households?

(@) Y>Y,
b) Y<Y,
() Y=Y,
(d) Either (a) or (b)

218. Which of the following is true
is “Circular Flow in a two sector
Economy”?

(a) Factor Payment = Household
Income

(b) Household Income = Household
Expenditure

(c) Total Receipts of Firms = Value
of Output

(d) All of the above

219. As regards “Circular Flow in a
Two Sector Economy”,

" refer to the flow of the actual goods

or Services while re-
fer to the payment for the Services
(wages) or consumption payments.

(a) Real Flows, Money Flows
(b) Money Flows, Real Flows
(¢) Real Flows, Circular Flows

(d) Circular Flows, Money Flows.

Basic Concepts and Functions

220.Inasimple two-sector economy,
the ex ante aggregate demand (AD)
for final goods or aggregate expend-
iture can be calculated as

() AD=C+1
() AD=C+G
{(c) AD=1+G

(d)AD=C+I1+G+X-M)
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221. In a closed economy, AD is a
function of Consumption Expendi-
ture(C) and Investment Expenditure
(I) of the two components, which
accounts for the highest proportion

‘of the GDP?

(a) Consumption Expenditure
(b) Investment Expenditure -
(¢) Both have equal proportion
(d) None of the above

222. Which of the following is the
correct expression of the Short-run
aggregate demand function?

(a) AD=C+1

() AD =C +1
(¢) AD=C+1
(d AD=C +1

223. Which of the following is NOT
TRUE about AD in a two-sector
economy?

(a) AD = Consumption + Saving
(b) AD = Consumption + Investment
(¢) AD = Curve has a positive Slope

(d) AD = Curve Starts from same
point about origin.

224. In the Keynesian model, equi-
librium aggregate output is deter-
mined by g

(a) aggregate demand

(b) consumption function

(c¢) the national demand for labour
(d) the price level

225. Keynes believed that an econ-
omy may attain equilibrium level
of output

(@) only at the full-employment level
of output

(b) below the full-employment level
of output

] .

(¢) only if prices were inflexible

(d) (a) and (c) above
226. Which function expresses the
functional relationship between
aggregate consumption expenditure
and aggregate disposable income?

(@) Saving Function

(b) Consumption Function

(¢) Disposable Income Function

(d) None of these

227. The consumption function
is expressed as C = F(y), where Y
is disposable income. As per this
function, when income is low, con-
sumption expenditure of household
will their disposable
income and households _to
purchase consumption goods.

(a) exceed, save

(b) exceed, dissave

(¢) be less than, save
(d) be less than, dissave

228. As per consumption function,
if the disposable income increases,
consumers will their
planned expenditure but only by

than the increase in

income.
(a) increase, less
(b) increase, more
(¢) decrease, less
(d) decrease, more

229. Which of the following is the
specific from of consumption-In-

come relationship (termed as con- -

sumption Function) as proposed by
Keynes?

(@) C=a+by
(b) C=a-by
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(¢) C=a+bl
d C=a-bl

230. The Keynesian assumption is
that consumption increase with an
increase in disposable income. If
the increase in disposable income is
30%, then what may be the increase
in consumption?

(a) Less than 30%
b) Edual to 30%

(¢) More than 30%
(d) Any of the above

231. In the Keynesian Consumption
function C = a + by, what may be the
value of b?

@) b=0
b) b=1
() b>1
d 0<b<1

232, refers to the ratio
of consumption expenditure to the
corresponding level of total income.

(a) Average propensity of consume
(b) Marginal propensity of consume
(¢) Overall propensity of consume
(d) Moderate propensity of consume

233. If 30% of income is not spent
on consumption, then what will be
the Average propensity to consume?

(@) 30%
b) 70%
(c) 130%
(d) None of these

234. Theratio of change in consump-
tion expenditure to change in total
income is referred to as

(a) APC
(b) MPC
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(¢) Consumption function
(d) None of these

235. Which of the formula is correct
to measure Marginal Propensity to
consume (MPC)?

C
(a) i
® £
Y
AC
c) 2%
(c) T
d) AC
AY
236. What is the graph of saving
function called?

(a) Average Propensity to Save
(b) Marginal Propensity to Save
(c) Unitary Propensity to Save
(d) None of the above

237. Identify which one of the fol-
lowing is Correct?

(a) MPC + MPS =1
(b) MPC-MPS =1
(¢) MPS -MPC =1
(d) MPS + MPS =0

238. What will be the value of Ave-
rage Propensity to Save (APS) When
C =300 at Y = 1,000?

(a) 0.3
(b) 0.7
(c) 1.3
d) 3.1

239.If APS and Y are 0.375 and 1800,
then what will be the value of C?

(@) 375
(b) 675
() 1,125
(d) -1,425
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240. According to Keynes, consump-
tion expenditure is determined by

(a) the level of interest rates

(b) extent of government taxes and
subsidies

(c) disposable income

(d) autonomous investment expen-
diture

241. The Marginal Propensity to
consume (MPC) can be defined as:

(a) a change in spending due to a
change in income

(b) a change in income that is saved
after consumption

(¢) part of income that is spent on
consumption

(d) part of income that is not saved

242, If the consumption function
is expressed as C = a + bY then b
represents:

(a) autonomous consumer expendi-
ture when income is zero

(b) the marginal propensity to con-
sume.

(¢) the expenditure multiplier when
consumption is increased

(d) part of disposable income

243. If the consumption function
is expressed as C = a + bY then a
represents

(a) autonomous consumer expendi-
ture

(b) the marginal propensity to con-
sume

(¢) the consumption income rela-
tionship

(d) Non- linear consumption func-
tion
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244. If the consumption function is
C = 20 + 0.5 Yd, then an increase
in disposable income by T 100 will
result in an increase in consumer
expenditure by T

(a) 25

(b) 70

(¢) 50

(d) 100
245. is the total
supply of goods and services which

firms in a national economy plan on
selling during a specific time period.

(a) Ex ante Aggregate Supply
(b) Planned Aggregate Supply
(¢) Projected Aggregate Supply
(d) Both (a) and (b)

246. Which of the following is correct
about Aggregate Supply (AS) ?

(a) AS=C+S
(b) AS=C-S
(c) AS=C+1+G
(d) AS=C-1+G

247. Whenincomerises from< 1,000
103 1,100, saving rises by ¥ 40. What
are MPS and MPC?

(a) 0.40 and 0.60
(b) 0.60 and 0.40
(¢) 1.40 and 1.60
(d) 1.60 and 1.40

248. The consumption expenditure
and investment demand are T 800
Crores and ¥ 350 Crores respective-
ly, when income is ¥ 1,250 Crores.
What will be the value of AD, AS
and Saving?

(a) ¥1,250,% 1150 and T 450
(b) ¥1,150,% 1,250 and T 450

h 4
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(c) ¥1,700,% 2,050 and X 350
(d) None of these

249, The Saving curve of an economy
makes a negative intercept of ¥ 60
Crores and 30% of additional income
is saved. As regards this data, which
of the following is correct?

(@) C=-60+0.3(y)
() C=60+0.7 ()
(c) S=60+0.3(y)
(d) None of the above

250.If S =-30 + 0.25 (y), then what will
be the Consumption Function (c)?

(@) C=30+0.25(y)
() C=-30+0.75 (y)
(¢) C=30+0.75(y)
(d) C=-30+0.25(y)

251. If MPC is one third of MPS and
consumption at zero level of national
income is ¥ 38 Crores then which of
the following option is correct?

(a) C=38+0.25(y)
(b) C=38+0.75(y)
(¢c) S=238+0.25(y)
(d) S=38+0.75(y)

The two - Sector Model of Nat-
ional Income Determination

252. Which of the following reflects
the equilibrium level of income and
output in the Keynesian frame work
(under two sector model)?

(a) Aggregate Demand = Aggregate
Supply

(b) C+1=C+S

(e)NI=%S

(d) All of the above
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253. If the autonomous consump*
tion equals ¥ 2,000 and the mal'gi“al_
propensity to consume equals 0.8
disposable income equals ¥ 10,000,
then total consumption will be

(a) 8,000
(b) 6,000
(c) 10,000
(d) None of the above

254. Inthe Keynesian cross diagram
the point at which the aggregat®
demand function crosses the 45-
degree line indicates the

(a) level of full employment income

(b) less than full employment level Of
income

(¢) equilibriumlevel ofincome which
may or may not be full employ-
ment level of income

(d) autonomous Jevel of income
which may not be full employ-
ment level of income

255. In a closed economy, aggregate
demand is the sum of

(a) consumer expenditure, demand
for exports and government
spending.

(b) consumer expenditure, planned
investment spending and goverh-
ment spending,

(c) consumer expenditure, actual
investment spending, govel’nment
spending and net exports.

(d) consumer expenditure, planned
investmentspending, government
spending, and net exports-
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256. Under equation C= a+by, b=0.8,
what is the value of 2 sector expen-
diture multiplier?

(a) 4
b) 2
(¢) 5
d) 1

257.In determination of equilibrium
income under two sector model, the
aggregate demand curve is linear
and positively sloped indicating
that as the level of national income

,the aggregate demand (or
aggregate spending) in the economy

(a) rises, falls

(b) falls, rises

(¢) rises, also rises

| (d) falls, remains constant.

ik 258. According to Keynes, aggregate

| demand will not always be equal
to aggregate supply. Aggregate

| demand depends on

whereas Aggregate supply depends
on

(a) Household’s plan to consume
and to save; producer’s plan to
produce goods and services.

(b) Household’s plan to produce;
producer’s Plan to consume.

(¢) Producer’s Plan to produce good
and services; Household’s plan to
consume and to save.

(d) Producer’s plan to consume,
Household’s plan to produce.

259. As. per Keynesian model of
macro economy, if the aggregate
demand is for an amount of output
less than the full employment level
of output, then we say there is defi-
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cient demand. This deficient dem-
and gives rise to

(a) Deflationary Gap

(b) Recessionary Gap

(¢) Contractionary Gap

(d) All of the above.

260. Under Keynesian Theory,

which actual aggregate demand
exceeds the level of aggregate de-
mand required to establish the full
employment equilibrium.

(a) Inflationary Gap
(b) Deflationary Gap
(¢) Contractionary Gap
(d) None of these

261. Consider the following data re-
lating to an economy in equilibrium:

Autonomous Consump- = 500
tion

MPS = 0.3
Investment Expenditure = 1000

What is national income?
{a) 1,500
(b) 5,000
(c) 150 )
(d) 5,650

262. Given the empirical consump-

»tion function C = 100 + 0.75Y and I
= 1000, what will be the equilibrium
level of national income and also
the consumption expenditure at
this equilibrium level of national
income?

(a) 4400; 3400
(b) 1100; 850
(c) 3300; 2150

Y

is the amount by .
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(d) None of these

The Investment Multiplier

263. The Investment multiplier ex-
plains how many times the equilib-
rium increases as a
result of

(a) aggregate expenditure; an
increase in autonomous invest-
ment

(b) aggregate income; an increase in
Autonomous investment,

(c) aggregate expenditure; a decrease
in investment

(d) aggregate income; a decrease in
investment.

264. The process behind the invest-
ment multiplier can be compared to
the of water.

(@) Triple effect
(b) Ripple effect
(¢) Initial effect
(d) Double effect

265. Which of the following is the
determinant of the value of the
investment multiplier?

(a) MPC
(b) APC
(¢) TPC
(d) None of these

266. Higher the more will
be the value of multiplier, whereas,
higher the , lower will be
the value of multiplier.

(a) MPS, MPC
(b) MPC, MPS
(c¢) APS, APC
(d) APC, APS

267. The value of investment multi- -
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plier is the reciprocal of

(a) APC

(b) APS

(c) MPS

(d) MPC
268. In an economy investment
expenditure is increased by I 600
crores and Marginal Propensity to
Consume (MPC) is 0.8. What will be
the total increase in saving?

(@) 3000

(b) 4000

(¢) 600

(d) 500
269. Supposein a country investment
increases by ¥ 320 Crores and con-
sumption is given by C = 45 + 0.6Y
(Where C = Consumption and Y =
income). How much increases will
there take place in income?

(a) T 192

(b) T 365

(¢) T 640

(d) 800
270. An increase in investment by
T 1000 Crores leads to increase in
national income by ¥ 2500 Crore.
What will be Marginal Propensity
to Consume (MPC)?

(@) 2.5
(») 0.6
(c) 0.4
(d) None of these

271. Which of the following formu-
la can be used to find the value of
Multiplier (XK)?
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AY 275. Consider the following data
(@) K= 7 relating to an economy:
1 (a) increase in investment =< 3,500
®) K=1-MpC Crores
1 (b) 80% of the increase in income
() K= MPS is spent on consumption.

(d) Any of the above.

272. In an economy, income gener-
ated is four times the increase in
investment expenditure. The values
of MPC and MPS are

and respectively.

(a) 0.75;0.25
(b) 0.25;0.75
(c) 1.75; 1.25
(d) None of the above.

273. In an economy, the entire in-
crease in income is spent on' con-
sumption. What will be the value of
multiplier?

(@ 0

b) 1

(¢) Infinity ()

d -1
274.In an economy, the actual level
of income is T 500 crores, whereas,
the full employment level of income
isZ 800 crores. If one~fourth of addi-
tional income is saved, what should
be increase in investment required
to achieve full employment level of
income.

(a) 0.25

(b) T 300 crores

(¢) ¥ 75 crores

(d) None of these

What will be the total increase in
income?-

(a) 2,800

(b) ¥ 7,000

(¢) ¥ 17,500

(d) None of these

276. According to the Keynesian
theory, the equilibrium level of
income in an economy is determined
when:

(a) Aggregate Demand = Aggregate

Supply

(b) Saving = Investment

(c) Both (a) and (b)

(d) None of these

Determination of equilibrium
Income: Three Sector Model
277. Which of the following is not

considered in three sector model of
closed economy?

(a) Household Consumption

() Desired Business Investment
Demand

(¢) Government Sector’s Demand
for goods and Services

(d) Foreign Trade

278.Inthree sectormodel, thereisno
foreign trade. Which of the following
option is correct in this regard?
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(a) GDP = National Income
(b) GDP > National Income
(c) GDP < National Income
(d) None of these

279. Which of the following is cor-
rect as regards the determination of
equilibrium national income?

(@ AD =AS

(b) AD=Y=AS

) C+I+G=C+S+T
(d) All are correct

280. C = 25 + 0.75 Y,, when C is
consumption and Y, is disposable
income. What is the size of the
multiplier?

(a) 5
® 4
(c) 2
(d) Cannot be determined.

281. Conmsider the following data
about a simple economy:

C =50 + 0.8Y,

I = 250 (Investment)

G = 100 (Government - Expenditure)
T = 100 (Tax)

What will be the equilibrium level
of National Income?

(a) 1200
(b) 1400
(c) 1600
(d) None of these

282. The following Information is
available regarding structure model
of an economy:

6.37
C = 40 + 0.8Y,
I=80
G=T=40
TR = 15

Where C = Consumption function
I = Investment

G = Government Expendi
ture

T = Lump Sum Tax
TR = Autonomous Transfer
Payment.
What will be the equilibrium level
of income?
(@) 700
(b) 610

+ (e) 175

(d) None of these

283. In an economy, the tax has
been levied as a function of income
with Governinent expenditure and
transfer payments. The following
data is available:

Consumption function (C) = 400 +
0.75(Y-T + TR)

Investment (I) = 750
Government Expenditure (G) = 380
Tax (T) = 84 + 0.2Y

Autonomous Transfer Payment (TR)
=200

What is the equilibrium level of
income?

(a) 4002.50
(b) 4042.50
(c¢) 4152.50
(d) 4582.50
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Determination of National
Income : Four Sector Model
284. In the four sector model, which
of the following additional flow is
considered as compared with three
sector model?

(a) Exports

(b) Imports

(¢) Net Capital Inflow

(d) All of the above

285. Which of the following indicates
the aggregate demand or the total
planned expenditure of consumers,
investors, governments and foreign-
ers (Net exports) at each income
level?

@ C+Y+G+(X+M)
(b) C+1I+Tax+ TR
() C+I+G+(X-M)
(d) None of these

286. In the determination of equilib-
rium level of national income, which
of the following is correct?

(@ Y=C+I+G+(X-M)

(b) C=a+b(Y-T)

(c) M=M + mY

(d) All of the above.
287. In four sector model, which of
the following formula is used to cal-
culate Foreign Trade Multiplier, if b
and m refer to marginal propensity
to consume and Marginal propen-
sity to import?

(a)

1-b-m
R S
1+b-m

)
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o= 1 0L 4
1-b+m

=
1+b+m

(c)

)

288. Consider the following:

Consumption function (C) = 40 +
0.8Y,

T=0.1Y

I = 60 crores
G = 40 Crores
X =58

M = 0.05Y

What will be the equilibrium level
of income?

(a) 800 crores

(b) 603 crores.

(¢) 545 crores

(d) None of these
289.C =60 + 0.9Y
I=10
M =10 + 0.05Y

‘What is Foreign Trade Multiplier?

(a) 0.98

(b) 3.97

(c) 6.66

(d) None of these
290. Equilibrium income (Y) = 600
Exports (x) =20
Imports (M) = 10 + 0.05Y
Calculate Trade Balance.

(a) Surplus (20)

(b) Deficit (20)

(¢) Surplus (30)

(d) Deficit (30)

h 4
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99. | (b) | 100. | (@) | 101. | (¢) [ 102. | (¢) | 103. | (@) | 104. | ) | 105. | (c)
106. | (d) [ 107. | (@) | 108. | () | 109. | @ [ 110. | (@) | 111. | () | 112. | (@)
113. | () | 114. | () | 115. [ @ | 116. | @) | 117. | (c) [ 118. | (©) | 119. | (@)
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134. | (b) | 135. | (c) | 136. | (c) | 137. | () | 138. | () | 139. | ) | 140. | (B)
141. | (b) | 142. | (d) | 143. | (d) | 144. | (c) | 145. | (c) | 146. | (b) | 147. | (B).
148. | (d) | 149. | (@) | 150. | (b) | 151. | (b) | 152. | (a) | 153. | (¢) | 154. | (c)
155. | (d) | 156. | (a) | 157. | (b) | 158. | (d) | 159. | (a) | 160. | (@) | 161. | (d)
162. | (d) | 163. | (b) | 164. | (a) | 165. | (b) | 166. | (b) | 167. | (c) | 168. | (c)
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190. | (¢) | 191. | (@) | 192. | (¢) [ 193. | (@) | 194. | (&) | 195. | ®) | 196. | (@)
197. | (c) [ 198. | (@) | 199. | (d) | 200. | (c) | 201. | (@) | 202. | (@) | 203. | (@)
204. | (b) | 205. | () | 206. | (@) | 207. | () | 208. | (@) | 209. | (©) | 210. | (&)
211, | (a) | 212. | (d) | 213. | (a) | 214. | (@) | 215. | (@) | 216. | (@) | 217. | (c)
218. | (d) | 219. | (@) | 220. | (@) | 221. | (@) | 222. | (c) | 223. | (@) | 224. | (a)
225. | (b) | 226. | () | 227. | &) | 228. | (@) | 229. | (@) | 230. | (@) | 231. | (@
232. | (a) | 233. | (b) | 234. | (b) | 235. | (d) | 236. | (b) | 237. | (2) | 238. | (b)
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239. | () | 240. | (¢) | 241. | (a) | 242. | (b) | 243. | (a) | 244. | (c) | 245.

246. | (a) | 247. | (@) | 248. | (b) | 249. | (b) | 250. | (c) | 251. | (@) | 252.

)

253. | (¢) | 254. | (¢) | 255. | (b) | 256. | (¢) | 257. |-(c) | 258. | (@) | 259.

) |

260. | (a) | 261. | (b) | 262. | (a) | 263. | (b) | 264. | (b) | 265. | (a) | 266. (&)
267. | () | 268. | (¢).| 269. | (d) | 270. | (b) | 271. | (d) | 272. | (a) | 273. (©)
274. | () | 275. | (©) | 276. | (¢) | 277. | (@) | 278. | (a) | 279. | (d) | 280. (b)

Y

(dﬂ

281. | (¢) | 282. | (a) | 283. | (b) | 284. | (d) | 285..| (c) | 286. (d) | 287.

(c)

288. | (b) | 289. | (¢) | 290. | (b)

Hints of selected question

18. The GDP deflator is used to take inflation out of GDP.

Nominal GDP
Real GDP = x 100
GPD Deflator

20.
. Nominal GDP
Real GDP = x 100
GDP Deflator
1150
—— x 100
143.75
= 800 Units.
21.
Nominal GDP
GDP Deflator = x 100
Real GDP

But, nominal GDP = Real GDP in Base Year.
Therefore, GDP Deflator in base year will be equal to 100.

23. The price level has fallen since GDP Deflator is less than 100 at 78.49.

24.

Price Index

Nominal GDP = Real GDP x
100

475%x118
100
= 560.5

DETERMINATION OF NATIONAL [NCOME 6.41
25.
GDP for C. Year x 100
Real GDP =
Current year Index
1200 x 100
= ——— = 1090.9 Crores.
110
Nominal GDP
GDP Deflator = x 100
Real GDP
1200
= —— x 100=110
1090.9
26.
Nominal GDP x 100
Real GDP =

Current Price Index

Current 1 Nominal GDP x 100
Price Index ~ Real GDP
540 x 100
= =2
450

28. If the GDP Deflator is greater than 100, then Nominal GDP is greater than
Real GDP.

31. If the GDP deflator next year is less than GDP deflator this yean than the
price level has fallen.

35. The basis of distinction between “gross” and “Net” is depreciation-
Net = Gross — Depreciation

70. NDP at FC = GNP, — Dep. — NFIA — NIT

= 9,500 — 540 - 410 - 630

=% 7,920 Crores.

71. GNP, = NDP,, + Depreciation — Net Indirect Taxes — Net Factor Income
from Abroad

= 6,400 + 10% of 6,000 — (290-30) + (500 - 650)
= 6,400 + 600 — 260 — 150
=% 6,590 Crores.

72, GNP, = NDP,,, + Consumption of fixed capital + (Factor Income from
Abroad - Factor Income to abroad) — (Indirect Taxes — Subsidies)-

35,600 = 32,000 + 3,900 + (600 — 750) - (210 - Subsidies)
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35,600 = 35,540 + subsidies
Subsidies = 35,600 — 35,540 = T 60 Crores.

73. GDP,,, = NNP,. + Consumption of fixed capital -Net Factor Income from
abroad + Net Indirect Taxes

7,000 = 6,250 + Consumption of fixed capital — 150 + 250
7,000 = 6,350 + Consumption of fixed capital
Consumption of fixed capital = 7,000 — 6,350 =¥ 650 Crores.

74. GDP,,, = Compensation of Employees + Mixed Income of Self Employed +
Operating Surplus + Depreciation + Net Indirect taxes

= 1,200 + 1,320 + 2,400 + 480 + 540 =¥ 5,940 Crores.
GNP, , = GDP, . + NFIA = 5,940 + (-60) = ¥5,880 Crores
NNP,,, = GNP,,, — Dep. = 5,880 — 480 =¥ 5,400 Crores
NNP,_ = NNP,,, - NIT = % 5,400 — ¥ 540 = % 4,860 Crores
75. NNP at MP = NNP at FC + Indirect Taxes — Subsidies
Subsidies = NNP,_. + Indirect Taxes - NNP,,
= 14,980 + 335 - 15,053
=% 262 crores
Net Indirect Taxes = Indirect Tax — Subsidies
=335-262
=% 73 crores.
76. GDP;_ = GDP,,, - NIT
= 1900 - 210 =¥ 1690 Crores
GNP, .= GDP_. + NFIA
= 1690 + 107 =% 1797 Crores
NNP_. = GNP, — Depreciation
1,671 =% 1,797 —Depreciation
Depreciation =¥ 1,797 -~ 1,671
=% 126 Crores.
77. NI = NNP__ = NNP, ,— Net Indirect Taxes.
= 2850 - 177 =% 2,673 Crores.
78. Domestic Income = NDP_.
= GNP,,, - Net Factor Income from abroad — Depreciation — (Indirect Tax —
Subsidies)
= 58,350 - (-240) — 1,625 — (2,590 — 1,540)
=% 55915 Crores.

. .
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81. The Option (c¢) is incorrect because flow is a dynamic concept.

187. National income estimated on the basis of all the three methods, amounts
to be the same. Thus, national income, national product and national expend-
jiture are always same. This is known as “Triple Identity”.

189. Value of Output = Sales + Change in Stock
= 1050 + T (600 - 750) = ¥ 900
GVA,,, = Value of Output - Intermediate Consumption
=900 - 525 =¥ 375
National Income = NVA_ .
= GVA,,, — Dep. + NFIA - Net Indirect Tax
=375-225 +45 - (165 - 75)
=¥ 105 Crores.
190. GVA, . = Sales + Change in Stock - Intermediate Consumption
=900 + (60 - 80) - 400
=3 480 Crores
NVA,,, = GVA,,, - Depreciation
= 480 — 60 =X 420 Crores
NVA, . =NVA, . - (Indirect Tax ~ Subsidies)
=420 -(90 - 30)
=% 360 Crores.

192. GDP,,, = Private Final Consumption Expenditure + Government Final
Consumption Expenditure + Gross domestic Capital Formation (Net domestic
Capital Formation + depreciation) + Net Expert

= 1,500 + 825 + (577 + 98) + 22

=% 3,022 Crores

NNP,. (NI) = GDP,,, — Depreciation + NFIA - NIT
=3,022 -98 + 15-900

=% 2,039 Crores.

193. GDP,,, = Government Final- Consumption Expenditure (Public Final
Consumption Expenditure) + Private Final Consumption Expenditure + Gross
Domestic Capital Formation (Gross Domestic Fixed Capital Formation + Change
Stock + Net acquisition of Valuables) + Net Export.

=22+ 45+ (1575 + 135+ 45) + (-90) =T 1,732 Crores

NNP_. = GDP,,, - Dep. + Net factor income from abroad (Income from abroad
- Income paid to abroad) - Net Indirect Tax (Indirect Tax — Subsidies)

=1732-135 +(0-90) - (0 - 450) =¥ 1,957 Crores




6.44 DETERMINATION OF NATIONAL INCOME

194. GDP_. = Compensation of Employees + Rent + Interest + Profit+
Mixed Income + (Gross Domestic Capital Formation — Net Domestic Capital
Formation)

= 2250 + 600 + 675 + 975 + Nil + (675 - 600)
=% 4,575 Crores

GDP, , = GDP__ + Net Indirect Taxes
=3%4,575 +3 225

=% 4,800 Crores.

220. Although AD has four components, but in two-sector model (closed
economy), AD is a function of only consumption Expenditure and investment
expenditure.

222. In a simple economy, the variable I is assumed to be determined exo-
genously and constant in the short term. This Constant Investment is denoted
by I.

227. When income is less than consumption, the gap is covered by dissaving.
(i.e., either by borrowing money or by drawing from past savings):

230. As per Keynesian theory, the increase in consumption will be less than the
increase in disposable income.

233. It means 70% of the income is spent on consumption. Therefore, APC=
0.70 or 70%

234.

Change in Consumption (AC)

MPC =
Change in Income (AY)

238.S = Y-C = 1000 — 300 = 700
aps= S _ 70 _q;7

Y 1000

239. APS = % = 0,375= %00-
S = 675

S-Y-C=C-YS
C=1800 - 675 = 1,125

246. Aggregate supply is equal to the national income of the economy, which
is either consumed or saved. Therefore, AS=C + S

247.

Change in Saving

MPS = :
Change in Income

Y
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N VN e K.,V
= 1100-1000 100

MPC=1-MPS =1-0.40=0.60
248.
(i) AD =C +1=%800 + 3350, =X 1,150 Crores
(ii) AS = National Income (Y) =X 1,250 Crores.
(iii) Saving (s) = Y -C =% 1,250 - 800 =% 450 Crores
249.
Given: Autonomous Consumption (¢) = ¥ 60 Crores
MPS (1 -b)=0.3
Saving Function:
S=-c+(-by
=-60 + 0.3(y)
Consumption Function:
C=C +b(y)
=60+ 0.7 (y)
250. S = -30 + 0.25 (y)
Given: Autonomous Consumption (c) = 30
MPS (1 -b) = 0.25
It means: MPC =1 -MPS =1-0.25=0.75
C=C +b(y)
=30+0.75(y)
251.

=0.40

Given MPC = % MPS

We know that MPC + MPS =1
Putting value of MPC , we get
(1-MPS) = % MPS

3-3 MPS = MPS

4 MPS =3

3

MPS = he 0.75

6.45
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(b) MPC = 1 - MPC = 0.25
Autonomous Consumption (¢ ) = ¥ 38 Crores
C=C +b(y)=38+0.25(y)

S=-C +(1-b) (y) = -38+0.75 (y)

252,
Aggregate Demand = C + |
‘Aggregate supply = C+ S

At equilibrium level

AD =AS
C+I =C+S8
I =8
Therefore, all the options are correct.
261.
C = C+MPC(®)
= C +(1-MPS)y)
= 500+ (1-0.3)y
y= C+l1
= 500 + (0.7)(y) + 1000
= 1500 + 0.7y
0.3Y = 1500
Yis— %%Q = 5000
262.
C =100 + 0.75y
I=1000

In Equilibrium, Y=C + 1
Y = 100 + 0.75Y + 1000
Y = 1100 + 0.75Y

Y -0.75Y = 1100

0.25Y =1100
1100
Yae= 075 = 4400
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Also, Y =C+1
C =YI
= 4400 - 1000
= 3400

265. There exists a direct relationship between MPC and the value of the
multiplier.

267.

Multiplier = = -
WHPHEE = MPS ©" 1-MPC

268. MPC = 0.8

MPS = 1-08 = 0.2

Multiplier () = —= = — =5
HAURUCE CO= SMPS & 027

Increase in Income (AY) = K x Al = 5 x 600 = 3000 Crores

Increase in Saviﬁg (AS) = AY x MPS

= 3000 x 0.2
= 600 Crores.
269. MPC = 0.6 [From Consumption Function]
1 1

Multiplier (K o 2.5

)= T-MPC ~1-0,
Change in Income (AY) = Multiplier (K) x Change in Investment (AI)
AY = 2.5 x 320 =¥ 800 Crores.

Thus, increase in investment by ¥ 320

Crores will cause equilibrium income to rise by ¥ 800 Crores.

270. Multiplier (K) = %
% 2500
= 71000 = %
We know that,
Multiplier (K) = MLPS
e o
2 = MPS
1
MPS =5
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- 0.4
MPC =1-MPS
-1-04
- 0.6

272. Increase in Income (AY) = 4 Increase in Investment (AI)
AY =4Al

AY B ol g
o F 4 = Multiplier (K)
1

Multiplier (K), = T2ppc
1

4 =

1-MPC
1-MPC. = % =0.25
MPC =0.75
MPS ' =1-MPC=1-0.75=0.25
273. AY = AC
ie MPC = 1

; 1 1
Multiplier (K) = 72ppc =0 =

274. One-fourth of additional income is saved,

1
It means MPS = 3= 0.25

Multiplier (K) = —I\Tlfg A ﬁ 4
Ch Yo 1 1 : A\7
Multiplier (K) = ange in Income (AY)

Change in Investment (Al)

Change in income (AY) = 800 — 500 =X 300 crores
300

4= AT

300
Al = =5— =% 75 Crores

Hence, change in investment should be X 75 crores to achieve full employment
level in income.

275. 80% of Increase in income is spent on Consumption.
MPC = 0.80

Multiplier (K) = — 1 Sl

Dbl 1
1-MPC 1-08 02
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Change in Income (AY)
Change in Investment (Al)

Multiplier (K) =
AY = (K) (AT)
=5 x 3500
=% 17,500 crores.
280. MPC = 0.75 (Given is Consumption function)
1 1 1
K=1-MpCc~1-075 025 =*
281. C =50 + 0.8,
Y=C+I+G
=50+ 0.8Y, + 250 + 100
- 400 + 0.8Y,
=400 + 0.8 (Y - 100)
=320 + 0.8Y

Yzﬁ_1600
Y

0.2

~C+I%G

=40 + 0.8Y, + 80 + 40
=160 + 0.8Y,

=160+ 0.8[Y-T + TR]
- 160 + 0.8 [Y — 40 + 15]
=160 + 0.8 [Y — 25]
=160 - 20 + 0.8Y

- 140 + 0.8Y

L -140,.
Y = 55 =700

283C=a+b(Y-T-tY +TR)
= 400 + 0.75 [Y = (84 + 0.2Y) + 200]
=400 + 0.75 [Y — 84 — 0.2Y + 200]
=400 + 0.75[0.8Y + 116]
=400 + 0.6Y + 87
= 487 + 0.6Y
Y=-C+1I+G
=487 + 0.6Y + 750 + 380
'=1617 + 0.6Y

282.

6.49
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0.4Y = 1617
1617
Y= S5 = 4042 50
288.
C =40 +0.8Y,

=40+ 0.3(Y - 0.1Y)
=40 + 0.8 (0.9Y)

I =60

G =40
X. =58
M =0.05Y

(X-M) =58-0.05Y
Equilibrium level of Income (Y) will be:
Y =C+I+G+X-M)Y
=40 + 0.8 (0.9Y) + 60 + 40 + (58 - 0.05Y)
=198 + 0.72Y - 0.05Y

=198 + 0.67Y
Y-0.67Y =198
0.33Y =198
198
Y = 033 = 903
289. Foreign Trade multiplier
-
T 1-b+m
r 1 _1
T 1-09+005 0.15
= 6.60

290 Trade Balance = X - M = 20 - 10 -~ 0.05 (600) =-20
Thus, trade balance is in deficit (20).

B

g

Introduction

1. Which of the following is covered
under the scope of public finance?

(a) Public Revenue & Public Expen-
diture

(b) Public Debt

(¢) Financial Administration (To
Control) processes and opera-
tions of public revenue, public
expenditure and public debt)

(d) All of the above

2. Which of the following is not cor-
rect about public finance?

(a) Public Finance aims at increas-
ing social welfare along with
economic gain

(b) Public Budgets are always pre-
pared for a year

(c) A Public authority can use
coercive methods to realise its
revenue

(d) All of the above are correct

3. Macroeconomic stabilization may
be achieved through

(a) Free market economy

(b) Fiscal policy

7.1

(c) Monetary policy
(d) Both (b) and (¢) above

4. Which one of the following is the
main macroeconomic goals of any
nation?

(a) Economic Growth

(b) High levels of employment
(c¢) Stable price levels

(d) All of the above

5. Which of the foliowing is not an
economic system?

(a) Oligopoly
(b) Capitalism
(¢c) Socialism
(d) Mixed Economy

6. Who is often regarded as a bold
advocate of free markets and mini-
mal governmental activity?

(a) Marshall

(b) Adam Smith

(¢) Both (a) and (b)
(d) None of the above

7. Who has introduced the three-
branch taxonomy of the role of




7.2 PUBLIC FINANCE

government in a market economy
in the book “The Theory of Public
Finance”?

(a) Adam Smith

(b) JB. Say

(c¢) J.M. Keynes

(d) Richard Musgrave

8. Which of the following is primarily
a macroeconomic function?

(a) Allocation function
(b) Income Redistribution
(c) Stabilization Function
(d) All of the above

9. In Public Finance, which one of
the following is related with the
function to ensure price stability?

(a) Resource Allocation

(b) Income redistribution

(¢) Macroeconomic stabilization
(d) All of the above

10. The function of the government
“to ensure efficiency” is executed
through .

(a) Resource Allocation

(b) Income Redistribution

(¢) Macroeconomic Stabilization
(d) None of the abdye

The Allocation Function

11. Which of the following is not
correct as regards the Allocation
Function?

(a) It refers to the way in which the
available resources are allocated
among the various users to which
they might be put. .

() Tt determines how much of the
various kinds of goods and ser-
vices will actually be produced
in an economy.

(¢) Itisacritical problem asresources
are limited in supply and have
alternative uses.

(d) All the above are correct.

12. Government of Emeline Land
decides to provide most modern
road infrastructure throughout the
nation. This can be classified as:

{a) Distribution function
(b) Allocation function
(¢c) Stabilization function
(d) None of the above’

13. The justification for government
intervention is best described by:

(a) Theneed topreventrecessionand
inflation in the economy

(b) The need to modify the outcomes
of private market actions

(¢) The need to bring injustice in
distribution ofincome and wealth

(d) All of the above

14. The allocative function in bud-
geting determines

(a) Who and what will be taxed?

(b) The process by which the total
resources of the economy are
divided among various uses

(¢) The level of involvement of the
public sector in the national
economy [

(d) All of the above

15. Which of the following is not
allocation instruments by which
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governments can influence resource
allocation in the economy?

(a) The Government can directly

produce an economic good (like

. electricity, public transportation
services).

(b) The Government may direct
resaurce allocation through in-
centives and disincentives.

(¢) The Government may influence
allocation through legislation and
force (like ban of single use plastic
goods).

(d) Employment reservation and
preferences to protect certain
segments of the population

The Redistribution Function

16. Redistribution policies are likely
to have efficiency costs because-

(@) They will reduce the efficiency of
governments

(b) They may create disincentives to
work and save
(c) Governmentshave to forego taxes

(d) They are likely to make the poor
people dependent on the rich

17. Which of the following policies
of the government fulfils the redis-
tribution function?

(a) Parkingthe army onthe northern
borders of the country

(b) Supply of food grains at subsi-
dized prices to the poor people

(¢) Controlling the supply of money
through monetary policy

(d) All of the above

18. When a government offers unem-
ployment benefits and also resorts to
progressive taxation which function
does it seem to fulfil?

(a) Itistrying to establish stability in
an economy

(b) Ttistrying to redistribute income
and wealth

(¢) It is trying to allocate resources
to their most efficient use

(d) Tt is creating a source of market
failure

19. Which function does the gov-
ernment perform when it provides
transfer payments to offer support
to the underprivileged?

(a) Allocation

(b) Efficiency

(¢) Distribution

(d) None of the above

20. The redistribution measures
should be accomplished with
efficiency costs by care-
fully balancing
objectives.

(@) minimal, equity and efficiency
(b) minimal, equity and taxation

(¢) maximising, equity and efficiency
(d) maximising equity and taxation

21. The distributive function of
budget is related to which of the
following basic questions

: (a) “For whom” should an economy
produce

(b) “By whom” should an economy
produce

(c) Both (a) & (b)
(d) Neither (a) nor (b)
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22.The Government can redistribute
income and wealth through

(a) Expenditure side of the budget
(b) Revenue side of the budget

(¢) Either (a) or (b)

(d) None of these

23. When the redistribution func-
tion is done by Government through
revenue side, then which of the fol-
lowing method is adopted?

(a) Free or subsidised education
(b) Healthcare

(¢) Progressive Taxation

(d) Flat rate of Taxation

24. Which of the following is not
adopted when redistribution func-
tionis done on the expenditure side?

(a) Progressive Taxation
(b) Subsidised Education
(¢) Subsidised healthcare

(d) Free basic goods to deservmg
people

25, In exercising the redistributive

- function, there would be a conflict

between and
(a) Efficiency and effectiveness
(b) Equity and effectiveness
(¢) Efficiency and equity
(d) None of the above

26. Effective demand is determined
by the level of income of the house-
holds and this, in turn determines
the distribution of among
people.

(@) Real Qutput

() Nominal Output

(¢) Total Output

(d) None of the above

27. The distributive function also
relates to the manner in which the
e overthe is divid-
ed among the various individual and
family spending unit of the society.

(@) Nominal demand, economic
goods

(b) Effective demand, economic
goods

* (¢) National demand, non-economic

goods

(d) Effective demand, non-economic
goods
28.. Which of the following is an
objective of distribution function?

(a) Redistribution of income to
achieve an equitable distribution
of societal output among house-

holds

(b) Advancingthewell-being of those
members of the society who suf-
fer from deprivations of different
types

(¢) Providing equality of income,
wealth and opportunities

(d) All of the above

29. Which of the following is not an
example of redistribution function?

(a) Progressive taxation of the rich
along with subsidy to poor

(b) Special schemes for backward
regions

(c) Unemployment-benefits and
transfer payments to provide sup-
port to underprivileged people

(d) Production of goods like electric-
ity by the Government

- BN SO L) A
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Stabilization Function

30. In a federal set up, the stabili-
zation function can be effectively
performed by:

(a) Respective state governments
(b) Ministry of taxes

(¢) The government at the centre
(d) None of the above

31. Macroeconomic stability is said
to exist when an economy’s:

(a) Output matches its production
capacity

(b) Total Spending matches its total
output

(c) Labour resources are fully em-
ployed and inflation is low &
stable

(d) All of the above

32. The theoretical rationale for
the stabilization function is that a
market economy does not automati-
cally generate full employment and
price stability. Who has given this
proposition?

(a) Keynesian

(b) Hicksian

(¢) Marshallion

(d) None of these

33. The government and the coun-
try’s central bank promote full em-

ployment and price stability through .

which of the following policy?
(a) Fiscal policy
(b) Monetary Policy
(c) Both (a) & (b)
(d) Neither (a) nor (b)

34. The stabilization issue also
becomes more complex due to

(a) Contagion effect
(b) Contraction effect
(¢) Expansion effect
(d) Recession effect

35. The increased international
interdependence and financial inte-
gration causes forces of instability
to get easily transmitted from one
country to other countries. What is
this called?

(a) Contagion effect
(b) Contraction effect
(¢) Expansion Effect
(d) Recession Effect

36. The stabilization function is
concerned with the performance of
the aggregate economy in terms of

(a) labour employment and capacity
utilization

(b) general price levels
(c) the rate of economic growth
(d) all of the above

37. The government stabilization
intervention may be through which
of the following?

(a) Monetary Policy
(b) Fiscal policy
(¢c) Monetary Policy as well as fiscal
policy
(d) None of these
38. Read the following statements:

1. The market-generated alloca-
tion of resources is usually im-
perfect and leads to inefficient
allocation of resources in the
economy

2. Market failures can at all times
be corrected through govern-
ment intervention
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3. Public goods will not be pro-
duced in sufficient quantitiesin
a market economy of the three
statements above:

(a) 1,2 and 3 are correct
() 1 and 3 are correct
(¢) 2 and 3 are correct
{d) 3 alone is correct
39. Choose the correct statement.

(a) Fiscal policy involves the use of
changes in taxation and govern-
ment spending; while monetary
policy involves the use of price
and profit controls.

(b) Fiscal policy involves the use of
price and profit controls; while
monetary policy involves the
use of taxation and government
spending.

(c) Fiscal policy involves the use of
changes in taxation and govern-
ment spending; while monetary
policy involves the use of changes
in the supply of money and inter-
est rates.

" (d) Fiscal policy involves the use of

changes in the supply of money
and interest rates; while monetary
policy involves the'use of changes
in taxation and government
spending.

40. Which of the following fiscal
policy is adopted to alleviate reces-
sion?

(a) Expansionary

(b)- Contractionary
(¢) Both (a) & (b)

(d) Neither (a) nor (b)

41. The Contractionary fiscal policy
is resorted to :

(a) Alleviate recession

(b) For controlling high inflation
(¢) Forincreasing general price level
(d) None of these

42. If there is high inflation, then
which of the following action is taken
by the government?

(a) Decrease government spending
(b) Raise taxes

(¢) Reduce money supply

(d) Any one/more of the above.

43. As a part of its policy the govern-
ment has increased' its’ spending,
reduced the taxes and also increased
the money supply. This fiscal policy
is adopted in which of the following
situations:

{(a) Very high inflation
(b) High employment
(¢) High unemployment
(d) High inflation

44. The Monetary policy works
through controlling

(a) The size of money sﬁpply
(b) The interest rate in economy
(¢) Both (a) and (b)

(d) None of these

Centre and State Finance

45. Fiscal Federalism refers to

(a) Organizing and implementing
development plans

(b) Sharing of political power
between centres and states
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(¢) The management of fiscal policy
by a nation

(d) Division of economic functions
and resources among different
layers of the government

46. Which one of the following taxes
is levied by the state government
only? '

(a) Corporation tax

(b) Wealth tax

{¢) Income tax

(d) None of the above

47. Who has introduced the term
“Fiscal Federalism”?

(a) Richard Musgrave
(b) Robin Musgrave
(¢) Starlin Musgrave
(d) None of the above

48. India is a federation of
States and Union
territories.

(a) 29,9

(b) 28,9

(c) 29,8

(d) 28,8
49, In terms of fiscal federalism,
introduced by Musgrave ,
functions should be the responsibil-
ity of Central Government and State

government & local govt. should be
responsible for

(@) Allocation ofresources, Economic
Stabilization

(b) Economic Stabilization & in-
come distribution, allocation of
resources '

(¢) Stabilization &allocation, income
distribution

(d) None of these

50. Which of the following Article
of the constitution demarcates the
powers of the union and the state
by classifying their powers into
three lists?

(a) Article 244
(b) Article 245
(c) Article 246
(d) Article 247

51. Which of the following items are
contained in the contained in the
concurrent list?

{(a) Ttems on which the union parlia-
ment alone can legislate

(b) Items on which the State legisla-
tiveassemblies alone canlegislate

(¢c) Items on which both the parlia-
ment and the legislative assem-
blies can legislate '

(d) None of the above
52. In India, Taxes are levied by the:
(a) Centre only
(b) States only
(¢) Centre as well as States
(d) Parliament only I

53. On which of the following items,
the State Government cannot levy
taxes?

(a) Lands and Buildings
(b) Electricity

(c) Vehicles

(d) Capital Value of assets

54. Which of the following is not a
subject matter of levy of tax by the
Union Government?

(a) Taxes on income (Others than
agricultural Income)

(b) Corporate Tax




7.8 PUBLIC FINANCE

(¢) Toll Tax
(d) Security Transaction Tax

55. Which Article provides for an
institutional mechanism, namely
the Finance commission, for recom-
mending the sharing of taxes?

(a) Article 277
(b) Article 278
(¢) Article 279
(d) Article 280

56. Which of the following is true in
respect of centre and state govern-
ment finances?

(a) The centre can tax agricultural
income and mineral rights

() Finance commission recom-
mends distribution of taxes
between the centre and states

(¢} GST subsumes majority of direct
taxes and a few indirect taxes

(d) IGST is collected by the state
governments

57. Which of the following is true in
respect of the role of Finance Com-
missions in India?

I. The distribution between the
union and the states of the net
proceeds of taxes.

II. Allocation between the states
of the respective shares of such
proceeds.

III. Make Recommendations on
integrated GST on inter-State
movement of goods and ser-
vices.

IV. Torecommend expenditure de-
centralization among different
states

(a) Tand IT are correct
(b) II and III are correct

(¢) L, II and IIT are correct
(d) All the above are correct

58. Which of the following is con-
cerned with division of economic
responsibilities between the central
and state Government of India?

(a) NITI Aayog

(b) Central bank

(¢) Finance Commission
(d) Parliament

59. The percentage of share of
states in central taxes for the period
2021-26 recommended by the Fif-
teenth Finance Commission is:

(a). 38 per cent
(b) 41 per cent
(¢c) 42 per cent

(d) The commission has not submit-
ted its report

60. Which of the following is not a

criterion for determining distribu-

tion of central taxes among states
for 2021-26 period?

(a) Demographic performance
(b) Forest and ecology

(¢) Infrastructure performance
(d) Tax and fiscal efforts

61. On which date, the GST was
rolled out across the country?

(a) 1st April, 2017
(b) 1st July, 2017

(¢) 1st January, 2018
(d) 1st July, 2018

62.For any particular good orservice
or a combination of the two, what is
the ratio of SGST and CGST?

(@) Equal
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(b) 60% CGST & 40% SGST
(c¢) 40% CGST & 60% SGST
(d) None of these

63. Providing social sector services
such as health and education is:
(a) The responsibility of the central
government
(b) The responsibility of the respec-
tive state governments
(c) The responsibility of local adm-
inistrative bodies

(d) None of the above
64. GST compensation is given:

(a) To the industries which have
made losses due to the introduc-
tion of GST

(b) Tocompensate forthelowerrates
of GST on essential items

(¢) To the states to compensate for
the loss of revenue due to the
introduction of GST

(d) Tocompensate fortheloss of input
tax credit in manufacturing
65. As per the Supreme Court ver-
dict in May 2022,

(a) Theunion has gréater powers than
the states for enacting GST laws

®) The union and state legislatures
1eous poOw-

lave “o simultar
equal, Goods and

€IS” to make laws on
CIvices Tax

(©) The ypion Jegislatures enafct’-
Mments wi]] prevail in cas¢ o8 2
conflict between those of union
and stateg

(d) The state legislatures can make
rules only with the permission of
central government

66. Which of the following goV-
ernment is/are entrusted with the

' responsibility of providing public

utility services such as water supply
and sanitation, local roads, electric-
ity, etc.?

(a) Central Government
(b) State Government

(¢) Local Self government (Munici-
palities and Panchayats)

(d) All of the above

67. Which one of the following is
not the responsibility of Central
Government?

(a) Defence

(b) Foreign Affairs

(¢) Money and Banking
(d) Health and Education

UNIT 2 : MARKET mwne?sovimmsuf‘““iinraavg@nou TO

CORRECT MARKET FAILURE

Concept of Market Failure

68. ‘Market failure’ is a situation
which occurs when:

(a) Private goods are not sufficiently
provided by the market

(b) Public goods are not sufficiently
provided by public sector

(¢) The market fail to form or they
allocate resources efficiently

(d) (b)and (c) above

69. Which of the following is an ex-
ample of market failure?

(@) Prices of goods tend to rise
because of shortages
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(b) Merit goods are not sufficiently
produced and supplied

(c) Prices fallleading to fall in profits
and closure of firms

(d) None of the above

70. Which of the following State of al-
location of resources in an economy
is described as market failure?

(a) Inefficient allocation
(b) Efficient allocation
(¢) No allocation

{d) None of the above

71. Which of the following is incor-
rect as regards Market failure?

(a) Inefficientallocation ofresourcés
(b) Market is not working at all

(¢) Free market leads to overpro-
duction or underproduction of
particular goods or services

(d) All of the above

72. What is the type of market fail-
ure when the market does not sup-
ply products at all despite the fact

* that such products and services are

wanted by people?
(a) Complete market failure
(b) Partial Market failure
(c) Appropriate Market failure
(d) Misappropriate Market failure

73. Which of the following is not a
type of market failure?

(a) Complete market failure
(b) Partial Market failure

(¢) Both (a) and (b)

(d) Systematic market failure

74. Which of the following is true
about partial market failure?

(a) Market does actually function

(b). Market produces either wrong
quantity of product or at wrong
price.

(¢) There is loss of economic welfare

(d) All of the above

Why do markets fail?

75. Which of the following is not a
part of major reasons for market
failure?

(a) Market power & Externalities

" (b) Public Goods

(¢) Incomplete Information
(d) Non-functioning of market at all

76. Which of the following is an
outcome of market power? .

(a) makespriceequal to marginal cost
and produce a positive external
benefit on others

() can cause markets to be efficient
due to reduction in costs

(¢) makes the firms price makers
and restrict outpul so as to make
allocation inefficient

(d) (b) and (c) above
77.Markets do not exist

(a) for goods which have positive
externalities

(b) fqr pure public goods

(c) for goods which have negative
externalities

(d) none of the above

78. Market power or monopoly
poweris the ability of a firm to profit-
ablyraise the of a good
or service over its .

(a) Marginal price, market Cost
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(b) Market price, marginal cost
(¢) Production, Capacity to produce

(d) Marginal production, actual ca-
pacity

79. In a particular type of market
failure, the single producer or a
small number of producers restrict
output and change price higher than
what would prevail under perfect
competition. This situationis caused
due to

(a) Market power

(b) Externalities

(¢) Public goods

(d) Incomplete information

80. As areason of market failure, the
externalities will have
effect.

(a) Positive

(b) Negative

(¢) Either (a) or (b)
(d) No

81. When a consumption or produc-
tion activity has an indirect effect
(either positive or negative) on con-
sumption or production activities
of other and such effects are not
reflected directly in market prices,
then what is this called?

(a) Internality
(b) Externality
(¢) Market power
(d) All of the above

82. Which of the following is synony-
mous to the term “Externalities”?

(a) Spillover Effects

(b) Neighbourhood Effects
(¢) Third party or side effects
(d) All of the above

83. Which of the following happens
in negative externalities?

(@) When the action of one party
imposes costs on another party

() When the action of one party
Confers benefits on another party

(¢) When sale of entire industry in-
creases due to single party

(d) None of these

84. Which one of the following is
incorrect about the term “externali-
ties” in relation to market failure?

(a) Externalities are costs which are
reflected in free market prices

(b) Externalities are also referred to
as third party effects

(c) Negative externalities accurwhen
the action of one party imposes
costs on another party

(d) Positive externalities occur when -
the action of one party confers
benefits on another party

85. A factory, which produces alu-
minium, discharges untreated waste
waterinto anearby river and pollutes
the water causing health hazards
for people who use the water for
drinking and bathing. What type of
externality is this?

(@) Anegative production externality
in consumption

(b) Anegative production externality
in production

(¢) A positive production externality
in consumption

(d) Negative production externalities
86. Smoking in public is a case of:
(a) Negative consumpiion externality

(b) Negative production externality
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(c) Internalising externality
(d) None of the above

87. Which of the following state-
ment is false?

(@) Tradable permits provide incen-
tive to innovate and reduce nega-
tive externalities

(b) A subsidy on a good which has
substantial positive externalities
would reduce its cost and conse-
quently its price would be lower

(¢) Substantial negative externalities
are’involved in the consumption
of merit goods

(d) Meritgoodsarelikely to beunder-
produced and under consumed
through the market mechanism

88. Which one of the following would
you suggest for reducing negative
externality?

(a) Production subsidies

(b) Excise duty

(c) Pigouvian taxes

(d) All of the above
89. A Pigouvian subsidy:

(a) Cannotbepresentwhen externali-

ties are present

(b) Is a good solution for negative
externality as prices will increase

(c) Is not measurable in terms of
money and therefore not practical

(d) May help production to be socially
optimal when positive externali-
ties are present

90. Which of the following is not the
instance of negative consumption
externalities affecting production?

(@) Act of undisciplined students
creating disturbance in the class

(b) Excessiveconsumption ofalcohol
causing impairment in efficiency
for work

(¢) Playing radio loudly obstructing
one from enjoying a concert

(d) None of the above

91. Which of the following is part of
private cost incurred by the firm?

(a) Wages

() Raw Materials

(¢) Heating and Lighting
(d) All of these

92, What is the correct relationship
between social cost and private cost?

(a) Social cost = Private cost — Exter-
nal Cost

(b) Social cost = Private cost + Exter-
nal Cost

(¢) Private cost = Social Cost + Ex-
ternal Cost

(d) External Cost = Social Cost +
Private Cost

93. Read the following statements.

I. The market-based approaches

to control externalities operate
through price mechanism

II. When externalities are pres-
ent, the welfare loss would be
eliminated

I11. The key is to internalizing an
externality is to ensure that
those who create the externali-
tiesinclude them while making
decisions

Of the above statements
(a) II and III are correct
(b) Ionly is correct
(c) 1 only is correct
(d) Iand III are correct
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94. Read the following statements.

I. Social costs are the total costs
incurred by the society when a
good is consumed or produced.

II. The external costs are not in-
cluded in firms’ income state-
ments or consumers’ decisions.

III. Each firm’s cost which is con-
sidered for determining output
would be only private cost or
direct cost of production which
doesnotinclude external costs.

IV. Production and consumption
decisions are efficient only
when private costs are consid-
ered

Of the above
(a) Statements I and III are correct
(b) StatementsI, IIandIIlare correct
(c) Statement I only is correct

(d) All the above are correct

Public Goods

95, Which economist developed the
theory of public goods?

(a) Paul A. Samuelson
(b) Jean Baptist Say
(c¢) J.R. Hicks
(d) None of these
96. A public good is also called as

(a) Collective Consumption goods
(b) Social goods

(c) Both (a) and (b)

(d) None of above

97. Which of the following is the right
argument for provision of public
good by government?

(a) Governmentshave hugeresources
at their disposal

(&) Public goods will n€Ver cause any
type of externality

(¢) Markets are unlikely to produce
sufficient quantity of public goods

(d) Provision of public g00ds arevery
profitable for any gOvernment

9.8. Adequate amount of a pure pub-
lic good will not be provided by the
private market because of:

(@) The possibility of free riding

(b) The existence of very low prices
and low profits |

(c) Governments would any way
produce them, so there will be
overproduction

(d) There are restrictions as well as
taxes on production of public
goods

99. What is the name of the paper in
which Paul A, Samuelsonintroduced
the conceptof “collective consump-
tion good”?

« (a) The pure theory of public expen-

diture

(b) The Abstract theory of public
Expenditure -

(¢) The applied theory of public Ex-
penditure

(d) The Empirical theory of pyblic
Expenditure

100. The incentive tolet other people
pay for a good or service, the ben-
efits of which are enjoyed by an
individual:

(@) Is a case of negative externality

(b) Is a case of market efficiency

(¢) Isa case of free riding

(d) Is inappropriate and warrant ac-
tion
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101. The free rider problem arises
because of:

(a) Ability of participants to produce
goods at zero marginal cost

(b) Marginal benefit cannot be calcu-
lated due to externalities present

(¢) The good orserviceis non exclud-

able.

(d) General poverty and unemploy-
ment of people.

102. Which of the following is NOT
an example of public goods?

(a) Food items

(b) Clothing

{¢) Movie Ticket
(d) All of the above

103. When it is possible to prevent
consumers who have not paid for
them for consuming them, then these
are called as:

(a) Excludable Goods
(b)' Non-Excludable Goods
(¢) Preventive Goods
(d) Includable Goods

104. By which of the following
issues, Public goods are generally
more vulnerable?

(a) Externalities

(b) Inadequate property rights
(¢) Free rider problems

(d) All of the above

105. In case of which goods, “free
-riding” mostly occurs?

(a) Private goods
(b) Public goods
(¢) Personal goods
(d) Secret goods
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106. In case of which goods, market
failure occurs?

(a) Private goods

(b) Public goods

(¢) Personal goods

(d) Secret goods

107. The purchase and consump-
tion of a private goods by one
individual prevents another Indi-
vidual from consuming it. Therefore,
consumption of private goods is

(a) Rivalrous

(b) Non-Competitive
(c) Demonstrative
(d) Non-Rivalrous

108. In case of pure public goods,
which of the following statement
is correct?

(a) Payment is made by consumer

(b) No direct payment by the con-
sumer is involved

(c) All consumers have to pay indi-
vidually

(d) None of the above

109. Which of the following is not
an example of public goods?

(a) ‘National Defence

(b) Highways

(¢) Public Education

(d) Clothing
110. Which of the following leads to
the problem of free-riding?

(a) The absence of excludability in

the case of public goods

(b) The tendency of people to act in
their own self- interest

Y
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(c) Both (a) & (b)
(d) None of these

One Word Information

111. Complete information is an
important elément of a competitive
market. Perfectinformation implies
that have complete
information about anything that
may influence their decision making.

(a) Buyers

(B) Sellers

(¢) Both Buyers & sellers:
(d) Government

112. Why the assumption of perfect
information to buyers and sellers is
not fully satisfied in real markets?

(a) Complexity of products and ser-
vices

(b) Difficulty of getting correct infor-
mation

(c) Deliberate misinformation by
interested parties

(d) All of the above

113. A chemical factory has full
information regarding the risks of
a product, but continues to sell it.
This is possible because of:

(@) Asymmetric information
(b) Moral hazard

(¢) Free riding

(d) (a) and (c) above

114. There may be an imbalance
in information between the buyer
and the seller i.e. when the buyer
knows more than the seller or the
seller knows more than the buyer.
This situation may be referred to as:
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(a) Symmetric Information
(b) Asymmetric Information
(¢) Adequate information
(d) Improper information

115. Which of the following is an ex-
ample of Asymmetric information?

(a) The landlords know more about
their properties than the tenants

(b) Health insurance buyers know
more about their state of health
than the insurance companies

(¢) A used-car seller knows more
about the vehicle quality than the
buyer L

(d) All of the above

116. Which of the following is a cen-
tral conceptrelated to the problem of
information gaps in many markets?

(a) Adverse selection
() Moral Hazard
(¢) Both (a) & (b)
(d) None of these

117. Who has developed “lemons
problem” in relation to the used
car market?

(a) George Martin
(b) George Akerlof
(¢) George Akin
(d) None of these

118. If an individual tends to drive
his car in a dangerously high speed
because he has a comprehensive
insurance cover, it is a case of:

(a) Free riding

(b) Moral hazard
(¢) Poor upbringing
(d) Inefficiency
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119. Rules regarding product label-
ling:
(a)

Seeks to correct market failare
due to externalities

Isamethod of solving the problem
of public good

()

(c) May help solve market failure due
to information failure

Reduce the problem of monopo-
lies in the product market

(d)

120. The Government has interven-
tion rnechanism for combating mar-
ket failure so as to ensure greater
welfare to the society. How does the
Government insure a well function-
ing market?
(a) Bycreating the necessary physical
infrastructure
(b) By provision of institutional in-
frastructure
(c) By ensuring an appropriately
framed competition and consum-
er law framework that regulates
the activities of firms and indi-
vidualsin their market exchanges

(d) All of the above

Government Inventions to min-
imise market failure (Due to
Market power and externalities)

121. The Competition Act, 2002
aims to -

(@) Protect monopoly positions of
firms that have developed unique
innovations

(b) Topromote and sustain competi-
tion in markets

(¢) To determine pricing under
natural monopoly

(d) None of the above
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122. To minimise market Power,
the government intervenes through
which of the following measures?

(@) Controls on mergers and acquisi-
tions

Price capping, price regulation,
Profit or rate of return regulation
and nationalisation

)

(c) Patronage to consumer associa-
tions, tough investigations into
cartelisation and unfair practices
and reduction in import controls

(d) All of the above

123, The most commonly referred
negative externality is:

(a) Pollution

(b) Air Pollution

(c) Water Pollution

(d) Noise Pollution

124. Which of the following is the
Government initiative towards
negative externalities through direct
controls?

(a)
®)

Licensing and Production quotas

Complete ban on smoking at
public places

(¢) Mandatory to install pollution
abatement mechanism by the
polluting firms

(d) All of the above
125.
(@)
(b)
(¢) Penalty anover/underproduction
(d)
126. What is the problem in admin-
istrating an efficient pollution tax ?

What are Pigouvian taxes?
Pollution Taxes

Corruption Levy Tax

Anti-profiteering tax

(a) Requirement of complex and
costly administrative procedure
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(b) Insignificant effect in case of in
elastic goods

(¢) Negative consequences on em-
ployment and investments

(d) All of the above

127. When positive externalities are
present, government may attempt to
solve the problem through which of
the following subsidy?

(a) Corrective subsidies to the PRO-
DUCERS aimed at increasing the
supply of the good

(b) Corrective subsidies to CONSUM-
ERS aimed at increasing the

) demand for the good.

(¢) Both (a) and (b)

(d) None of the above
128. In the case of products and ser-
vices whose externalities are vastly
positive, the government enters the
market directly as an entrepreneur
to produce and provide them . Which
of the following is an example in
this regard?

(a) Public Education

(b) Health Care

(¢) Fundamental Research
(d) None of the above

GovernmentlInterventionin the
case of Merit-Demerit & Public
Goods

129. Which of the following cannot
be regarded as merit goods?

(a) Education
(b) Health care
(¢) Welfare services

(d) Intoxicating drugs
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130. Indentify the Incorrect state-
ment.
(a) Merit goods have substantial
positive externalities
(b) Merit goods are socially undesir-
able
(¢) Merit goods have direct relation
with social welfare
(d) Public libraries, museum and
public parks are the examples of
merit goods

131. Which of the following is an
example of Government intervention
in case of merit goods?

(a) Compulsory use of Helmets &
Seat belts

(b) Mandatory to avail insurance
protection

(¢) Compulsory Immunization

(d) All of the above

132. A government subsidy

(a) Is a market-based policy

(b) Involves the government paying
part of the cost to the firms in
order to promote the production
of goods having posilive externali-
ties

(c) Is generally provided for merit
goods

(d) All of the above

133. The production and consump-
tion of demerit goods are:

(a) Likely to be more than optimal
under free markets

(b) Likely to be less than optimal
under free markets

(¢) Likely to be subjected to price
intervention by government

(d) (a) and (c) above
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134. The argument for education
subsidy is based on:
(a) Education is costly
(b) Thegroundthateducationis merit
good

(¢) Education creates positive exter-
nalities

(d) (b) and (c) above

135.If governments make it compul-
sory to avail insurance protection, it
is because

(@) Insurance companies need to be
running profitably

(b) Insurance will generate moral
hazard and adverse selection

(c) Insuranceisameritgoodand gov-
ernment wants people to consume
it '

(d) None of the above

136. Identify the incorrect state-
ment. .

(@) A minimum support price for
agricultural goods'is a market
intervention method to guarantee
steady and assured incomes to
farmers

(b) Anexternalityisinternalisedifthe
ones that generated the external-
ity incorporate them into their
private cost- benefit analysis

(c) Theproductionand consumption’

of demerit goods 'are likely to
be less than optimal under free
markets

(d) Compared to pollution taxes, the
" cap and trade method is admin-
istratively cheap and simple to
implement and ensures that pol-
lution is minimised in the most
cost-effective way

137. Which of the following is not an
example of Demerit goods?

(a) Cigarettes

(b) Alcohol

(¢) Medical use of Alcohol
(d) Intoxicating drugs

138. Demerit goods are goods which
are believed to be:

(a) .Socially desirable

() Socially Undesirable

(¢) Having positive externalities
(d) None of above

139. Which of the following can be
used by the Government to correct
market failure resulting from de-
merit goods?

(a) Complete ban an demerit goods

(b) Prohibitthe advertising orpromo-
tion of demerit goods

(¢) Regulatory controls in the form
of spatial restrictions

(d) Fixation of maximum price for
demerit goods

140. Direct provision of a

by the government can help to over-
come the free-rider problem which
leads to market failure.

(a) Public goods

(b) Private goods

(¢) Demerit goods

(d) Goodswithnegative externalities

141. Which of the following are PUB-
LIC goods thatis invariably provided
by the government?

(a) Fire protection
(b) Disease prevention
(¢) Defence

(d) All of the above
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142. There are some goods which are
produced and consumed as public
goods and services despite the fact
that they can be produced or con-
sumed as private goods. Which of
the following is not an example of
such goods?

(a) Scientific approval of drugs

(b) Production of strategic products
such as atomic energy

(c) Provision of securities at airport
(d) Maintenance of Public Parks

PriceIntervention: Non-Market
Pricing

143. Which of the following is Not
a price intervention in the form of
price controls by the Government?

(@) Fixation of minimum wages
(b) Rent controls

{(¢) Price floor or price ceiling
(d) Pollution taxes

144. With the objective to provide
guaranteed steady and assured in-
comes to farmers, which scheme has
been initiated by the Government in
this regard?

(a) MSP

(b) MPS

(c) VSP

(d) TSP

145. With the objective of ensuring
stability in prices and distribution,
governments oftenintervene in grain
markets through:

(a) Building and maintenance of
Buffer stocks

(b) Price ceilings
(¢) - Price floor

(d) None of the above

Government Intervention (For
correcting information failure
& for Equitable Distribution)

146. Which of the following cannot
be regarded as example of govern-
ment’s intervention for correcting
information failure?

(@) Mandatory price tag on products
indicating maximurn, retail price

(b) Mandatory to have accuratelabel-
ling and content disclosures

(¢) Regulation of advertising and
setting of advertising standards

(d) Public dissemination of informa-
tion to improve knowledge

147. Which of the following is com-
mon policy intervention by the gov-
ernment to redistribute incomes?

(a) Progressive Income Tax

(b) Targeted budgetary allocations
(¢) Unemployment compensation
(d) All of the above

148. Government failure occurs
when

(a) Government fails to implement
its election promises on policies

(b) A government is unable to get
re-elected

(c) Government intervention is inef-
fective and produces. fresh and
more serious problems

(d) None of the above
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149. In Order to bring equity and fair-
ness in the society, the government
intervenes to redistribute incomes.
Which one of the following is NOT
an example of such policy?

(a)- Social Security Schemes

Introduction to Indian Union
Budget

150. Who among the followmg pre-
sented the first Indian Union Budget
on February 18, 1869 after Indian
Budget was introduced on April 7,
1860 by the East India Company?

(a) Mr. Lord Dalhousie
(b) Mr. William Bentick
(¢) Mr. James Wilson
(d) None of these

151. Who is honoured as Father of
Indian Budget?

(@) R.K.Shanmukham Chethy
(b) Mr. Hugh Dalton

(¢) Mr. John Mathai

(d) Mr. P.C. Mahalanobis

152. Which Article of the Constitu-
tion of India requires the Govern-
ment to present Union budget?

(a) Article 111
(b) Article 112

BUDGET MAKING : SOURCES
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() Job reservations

(¢) Unemployment Compensation

(d) Setting advertising standards to
make advertising more respon-
sible; information and less per-
suasive
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(¢) Article 113
(d) Article 114

153. Who has presented the budget
for the maximum number of times?

(a) Morarji Desai

(b) P. Chidambaram
(c) Pranab Mukherjee
(d) Yashwant Sinha

154. ____of the Indian Constitu-
tion defines the Finance Bill as a
Money Bill.

(a) Article 108

(b) Article 109

(c) Article 110

(d) Article 111
155. Who is the first woman to hold
the post of the finance minister of
India?

(@) Indira Gandhi

(b) Sucheta Kriplani

(¢) Nandini Satpathy

(d) Anwara Taimur
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The Process of Budget Making

156. The Finances of the government
of India have traditionally been
controlled by:

(a) Ministry of Finance

(b) Home Ministry

(c) President of India

(d) Prime Minister of India
157. The budget is prepared by the
Ministry of Finance in consultation
with

(a) Finance commission

(b) Niti Aayog

(¢) Relevant Ministry

(d) Both (b) & (¢)
158. The Budget must be presented
and approved by before
the beginning of the fiscal year (April
to March 31).

(a) Lok Sabha

(b) Rajya Sabha

.(c) State legislative

(d) Both houses of parliament

159. Which Article of the Constitu-
tion provides that in respect of ev-
ery financial year. The “President”
shall cause to be laid before both
the houses of parliament an annual
financial Statement?

(a) Article 111
(b) Article 112
(¢) Article 113
(d) None of these

160. Which of the following is not
considered as a part of the Budget-
ary procedures;

(a) Preparation of Budget

(b) Presentation and enactment of
the budget

(c¢) Execution of the budget

(d) Collection of taxes & other rev-
enue,

161. In NITI Aayog, NITI stands for:

(a) National Initiative for Transform-
ing India

(b) National Institution for Trans-
forming India

(c) National Institute for Technology
and Innovation

(d) None of the above

162. The union budget is usually
presented on:

(@) 1st January
(b) 31st January
.(c) 1st February
(d) 28th February

163. Although the budget is present-
ed on 1st February but the process
of budget preparation commenced
in_ of the previous year.

(a) August — September

(b) September — October
(¢c) October —
(d) November — December

16.4.' The budget division of which
ministry prepares a comprehensive

November

- schedule for carrying out the budget

preparation activities?
(@) Ministry of Industry
(b) Ministry of Finance
(c) PMO
(d) None of the above

165. Broadly, the budget docu-
ments depict information relating
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to receipts and expenditure for
years.

(a) Strictly one year

(b) Usually one year

(¢) Two Years

(d) More than two years

166. Who makes a detailed budget
speech at the time of presenting the
budget before the Lok Sabha?

(a) Prime Minister

(h) President

(¢) Finance Minister
(d) Governor (RBI)

167. The budget speech reveals the
details of the proposals for the new
financial year regarding

of the government.

(a) Taxation

(b) Borrowings

.(c) Expenditure plans
{d) All of the above

168. Traditionally, the finance min-
sters carried the budget in a leather
briefcase. Who broke this tradition
by carrying the budget in a Bahi
khata?

(a) Morarji Desai

(b) P. Chidambaram

(¢) Nirmala Sitharaman
(d) None of these

169. Which of the following is a part
of Annual Financial Statement?

(a) Consolidated fund
(b) Contingency fund
(c) Public Account
(d) All of the above

170. Which of the following is/are
charged on the consolidated fund
of India but are not subject to the
vote of parliament?

() Emoluments and allowances of
the President of India

(b) Emoluments-of Judges of Su-
preme Court

(c) Emoluments of High Ranking
personnel of Constitutional
bodies across India

(d) All of the above

171. By convention in an election,
year the budget may be presented:

(a) Once as a full fledged budget

(») First to secure a vote on account
{or few months followed by the
full fledged budget

(c) First full budget is presented for
few months followed by vote on
account for period after election

(d) No Budget is presented till the
new Government takes charge

172. Which of the following is a state-

ment submitted along with the bud-
get as a requirement of FRBM Act.

(a) Annual Financial Statement

(b) Macro-Economic Framework
Statement '

(¢) Medium- Term Fiscal Policy cum
Fiscal Policy Strategy Statement

(d) (b)and (c) above

173. The union budget is laid on the
table of the Rajya Sabha soon after
presentment in Lok Sabha. Which
of the following is true about Rajya
Sabha?

(a) Rajya Sabha does not vote on the
demand for grants
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(b) In Rajya Sabha there is general
discussion on the budget

(¢) In Rajya Sabha, same Procedure
is followed as that of Lok Sabha

(d) Both (a) & (b)

174. In how many days of its intro-
duction, pass the parliament has to
pass the finance Bill? '

(@) Within 50 days
(b) Within 60 days
(c) Within 75 days
(d) ‘Within 80 days

175. On the last day of the days allot-
ted for discussion on the demands
for grants, the speaker put all the
outstanding demands for grants to
the vote of the house. What is this
process called?

(a) Budgeting
(b) Appropriation
(¢) Guillotine
(d) None of these

176. After the finance bill has been
passed by the lok Sabha:

(a) It is transmitted to Rajya Sabha
for its APPROVAL

(b) It is transmitted to Rajya Sabha
for its RECOMMENDATIONS

(¢) Tt is transmitted to office of PM
for APPROVAL

(d) Itistransmitted to office of presi-
dent for Recommendations

177. From which year, the date of
presentation of budget has been
advanced of 1st February?

(a) 2015-16
(b) 2016-17
(c) 2017-18
(d) 2018-19

178. As a part of Budgetary reform,
the railway budget was merged
with the general budget. It has been
implemented from the budget for
financial year:

(a) 2016-17
(b) 2017-18
(c) 2018-19
(d) None of these
179. The railway budget is:

(@) Part of the general budget, but is
presented by the railway minister

(b) Part of the general budget from

the budget for financial year2017-
18

(¢) Part of the general budget from
the budget for financial year 2021
-22

(d) Part of the general budget but
presented on the next day of the
general budget

Sources of Revenue

180. The Department of Revenue of
the Ministry of Finance exercises
control in respect of the revenue
matters relating to

(a) Direct taxes

(b) Indirect taxes

(c) Both (a) & (b)

(d) Direct and Indirect Union Taxes.

181. What is the statutory board
through which the Department of
Revenue exercises control inrespect
of Matters relating to all the direct
and indirect union taxes?

(a) CBDT
(b) CBEC
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(c¢) CBDT & CBEC

(d) CBDT & CBIC
182. As regards levy and collection,
which of the following taxes fall
with in the purview of CBIC?

(a) GST

(b) GST and Customs

(¢) GST, Customs & Centre excise

Duties

(d) All direct taxes

183. Corporate tax:

(a) Is collected by the union govern-
ment and can be a capital receipt
or revenue receipt

(b) May be collected by the respec-
tive states and fall under revenue
receipts

(¢) May be collected either by the
centre or states and fall under
revenue receipts

(d) Is collected by the union govern-
ment and is a revenue receipt

184. Which of the following is NOT
a part of revenue receipts of the
Government?

(a) Tax Revenue

(b). Non-Tax revenue

(¢) Debt receipts

(d) All of the above

185. Which of the following is NOT
a part of non-tax revenues of the
Government?

(a) Interest receipts

(b) Dividends and profits from public
sector enterprises

(¢) Receipts of Union Territories

(d) Recovery of loans and advances

186. Government borrowing is
treated as capital receipt because:

(@) Tt is mainly used for creating as-
sets by government

(b) Itcreatesaliability for the govern-
ment

(¢) Both(a)and (b)aboveare correct
(d) None of the above is correct
187. Non-debt capital receipts:

(a) Do not add to the assets of the
government and therefore not
treated as capital receipts

(b) Are those that do not create any
future repayment burden for the
government

(¢) Are those that create future
liabilitiés for the government
(d) Facilitate capital investments at
low cost
188. Which of the following is a
capital receipt?
(@) Licence fee received
(b) Sale proceeds fromdisinvestment
(¢) Assistance from Japan for covid
vaccine
(d) Dividend from a public sector
enterprise

189. Government borrowings from
foreign governments and institu-
tions:

(a) Capital receipt
(b) Revenue receipt
(¢) Accounts for fiscal deficit

(d) Any of the above depending on
the purpose of borrowing
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Instruction: Read the Following and
answer the questions 190 to 192
The following table relates to the
revenue and expenditure figures of a
hypothetical economy

In T lakh Crores

(a) | Recovery of loans 5.1

(b) | Salariesof govt. servants | 41.1
(¢) | Capital Expenditure 45.0
(d) |Interest payments 1.3

(e) | Payments towards sub-| 3.2
sidies
(f) | Other receipts (mainly | 11.6
from disinvestment)

(g) |[Tax revenue {net of| 26.3
states’ share)

(h) | Non-tax revenue 12.3

(i) |Borrowings and other| 6.8
liabilities

(/) |States’ share in tax| 11.9
revenue

190. The capital receipts are:
{a) 235

(b) 19.7

(¢) 11.3

(d) None of the above
191. Revenue deficit is:

(a) 23.6

(b) 13.0

(¢) 7.0

d) 2.6

192. The non-debt capital receipts
of this country is:

(a) 45.1
(b) 16.7
(c) 15.8
(d) None of the above

193. Receipts from disinvestments
will be covered under which of the
following categories of receipts?

(a) Capital receipts

(b) Revenue receipts

(¢) Cash receipts

(d) Accrued income receipts

194. are receipts
of the government which create li-
abilities or reduce finance assets,

e.g., market borrowing, recovery of
loans, etc.

(@) Revenue Receipts

(b) Capital Receipts

(¢) Donations to Government
(d) Revenue from export

195. The Government receipts which
neither create asset nor reduce any
liability are called as

(a) Revenue Receipts
(b) Capital Receipts

(c) Deferred Receipts
(d) Progressive Receipts

196. Which of the following is a non-
tax revenue of the government?

(a) Tncome lax

(b) Dividend Income
(¢) Corporation tax
(d) None of these

Public Expenditure Manage-
ment

197. Grants given by the central
government to state governments is:

(a) A revenue expenditure as it is
meant to meet the current expen-
diture of the states
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(b) A revenue expenditure as it does
neither creates any asset, nor
reduces any liability of the gov-
ernment

(¢) A capital expenditure because it
increase. the capital base of the
states

(d) Ttisa grant and so does not come
under revenue expenditure or
capital expenditure

198. Salaries, subsidies and interest
payments are part of
in union budget.

{a) Indirect Expenditure
(b) Revenue Expenditure
(¢) Direct Expenditure
(d) Capital Expenditure

199. If an expenditure by the Gov-
ernment of India results in either
creation of physical assets or reduc-
tion in financial liabilities, then what
is the expenditure called?

(a) Union Expenditure

(b) National Expenditure
(¢) Revenue Expenditure
(d) Capital Expenditure

200. Which of the following denotes
short-term cost related assets that
are not capitalized?

(¢) Revenue Expenditure
(b) Planned Expenditure
(c) Capital Exbenditure ,
(d) None of these

201. Which of the following willNOT
be the effect of unproductive public
expenditure?

(a) Larger deficits

(b) Higher economic growth

(¢) Higher level of taxation
(d) Greater debt burden in the future

202. Which department of the minis-
try of finance is the nodal department
for overseeing the public financial
management system in the Central
Government?

(a) Department of Revenue
(b) Department of Taxation

(c) Department of Expenditure

(d) Department of Revenue and

Expenditure

203. Which of the following comes
under the responsibility of the
Department of Expenditure?

(a) Implementationofrecommenda-
tion of finance commission

(b) Monitoring of audit comments/
observations

(¢) Controlling the costs and prices
of public services

(d) All of the above

Public Debt Management

204. Public debt management aims
at:

(a) An efficient budgetary policy to
avail of domestic debt facilities

(b) Raising loans from international
agencies at lower rates of interest

(¢) Raising the required amount of
funding at the desired risk and
cost levels

(d) Management of public expendi-
ture to reduce public debt

205. What is the appropriate term
for Government debts from internal
and external sources contracted in
the consolidated fund of India?
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(a) General Debt

(b) Public Debt

(¢) Government Revenue
(d) None of these

206. Which of the following institu-
tion is responsible for public debt
management?

(a) Reserve Bank of India
(b) Mipistry of Finance
(c) Both (a) & (b)

(d) None of the above

207. Short-term credit from the
Reserve Bank to state governments
to bridge temporary mismatches in
cash flows is known as: -

(a) RBI credit to states -

(b) Commercial credit of RBI

(c) Waysand MeansAdvances(WMA)
(d) Short-term facility

208. Which department of RBI has
the responsibility of managing the
domestic debt of the Central Gov-
ernment and of State Governments?

(a) Internal Debt management De-
partment

(b) External Debt Management De-
partment i

(c) Central Debt Management De-
partment

(d) None of these

209. In which year, the Fiscal Respon-.
sibility and Budget Management
(FRBM) Act was passed?

(@) 2001
() 2002
(¢) 2003
(d)y 2004

210. Which one of the following is
the objective of FRBM Act?

(a) Inter-generational equityin fiscal
management

(b) Longrun macroeconomic stabil-
ity

(¢) Better coordination between
fiscal and monetary policy

(d) None of the above
211. ‘Retail Direct’ scheme is:

(a) Initiated by the Reserve Bank of
India

(b) Facilitate investment in govern-
ment securities by individual
investors

(c) Direct sale of goods and services
by government departments

(d) Both (a) and (b) are correct *

212. In which Year, The Public Debt
Management Cell (PDMC) was
created under the Department of
Economic Affairs?

(a) 2003
(b) 2015
(¢) 2016
(d) None of these

Types of Budgets

213. A budget is said to be unbal-
anced when: ;

(a) When government’s revenue ex-
ceeds government’s expenditure

(b) When government’s expenditure
exceeds government’s revenue

(c) Either budget surplus of budget
deficit occurs

(d) All the above
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214. Budget of the government gen-
erally impacts
(a) The resource allocation in the
economy
(b) Redistribution of income and
enhance equity
(c) Stability in the economy by mea-
sures to control price fluctuations
(d) All the above
215. Which of the following is NOT
correct about balanced budget?

(a) Revenues are equal to expendi-
tures
(b) Itis not a surplus budget
(c) Itis not a deficit budget
(d) Revenues fall short of expendi-
ture
216. Which of the following is TRUE
about deficit budgetary?

(a) Estimated government receipts
are less than the government
expenditures.

(b) Tt increase the liabilities of the
Government

(¢) It decreases the reserves of the
Government

(d) All of the above

217.Loan obtained from the Reserve
Bank of India by the Government of
India will be covered under which
of the following budget?

(a) Capital Budget

(b) Revenue Budget

(c) Cash Budget

(d) Defence Budget

218. refers to the
estimated expenditure of the gov-
ernment during a given financial
year.

(a) Expenditure Budget

(b) Demand for Grants
(¢) Revenue Expenditure
(d) None of these

219. Which part of the Union Budget
has accounts for capital payment and
receipts of the Government?

(a) Revenue Budget
) Capitai Budget _
(¢) Expenditure Budget
(d) All of the above

220. Budgetary Deficit may be cal-

culated as

(a) Revenue Expenditure — Revenue
Receipts 1

(b) Capital Expenditure - Capital
Receipts

{¢) Total Estimated Expenditure
(capital & Revenue) - Total
Estimated Revenue (capital &
Revenue)

(d) Excess of estimated revenue over
estimated expenditure

221. The difference between the
budget deficit of a government and
its debt service payments is

(a) Fiscal deficit

(b) ‘Budget deficit

(¢) Primary deficit
(d) None of the above

The following hypothetical figures
relate to country A?
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Expenditure on revenue | 24,500 (¢) 1,700 Crore
account (d) 500 Crore
Expenditure on capital | 26,000 | 227.When fiscal deficitis financed by
account borrowing from itiscalled
Interest payments 2,000 | deficit financing or money creation.

¥ Crores
Revenue receipts 20,000
Recovery of loans 1,500
Borrowing _ 15,000
Other Receipts 5,000

222. The revenue deficit for country
Ais:
(@) 5,000
(b) 24,000
(c) 4,500
(d) None of the above \
223, Fiscal deficit of country A is:
(a) 14,000
(b) 24,000
(¢) 23,500
(d) None of the above
224. Primary deficit of Country A is:
(@) 26,000 '
(b) 26,500
() 22,000
(d) 24,500

225. Fiscal deficit of a government
must be financed by:

(a) Lending by the government

(b) Borrowing by the government
(c) Spending by the government
(d) Governmentsubsidies and grants

226. Net borrowing at home = Z 800
Crore.

Borrowing from RBI = ¥ 600 Crore
Borrowing from abroad =7300 Crore

What is the value of gross fiscal
deficit?

(a) 1100 Crore
(b) T 100 Crore

(@) Reserve Bank of India
(b) Regional Rural Banks
(c) Public Sector Banks
(d) Private Sector Banks

228. Fiscal Deficit is calculated as a
percentage of:

(a) NNP
(b) GDP
(¢) NDP
(d) None of these
229. Fiscal deficit refers to:

(a) The excess of government's rev-

enue expenditure over revenue
receipts

(b) The excess of total expenditure

over total receipts excluding
borrowings ] -

(¢) Primarydeficit-interest payments
(d) None of these

230. Finance Bill is the bill intro-
duced immediately after the pre-
sentation of the union budget detail-

?ng the of taxes proposed
in the Budget.

(@) Imposition

(b) Abolition & Alteration
(¢) Regulation

(d) All of the above

231. How the primary deficit is de-
termined?

(a) Fiscal Deficit —Net interest liabili-
ties

(b) Fiscal Deficit-Interest Payments
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(¢) Fiscal Deficit — Interest Receipts
(d) None of these
232. Outcome budgeting:

(@) Shares information about the
money allocated for various pur-
poses in a budget

(b) Establishes a direct link between
budgetary allocations and perfor-
mance targets measured through
output and outcome indicators

(c) Establishes a direct link between
budgetary performance targets
and public account disbursals

(d) Shares information about public

policies and programmes under
the budget

Consolidated Fund Contingency
Fund and Public Account

233. The Appropriation Bill is in-
tended to:

(a) Reduce unnecessary expenditure
on the part of the government

(b) Give authority to government to
incur expenditure from and out
of the Consolidated Fund of India

(¢) Give authority to government
to incur expénditure from the
revenue receipts only

(d) Be passed before the budget is
taken for discussion

234. All revenues raised by the
government, money borrowed and
receipts from loans given by the gov-
ernment flow into the '

(a) State Government fund of India
() Consolidated Fund of India

(c) Contingency fund of India

(d) . Public Account

235. Which of the following is NOT an
item of inflow into the consolidated
fund of India?

(a) Revenue raised by the Govern.
ment

() Money borrowed

(c) Receipfs from loans given by
Government '

(d) Provident fund and small savings

236. Which of the following gives
power to the government to with-
draw funds from the consolidated
fund of India?

(a) Finance bill

(b) Appropriation Bill
(¢) Demand for Grants
(d) None of these

237. The Appropriation bill is intro-
duced in: )

(a) Lok Sabha

(b) Rajya Sabha

(¢) Either (a) or (b)
(d) Neither (a) nor (b)

238. Which of the following is the
key to the Budget?

(@) Consolidated Fund
(b) Contingency Fund
(¢) Public Account
(d) DD for Grants

239. Which of the following is the
flows for those transactions were

the government merely acts as a
banker?

(a) Contingency Fund
(b) Profit and Loss Alc
(¢) Consolidated Fund
(d) Public Account .'
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240. The expenditure from which of
the following funds do not require
the approval of the parliament?

(a) DD for grants

(b) Public Account

(¢) Contingency fund
(d) Consolidated Fund

241. Expenditure incurred from
contingency fund

(a) Is at the disposal of finance min-
ister

(b) For routine expenditure

UNIT 4 : FISCAL POLICY

Concept and objectives of Fiscal
policy

243. Which one of the following is
an example of fiscal policy?

(a) A tax cutaimed at increasing the
disposable income and spending

(b) Areductioningovernmentexpen-
diture to contain inflation

(¢) Anincreaseintaxes and decrease
in government expenditure to
control inflation -

(d) All of the above
244. Fiscal policy refers to the:

(@) Useofgovernmentspending, taxa-
tion and borrowing to influence
the level of economic activity

(b) Government activities related to
use of government spending for
supply of essential goods

(c) Useofgovernmentspending, taxa-
tion and borrowing for reducing
the fiscal deficits

(d) and (b) above

(¢) Which is a ¥ 1,500 crore fund
(d) Requires a subsequent approval
from the parliament

242. Which of the following fund
is placed at the disposal of the
president to enable him/her to make
advances to the executive /Govern-
ment to meet urgent unforeseen
expenditure?

(a) Consolidated {fund of India
(b) Contingency fund of India
(¢) Public Account

(d) None of the above.

245, Policies related to

is/are collectively known as
fiscal policy through which the
government manages the economy.

(a) Public Revenue

(b) Public Revenue and Public Ex-
penditure

(¢) Public Revenue, public expehdi-
ture and public borrowings

(d) None of the above
246. Fiscal policy is in the nature of:
(a) Demand-side Policy
(b) Cost- Side policy
(¢) Taxation policy strictly
(d) .State Policy

247. An economy which is
does not require government
action in the form of fiscal policy.

(a) Producingat partial employment
level

(b) Producing at full employment
level
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(¢) Producing at excess employment
level

(d) None of these

248. Which of the following held the
belief that the government should
not intervene in the economy be-
cause the market mechanism makes
the economy self adjusting.

(a) Classical economists

(b) Modern economists

(¢) British economists J.M. Keynes
(d) None of the above

249. According to Keynesian eco-
nomics, when we have inflation an
effective fiscal policy should not
include;

(@) Increase corporate taxes

(b) Decrease aggregate demand

(¢) Increase government purchases
(d) None of the above is correct

250. Keynesian economists believe
that: )

(a) TFiscal policy can have very pow-
erful effects in altering aggregate
demand, employment and output
in an economy

(b) Whentheeconomyisoperatingat
less than full employment levels
and when there is a need to offer
stimulus to demand fiscal policy
is of great use )

(c) Wages are flexible and therefore
business fluctuations would be
automalically adjusted

(d) (a)and (b) above

251.In 1936, J.M. Keynes advocated
increase in government spending:

(a) Tocombattherecessionary forces
in the economy

L R

(b) Tosolvethe problem ofunemploy-
ment

{¢) Both (a) and (b)
(d) None of these

252. Inthe period of great depression
(1930), there was

(@) Very low aggregate demand
(b) High levels of unemployment
(¢) Both (a) & (b)

(d) None of these

253, Which of the following is/are
the most common objectives of fis-
cal policy?

(a) Achievementand maintenance of
full employment

(h) Maintenance of price stability
and acceleration of the rate of
economic development

(¢) Equitable distribution of income
and wealth

(d) All of the above

254. What may be the priorities of
developing nations as regards objec-
tives of fiscal policy?

() Stability

(h) Stability & Growth

(¢) Equity

(d) Employment & Equity

255. Which one of the following is
NOT in higher priority in develop-
ing countries as regards objectives
of fiscal policy?

(a) Economic Growth
(b) Employment

(¢) Stability

(d) Equity
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256. While the government resorts
to deliberate fiscal policy it may not
attempt to manipulate:

(a) Government expenditures on
public works

(b) Theratesof personal income taxes
and corporate taxes

(¢) Government expenditures on
goods and services purchased by
government

(d) The rate of interest prevailing in
the economy

Types of Fiscal Policy

257. Which of the following is NOT
a type of Fiscal policy?

(a) Expansionary Fiscal policy
(b) Contractionary Fiscal policy
(¢) Progressive fiscal policy

(d) All of the above

258. An expansionary fiscal policy,
taking everything else constant,
would in the short-run have the ef-
fect of:

(a) A relative large increase in GDP
and a smaller increase in price

(b) Arelative large increase in price,
a relatively smaller increase in
GDP.

(¢) Both GDP and price will be in-
creasing in the same proportion

(d) Both GDP and price will be in-
creasing in a smaller proportion

259. Which of the following policies
is likely to shift an economy’s ag-
gregate demand curve to the right?

(a) Increasein government spending

(b) Decrease in taxes

(¢) A tax cut along with increase in
public expenditure

(d) All the above

260. While resorting to expansicnary
fiscal policy:

(a) The government may possibly
have a budget surplusasincreased
expenditure will bring more out-
put and more tax revenue

(b) The government may run into
budget deficits because tax cuts
reduce government income and
the government expenditures ex-
ceed tax revenues in a given year

(¢) Ttisimportantto have a balanced
budget to avoid inflation and
bring in stability

(d) None of the above will happen

261. While if governments compete
with the private sector to borrow
money for securing resources for
expansionary fiscal policy:

(a) Itis likely that interest rates will
go up and firms may not be will-
ing to invest

(b) Tt is likely that interest rates will
goup and the individuals too may
be reluctant to borrow and spend

(¢) It is likely that interest rates will
go up and the desired increase
in aggregate demand may not be
realized

(d) All the above are possible
262. Arecession is characterized by:

(@) Declining prices and rising em-
ployment

(b) Declining unemployment and
rising prices

(¢) Declining real income and rising
unemployment
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(d) Rising real income and rising
prices
263. Contractionary fiscal policy
(a) Is resorted to when government

expenditure is greater than tax
revenues of any particular year

() Increase the aggregate demand
to sustain the economy

(¢) Toincrease the disposableincome
of people through tax cuts and to
enable greater demand

(d) Isdesignedtorestrain thelevelsof
economic activity of the economy
during an inflationary phase

264. Contractionary Fiscal policy
works through: :

(a) Decrease in Government Spend-
ing

(b) Increase in personal income tax
/ Business taxes

(¢) Combination of (a) & (b)

(d) IncreaseinGovernmentSpending
and decrease in personal income
tax.

The Instruments of Fiscal policy

265. Which of the following is in-
cluded in Government Expenditure?

(a) Current expenditures to meet the
day-to—day running of the govern-
ment

(b) Capital Expenditures
(c) Transfer Payments
(d) All of the above

266. Which of the following CANNOT
be considered as an instrument of
fiscal policy?

(a) Government Expenditure

(b) Taxes and Public Debt

(¢) Budget
(d) RBI Policy
267. Which of the following is an

indirect effect of increase in Govern-
ment expenditure?

(a) Generation of Incomes to labour

(b) Generation of Incomes to suppli-
ers of material

(¢) Both (a) and (b)

(d) Spending by people on consumer
goods

268. Which of the following fisc;al

remedy would you advice when an
economy is facing recession?

(a) The government may cut interest
rates to encourage consumption
and investment

(b) The government may cut taxes to
increase aggregate demand

(c) The government may follow a
policy of balanced the budget

(d) None of the above will work

269. If real GDP is continuously
declining and the rate of unemploy-
ment in the economy is increasing,
the appropriate policy should be to:

(a) Increase taxes and decrease gov-
ernment spending

(b) Decrease both taxes and govern-
ment spending

(¢) Decrease taxes and increase gov-
ernmenl spending

(d) Either (a) or (¢)

270. Which of the following are likely
to occur when an economy is in an
expansionary phase of ‘a business
cycle?

(A) Rising unemployment rate
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(B) Falling unemployment rate
(C) Rising inflation rate
(D) Deflation

(E) Falling or stagnant wage for
~ workers

(F) Increasing tax revenue
(G) Falling tax revenue

(a) A,BandF are mostlikely to occur
(b) B, CandF are mostlikely to occur
(¢) D,EandF are mostlikelyto occur
(d) A,EandGaremostlikelytooccur

271. During recession the fiscal
policy of the government should be
directed towards:

(a) Increasingthetaxesandreducing
the aggregate demand

(b) Decreasing taxes to ensure higher
disposable income

(¢) Increasing government expendi-
ture and increasing taxes

(d) None of the above

272. When government spending
is deliberately reduced to bring in
stability

(a) The government is resorting to
contractionary fiscal policy

(b) The government is resorting to
expansionary fiscal policy

(¢) Tryingtolimitaggregate demand
to sustainable levels

(d) (a)and (c) above

273. Anincrease in personal income
taxes:

(a) Reduces disposable incomes
leading to fall in consumption
spending and aggregate demand

(b) Is desirable during inflation or
when there is excessive levels of
aggregate demand

(¢) Is to compensate the deficiency
in effective demand by boosting
‘aggregate spending

(d) Both (a) and (b) are correct

274, Which of the following may en-
sure adecrease in aggregate demand
during inflation?

(a) Decrease in all types of govern-
mentspending and/oranincrease
in taxes

(b) Increaseingovernmentspending
and/or a decrease in taxes

(¢) Decreaseingovernmentspending
and/or a decrease in taxes

(d) All the above
275. Read the following statements.
1. Fiscal policy is said to be con-*
tractionary when revenue is

higher than spending i.e., the
government budget is in surplus

II. Other things constant, a fiscal
expansion will raise interest
rates and “crowd out” some
private investment

III. During inflation new taxes can
be levied and the rates of exist-
ing taxes are raised to reduce
disposable incomes

IV. Classical economistsadvocated
contractionary fiscal policy to
solve the problem of inflation

Of the above statements
(a) T and Il are correct
.(b) 1, 1I and IIT are correct
{¢) Only IIl is correct
(d) All are correct

276. Identify the incorrect state-

ment.

(a) A progressive direct tax system
ensures economic growth with
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stability because it distributes the
burden of taxes unequally

(b) A carefully planned policy of
public expenditure helps in redis-
tributing income from the rich to
the poorer sections of the society

(¢) There are possible conflicts be-
tweendifferent objectives of fiscal
policy such that a policy designed
toachieve one goal may adversely
affect another

(d) Anincrease in the size of govern-
ment spending during recessions
may possibly ‘crowd-out’ private
spending in an economy

277. Which of the following is
INCORRECT about public Debt?

" (a) When the government borrows
fromits own people in the country,
it is called internal debt.

(b) When' the government borrows
from outside sources, the debt is
called external debt

{¢) Public debt takes two forms
namely, market loans and small
savings

(d) Publicdebtcannotbeusedtofight
inflation

Fiscal policy for long-run Eco-
nomic Growth and for reduc-

~ tion inequalities of income and

wealth

278. When the environment taxes
are increased by the government,
then

(a) Cost of firms increases
(b) The Output of firms reduces

(¢) Income of individual increases

(d) Both (a) and (b)

279. Which of the following is IN-
CORRECT as regards Fiscal Policy
as an instrument for long run eco-
nomic growth?

(a) Fiscal policies such as those in-
volving infrastructure spending
generally have positive supply-
side effects

(b) Taxes can have either positive
or negative impact on economic
growth depending on whether it
encourages ordiscourages saving
and investment

(c¢) Subsidies on inputs and support
prices to producers (e.g. farmers)
"generate higher output

(d) None of the above

280. Fiscal policy is a chief instru-
ment available for governments:

(a) To influence income distribution

(b) In reducing inequality

(¢) In achieving equity and social
justice

(d) All of above are correct

281. Which of the following is Not
effective in redistribution of income
from rich to the poorer sections of
the society?

(a) Poverty alleviation programmes

(b) FEree or subsidised medical care,
education, housing, etc.

(c) Social security schemes

(d) A regressive tax systems

Limitations of Fiscal policy
282. Which of the following would
illustrate a recognition lag?

(a) The time required to identify the
appropriate policy
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(b) The time required to identify to
pass a legislation

(c) The time required to identify the
need for a policy change

(d) Thetimerequired toestablish the
outcomes of fiscal policy

283. Which of the following is NOT a
type of lags involved in fiscal —-policy
action?

(a) Recognition Lag

(b) Decision Lag

(¢) Implementation Lag
(d) Progressive Lag

284. Which of the following lag
occurs when the outcomes of a policy
are not visible for sometime?

(a) Impact Lag

(b) Decision Lag

(¢) Recognition Lag

(d) Artificial Lag
285. Which one of the following lags
is involved in fiscal -policy action
under a democratic setup?

(a) Recognition Lag

(b) Implementation Lag

(c¢) Decision Lag

(d) ImpactLag
286. Which statement(s) is (are) cor-
rect about crowding out?

I. A decline in private spending
may be partially or completely
offset by the expansion of
demand resulting from an

increase in'government expen-
diture.

II. Crowding out effect is the
negative effect fiscal policy may
generate when money from the
private sector is ‘crowded out’
to the public sector.

III. When spending by government
in an economy increases gov-
ernment spending would be
crowded out.

IV. Private investments, especially
the ones which are interest-sen-
sitive, will be reduced if inter-

. est rates rise due to increased
spending by government.

(a) Iand III only

({7) I, II and IIT

(¢) LI and IV

(d) 1II only

287. During deep recessions crowd-
ing-out is less likely to happen as

. private sector investment is al-

ready minimal. Therefore, there is
to crowd out,

(a) Only insignificant private spend-
‘ ing ;

(b) Only insignificant public spend-
. ing ;

(c) Onlysignificant private spending

(d) Only significant public spending
288. During a recession phase, the
government would be able to bor
row from the market the
interest rates.

(a) By increasing

(b) By decreasing

(c) Without increasing

(d) None of these
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@) 2. |@] 3 |@] 4 D] 5 |[@] 6. |(B)| 7. | ()
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22. | @) | 23. | (© | 24. | (@) | 25. | (c) | 26. | (a) | 27. b) | 28. | (d)
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| 190. | (@) | 191. | (¢) | 192. | (b) | 193. | (@) | 194. b) | 195. | (a) 196. | (b)
197. | (b) | 198. | (B) | 199. | (d) | 200. | (a) | 201. | (b) | 202. | (c) | 203, (d)
204. | (¢) | 205. | () | 206. | (¢) | 207. | (c) | 208. | (@) | 209. | (¢) | 210. | (d)
211. | (a) | 212. | (c) | 213. | (d) | 214. (d) 215. | (d) | 216. | (d) | 217. | (a)
218. | @ | 219. | &) | 220. | (© | 221. | (©) | 222. | (©) | 223. | () | 224. | (©)
225. | ) | 226. | () | 227. | (@ | 228. | &) | 229. | @) | 230. | @) | 231. | (@)
232. | ) | 233. | () | 234. | (b) | 235. | (d) | 236. | (b) | 237. | (a) | 238. | (a)
239. | (d) | 240. | () | 241. | (d) | 242. | (b) | 243, | (d) | 244. | (a) | 245. | (c)
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246. | (a) | 247. | (b) | 248. | (a) | 249. | (c) | 250. | (@) | 251. | (&) | 252. | (©)
253. | (d) | 254. | (b) | 255. | (c) | 256. | (d) [ 257. | (o) | 258. | @ | 259. | @)
260. | (b) | 261. | (d) | 262. | (c) | 263. | (d) | 264. | (¢) | 265. | (d) | 266. | (d)
267. | (d) | 268. | (b) | 269. | () | 270. | (b) | 271. | &) | 272. | b) | 273. | (&)
274. | @ [ 275. | ) | 276. | @ | 277. | @) | 278. [ @) | 279. | @ | 280. | @
281. | (d) | 282. | (¢c) | 283. | (d) | 284. | (a) | 285. | (b) | 286. | (c) | 287. | (a)
288. | (c) '

Hints of selected questions

8. The allocation and distribution functions are primarily macroeconomic func-
tions, while stabilization is a macroeconomic function.

15. Option (d) is related with the redistribution function.
29. Option (d) is part of the Allocation function. ‘
129. The Option (d) is demerit goods.

130. Merit goods maximised Social welfare. Therefore, merit goods are socially
desirable.

139. In case of demerit goods, the government can fix a minimum price below
which these goods should not be exchanged.

144. Government has initiated Minimum Support Price (MSP) programme.

149. Option (d) is not the government intervention for equitable distribution
such advertising standard are infact for correcting information failure.

235. The option (d) is an item of public account.

277. A rational policy of public borrowing and debt repayment is a potential
weapon to fight inflation and deflation.

281. A regressive tax system levies the same percentage on products or goods
purchased regardless of the buyer’s income. Infact, A progressive direct tax sys-
tem ensures that those who have greater ability to pay contribute more towards
defraying the expenses of government.

285. Implementation lag occurs when appropriate policy measures are decided
on, but there are possible delay in bringing in legislation and implementing
them on account of bureaucracy. This is specially so under a democratic Setup.
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oS T

Introduction to Money

1. Barter exchange refers to ex-
change of goods/services for goods/
services. Which of the following is
the limitation of Barter exchange?

(a) Lack of Double coincidence of
wants

(b) Lack of store of value

(¢) Lack of common measure of
value

(d) All of the above

2. Which of the following is the pri-
mary function of money?

(@) Medium of exchange

(b) Standard of Deferred Payments
(c) Store of value

(d) All of the above

3. Which function of money is also
known by the name of “Unit of Ac-
count”?

(a) Medium of exchange
(b) Standard of deferred Payments
(¢) Measure of value

(d) Store of value

4. If there were no money, we woulq
be reduced to a

(@) Non-Monetary Economy
(b) Barter Economy

(¢) Monetary Economy

(d) None of the above

5. Fiat money is materially

but has simply because ;
nation collectively agreed to ascribe
a value to it. :

(@) Worthless, value

(b) Valuable, worthless

(c) Transparent, liquid

(d) Liquid, exchangeability

6. Which of the following is Not 5
Part of general characteristics thag
money should possess in order tq
make it serve its function as money,

(a) Generally Acceptable & possess.
ing uniformity

(b) Durable or long-lasting

(c) Portable & effortlessly recogniz.
able

(d) Easily counterfeitable

8.1
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7. Any unit of money, whose face
value and intrinsic value are equal,
is known as

(a) Full-Bodied Money

(b) Representative full-bodied money
(c) Credit money

(d) All of the above

8. Which one of the following form
of legal tender money can be paid in
discharge of a debt up to a certain
limit only?

(a) Coins

(b) Paper Notes'

(¢) Cheques

(d) Bank Draft
9. Choose the incorrect statement.

(a) Anything that would act as a me-
dium of.exchange is money

(b) Money has generalized pur-
chasing power and is generally
acceptable in settlement of all
transactions

*(¢) Moneyisatotallyliquid assetand.

provides us with means to access
goods and services

(d) Currencywhichrepresents money
does not necessarily have intrinsic
value

10. Money performs all of the three
functions mentioned below, namely:

(a) Medium of exchange, price con-
trol, store of value

(b) Unit of account, store of value,
provide yields -

(¢) Medium of exchange, unit of
account, store of value

(d) Medium of exchange, unit of
account, income distribution

The Demand for Money

11. Demand for money is:
(a) Derived demand

(b) Direct demand

(¢) Real income demand
(d) Inverse demand

12. Higher the , higher
wouldbe ofholding cash
and lower will be the -

(a) Demand for money, opportunity
cost, interest rate

(b) Price level, opportunity cost, in-
terest rate

(c) Real income, opportunity cost,
demand for money

(d) Interest rate, oppbrtunity cost,
demand for money

13. The money is demanded for its
purchasing power. Therefore, the
demand for money is in the nature

of 2
(a) Purchasing power demand
(b) Real power demand
(¢) Direct demand.
(d) Derived demand
14. The demand for money is actually
(a) Demand for liquidity
() Demand to store value
(¢) Both (a) and (b)
(d) None of the above

15. The decision about how much of
one’s given stock of wealth should
be held in the form of money rather
than as other assets (like bonds) is
called as

(a) Demand for money

(b) Decision for money
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(¢) Supply of money
(d) None of above

16. The individuals, households as
well as firms hold money which gives
little or no return. This is because

(a) Money is liquid

(b) Money has demonstration effect
(¢) Money gives authority

(d) None of these

17. The quantity of nominal money
or how much money people would
like to hold in liquid form depends
many factors. Which of the following
is the variable on which this demand
for money demands?
(a) Income
(b) General level of prices & rate of
" interest

(¢) Real GDPand the degree of finan-
cial innovation

(d) All of the above

18. The quantity which people desire
to hold is proportional to
the income.

(a) Directly

(b) Inversely

(c) Regressive
(d) None of these

19. The Demand for money de-
pends upon prevailing price level.
__________ the prices,

should be the holding of money.

(a) Lower, Higher
(b) Higher, Lower
(¢) Higher, Higher

(d) Lower, Lower
20. Which of ihe following inngya.
tion, has reduced the need for hold-
ing liquid money?

(a) Internet Banking

(b) Application based transfer

(c) Automated Teller Machines

(d) All of the above

21. The rate of interest is crucial
factor on which demand for money
depends on. The demand for money
is proportional to the inter-

est rate.

(a) Directly

(b) Inversely

(¢) Progressively

(d) None of the above

Theories of Demand for money

22. Which one of the following is
not a theory of Demand for money?
(a) The quantity theory of money
(b) Hicksian theory of Demand
(¢) Cash Balance Approach
(d) Keynesian theory of Demand for
money

23. The quantity theory of money
holds that:
(a) Changes in the general level of
commodity prices arc caused by
changes in the quantity of money

(b) There is strong relationship be-
tween money and price level and
the quantity of money is the main
determinant of the price
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(c) Changes in the value of money or
purchasing power of money are
determined first and foremost by
changes in the quantity of money
in circulation

(d) All of the above
24. Which theory was propounded

in the book “The Purchasing power
of money”?

(a) Quantity theory of money
(b) Cash Balance Approach

(c) Keynesian theory of Demand for
money

(d) None of these

25. As regards Fisher’s quantity of
money, which of the following is
incorrect?

(a) There is direct relationship be-
tweenmoney supply and inflation

(b) There is indirect relationship be-
tween money supply and value of
money

(c) Price is a passive factor

(d) Theeconomyisnotatfullemploy-
ment

26. Both the versions of the quantity
theory of money demonstrate that
there is a relationship
between money and price level and
the quantity of money is the .|
determinant of the price level or
value of money.

(a) Weak, main

(b) Strong, main

(c) Weak, very passive
(d) Strong, very passive

27. Which one of following is the
criticism of Quantity theory of
money?

(@) Velocity of money (V) and total
number of transactions (T) are
constant

(b) There is full employment in
economy

(c) Money is only used as medium of
exchange

(d) All of the above

28. Fisher’s version is formally
stated as MV=PT. In this equation
of exchange.

(a) M and V are constant
(b) P and T are constant
(c) M and P are constant
(d) Vand T are constant

29. Which are of the following is the
expanded form of Fisher’s equation
of exchange?

(@) MV=PT

(b) MV+M'V'=P'T’

(c) MV=PT+PT

(d) MV+M'V'=PT+P'T’

30. As per fisher’s expanded quan-
tity theory of money, the total
value of transactions made is equal
to__ and the value of money
flow is equal to

(a) MV; PT
() PT, MV
(¢) PT, MV+M'V’
(d) MV+M' V'"; PT

31. The Cambridge approach to
quantity theory is also known as:

(@) Cash balance approach
(b) Fisher’s theory of money
(¢) Classical approach

(d) Keynesian Approach
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32. Fisher’s approach and the Cam-
bridge approach to demand for
money consider:

(a) Money'’s role in acting as a store
of value and therefore, demand
for money is for storing value
temporarily

(b) Moneyasameansofexchangeand
therefore demand for money is
termed as for liquidity preference

(c) Moneyasameans of transactions
and therefore, demand for money
is only transaction demand for
money

(d) None of the above
33. The Cambridge equation is:
M‘=K.P.Y. :

In above equation,
enous.

(a) M?
(b) K
(c) P
(d) Y

34. The Cambridge equation focuses
on instead of

is exog-

(@) Money demand; money supply
(b) Money supply; money demand

(¢) Money demand; money move-
ment

(d) Money supply; money movement

35. The cash balance approach was
put forward by Cambridge econo-
mists. The economists associated
with this approach are:

(i) Alfred Marshall
(ii) A.C. Pigou
(iii) D.H. Robertson

(iv) John Maynard Keynes
(a) (i) only
(d) (i) and (if)
(c) (@), (i) and (iif)
(d) (i), (ii), (iii) and (iv)
36. The Cambridge money demand
function is stated as follows:
M,=KPY.
In this equation, PY stands for:
(a) National Income
(b) Real National Income
(¢) Nominal Income
(d) Real Income.

37. In Cambridge money demand
function, _ ___is a parameter
reflecting the proportion of national
income (PY) that people want to hold
as cash balance: '

(a) M,
(h) K
(c) P
(d)y Y
38. Real money is:

(a) Nominal money adjusted to the
price level .

(b) Real national income

(c) Moneydemanded at given rate of
interest

(d) Nominal GNP divided by price
level

39. With reference to Cambridge
theory, the product of the price level
(P) and the real Income (Y) is known
as

(a) Nominal Income

(b) National Income
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(¢) Real Income
(d) Equilibrium Income

40.The Keynesian Theory of Demand
for money is also called as:

(a) Demand Preference Theory

(b) Liquidity Preference Theory

(¢) Preference Demand Theory

(d) -Preference Liquidity Theory
41. The people hold their resources
in liquid form when they can get
interest by lending money or buy-
ing bonds or stocks. According to
Keynes, by which motive the desire
to hold money arises?

(@) Transaction motive

(b) Precautionary motive

(¢) Speculative motive

(d) All of the above

42. The receipt of money and pay-
ments do not coincide. So, a certain
amount of cash is kept in hand to
make current payments. Which mo-
tive is this, according to the Keynes-
ian Theory?

(a) Transaction motive

(b) Precautionary motive

(¢) Speculative motive

(d) Unforeseen motive
43. According to John Maynard
Keynes, the transactions demand for
money depends only on the
and not influenced by the

(a) Rate of Interest, level of Income

(b) Level of Income, Rate of Interest

(¢) Psychology of individual, Real

Income

(d) Psychology of individual, Rate of
Interest

44. As per liquidity preference
theory, the transactions demand for
money is a proportional
and function of the level

of income.
(a) Direcl, positive
(b) Indirect, positive
(¢) Direct, negative
(d) Indirect, negative
45. Under Keynesian theory, the

aggregate transaction demand for
money is a function of __

(a) Specific Income

(b) Individual Income
(¢) Notional Income
(d) National Income

46. The precautionary money bal-
ances people want to hold

(@) As income elastic and not very
sensitive to rate of interest

(b) Asincome inelastic and very sen-
sitive to rate of interest
(¢) Are determined primarily by the
level of transactions they expect
to make in the future
(d) Are determined primarily by the
current level of transactions
47. Under motive, people
hold money in cash form or liquid
form for unforeseen contingencies
such as sickness, accident, danger of
unemployment and other uncertain
perils.

(a) Transaction
(b) Speculative
(¢) Precautionary

(d) Non-contingency
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48. Prof. J.M. Keynes regarded the
Precautionary balances as income

and by itself not very sensi-
tive to

(a) Elastic, rate of interest
(b) Inelastic, rate of interest
(¢) Elastic, level of income
(d) Inelastic, level of income‘

49.The amount of money demanded
under the precautionary motive de-
pends on

(a) Size of income

(b) Prevailing economic/political
conditions

(¢) Personal characteristics of indi-
vidual

(d) All of the above

50. Speculative demand for money

(@) Isnotdeterminedbyinterestrates

(b) Is positively related to interest
rates

(¢) Is negatively related to interest
rates

(d) Is determined by general price
level

51. Which one the following motive
reflects people’s, desire to hold cash
inorderto be equipped to exploit any
attractive investment opportunity
requiring cash expenditure?

(@) Transaction molive

(b) Precautionary motive

(¢) Speculative motive

(d) Non-speculative motive
52. Under liquidity preference

theory, Keynes assumed that the
expected return on money is

while the expected return on bonds
are and
(@) Zero, interest payment, expected
rate of capital gain '

(b) One, interest payment, expected
rate of capital gain

(¢) Zero, fixed interest, fixed loss
(d) None of the above

53. With reference to speculative
demand for money, the market value
of bonds and the market rate of in-
terest are _related.

{(a) Positively
(b) Inversely
(c) Directly

(d) Not

54. A.ccording to Keynes, if the cur-
rent interest rate is high:

(a) People will demand more money
because the capital gain on bonds
would be less than return on
money

(b) People will expect the interestl
rate to rise and bond price to fall
in the future

(c) People will expect the ‘interest.
rate to [all and bond price to rise
in the future

(d) Either (a) or (b) will happen

55. Under liquidity preference
the(')ry, if the current rate of inter-
est is lower than the critical rate of

interest, his asset portfolio would
consist

(@) Only government bonds
(b) Wholly of cash

(¢) Both cash and bonds equally
(d) Either cash or bonds
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56. is an adverse economic
situation that can occur when con-
sumers and investors hoard cash
rather than spending or investing
it even when interest rates are low.

(a) Liquidity trap
(b) Monetary trap
(¢) Precautionary trap
(d) Stimulus trap
57. There is a liquidity trap at short
term __ per cent interest rate.
(a) 10
b) 7.5
(¢) 5
(d) Zero
58. Which of the following state-

ment is correct, in the situation of
liquidity trap?

(a) Investors would maintain cash
savings rather than hold bonds

(b) The speculative demand becomes
perfectly elastic with respect to
interest rate -

(c) The speculative money demand
curve becomes parallel to the X-
axis

(d) All of the above

59. In the situation of liquidity trap,
the monetary authority is to
stimulate the economy with mon-
etary policy.

(a) Unable

(b) Able

(c) Perlectly able
(d) Very effective

Post-Keynesian Developments
in the Theory of demand for
Money

60. The inventory-theoretic ap-
proach to the transactions demand
for money

(a) Explainsthenegative relationship
betwéeen money demand and the
interest rate

(b) Explains the positive relationship
between money demand and the
interest rate ’

(c) Explains the positiverelationship
betweenmoney demand and gen-
eral price level

(d) Explains the nature of expecta-
tions of people with respect to
interest rates and bond prices

61. In which approach, the money
or real cash balance was essentially
viewed as an inventory held for
transaction purposes.

(@) Inventory explicit Approach
(b) Inventory implicit Approach
(¢) Inventory theoretic Approach
(d) Inventory regressive Approach

62.Who has developed deterministic
theory of transaction demand for
money known as Inventory Theoretic
approach?

(a) Baumol and Tobin
(b) Baumol and Fisher
(¢) Tobin and Fisher

(d) Baumol and Marshall

63. According to Baumol which of
the following formula can be used to
calculate the average amount of cash
withdrawal which minimises cost?
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(@) C=2byr

b) €= @
(c) C:J%
) c= |2br

64.Inaccordance with the Inventory
Theoretic Approach, an individual
combines his asset portfolio of

and in such propor-
tions that his __of holding the
assets is minimized.

(a) Cash; bonds; overall cost
(b) Shares; bonds; overall cost
(¢) Cash; bond; bond cost

(d) Cash; bond; Cash cost

65. The nominal demand for money
rises if:

(a) The opportunity costs of money
holdings - i.e. bonds and stock
returns, r, and r,, respectively-
decline and vice versa

(b) The opportunity costs of money
holdings - ie. bonds and stock
returns, r, and r;, respectively-
rises and vice versa

(¢) The opporiunity costs of money
holdings - i.e. bonds and stock
refurns, r, and r,, respectively
remain constant

(d) (b) and (c) above
66. __considered demand
for money is as an application of a

more general theory of demand for
capital assets.

(a) Baumol
(b) James Tobin

(©) J. M. Keynes
) Milton Friedman

67. As per Milton Friedman’S re-
statement of the quantity Theory,
the nominal demand for money is
a function of , which is
represented by permanent income
divided by the ___ rates, defined
astheaverage return on the
asset classes in the monetarist theory
world,

(a) Total wealth, discount, five

(b) Total wealth, Interest, five

(c) Permanent wealth, Interest, six
(d) None of these

68. As per Friedman’s theory, the
nominal demand for money is in-
fluenced by inflation, a positive
inflation rate the real value
of money balances, there by A%
the opportunity costs of money
holdings.

(a) Increases, reduces
(b) Reduces, increasing
(¢) Stimulates, reduces
(d) None of these

69. The present expected value of all
future income is Friedman’s measure
of wealth. Friedman'’s regarded this
as '

(a) Permanent income
() Current income
(¢) Temporary income
(d) Flexible income

70. Under Friedman’s Quantity the-
ory, the nominal demand for money
is related to the price level.

(a) Negatively
(b) Positively
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(¢) Regressively

(d) Not
71. According to James Tobin’s
theory, an individual’s behaviour
shows risk aversion, which means
they prefer _____risk to risk
at a given rate of return.

(a) Less, more

(b) More, less

(¢) Less, positive

(d) More, negative
72. Tobin’s theory holds that people
prefer portfolio of money,
bonds and shares, with each person
opting for a little different balance
between risk and return.

(a) Mixed

(b) Diversified

(¢) Mixed or diversified

(d) non-diversified
73. In Tobin’s portfolio approach,
the demand function for money as
an asset slopes downwards, where
horizontal axis shows and
vertical axis shows

(a) Demand formoney,rate ofinterest

(b) Rate of interest, demand for
money

(¢) Supply for money, rate of Interest

(d) Demand for money, supply for
Money
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74.The demand for money as behav.
jour towards “aversion to risk” was
propounded by:

(a) Fisher

(b) Marshall

(¢) Friedman

(d) Tobin
75. Which of the following statement
holds true with reference to Tobin’s

Demand for money theory involving
individual’s behaviour towards risk?

(@) Money is a safe asset

(b) Investorwill be willing to exercise
a trade-off

(¢) Investor sacrifice to some extent,
the higher return from bonds for
a reduction in risk

(d) All of the above

76. According to Baumol and
Tobin’s approach to demand for
money, the optimal average money
holding is:
(a) A positive function of income Y
and the price level P

(b) Apositive function of transactions
costs ¢,

(c) Anegativefunction of the nominal
interest rate i

(d) All the above

UNIT 2 : CONCEPT OF MONEY SUPPLY

Money Supply : Rationale &
Sources

77. The total stock of money held
by the in an economy at
a particular point of time is called
Money Supply.

(a) Public

(b) Government

(¢) Banks

(d) Corporate Entities

-
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78. Money Supply is a
variable.
(a) Flow
(b) Stock
(¢) Both (a) & (b)
(d) None of the above
79. Money Supply does not include
stock of money held by the
as well as of country.
(a) Public, government
(b) Public, banking system
(¢) Government, banking system
(d) Public, banks g
80. Which one of the following is the
feature of money supply?
(@) Money includes money held by
public only
(b) Money does not include money-
creating sector (suppliers of
money)
(¢) Money is a stock concept, as it is
concerned with a particular point
of time

(d) All of the above

81. Choose the correct statement
from the following:

(@) Money is deemed as something
held by the public and therefore
only currency held by the public
is included in money supply

h) Méhey is deemed as something
held by the public and therefore
inter-bank deposits are included
in money supply

(¢) Since inter-bank deposits are
not held by the public, therefore
inter-bank deposits are excluded
{from the measure of money sup-
ply

(d) Both (a) and (¢) above

82. Which one of the following is not
the producers of money?
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(@) Government

(b) Banking System
(¢) Household & Firms
(d) All of the above

83.1Inthe definition of money supply,
the term public includes economic
unit:

(@) Households
(b) Firms

(c) Institutions
(d) All of the above

84. While discussing the definition of
“Supply of Money” and the Standard
measures of money, is/are
not included.

(a) Inter bank Deposits

(b) Money held by the Government
(¢) Banking System

(d) All of the above

85. In the definition of money supply,
the word “public” includes:

(a) All Local Authorities

() Non-Banking Financial Institu-
tions

(¢) Foreign Central Banks

(d) All of the above

86. The Central Banks all over the
World adopt monetary policy which
depends to a large extent on the
controllability of the:

(a) Monetary base

(b) Money Supply

(¢) Monetary base & the money Sup-
ply

(d) Money Supply & money demand

87. The empirical analysis of the
___________ facilitates analysis of
monetary developments in order to
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provide a deeper Understanding of
the causes of money growth. -

(a) Money Supply
(b) Money Demand
(c) Money supplied by households

(d) Money demanded by Govern-
ments

88. The supply of money in the
economy depends on the decision of:

(a) Commercial Banks

(b) Central Bank

(c) Ministry of Finance

(d) Central Government
89. Paper currency is a:

(a) Representative Money

(b) Full-bodied Money

(¢) Metallic Money

(d) None of the above
90. The primary source of money
supply in all countries is:

(a) The Reserve Bank of India

(b) The Central bank of the country

(c) The Bank of England

(d) The Federal Reserve
91. The supply of money in an
economy depends on.

(a) The decision of the central bank
based on the authority conferred
on it

(b) The decision of the central bank
and the supply responses of the
commercial banking system

(¢) The decision of the central bank
in respect of high powered money

(d) Both (a) and (¢) above

92. Under the ‘minimum reserve
system’ the central bank is
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(a) Empowered to issue currency to
any extent by keeping an equiv-
alent reserve of gold and foreign
securities ~

(b) Empowered to issue currency
to any extent by keeping only a
certain minimum reserve of gold
and foreign securities

(c) Empowered to issue currency in
proportion to the reserve mon-
ey by keeping only a minimum
reserve of gold and foreign se-
curities

(d) Empowered to issue currency to

~ anyextent by keeping areserve of
gold and foreign securities to the
extent of ¥ 350 crores

93. The Money is a liability of the
and an asset of the

(a) Issuing central bank, holding
public
(b) Pubic, central bank
(¢) Issuingcentral bank, central gov-
ernment
(d) Central government, issuing cen-
tral bank '
94. The currency issued by the Cen-
tral Bank is “FIAT MONEY” and is

backed by supporting
and its value is guaranteed by the

(a) Currency, central Bank
(b) Currency, government
(c') “Reserves, government
(d) Reserves, central bank

95. Banks create money supplyin the
process of borrowing and lending
transactions with the public. Money
so created by the commercial Banks
is called:

Y
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(a) Credit Money
(b) Artificial Money
(c) Debit Money
(d) None of these

96. Which of the following is a type
of money?

(@) Metallic Currency

(b) Paper Currency

(c) Digital Currency

(d) All of the above
97. With the advent of cutting edge
technologies and advancement in
techn_plogy has made it possible
for the development of new form of
money viz. CBDC. What is the full
form of CBDC?

(a) Central Bank Digital Certificate

(b) Central Bank Dynamic Certificate

(¢) Central Bank Digital Currency

(d) Central Bank Dynamic Currency
98. At present, which of the following

Statement is true about the crypto
currencies?

(a) These face Significant Legisla-
tive Uncertainties

(b) These are not legally recognised
in India as currency

(¢) These are not categorized as
money I

(d) All of the above

99. Banksin the country are required

tomaintain deposits with the central
bank

(a) Toprovide the necessary reserves
for the functioning of the central
bank

(b) To meet the demand for money
by the banking system

(¢) To meet the central hank [3]‘6'1
scribed reserve requirements ¢
to meet settlement obligation®

(d) To meet the money needs for the
day to day working of the O™
mercial banks

100. “Money” consists of currency
and , while “High PoW”
ered Money”. Consists of cur™ ency
and

(a) Demand deposits; cash reserve®
with banks '

(b) Cash reserves with Banks: de-
mand Deposits

(¢) Public money, paper money
(d) Paper money, public money

Measurement of Mo,ngLSl,IB&'!

101. Till 1967-68, the RBI used ©
publish_ measure of moﬂe?’

supply.
(@) M,
(b) M, and M,
(¢) M,, M, and M,
(d) M;, M,, M, and M,

102. In India, who releases dat2 on
money supply?

(a) RBI

) Cengral Government

(¢) Ministry of Finance
(d) Commercial Banks
103. M, and M, are generally know”

as supply concel’t's’
whereas, M, and M, are kno g
supply concepts-

(a) Narrow Money, Broad MoneyY
(b) Broad Money, Narrow Money

B ———
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(c) Least Liquid Money, Narrow
Money

(d) Broad Money, Mostliquid money
104. The four measures of money
supply represent different de-
grees of liquidity. In this regard,

is the most liquid and
is least liquid.

(@) M,, M,

(b) M, M,

() M,, M,

(d) M,, M,

105. Reserve money is also known as.

(@) .Central bank money

(b) Base money

(¢) High powered money

(d) Al of the above
106. Reserve Money is composed of:

(@) Currencyincirculation +demand

deposits of banks (Current and

Saving accounts) + Other deposits
with the RBI

(b) Currencyincirculation + Bankers’
deposits with the RBI + Other
deposits with the RBI

(¢) Currencyincirculation + demand
deposits of banks + Other depos-
its with the RBI

(d) Currencyincirculation +demand
and time deposits of banks +
Other deposits with the RBI

107. M, is the sum of

(@) Currency and coins with the peo-
ple + demand deposits of banks
(Current and Saving accounts) +
other deposits of the RBI

(b) Currency and coins with the peo-
ple + demand and time deposits
of banks (Current and Saving

accounts) + other deposits of the
RBI.

(¢) currencyincirculation + Bankers’
deposits with the RBI + Other
deposits with the RBI

(d) none of the above
108. The empirical definition of
measure M, is
(@) M, =M, + M,
(b) M, = M, + Saving deposits with
post office saving banks
(¢) M,=M, +Time deposits with the
banking system
(d) M, = M, + Saving deposit with
post office saving banks
Consider the following data and

answer the following questions
109-111.

.’Elrrency with Public T 45,000
crores

Demand Deposit with < 1,00,000
Banking System crores
Time Deposits with Bank- | 1,10,000
ing System crores
Other deposit with RBI Z 1,40,000
crores

Saving Deposits of Post % 30,000
Office Saving Banks crores

109. What is the amount of Narrow
Money (M,)?

(a) ¥ 2,85,000 crores

(b) T 3,15,000 crores

(c) ¥ 3,95,000 crores

(d) None of the above
110. The calculated value of M, is

(a) ¥2,85,000 crores
(b) T 3,95,000 crores
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(¢) ¥ 3,15,000 crores
(d) None of the above
111. The value of M, will be

(a) ¥ 2,85,000 crores
(b) % 3,95,000 crores
(¢) ¥ 3,15,000 crores
(d) None of the above

112. Consider the following data
(X crore)?

Notes in circulation 26,09,005
Circulation of Rupee Coin 40,715
Circulation of Small Coins 1,080
Cash on hand and Bank 99,200

What is the currency with the
Public?

(a) % 26,09,005 crores

(b) T 26,49,720 crores

(¢) T 26,50,800 crores

(d) % 25,51,600 crores
113. Consider the following data:
M, < 42,90,550 crores
M, X 44,42,695 crores

Calculate the value of Post Office
Saving Bank Deposits.

(a) T 87,33,245
(b) ¥1,52,145
(c) ¥ 3,04,290
(d) None of these

Read the following data and answer
the questions 114 to 116.

Mr. X has calculated following four
alternative measures of money sup-

ply:

M, < 4,85,000.crores
M, |%5,50,000 crores

M, % 5,90,000 crores
M, |%6,24,000 crores

114. What is the amount of “Time
Deposits with the Banking System”?

(a) T 74,000 crores
(b) 65,000 crores
(¢) ¥ 1,05,000 crores
(d) T 34,000 crores

115. What is the amount of “Saving
deposits with Post Office Saving
Bank”?

(a) ¥ 74,000 crores

" (b) T 65,000 crores
(¢) T 1,05,000 crores
(d) T 34,000 crores

116. The Total Deposits with the Post
Office Saving Organisation (exclud-
ing National Savings certificates) is

(a) T 74,000 crores
(b) T 65,000 crores
(¢) ¥ 1,05,000 crores
(d) T 34,000 crores

117. Find M,, from the following
information:

M, 2 4,41,260
cr.

Saving deposits with Post 41,200

Office Saving Banks CT.

Total Deposits with the | % 31,245

Post Office Saving Or- cr.

ganisation (excluding Na-

tional Savings Certificate)

Time Deposits with the T 65,315

Banking System Ccr.,

(a) ¥4,10,015 cr.
(b) T 3,44,700 cr.
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(c) ¥3,85,900cr.
(d) Cannot be determined

118. On the recommendations of the
Second Working Group on money
supply, from April 1977, the RBI has
been publishing data on which of
the following alternative measures
of money supply?

(@) M, only

(b) M, and M,

(¢) M, M, and M,

(d) M,, M,, M, and M,
Read the following data, and answer
the questions (119 to 121)

Particulars T in crores
Notes in Circulation 24,20,964
Circulation of Rupee Coin 25,572
Circulation of Small Coins 743
Post Office Saving Bank 1,41,786
Deposits

Cash on Hand with Banks 97,563
Deposit Money of the| 17,76,199
Public

Demand Deposits with | 17,37,692
Banks

Other Deposits with RBI 38,507
Total Post Office Deposits 14,896
Time Deposits with Banks 1,78,694

119. Calculate M,
(a) T43,04,609
(b) T 41,25915
(¢) T 42,07,046
(d) T 42,67,701

120. Calculate M,
(a) T 43,04,609
(b) T41,25915
(c) ¥ 42,07,046
(d) T42,67,701
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121. Calculate M,
(a) T 43,04,609
(b) T 41,25,915
(¢) T 42,07,046
(d) % 42,67,701

* Money Multiplier Approach

122. The Money Multiplier Approach
holds that total Supply of nominal
money in the economyis determined
by the behaviour of the

(a) Single; Central Bank

(b) Joint; Central Bank and Com-
mercial Bank

(¢) Joint; Central Bank and Public

(d) Joint; Central Bank, Commercial
Banks and the Public

123. The ratio that relates the
change in the money supply to a
given change in the monetary base
is called the:
(a) Required reserve ratio
() Money multiplier
(¢) Deposit ratio
(d) Discount rate
124. The money multiplier will be
large:
(a) For higher currency ratio (c),
lower required reserve ratio (r)
and lower excess reserve ratio (e)
(b) For constant currency ratio (c),
higher required reserve ratio (r)
and lower excess reserve ratio (e)
{(¢) Forlower currency ratio (c), low-

er required reserve ratio () and
lower excess reserve ratio (e)

(d) None of the above

MONEY MARKET

125. The money multiplier and the
money supply are:

(a) Positively related to the excess
reserves ratio?

(b) Negatively related to the excess
reserves ratio?

(c) Notrelated to the excess reserves
ratio?.

(d) Proportional to the excess rese-
rves ratio?,
126. The currency ratio represents:

(a) The behaviour of central bank in
the issue of currency

(b) The behaviour of central bank in
respect cash reserve ratio

(¢) The behaviour of the public

(d) The behaviour of commercial
banks in the country

127.The size of the money multiplier
is determined by:

(a) Thecurrencyratio(c)of the public

(b) The required reserve ratio (r) at
the central bank, and

(c) The excess reserve ratio (e) of
commercial banks

(d) All of the above

128. The required reserved ratio is
10% for every X 2,00,000 deposited
in the banking system. What will
be the Credit Multiplier and Credit
Creation?

(a) 10, % 20,00,000

(b) 10,3 20,000

(c¢) 8,%20,00,000

(d) 8,% 20,000
129, For initial deposit of ¥ 5,00,000,
the credit creation is calculated at

¥ 40,00,000. What is RRR (required
reserved ratio)?

8.17

(a) 8

(b) .08

(¢) 12.5%

(d) Cannot be calculated

130. When there are excess reserves,
the money multiplier (m) is ex-
pressed as

1+c
(@ m =
r+e+c
1+r1
b) m =
r+e+c
l+e
@) =
r+e+c
€
dem ===
r+e+c

131. Which formula is used to find
out Money Supply (m) where:

¥ = required reserve ratio
¢ = currency - deposit ratio (C/D)

e = ratio of Excess Reserves to De-
posits

H = Stock of high powered money '

1=%c

@ M =——"7+H
‘T+e+c
1+ C

B) M =—22 H
r+e+c
1+ H

(C) M = +C
r+e+c
1+ H

(D1 Mg C
r+e+c

132. If M is the money supply, m
is the money multiplier and MB is
the monetary base or high-powered
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money, then which of the following
equation is correct?

(@) MB =M xm

() m=MBxM

(¢c) M=MB xm

(d) M=MB +m

133. For a given level of the
monetary base, an increase in

the required reserve ratio will
denote

(a) A decrease in the money supply

(b) An increase in the money supply
(¢) An increase in demand deposits

(d) Nothing precise can be said

134. For a given level of the
monetary base, an increase in
the currency ‘ratio causes the
money multiplier to an
the money supply to {

(a) Decrease; increase
(b) Increase; decrease '
(c) Decrease; decrease
(d) Increase; increase

135. tells ushow much
new money will be created by the
banking system for a given increase
in the high-powered money.

(a) The currency ratio

(b) The excess reserve ratio (e)

(¢) The credit multiplier

(d) The currency ratio (c)
136. Consider the following data:

Required Reserve Ratio | 10 Per centw

Currency in circulation | ¥ 400 Billion

Demand Deposits T 1000 Bil-
lion
Excess Reserves Z 1 Billion

The value of money multiplier will
be

() 1.74

(b) 2.74

(¢) 1.79

(d) 2.79
137. The the reserve
ratio, the of each deposit
bank loan out and the
the money multiplier.

(a) Higher, less, smaller

(b) Higher, high element, smaller

(¢) Smaller, less, smaller

(d) None of these

138. Under the fractional reserve
system:

(a) Themoneysupplyisanincreasing
function of reserve money (or
high powered money) and the
money multiplier

(b) Themoneysupplyisandecreasing
function of reserve money (or high
powered money) and the money
multiplier

¢) Themoneysupplyisanincreasing
function of reserve money (or high
powered money) and a decreasing
function of money multiplier

(d) None of the above as the deter-
minants of money supply are
different

139. If commercial banks reduce
their holdings of excess reserves

(a) The monetary base increases
(b) The monetary base falls
(¢) The money supply increases

(d). The money supply falls
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140. The Money Multiplier is a
function of the current ratio which
depends on the :

(a) Behaviour of the public
(b) Excess reserve ratio of the banks

(¢) Required reserve ratio set by the
Central Bank

(d) All of the above
141. Excess reserves ratio (e) is

related to the market
interest ratio (7).

(a) Positively
(b) Negatively
(¢) Uniformily
(d) Not

142. As a rule, an increase in mon-

etary base that goesinta

not multiplied, whereas o e

in monetary based that gaes nto
is multiplicd.

T
s

eRED

(a) Supporting deposits, currency
(D) Currency, Supporting deposits
(c) HighPowered Currency, currency
(d) Currency, High Powered Curr-
ency
143. If some portion of the increase
in high-powered money finds its way
into , this portion does
not undergo multiple deposit
expansion.

(a) Currency

(b) Supporting deposits
(¢) Both (a) and (b)

(d) Neither (a) nor (b)

144. The size of the money mul-
tiplier is reduced when funds are
held as rather than as

(a) Term Deposits, Cash
(b) Cash, Term Deposits
(¢) Demand deposits, Cash
(d) Cash, demand deposits

The Money Multiplier Approach
to Supply of Money
145. The Money multiplier approach
{)0 money supply was propounded
y
(a) Milton Friedman

(b) Milton Friedman and Anna
Schwartz
(c¢) Milton Friedman and Irvin fisher
(d) Milton Friedman and Marshall
146. The money multiplier approach
to momey Supply considers thiee
factors as immediate defersninants
of maney supply. Which one of the
fullowing is not included in these
factors?
(@) Stock of high-powered money (H)
(b) The ratio of reserves to deposits
or reserve-ratio (r)
(¢) The ratio of currency to d eposits
or currency-deposit ratio (c)
(d) Theratio of high-powered money
to deposits ()

1 47.‘ Whose behaviour among the fol-
lowing, has been considered, under
Money Multiplier approach?

(a) Central Bank

(b) Commercial Banks
(c) General Public

(d) All of the above

148. Under Money Multiplier Ap-
proach, the behaviour of the Central
Bank which controls the issue of cur-
rency is reflected in the
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(@) Supply of the Nominal High-
Powered money

(b) Totalamountofnominal demand
deposits

(¢) Degree of adoption of banking
habits by the people

(d) _All of the above

149. If the behaviour of the Public
and the Commercial banks remain
unchanged over time, the total sup-
ply of nominal moneyin the economy
will vary with the supply of
nominal high-powered money issued
by the I
(a) Directly, Central Bank
(b) Negatively, Central Bank
(c) Directly, Central Government
(d) Negatively, Central Government
150. The Money Multiplier and the
money supply are related
to the ratio of currency to deposits
(¢) i.e. C/D. .
(a) Negatively
(b) Positively
(¢) Not
(d) Progressively
151. The behaviour of Commercial
Banks is important under money
multiplier approach to supply of
money. By creating credit, the com-
mercial banks determine the total
amount of

(@) Nominal High-Powered Money
(b)) Nominal Demand Deposits
(¢) National High-Powered Money
(d) National Demand Deposits

152. Which of the following reflects
the behaviour of commercial banks
in the economy regarding money
multiplier approach to supply of
money? f

(a) Ratio of cash reserves to deposits

(b) Ratio of currency to deposits

(¢) Ratioofcashreservestocurrency

(d) Ratio of High-powered money to
currency

153. Considering all other variables
remain the same, If ratio of cash re-
serves to deposits (reserve ratio) in-
creases, then __ willdecrease.

(a) Deposits

(b) Money Supply

(c) Reserves

(d) High-powered money

154, When reserve ratio (r) is 8%,
the money multiplier is calculated at
2.58. If the reserve ratio is increased
t0 12%; the value of money multiplier
will be

(@) Less than 2.58

(b) More than 2.58

(c) 2.58

(d) Cannot be decided

Monetary Policy and Effect of
Government Expenditure on
Money Supply

155. The value of money multiplier
is zero when:

(a) Interest rates are too low

(b) Banks prefer to hold the newly
injected reserves as excessreasons
with no risk attached to it
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(¢) Both (a) and (b)

(d) Money Multiplier can never be
Zero

156. As a part of monetary policy, an
open market purchase by Central

Bank will the reserves
and thereby the money
supply.

(a) Reduce, reduce
(b) Increase, increase
(¢) Reduce, increase .
(d) Increase, reduce

157. The credit creation process by
th.e banking system in the country
will create money to the tune of A

money supply = % x' A Reserves.

It) holds true, when it assumed
that

(a) Banksdonothold excessreserves

(b) Peopledonothold more currency
than before

(¢) There is demand for loans from
businesses.

(d) All of the above

- 158. If the Central Bank of a country

wants to stimulate economic activity
it does so by infusing liquidity into
the system. The high powered money
(monetary base) is injected into the
system when

(a) Government securities are pur-
chased

(b) Government Securities are sold
(c) Any of (a) and (b)
(d) Both (a) and (b)

159. Whenever the Central and the
State Government’s cash balances

fall short of the minimum require-
ment, they are eligible to avail of
a facility, What is the name of that
facility? : :

(@) Ways & Means Advances (WMA)

(b) Overdraft facility (OD)

(c) Both (a) & (b)

(d) None of the above

160. When the Reserve Bank of In-
dia lends to the governments under
WMA/OD, it can potentially lead
to an _ in money sup-
ply through the money multiplier
process.

(d) Increase

(b) Decrease

(c) Substantial Decrease

(d) No effect

161.Identify the Correct Statement?

(@) Thereisnodifference between the
type of money created by .com-
mercial bank and that which are
issued by the Central Bank

(b) Money creation is same as is the
wealth creation

(c) The deposit multiplier and the
money multiplier are identical

(d) In actual practice, all borrowers

spend every rupee they have bor-
rowed

162. If required reserve ratio is 20%,
then what will be credit multiplier?

(a) 0.2
) 0.8
{c) 1.2
d) 5
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163. What is the formula used to
calculate credit Multiplier?

(a) 100 - Required Reserve Ratio
(b) 100 + Required Reserve Ratio
(c) 100 x Required Reserve Ratio

(d) Required Reserve Ratio
164. The credit multiplier is also
referred to as the

(a) Deposit multiplier

(b) Deposit expansion multiplier

(¢) Both (@) & (D)

(d) None of the above

165. Which describes the amount of
additional money created by com-
mercial bank through the process of
lending the available money it hasin
excess of the Central Banks reserve
yeguirenaent? ,

(@) Credit multip]'ier

(b) Deposit uultiplier

(¢) Deposit Expansion

(d) All of the above

166. What will be the total deposit
created if initial deposit is of X 800

UNIT 3 : MONETARY POLICY

The Monetary Policy Frame-
work
169. Monetary Policy refers to the
use of monetary policy instruments
which are at the disposal of the Cen-
tral Bank
{(a) To regulate the availability, «
and use of money and credit
() To achieve price stability

(¢) To promote economic growth/
optimum levels of output and

i

crores and required reserve ratio
is 10%?

(a) ¥ 80 crores

(b) T 800 crores

(¢) T 8000 crores

(d) None of these

167. The total deposits created by
the commercial banks is ¥ 16,800
crores and the required reserveratio
is 12.5%. Calculate the amount of

initial deposits.

(a) 16,800

(b) T2,100

(c) 18,900

(d) None of these
168. Initial Deposit of X 1,521 crores
lead to creation of total deposits of
¥ 12,168 crores by the commercial
honlks, Whast is required reserve
ratio?

(a) 15%

(h) 12.5%

(c) 10%

(d) 7.5%

employment, ba}aﬁce of payment
equilibrium, etc.
(d) All of the above
170. Which of the following is the
function of monetary policy?
(@) Regulate the exchange rale and
keep it stable
(b) Reguiate the movement of credit
to the corporale sector i

(¢) Regulate the level of production
and prices

_ b |
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{d) Regulate: the availability, cost
and use of money and credit
171, Which of the following is a ba-
sic component of monefary policy
framework?
(a)' The objectives of monetary
policy
(b) The analytics of monetary policy
which focus on the transmission
mechanism
(¢) The operating procedure which
focus onthe operating targets and
instruments
~(01) All of the above are basic¢ compo-
nents
172, The main objective of monetary
policy in India is 8
(a) Reducefood shortages to achieve
stability
(b) Economic growth with price sta-
bility
(c) Overall monetary stability in the
banking system
(d) Reduction of poverty and unem-
ployment
-173. When the Central Bank lowers
interest rates, ‘monetary policy is

(a) Easing

(b) Tightening

(¢) Ineflective

(d) None of the above

174.1. Fundamentally, the primary
objective of the monetary policy
has been; g

(a) To reduce price stability
(b) To curb economic growth

(¢) To maintain judicious balance
between price stability and
economic growth

(d) None of the abgye

1 Y oy §
, >' ﬂ7.5,. W hl'(,h (.)f the fOll(}awing is an ex-
plicit objective inciuded in the mon-
etary policy oi dOVeloping couniries?
(a) Mainten: [
A ance of e LS
! cconom
ot col
(b) ;I:::ilitntng an adequate flow of
0 the prodyctive sectors
(c) st.ta}lllng a moderate siructur®
invilr‘lyelest rates to encouraget
eff'C‘?lmcms’ and creation of an
leient market for government
securities

(d) All of the above

176. I
Th.e monetary transmission
mechanism referg to:

a) H ] i
(a) di(f)fw aney gets circulated 1
€rent sectors of the economy
post monetary policy
b ati 5 i
®) 32161 IT'IUO ofnominal interest and
alinteres( rateg consequent 01
a monetary policy
'(C) \Tv}}ls %roﬁess or channels through -
¥ cht .e evolution of monetary
ageregates affects (he level Of
product and priceg
(d) None of the abgye

rl’<7)l7i.cyAinCdO]ntr;l Ctionary monetary
= uce incr o s 1
Bt ease in interes

(a) I}I’:CI‘CE\S@S the cost of capital and
the real cost of borrowing for
fiims

(b) Increases the cogt of capital and

1he real cost of borrowing for
firms and households

(¢) &ecreases the cost of capital and
he real cost of horrowing for
firms

(d) ?Ias N0 interest rafe effect ON
trms and househp]dsg
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178. During deflation:

(@) TheRBIreducesthe CRRinorder
to enable the banks to expand
credit and increase the supply of
money available in the economy

(b) The RBI increases the CRR in or-
der to enable the banks to expand
credit and increase the supply of
money available in the economy

(c) TheRBIreducesthe CRRinorder
to enable the banks to contract
credit and inerease the supply of
money available in the economy

(d) The RBI reduces the CRR but
increase SLR in order to enable
the banks to contract credit and
increase the supply of money
available in the economy

179.The analﬁics of monetary policy
focus on the transmission mecha-
nisms. Which of the following is
included in such mechanism?

(a) The interest rate channel

(b) The exchange rate channel

(c) The quantum channel and the

asset price channel

(d) All of the above
180. Which of the following state-
ment is correct?

(a) The governor of the RBI in con-
sultation with the Ministry of

Finance decides the policy rate

and implements the same

(b) While CRR has to be maintained
by banks as cash with the RBI, the
SLR requires holding of approved
assets by the bank itself

(¢) When repo rates increase, it
means that banks can now bor-
rowmoney through Open Market
Operations (OMO)

(d) None of the above

181. Which of the following State-
ments is incorrect?

(@) Quantitative instruments are
general in nature

(b) Quantitative instruments affects
all the sectors making use of bank
credit

(¢) Quantitative controls are desig-
ned to regulate the direction of
" credit

(d) Quantitative Controls are also
known as traditional methods of
control

182. As a part of credit control instru-
ments of RBI, which of the following
is not a part of Quantitative method?

(a) Cash Reserve Ratio (CRR)

(b) Statutory Liquidity Ratio (SLR)
(c¢) Open Market Operations (OMO)
(d) Margin requirements

183. As a part of open market opera-
tions, sale of securities by the Central
Bank the money supply
in the economy.

(a) Decreases

(b) Increases

(¢) Brings no change in

(d) Either (a) or (b)
184. refers to the mini-
mum percentage of net demand and
time liabilities, to be kept by com-
mercial banks with the central bank.

(a) Statutory Liquidity Ratio

(b) Cash Reserve Ratio

(c¢) Bank Rate

(d) Repo Rate

185. In order to control money sup-
ply, the RBI buys and sells govern-
ment securities in the open market.
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These operations conducted by the
central bank are referred to as:

(a) Open Monetary Operations
(b) Open Money Operations
(¢) Open Market Operations
(d) Open Marginal Operations

186. The commercial banks are re-
quired to maintain with themselves,
a minimum percentage of Net De-
mand & Time liabilities, in the form
of designated liquid assets. This ratio
is called as:

(a) Statutory Liquidity Ratio

(b) Cash Reserve Ratio

(¢) Bank Rate

(d) Repo Rate

187. Which one of the following
statement isincorrect about Qualita-
tive method of credit control instru-
ments of RBI?
(a) These include margin require-
ments, moral suasion, selective
credit controls, etc.

(b) These are general-in nature and
affect all the sectors

(¢) Thesearedesigned toregulatethe
direction of credit

(d) These are also known as selective
methods of control

188. Which one of the féllowing is
not a part of Qualitative method of
credit control instruments of RBI?

(a) Open Market Operations
(b) Margin requirements

(¢) Moral suasion -

(d) Selective credit control

189. is the interest rate
at which RBI lends long-term funds
to banks.

(a) Interest Rate

(b) Bank Rate

(c) Repo Rate

(d) Marginal Rate
190. RBI provides financial accom-
modation to the commercial banks
through repos/reverse repos under:

(a) Market Stabilisation Scheme
(MSS)

(b) The Marginal Standing Facility
(MSF)

(c) Liquidity Adjustment Facility
(LAF)

(d) Statutory Liquidity Ratio (SLR)
191. In India, the term ‘Policy rate’
refers to:

(@) The bank rate prescribed by the
RBI in its half yearly monetary
policy statement

(b) The CRR and SLR prescribed by
RBI in its monetary policy state-
ment :

(¢) Thefixedreporate quoted for sov-
ereign securities in the overnight
segment of Liquidity Adjustment
Facility (LAF)

(d) The fixed reporate quoted forsov-
ereign securities in the overnight
segment of Marginal Standing
Facility (MSF)

192. is a money market
instrument, which enables collat-
eralised short-term borrowing and
lending through sale/purchase op-
erations in debt instruments.

(@) OMO
(b) CRR
(¢) SLR
(d) Repo
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193, Reverse repo operation takes
place when:
(a) RBI borrows money from banks
by giving them securities
(b) Banks borrow money from RBI
by giving them secui ities
(¢) Banks borrow moncy in the
overnight segment of the money
market
(d) RBl borrows money from the
| central government
194. The Monetary Policy Frame-
work Agreement is on ;

(@) The maximum reporate that RBI
ﬁ can charge from government

(b) Them aximum tolerabie inflation
rate that RBI should target to
achieve price stability

' (¢) The maximum reporate that RBI
' can charge from the commercial

banks
(d) The maximum reversc repo rate
that RBI can charge from the
commercial banks
195. An open market operation isan
instrument of monetary policy which
involves buying or selling of
from or to the public and banks.
(a) Bonds and bills of exchange

(b) Debentures and shares

‘ (c) Government securities

| (d) None of these !

| 196. Monetary Policy Committee
(MPC) determines the policy rate to
achieve the inflation target through
debate and majority vote by a panel
of experts. How many members does
this MPC consists of?

(a) Three members
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(b} Four mernbers
(c) Five members
(d) Six members
197. Under the Govern-
ment of India borrows from the RBI
(Such borrowing being additionalto
its normal borrowing requirements)
and issues treasury bills/dated se-
curities.
{a) Market Slabilisali()ll Scheme
(MSS)
(b) Minimum Statutory Scheme
(MSS)
(¢) Marginal Standing Facility (MSF)
(d) Minimum Statutory Facility
(MSF)

198. _ is defined as an
instrument for lending funds by
purchasing securities with anagree-
meni to resell the securities on a
mutually agreed future date at an
agreed price which includesinterest
for the funds lent.

(a) Reverse Repo '
(b) Repo Rate

(¢) Bank Rale

(d) MSF

199. The Monetary Policy Frame-
work Agreement is an agreement
reached between the Government of
India and the Reserve Bank of India
(RBI) to keep the Consumer Price
Index (CPI) inflation rate between

(a) 1105 per cent -
(b) 2 to 6 per cent
(¢) 3 to 5 percent
(d) 4 to 6 per cent

Y
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Hints of selected questions

2. The primary functions of money are medium of exchange & measure o
value. Whereas the secondary functions are standard of Deferred Payment
store of value, : ‘ ¥
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3. Money is regarded as a “Unit of Account” because it helps in calculating
relative prices of goods and services. ]

6. Money should be difficult to counterfeiti.e. not casily reproducible by people.

7.Tn case of full-bodied money, the money value is equal to commodity value for
example: During the British period, one rupee coin was made of silver. The face
value (i.e. value written on unit of currency) was rupee one. The intrinsic value
(i.e: the value of the metal contained in the unit of money) was also Rupee one.
In other words, the value of coin as money was same as its value as a commuodity.

8. In India, coins are limited legal tender. As per Coirfage Act, 2011, coins shall
be a legal tender in case of coin of any denomination not lower than one rupee,
for any sum not exceeding ¥ 1,000.

18. It is directly proportional because higher the income of individuals,
higher the expenditure; richer people hold more money to finance their
expenditure.

21. The opportunity cost of holding money is the interest rate a person could
carn an other assets. Therefore, higher the interest rate, higher would be op-
portunity cost of holding cash and lower the demand for money. Thus, there is
inverse relationship between the two. ‘

45. Prof. J.M. Keynes considered the aggregate demand formoney for transaction
purposes as the sum of individual demand. Therefore, the aggregate transaction
demand for money is a function of national income.

53. Because a rise in the market rate of interest leads to a decrease in the market
value of the bond, and vice-versa.

57. When interest is zero, people would not want to hold any bonds, since
money, which also pays zero per cent interest, has the advantage of being us-
able in transactions.

59. In the situation of liquidity trap, the opportunity cost of holding money.

is zero. Therefore, even if the monetary authority increases money supply to
stimulate the economy, people would prefer to hoard money. Consequently,
excess funds may not be converted into new investment. Thus, liquidity trap is
synonymous with ineffective monetary policy.

79. Money Supply does not include stock of money held by the Government
as well as banking system of country because they are suppliers of money &
money held by then is not treated as part of money supply.

109-111:
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M, = M, + Saving deposit with Post Office Saving Banking
= 2,85,000 + 30,000 =X 3,15,000 crores

M, = M, + Time Deposit with the Banking Svstem
= 2,85,000 + 1,10,000
= ¥ 3,95,000 crores

112, Currency with the Public

= 26,09,005 + 40,715 + 1,080 - 99,200

=% 25,51,600 crores

113.

M, = M, + Post Office Saving Bank Deposits
= Post Office Saving Bank Deposit = M, - M,
44,42,695 - 42,90,550
= ¥1,52,145 crores
114 to 116

Il

8.29

1. | Time Deposits with the Banking System
=M, - M, =5,90,000 - 4,85,000 =X 1,05,000

2. | Saving deposits with Post Office Saving Banks
=M,-M, = 5,50,000 - 4,85,000 =T 65,000

Saving Certificate)
=M, - M, = 6,24,000 - 5,90,000 = ¥ 34,000

3. | Total Deposits with the Post Office Saving Organisation (excluding National

117.

Stepl | M, =
= 4,41,260-31,245 =% 4,10,015 cr.

;= M,-Total Deposits with the Post Office Saving Organisation (Excl. NSC)

Step2 | M; = M, - Time Deposits with the Banking System

= 4,10,015-65,315 =% 3,44,700 cr.

Step3 [ M,= M, + Saving deposits with Post Office Saving Bank

= 3,44,700 + 41,200 =¥ 3,85,900 cr;

M Currency with Public + Demand Deposits with banking system + Other deposit

with RBI
= 45,000 + 1,00,000 + 1,40,600

119 to 121.

M, = 24,20,964 + 25,572 + 743 - 97,563 + 17,76,199 - % 41,25,915

M, = 4125915 + 1,41,786 =X 42,67,701

M,= 41,25915 + 1,78,694 =X 43,04,609

= ¥ 2,85,000 crores
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128.
1
Credit Multiplier = Required Reserved
Ratio
1
= OT =10
1 o
Credit Creation = Initial Deposits x  Required Reserve
ratio
= ¥ 2,00,000 x
0.10
= %20,00,000
129.
Credit Creation — Initial Deposits x Credit Multiplier
- Hl Credit Creation 40,00,000
CrediEMultiplier sieyie S rpamet e = 500000
1 :
Credit Multiplier = S
RRR = ; = —1— =0.125 or 12.5%
Credit Multiplier 8
136.

Money Supply (M) = Currency + Deposits
=% 400 + T 1000 = T 1400 Billion

Currency
Currency-deposit ratio = —————
. Deposits
T 400
T 21,000
_ Excess Reserves _ T1Billion _ 0.001
€= " Deposits ~ _ Z1000Billion
ol 1+¢c 1+04
Multiplier = =22 = §5150.001 + 04
155 Al '
= o507 =279

Therefore, a 1 unit increase in MB leads to 2.79 units increase in M.
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141. If interest rate increases, the opportunity cost of holding excess reseryeg
rises, and the desired ratio of excess reserves to deposits falls.

150. When bank deposits are being converted into currency, banks can create
only less credit money. The overall level of multiple-expansion declines, ang
therefore, money multiplier also falls. Hence, money multiplier and the monge

supply are negatively related to currency ratio (c). Y

153. If the required reserve ratio on demand deposits increases while all the
other variables remain the same, more reserves would be needed. This imp]ies
that banks must contract their loans, causing a decline in deposits and hencg
in the money supply.

1+¢

154. m =
r+e+c.

r and m are negatively related. When 7 rises, m falls and when 7 falls, 2 rigeg
The reason is that less multiple deposit creation can occur when 7 rises, ‘While:
more multiple deposit creation can occur when r falls.

160. When lending is made under WMA/OD, it results in the generation of exceg,
reserves (i.e. excess balances of commercial banks with the Reserve Bank). T
excess reserves thus created can potentially lead to an increase in money su Pply
through the money multiplier process.
162. '

1
eserve Ratio

Credit Multiplier = EMEITAIR

il 1
20% =020 ~

166.
Required Reserve Ratio = 10% or 0.10

1
Required Reserve Ratio

Money Multiplier =
Ml =
0.1
Total Deposit = Initial Deposit x Money Multiplier

=800 x 10
=% 8000 crores.
167.

10

1
Required Reserve Ratio

Money Multiplier =

. 0y
=05 8

Total Deposit Created =X 16,800
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" Total Deposits _ 16,800
Money Multiplies 8

Initial Deposits =

=¥ 2100 crores.

168.
A Total Deposit 12,168
Money Multiplier = = . = =8
Initial Deposits 1,521
ol 1
Money Multiplier = Required Reserve Ratio
: R 1o £
Required Reserve Ratio = Money Multiplier
1
= L= =5
8
=12.5%

181. Option (¢) is incorrect because Quantitative controls are designed to
regulate the total volume of credit whereas qualitative controls are designed to
regulate the direction of credit.

182. Margin requirements is one of the qualitative method adopted by RBI as
a part of credit control instrument.

183. Sale of securities by central bank reduces the reserves of commercial banks.
It adversely affects the bank’s ability to create credit and therefore decreases
the money supply in the economy.

187. The option (b) is incorrect because qualitative instruments are specific in
nature i.e. they affect the flow of credit for a particular use.

188. The open market operation is a part of quantitative method.

UNIT 1 : THEORIES OF INTERNATIONAL TRADE

International Trade

1. International Trade is the ex-
change of between coun-
tries and involves greater complexity
compared to Internal Trade.

(a) Goods

(b) Services

(¢) Resources

(d) All of the above

2. Which of the following does not
represent a difference between in-
ternal trade and international trade?

(a) transactions in multiple curren-
cies.

(b) homogeneity of customers and
currencies
(¢) differences in legal systems
(d) none of the above

3. Which of the following is NOT the
benefit of International Trade?

(@) It is powerful stimulus to eco-
nomic efficiency and contributes
to economic growth.

(b) Efficient deployment of produc-
tive resources to their best use.

§§% §§§. §
L v

(¢) Economic exploitation of under
privileged countries.

(d) Opening up of new markets
results in broadening the prod-
uction base.

Theories of International Trade

4. Which of the following holds that
a country can increase its wealth by
encouraging exports and discourag-
ing imports?

(a) Capitalism
(b) Socialism
(c) Mercantilism
(d) Laissez faire

5. Which one of the following is the
first theory of International Trade
that emerged in England in the 16th
Century?

(a) Mercantilism

(b) Absolute Cost Advantage Theory

(¢) Comparative Cost Advantage
Theory

(d) Product Life-Cycle Theory

9.1
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6. Which theory suggested that the
wealth of a nation consisted of gold
and silver only?
(a) Mercantilism
(b) Absolute Cost Advantage Theory
{¢) Comparative Cost Advantage
Theory
(d) Product Life-Cycle Theory
7. Which of the following is NOT an

assumption of Absolute Cost Advan-
tage Theory?

(a) There are two countries.

(b) There are two commodities.

(¢) The commodities are heteroge-
neous.

(d) There is only labour Cost of Pro-
duction.

8. Who propounded the theory that
2 country should specialize in the
production of goods for which it
has an absoliste cost advantage and
then trade these goods for goods
produced by another country?

(a) Adam Smith

(b) David Hume

(¢) Heckscher and Ohlin
(d) Ricardo

9. The theory of absolute advantage
states that

(@) national wealth and power are
best served by increasing exports
and decreasing imports

(h) nations can inacrease theii eco-
nomic well-being by specializing
in the production of goods they

produce more efficiently than

anyone else.

(¢) that the value or price of a com-
modity depends exclusively on the

amount of labour going into its
production and therefore factor
prices will be the same

I3

{d) differences in absolute advantage
explains differences in factor en-
dowments in different countries.

10. Which of the following theories

advocates that countries should

produce those goods for which it
has the greatest relative advantage?

(@) Modern theory of international
trade

(b) The factor endowment theory

(¢) The Heckscher-Ohlin Theory

(d) None of-the above

11. Given the number of labour
hours to produce cloth and grain in
two countries, which country should
produce grain?

Labour Cost (hours) for production
of one unit

Country A | Country
B
Cloth 40 80
| Grain ‘ 80 40

(a) Country A

(b) Country B

(¢) Neither A nor B

(d) Both Aand B
12. According to the theory of com-
parative advantage

(a) tradeiszero-sumgame Sso thatthe
net change it wealth or benefits
among the participants is zero.

(b) trade is not a zero-sum game sO
that the net change in wealth or
benefits among the participants
is positive

&
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(c) nothing definite can be said
about the gains from trade

(d) gains from trade depends upon
factorendowment and utilization

13. Given the number of labour hours

to produce wheat and rice in two:

countries and that these countries
specialise and engage in trade at a
relative price of 1:1 what will be the
gain of country X? '

Labour Cost (hours) for production
of one unit

Wheat Rice
Country X 10 20
Couniry Y 20 10

(a) 20 labour hours
(b) 10 labour hours
(¢) 30 labour hours
(d) Does not gain anything

14. Assume India and Bangladesh
have the unit labour requirements
for producing tables and mats shown
in the table below. It follows that:

Labour cost (hours) for production
of one unit

India Bangladesh
Tables 3 8
Mats 2 1

(a) Bangladesh has a comparative
aclvantage in mats

(b) India has a comparative advan-
tage in tables

(¢) Bangladesh has an absolute ad-
vantage in mats

(d) All the above are true .
15. Comparative advantage refers to:

(a) a counrty’s ability to produce
some good or service at the lowest

possible cost compared to other
countries

(b) a country’s ability to produce
some good or service at a lower
opportunity cost than other
couniries.

{c¢) Choosing a productive method
which uses minimum of the
abundant factor

(d) (a) and (b) above

16. Ricardo explained the law of

comparative advantage on the
basis of

(a) opportunity costs

(b) the law of diminishing returns
(c) .economies of scale

(d) the labour theory of value

17. Which theory of international
trade identified the role of labour

.and capital, so-called factor en-

dowments, as a determinant of
advantage?

(a) Theory of Absolute Advantage
(b) Theory of Comparative Advan-
tage
(¢) Heckscher-Ohlintheory of trade
(d) None of these
18. The theory given by Swedish

e.conomists “Eli Heckscher and Ber-
til Ohlin” is also known as:

(@) The Heckscher — Chlin theory of
trade :

(b) Factor — Endowment theory of
trade .

(¢) Modern theory of trade
(d) All of the above

19. Michael Porter has described
fou}' attributes as the “diamond of
national advantage”. Which of the

following is not a part of these four
attributes?
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(a) Factor Endowments
(b) Silver conditions

(¢) Related and Supporting Indus-
tries

(d) Firm's Strategy, Structure and
rivalry

20. Who has propounded “New
Trade Theory” in the 1970’s?

(a) Paul Krugman
(b) Norman

~ (¢) Dixit

(d) All of the above

21. Which theory argues that trade
leads to cost reduction and product
variety. Also, a firm enjoying the

Tariff : Forms and Effects

23. Protectionism is a State policy
aimed to protect domestic produc-
ers against Foreign Competition
through the use of in-
struments.

(a) Tariffs

(b) Quotas

(¢) Non-tariff trade policy

(d) All of the above

24. refers to opening up
of domestic markets to goods and
services from the rest of the world
by bringing down trade barriers.

(a) Trade liberalization
(b) Trade Globalisation
(¢) Trade Privatisation
(d) LPG

“first mover advantage” can capture
economies of scale earlier than its
rivals?

(a) Product Life Cycle Theory

(b) New Trade Theory

(¢) Factor Endowment theory

(d) Absolute Cost Advantage Theory

22. What is the title of the book
published in 1817, in which David
Ricardo explained the Comparative
Cost Advantage Theory?

{a) The Wealth of Nations

b) Principles of Political Economy
(¢) The effect of Foreign Trade

(d) The Leontief Paradox

25. A specific tariff is

(a) atax on a set of specified impor-
ted good.

(b) an import tax that is common to
all goods imported during a given
period

(c) a specified fraction of the eco-
nomic value of an imported good

(d) a tax on imports defined as an
amount of currency per unit of
the good

26. Tariff means the taxes or duties
imposed on __

{a) Imports

(b) Exports

(¢) Both (a) & (b)
(d) Local Sales
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27. Tariff can be based on
(@) Quantity only
(b) Value of Import
{¢) Quantity and/or value
(d) None of these

28.When a specified amount of tariff
is charged per unit of the product
(e.g., T 1000 per tonne of cement),
then it is categorised as

(a) Specific Duty

(b). Ad valorem Duty
(¢) A Compound Duty
(d) Value Duty

29. Tariff levied as a percentage of
value of product is termed as

(@) Specitic Duty

(b) Fixed Duty

(¢) Ad valorem Duty
(d) A Compound Duty

30. The tariff rate is TI500 per tonne
plus 10 per cent of the value of the
product imported. This type of tariff
is termed as

(a) Fixed Rate Duty
(b) Variable Rate Duty
(¢) Ad valorem Duty
(d) Compound Duty

31. What is disadvantage of specific
tariff which is the fixed amount of
money per physical unit or accor-
ding to weight?

(a) It discourages the import.

(b) The Government revenue remains
Unchanged irrespective of change
in value of product.

(¢) It is difficult to calculate it pre-
cisely.

(d) None of these

32, A tax applied as a percentage
of the value of an imported good g
known as

(a) preferential tariff

() ad valorem tariff

(¢) specific tariff

(d) mixed or compound tariff

33. Which of the following is INCOR..
RECT about ad valorem tariff?

(a) It is levied as a fixed percentage
of the value of the traded com-
modity.

(b) It preserves the protective valye
of tariff an home producer.

(c) It is similar to specific tariff.

(d) Itisone of the widely used across
the world.

34. The Government has imposeq
tariff as under:

¥ 3000 on each solar panel plus % 5¢
per kg on the battery.

What is the type of tariff?
(a) Specific Tariff
(b) ad valorem Tarift
(¢) Compound Tariff
(d) Technical Tariff

35. is calculated on the
basis of both the value of the impoy+.
ed goods (an ad valorem duty) ang
a Unit of measure of the importeq
goods (a specific duty).

(a) Compound Tariff
(b) Ad valorem Duty
(¢) Technical Tariff
(d) Tariff Rate Quotas

36. tariffs refers to
import tariffs. Which countrieg

B
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promise to impose on imports from
other members of two WTO. Unless
the country is a part of preferential
trade agreement.

(a) MFN
() MTN
(¢) CEN
(d) CTN
37. Escalated tariff refers to

(@) nominal tariff rates on raw mate-

rialswhich are greater than tariffs
on manufactured products

(b) nominal tariff rates on manufac-
tured products which are greater
than tariffs on raw materials

(¢) a tariff which is escalated to pro-
hibit imports of a particular good
to protect domestic industries

(d) none of the above

38. What is the type of tariff which is
set so high that no imports can enter?

(a) Restricted Taritf
(b) Prohibitive Tariff
(¢) Anti-Dumping duty
(d) None of these

39. Dumping occurs when manufac-
tures sell goods in a Foreign country

(a) Below the Sales prices in their
domestic market.

«(b) Below their full average cost of
the product.

(¢) Free of cost
(d) Either (a) or (b)

40. Dumping, in international trade,
is

(a) fair
(b) unfair

(¢) good
(d) none of these
41. Anti-dumping duties are

(a) additional import duties so as
to offset the effects of exporting
firm’s unfair charging of prices
in the foreign market which are
lower than production costs.

(b) additional import duties so as
to offset the effects of exporting
firm’s increased competitiveness
due to subsidies by government.

(¢) additional import duties so as
to offset the effects of exporting
firm’s unfair charging of lower
prices in the foreign market.

(d) Both (a) and {(¢) above
42. A countervailing duty is

(@) atariffthataim to offset artificial-
lylow prices charged by exporters
who enjoy export subsidies and
tax concessions in their home
country. :

(b) chargedbyimportingcountriesto
ensure fair and market-oriented
pricing of imported products.

(¢) chargedbyimporting countriesto
protect domestic industries and
firms from unfair price advantage
arising from subsidies.

(d) All of the above

43. Which of the following is an
outcome of tariff?

(a) Create obstacles to trade and
increase the volume of imports
and exports

(b) Domestic consumers enjoy con-
sumer surplus because consum-

T T———.
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ers must now pay only a lower
price for the good.

(c) Discourage domestic consumers
from consuming imported foreign
goods and encourage consump-
tion of domestically produced
import substitutes.

(d) Increase government revenues of
the importing country by more
than value of the total tariff it
charges.

44, A tariff on imports is beneficial to
domestic producers of the imported
good because

(a) they get a part of the tariff reve-
nue.

(b) it raises the price for which they
can sell their product in the do-
mestic market.

(c) it determines the quantity that
can be imported to the country.

(d) it reduces their producer surplus,
making them more efficient.

45, Which of the following is not the
effects of Tariff?

(a) By making imported goods more
expensive, tariff discourage do-
mestic consumers from consum-
ing imported Foreign goods.

(b) Domestic consumers suffer a
loss in consumer surplus.

(¢) Tariffs create trade distortions by
disregarding comparative advan-
tage. ,

(d) Tariff decreases the government
revenues substantially.

46. On import of goods, which of the
following is levied?

(a) CGST
(b) SGST

9.7
{¢) UTGST

(d) 1IGST

Non-Tariff Measures (NTMs)

47. Which of the following js
non-tariff barrier.

Ot o

mplex d i .
(a) Co p ocumentation requjye_
ments

(b) Import quotas on specific 800ds

(c) Countervailing duties charged b
importing country y

(d) Pre-shipment prodﬁct Inspectjg,
and certification requirememS

48. Non-tariff barriers~(NTB
include all of the following eXCep:

(a) import quotas

(b) tariffs

(¢) export subsidies

(d) technical standards of Prodyctg
49, SPS measures and TBTs are

(a) permissible under WTO ¢q .
tect the interests of COUntrieg e

(b) may result in loss of com

Petitj
advantage of developing Co;Ve
tries. §é

{c) increases the costs of compliar,
to the exporting countrieg. fi¥

(d) All of the above

50. measures 01"‘NT
refer to product-specific pr“l)ertli“s
such as characteristics of the Druf]s
uct, technical specificationg ﬂll(i
production processes.

(a) Financial

(b) Standard

(¢) Technical

(d) Non-Technical
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51. Which of the following is NOT a
component of Technical measures
under Non-Tariff Measures?

(a) Import Quota
(b) Characteristics of the Product

(c) Technical Specifications

. (d) Production Processes

52. Which of the following is/are an
example of Technical Barriers To
Trade (TBT)?

(a) Food Laws
(b) Quality Standard

(c) Organic Certification & Eco-
labelling

(d) All of the above ,

53. Which of the following is NOT
an example of Sanitary and Phyto
Sanitary (SPS) measures of NTM?
(a) Prohibition of import of poultry
from countries affected by avian

flu.

(b) Residue limits for pesticides in
foods

(c) Organic Certification
(d) All of the above

54. Which of the following is not a
measure of Non-Technical meas-
ures?

(a) Import Quotas

(b) Sanitaryand Phytosanitary (SPS)
measures

(¢) Price control measures

(d) Non-automatic Licensing and
Prohibitions

55. Under tariff rate quota.

(a) countries promise to impose

tariffs on imports from members

other than those who are part of
a preferential trade agreement.
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(b) a country permits an import of
limited quantities at low rates
of duty but subjects an excess
amount to a much higher rate.

(¢) lower tariffis charged from goods
imported from a country whichis
given preferential treatment.

(d) none of'the above.

56. is a total ban im-
posed by government on import or
export of some or all commodities
to particular country or regions for
a specified or indefinite period.

(a) Embargos

(b) Anti-Dumping
(¢) SPS

(d) TBT

57. An Embargo is the most extreme
form of trade barrier. This may be
done due to

(a) Political Reasons
(b) Health Reasons

(c) Religion Reasons
(d) Any of the above

Export Related Measures

58. Voluntary export restraints in-
volve:

(@) animporting country voluntarily
restraining the quantity of goods
that can be exported into the
country during a specified period
of time.

(b) domestic firms agreeing to limit
the quantity foreign products sold
in their domestic markets.

{c) an exporting country voluntarily
restraining the quantity of goods

Y

that can be exported out of a
country during a specified period
of time.

(d) quantitative restrictions imposed
by the importing country’s gov-
ernment.

59. Which of the following s the form
of Export Subsidies and incentives?

(a) Grants

(b) Loans

(¢) Equity Infusions
(d) All of these

60. An export tax is a tax collected on
exported goods. It may be

Taxonomy of Regional Trade
Agreements (RTAs)

62. are defined as group-
ing of countries, which are formed
with the objective of reducing
barriers to trade between member
countries.

(a) Regional Trade Agreements

(b) Restrictive Trade Agreements
(¢) Geographical Trade Agreements
(d) Common Trade Agreements

63. has a group of coun-
tries that have a free Trade agree-
ment between themselves and may

apply a common external tariff to
other countries.

(a) Trading Centres
(b) Free-Trade Area
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{a) specific

(b) ad valoren

(c) either (a) OF )
(d). always fixed

61. Due o shortage in
market, Goveriment .

ted the ex  of oni \ i
port of onion v Prgy te
related measure can be ;::r s Q(:ihlhi‘
as ; Eg t'}i)ur'l
(@) Ban’ on Exports e
(b) Export Taxes
(c). Export Subsidieg
(d) Voluntary Export Resy.
L ai_nls
3 - i ST
(c) Trading Bloc
(d) Common marke¢
64. Which term ig used ;
alf:m‘p of countrigg t]]a“.u Ueog
IE; aﬁfff;on.trade among Qlim;: Yibe
ut maintain a omn, the, Nay
tariff on trade with ¢, 1 Q“&Q[‘,:
the union. ntﬁes ’qe"h ;
o 8
(a) Common Market “tsidﬂl
(b) Customs Marke; '
(¢) Common Union
(d) Customs Unigp
6 5. DO S iS a
tries that eliminategr?up Of ¢,
quota barriers oy tral tary tm‘“‘
objective of i.ncreasina "Vt}ﬂ‘ ang
goods with each Dthef Q"“hath “‘ld
; e
(¢) Customs Unigy e O

I (b) Free-Trade Areq
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(¢) Common Trade Area
(d) Unilateral Trade Agreements

66. Which of the following is a type
of Regional Trade Agreement?

(a) Unilateral Trade Agreements
(b) Bilateral Agreements
(¢) Free-trade area

(d) All of the above

The General Agreement on
Tariffs and Trade (GATT)

67. The General Agreement on Tariffs
and Trade Covers tradein

(a) National, goods

() International, goods
(c) National, Services

(d) International, Services

68. The GATT lost its relevance by
the ; '

(a) 1975

(b) 1980

(c) 1982

(d) 1985

69. What is the reason behind losing
its relevance by GATT by the 1980’s?

(a) Substantial Expansion of inter-
national investments.

(b) Non-coverage of intellectual
property rights and trade in ser-
vices by GATT

(¢) Ambiguities in the multilateral
System

(d) All of the above
70. Choose the correct statement.

(a) The GATT was meant to prevent
exploitation of poor countries by
richer countries.

(b) The GATT dealt with trade in
goods only, while, the WTO cov-
ers services as well as intellec-
tual property.

(c) All members of the World Trade
Organization are required to
avoid tariffs of all types.

(d) All of the above

The Uruguay Round and the

Establishment of WTO

71. Which of the following culmi-
nated in the establishment of the
World Trade Organization?

(a) The Doha Round
(b) The Tokyo Round
(¢) The Uruguay Round
(d) The Kennédy Round

72. The World Trade Organization

(WTO).

(a) has now been replaced by the
GATT '

(b) has an inbuilt mechanism to
settle disputes among members.

(¢) wasestablished toensure freeand
fair trade internationally.

(d) (b) and (c) above

73. Which of the following is NOT a
part of key objectives of the WHO?

(a) To restrict international trade

(b) To provide a forum for negotiat-
ing and monitoring further trade
liberalization.

(¢) To resolve trade disputes

(d) To increase the transparency of
decision-making processes.
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74. World Trade Organisation (WTO)
was set up on , replacing
the General Agreement on Tariffs
and Trade.

(a) 1st January, 1990
(b) 1st January, 1993
(¢) 1stJanuary, 1995
(d) None of these
75. The headquarters of WTO is in

(a) USA

(b) Switzerland
(¢) Australia
(d) Germany

76. India is a
Trade Organisation.

of World

(a) Temporary members
(b) Standing members
(¢) Funding members
(d) Not a member

77. Which of the following is cov-
ered under protection of intellectual
properties (TRIPS)?

(a) Copyrights, Trade Marks and
Patents.

(b) Geographical indications, indus-
trial designs and patents.

(c) Layout designs of integrated
circuits and undisclosed infor-
mation (i.e. trade secrets).

(d) All of the above.

78. The WTO accounts for about
of world trade.

(a) 50%
b) 70%
(c) 85%
(d) 95%

7_9° The wrO’s top-level deci-
s“”}"naking body is the '
which ca; take decisions an all mat-
ters under any of the multilateral
trade agreements.

(@) Ministerial conference
®) General council
(€) Goods council

(@) Services council and intellectual
Property council

80. The Ministerial conference,
top decision making body of WTO,

meets at Jeast to take .
decisiopg,

(@) Once every year

() Twice every year

(¢) Once every two years
(@) No such fixed frequency

81. Which of the following is/are
responsible for overseeing the imple-
mentation of the WTO agreements?

(@) Ministerial Conference
(b) General Council

(©) Goods Council, Services Council
and Intellectual Property Council

(d) All of the above

82. Which of the following meets
several times a year at the Geneva
headquarters?

(@) Ministerial Conference
®) General Council

(©) Goods Council

@) Services Council

83. The Goods Council, Services
Council and Intellectual Property

Council report to which of the fol-
lowing? ;

(@) Ministerial Conference

(b) General Council
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(¢) Director General of WTO
(d) Both (a) and (b)
84. Which one of the following is
NOT the guiding principles of WTO
agreements?
(a) Non-Discrimination
(b) Fair Competition
(¢) Restricted Trade
(d) Predictability
85. The essence of ‘MFN principle’ is
(a) equality of treatment of all mem-
ber countries of WTO in respect
of matters related to trade
(b) favour one, country, you need to
favour all in the same manner
(¢) every WTO member will treat
all its trading partners equally
without any prejudice and dis-
crimination
(cf) all the above

86. The ‘National treatment’ prin-
ciple stands for

(a) the procedures within the WTO
for resolving disagreements
about trade policy among coun-
tries

(b) the principle that imported prod-
ucts are to be treated no worse
in the domestic market than the
local ones.

(¢) exported products are to be
treated no worse in the domestic
market than the local ones

(d) imported products should have
the same tariff, no matter where
they are imported from

87. ‘Bound tariff’ refers to:

(a) clubbing of tariffs of different
commodities into one common
measure.

(b) the lower limit of the tariff below
which a nation cannot be taxing
its imports

(¢) the upper limit on the tariff that
a country can levy on a particular
good, according to its commit-
ments under the GATT and WTO.

(d) the limit within which the coun-
try’s export duty should fall so that
there are cheaper exports

88. Which of the following is True
for “Free-Trade” principle of WTO?

(a) Member countries to reduce
tariff and non-tariff barriers to
encourage free-trade.

(b) Quantitative restrictions are pro-
hibited.

(c) Developing and other countries
facing difficulties in their balance
of paymentsare allowed toreduce
trade barriers gradually.

(d) All of the above

89. The Agreement on Agriculture
includes explicit and binding com-
mitments made by WITO Member
governments

(a) on increasing agricultural pro-
ductivity and rural development.

(b) market access and agricultural
credit support.

(¢) market access, domestic support
and export subsidies.

(d) market access, import subsidies
and export subsidies.

90. The Agreement on Textiles and
Clothing

(a) provides that textile trade should
be deregulated gradually and the
tariffs should be increased

-
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(b) replaced the Multi-Fiber Arrange-
ment (MFA) which was prevalent
since 1974

(c) granted rights of textile export-
ing countries to increase tariffs
to protect their domestic textile
industries '

(d) stipulated that tariffs in all coun-
tries should be the same

91. The Agreement on Trade-Related
Aspects of Intellectual Property
Rights

(a) stipulates to administer a system
of enforcement of intellectual
property rights

(b) provides for most-favoured-na-
tion treatment and national treat-
ment for intellectual properties

(c) mandates to maintain high levels
ofintellectual property protection
by all members

(d) All of the above

92, Which of the following agree-
ments aims to prevent Standards
and Conformity assessment systems
from becoming unnecessary trade
barriers by securing their trans-
parency and harmonization with
international Standards?

(a) Agreement or Agriculture
(b) Agreement or SPS

(¢) Agreementon Technical Barriers
& Trade (TBT)

(d) Agreement on Trade Related
Investment Measures.

93._ relates to simplifica-
tions of administrative procedures
and to ensure their fair operation so
that import licensing procedures of
different countries may not act as
trade-barriers.

(a) Agreements on Rules of Origin

(b) Agreement on Import Licensing
Procedures

(c) Agreement on safeguards

(d) Agreement on Trade-in-Services
94. TPRM Stands for

(@) Trade Policy Review Mechanism

(b) Trade Practices Regulatory Mea-
sures

(¢) Transparent Practices Regulatory
Mechanism

(d) None of these
95. TRIM stands for

(a) TradePolicy International Mecha-
nism ;

(b) Trade Related Investment Mea-
sures

(¢) Transparent Reforms Inherent
Mechanism

(d) None of these

The Dcha Round

96. The most controversial topic in
the yet to conclude Doha Agenda is

(a) trade in manufactured goods.

(b) trade in intellectual property
rights-based goods. ‘

(¢) trade in agricultural goods.

(d) market access to goods from

developed countries.
97. The WTO commitments,

(a) affect developed countries
adversely because they have com-
paratively less agricultural goods.

(b) affect developing countries more
because they need to make radical
adjustments.
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(c) affect both developed and devel-
oping countries equally.

(d) affect none as they increase world
trade and ensure prosperity to all.

98. The most controversial topic in
the Doha Agenda was

(a) Services trade
(b) Market access
(¢) Agriculture trade

(d) Geographical problems

9.10 G20 Economies : Facilitat-
ing Trade

99. Which of the following is NOT a
member of G20?

(a) Italy

(b) Japan

(c) Australia

(d) Pakistan

100. When was G20 established?
(a) 1985

(b) 1995.

(c) 1999

(d) 2000

101. Which of the following has
organised the recent G20 submit
in 2023?

(a) Osaka

(b) India
(c) America
(d) China

102. What was the theme of the G20
summit held in September 2023?

(a) One-Earth - one family
(b) One-Earth — one future
(¢) One Family- one future
(d) One Earth—one family-one futue

103. Which of the following is NOT
the member of G20?

(a) Mexico
(b) India

(¢c) Singapore
(d) Indonesia

194. Where was the first submit of
G20 held?

(a) USA

(b) Britain
(¢) France
(d) Canada

105. Which country will hold the
G20 Presidency in 2024? '

- (a) Brazil

(b) South'Africa
(¢) USA

(d) India

UNIT 4 : EXCHANGE RATE AND ITS ECONOMIC EFFECTS

The Exchange Rate Regimes

106. A Foreign Currency transaction
is a transaction that is _a
Foreign currency.

(@) Dominated in

(b) Requires settlement in

(¢) Dominated in or requires settle-
ment in

(d) Convertible into

107. Which of the following is NOT
a part of Foreign currency Trans-
action?
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(@) Buys or sells goods or services
whose price is denominated in
domestic currency

(b) Borrows or lends funds, domi.-
nated in Foreign currency

(c) becomes a party to an unper-
formed forward exchange con-
tract

(d) Acquires or disposes of assets,
denominatedin Foreign currency.
108. Choose the correct statement.
(a) An indirect quote is the num-
ber of units of a local currency

exchangeable for one unit of a
foreign currency.

(b) The fixed exchange rate regime
is said to be efficient and highly
transparent.

(¢) A direct quote is the number of
units ofalocal currency exchange-
able for one unit of a foreign
currency.

(d) Exchange rates are generally fixed
by the central bank of the country.

109._ = referstoasystemin
which exchange rate for a currency
is fixed by the Government.

(a) Fixed Exchange Rate System
(b) Pegged Exchange Rate System
(¢) Floating Exchange Rate System
(d) Both (a) and (b)

110. When value of domestic cur-
rency is tied to the value of another
currency, it is known as:

(@) Pegging

(b) Parity value

(¢) Floating value

(d) None of the above
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111. When value of a currency is
fixed in terms of some other curr-
ency or in terms of gold, it is known
as

(a) Pegging

(b) Parity value

(¢) Floating value

(d) None of the above
112. Which of the following is NOT
the merit of fixed Exchange Rate
System?

(a) Stability in the Exchange Rate

(b) Prevent speculative activities

(¢) Huge Foreign Exchange Reserve

required '

(d) Promotes International Invest-
ment

113. Which of the following is NOT
the feature of fixed Exchange Rate
System?

(a) Exchange Rate is officially fixed
in terms of gold or any other cur-
rency by Government,

(b) There is complete Government
Control as only government has
the power to change it.

(¢) The exchange rate keeps on
changing frequently.

L/
(d) Government is required to keép
alarge stock of Foreign exchange
TESErves.

114. Which of following is NOT true

. about the outcome of fixed exchange

rate system?
(a) Brings more currency stability

(b) Brings more Monetary stability
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(¢) Brings Credibility
(d) Brings more flexibility

115. referstoreductionin
price of domestic currency in terms
of all Foreign currencies under fixed
exchange rate regime.

(a) Depreciation
(b) Devaluation
(c) Revaluation
(d) None of the above

116. refers to fall in mar-
ket price of domestic currency in
terms of a Foreign currency under
flexible exchange rate regime.

(a) Depreciation
(b) Devaluation
(¢) Revaluation
(d) None of the above

117. Which term is used to a system
in which exchange rate is deter-
mined by forces of demand and
supply of different currencies in
the Foreign exchange market?

(a) Fixed Exchange Rate System
(b) Floating Exchange Rate System
(¢) Managed floating Rate System
(d) Pegged Exchange Rate System

118. Which of the following is a merit
of flexible Exchange Rate System?

(a) Maintains Equilibrium level

(b) No need for huge Foreign Ex-
change reserves

(c¢) Optimum Utilisation ofresources

(d) All of the above

119. Which of the following is NOT
the feature of Flexible Exchange
Rate System?
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(a) Exchange rate is fixed officially
by the Government.

(b) The exchange rate keeps on
changing.

(c) Foreign Exchange Reserves are
not required to be kept.

(d) Flexible exchange rate may lead
to depreciation or appreciation.

120. What is the name of the system
in which Foreign exchange rate is
determined by market forces and
central bank influences the exchange
rate through intervention in the
Foreign exchange market?

(a) Fixed Exchange Rate System
(b) Floating Exchange Rate System
(c) Managed Floating Rate System
(d) Managed Fixed Rate System

121. Which of the following state-
ment is true?

(a) Home-currency appreciation or
foreign-currency depreciation
takes place when there is a de-
crease in the home currency price
of foreign currency.

(b) Home-currency depreciation
takes place when there is an in-
crease in the home currency price
of the foreign currency

(c) Home-currency depreciation is
the same as foreign-currency
appreciation and implies that
the home currency has become
relatively less valuable.

(d) All of the above

122. Match the following by choos-
ing the term which has the same
meaning
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(i) floating exchange rate
(ii) pegged exchange rate
(iit) devaluation
(iv) appreciation
(a) fixed exchange rate
(b) depreciation
(¢) revaluation
(d) flexible exchange rate
(a) (ic); (il d); (iii b); (iv a)
(b) (i b); (i a); (ifi d); (iv ¢)
(¢) (ia); (i d); (iii b); (iv )
(d) @ d); (ii a); (iii b); (iv ©)

Nominal Versus Real Exchange
Rates

123. ‘The nominal exchange rate is
expressed in units of one currency
per unit of the other currency. A real
exchange rate adjusts this for chang-
es in price levels’. The statement
is:

(a) wholly correct

(b) partially correct

(c¢) wholly incorrect

(d) None of the above

124. The Real Exchange Rate

(RER) between two countries is the
of the nominal exchange

rate and the ratio of the

between the two countries.

(a) addition, Domestic & foreign
price

(b) product, Domestic & Foreign
price ‘

(c) addition, Foreign & Domestic
price g
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(d) Product, Foreign & Domestic
price
125. On which of the following fac-
tors, the real exchange rate depends?
(a) Nominal Exchange Rate
(b) Domestic Price
(c) Foreign Price
(d) All of the above

126. When studying the economy as a
whole, which ratio is used in the de-
termination of Real Exchange Rate?

Domestic Price

(@) . :
Foreign Price
) Foreign Price
Domestic Price
Domestic Price Index
(©) : .
Foreign Price Index
Foreign Price Index
@ =

Domestic Price Index

127. An increase in Real Effective
Exchange Rate (REER) implies that

(a) Exports become more expensive
(b) Imports become cheaper

(¢) Both (a) and (b)

(d) Neither (a) nor (b)

128. An increase in Real Effective
Exchange Rate (REER) indicates
in trade competitiveness.

(a) aloss

(b) again

(¢) No change
(d) Substantial gain

129. The price indices are used, when
studying the economy as a whole,
for determination of Real Exchange
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Rate. Which of the following formu-
las is used for this?

Domestic Price

Nominal Index
(a) Exchange Rate x
Foreign Price _
Index
Real Domestic Price
Index

®) Exchange Rate x
Foreign Price
Index

Foreign Price

Nominal Irdex

(¢) Exchange Rate x

Domestic Price
Index

Foreign Price

e Index

(d) Exchange Rate x

Domestic Price
Index

The Foreign Exchange Market

130. refers to the mar-
ket in which sale and purchasée of
Foreign currency is settled on a
specified future date at arate agreed
upon today.

(a) Spot Market

(b) Forward Market
(¢) Direct-Market
(d) Indirect Market

131. refers to the market
in which the receipts and payments
are made immediately.

(a) Spot Market

(b) Forward Market

(c) Future Market

(d) Spontancous Market
132. ‘Vehicle Currency’ refers to

(a) a currency that is widely used to
denominate international con-
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tracts made by parties because it
is the national currency of either
of the parties.

(b) acurrency that is traded interna-
tionally and, therefore, is in high
demand.

(c) a type of currency used in euro
area for synchronization of
‘ exchange rates

(d) a currency that is widely used to
denominate international con-
tracts made by parties even when
it is not the national currency of
either of the parties.

133. In case of spot trading, the
settlement is done by and large in
days.

(a) Same
(b) One
(¢) Two
(d) Three

134. The forward exchange rate is
always the spot exchange
rate.

(a) Equalto

(b) more than

(c) less than

(d) Any of the above

135. If the forward exchange rate
is quoted at more than a spot exch-
ange rate, then there is a

(a) forward premium.
(b) forward discount
(¢) Spot Premium
(d) Spot discount

136. In the case of forward dis-
count, the forward exchange rate is
the spot exchange rate.
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(a) more than

(b) less than

(¢) equal to

(d) Either (a) or (b)

137. In practice, most transactions
involve exchanges of foreign curren-
cies for the U.S. dollars even when
it is not the national currency of
either the importer or the exporter.
On account of the critical role in the
forex market, the dollar is called as

(a) Dominating Currency
(b) Strong Currency
(¢) Communicable Currency

(d) Vehicle Currency

Determination of Nominal
Exchange Rate

138. For variety of reasons, ___
participate in the Foreign
exchange market.

(@) Individuals
(b) Institutions

(¢) Governments
(d) All of the above

139. On the demand side, the par-
ticipants operate for

(a) Purchase of goods and services
from another country.

(b) To make investment income pay-
ment aboard.

(c) To purchase financial assets
aboard.

(d) Any of the above

140. Which one of following is Uni-
lateral transfer?
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(a) Gifts and awards
(b) Grants and donations

(¢) Endowments
(d) Allof the above

141. The Foreign exchange market
sloping demand
sloping

faces

curve and an

supply curve.
(a) Downward, upward
(b) Upward, downward
() Downward, downward
(d) Upward, upward

142. In the determination of Nom-

inal exchangerate, ___and
are represented on the

<-axis and y-axis, respectively. |

(@) quantity’ of currency, exchange i
Rate

(b) exchange Rate, quantity of Cur _

rency £

(c) demand of currency, supply of [

currency , |

(d) supply of currency, demand of :
currency

9.15 Changesin Exchange Rates

143. The changes in exchange rates
portray of one currency,

(a) depreciation
(b) appreciation
(¢) either (a)or (b)
(d) none of thcse

144. The exchange rate $1 = T78
becomes $1 = I81. What does this

indicate?
(a) Value of Indian Rupee has gone
down.
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(b) Indian Rupee has depreciated in
its value.

(¢) Value of US dollar has decreased
(d) Both (a) and (b)

145. After few months, one had
to' exchange a greater amount of
domestic currency to get same one
unit of Foreign currency. In this case

(a) Domestic currency is devalued.
(b) Domestic currencyis depreciated.

(c) Foreign currency is devalued.

(d) Foreign currency is depreciated

146. When one currency depreciates
against another, the second currency
must against the first.

(a) also depreciate

(b) appreciate after some time
(¢) simultaneously depreciate
(d) simultaneously appreciate.

147. Home-currency depreciation
means

(@) Home currency becomes rela-
tively less valuable

(b) There is increase in the home
Currency price of the Foreign
currency.

(c¢) Foreign currency appreciation
(d) All of the above .

148. All else equal, which of the fol-
lowing is true if consumers of India
develop taste for imported com-
modities and decide to buy more
from the US?

(@) The demand curve for dollars
shifts to the right and Indian
Rupee appreciates.

(b) The supply of US dollars shrinks
and, therefore, import prices
decrease.

(c¢) The demand curve for dollars
shifts to the right and Indian
Rupee depreciates.

(d) The demand curve for dollars
shifts to the left and leads to an
increase in exchange rate.

149. Based on the supply and de-
mand model of determination of
exchangerate, which of the following
oughtto cause the domestic currency
of Country X to appreciate against
dollar?

(@) The US decides not to import
from Country X

(b) An increase in remittances from
the employees who are employed
abroad to their families in the
home country.

(¢) Increased imports by consumers
of Country X.

(d) Repayment of foreigﬁ debts by
Country X.

150. An increase in the supply of

foreign exchange.

(a) shifts the supply curve to the
right and as a consequence, the
exchange rate declines.

(b) shifts the supply curve to the
right and as a consequence, the
exchange rate increases.

(¢) more units of domestic currency
are required to buy a unit of for-
eign exchange.

(d) the domestic currency depre-
ciates and the foreign currency
appreciates.

151. Under a floating rate system,
if the demand for Foreign currency
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increases and supply curve remains

unchanged, then the exchange

value of rises and the
depreciates in value.

(a) domestic currency, foreign Cur-
rency

(b) Foreign currency, domestic cur-
rency

(¢) domestic currency, outside cur-
rency

(d) None of these

152. Which of the following is IN-
CORRECT?

(@) An increase in the supply of For-
eign exchange shifts the supply
curve to the right.

(b) Anincreaseindemand of Foreign
‘currency shift the demand curve
to the right.

(¢) An increase in demand with
no change in supply will bring
an increase in the equilibrium
exchange rate.

(d) None of the above

Devaluation and Appreciation

153. Currency devaluation.

(a) may increase the price of import-
ed commodities and, therefore,
reduce the international compet-
itiveness of domestic industries.

(b) may reduce export prices and in-
crease the international competi-
tiveness of domestic industries

(c) may cause a fall in the volume of
exports and promote consumer
welfare through increased avail-
ability of goods and services

(d) (a) and (¢) above
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154. ___ is a delibe
r

downward adjustment in the y a;:e
of a country’s currency relatiye te
another country’s currency oy g‘rouo
of currencies or standard, P

(a) Devaluation

(b) Devolvement

(¢) Degradation

(d) None of these
155. Devaluation is a
policy tool used by the countrieg

t
have a exchange e hat

ate,
(a) Monetary, floating

(b) Monetary, fixed
(¢) Fiscal, Floating
(d) Fiscal, fixed

(1156. Reva.lluation is 0L ol of
evaluation.

(a) opposite

(b) synonymous

(¢) similar

(d) better

157. Which one of following ;. .
correct? : & IS in.

(a) Revaluation refers to a gj
official increase of the ot}
fixed par value of a n
rency.

SCrete
Herwise
ation’s cyy,

(b) Devaluationisa monetary

tool. Pohcy

(c) Depreciation is a decregge i
currency’s value due 1o T'1'1;-1.1-1-,a
forces of demand and g, s
under a floating exchange .

(d) None of the above

Pply
ale,
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9.17 Impacts of Exchange
Rate Fluctuations on Domestic
Economy

158. At any point of time, all markets
tend to have the same exchange rate
for a given currency due to

(a) Hedging

(b) Speculation

(c) Arbitrage

(d) Currency futures

159. All other things remaining the
same, an appreciation of a country’s
currency :

(a) raises the relative price of its
exports

(b) lowers the relative price of its
imports

(c) raises the price of imports &
lowers the price of export

(d) Both (a) and (b)

160. For which type of economy, a

depreciated currency would mean
a lot of gain?

Types of Foreign Capital

163. Which of the following is a
component of foreign capital?

(a) Direct inter government loans

(b) Loans from international institu-
tions (e.g. World Bank, IMF, ADB)

(c) Soft loans for e.g. from affiliates
of World Bank such as IDA

(d) All of the above

(@) Where imports are high
(b) Where exports are high
(c) Where imports are significantly
high
(d) Where export are significantly
high
161. If currency depreciates in an
economy, where the exports are
significantly high and the exports

originate from labour - intensive
industries, then what will happen?

(@) Increase in Export Prices
() Increase in employment
(¢) Increase in wages

(d) All of the above

162, Which of the following is NOT
a consequences of appreciation, on
real economy?

(a) Rise in price of exports
(b) Reduction in levels of inflation

(¢) Insignificant loss of competitive-
ness

(d) Positive effect on domesticindus-
try.

164. Which of the following is a form
of Borrowings?
(a) Direct Inter government loans.

(b) Loans from international insti-
tutions (e.g. World Bank, IMF,
ADB).

(¢) External Commercial Borrow-
ings.

(d) All of the above.

.165. Which of the following is NOT
a Component of Foreign Capital
Flows?

(a) Foreign aid or assistance

(b) Borrowings/loans from interna-

tional institutions.

(c) FDIinindustrial, commercialand
similar other enterprises.

(d) Deposits of Resident Indians.

Foreign Direct Investment (FDI)

166. Which of the following state-
ments is incorrect?

(a) Direct investments are real in-
vestments in factories, assets,
land, inventories etc: and involve
foreign ownership of production
facilities.

(b) Foreign portfolio investments
involve flow of ‘financial capital’.

(¢) Foreigndirectinvestment (FDI)is
not concerned with either manu-
facture of goods or with provision
of services.

(d) Portfolio capital movestoarecip-
ient country which has revealed
its potential for higher returns
and profitability.

167. Which of the following would

be an example of foreign direct

investment from Country X?

(@) A firm in Country X buys bonds
issued by a Chinese computer
manufacturer.

(b) A computer firm in Country X
enters into a contract with a Ma-
laysian firm for the latter to make
and sell to it processors.

(c) Mr. Z a citizen of Country X bl.lys
a controlling share in an Ttalian

electronics firm.
(d) None of the above

" 168. Which of the following types of

FDIincludes creationof fresh assets
and production facilities in the host

country?
(a) Brown field investment
(b) Merger and acquisition
(c) Greenfield investment
(d) Strategic alliances

169. A foreign direct investor

(a) May enter India only through
automatic route

(b) May enter India only through
government route

(¢) May enter India only thfough
equity in domestic enterprises

(d) Any of the above
170. Bas.ed on the nature of Foreign
investments, FDImay be categorized
as:

(a) Horizontal

(b) Vertical

(c) Conglomerate

(d) All of the above

171. United Inc. is a cell phone ser-
vice provider based in the United
States. The corporation is moving
to India to provide the same service.
Which type of investment is said to

have taken place?
(a) Horizontal
(b) Vertical

(c¢) Conglomerate

(d) Same-axis
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172. is a type of Foreign 1
direct investment is one where an
investor makes a foreign investment
in a business that is unrelated to its
existing businessinitshome country.

(a) Horizontal

(b) Vertical

(¢) Conglomerate
(d) None of the above

Foreign Portfolio Investment
(FPI)

173. Which of the following state-
ment is false in respect of FPI?

(a) Portfolio capital in general, moves
to investment in financial stocks,
bonds and other financial instru-
ments.

(b) Is effected largely by individuals
and institutions through the
mechanism of capital market.

(¢) Isdifficulttorecoveras it invplves
purelylong-term investments and
the investors have controlling
interest.

(d) Investors also do not have any
intention of exercising voting
power or controlling or managing

the affairs of the company.
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74. The Foreign Portfolio Invest-

ment (FPI) is NOT concerned with

(a) manufacture of goods

(b) provision of services

(¢) theintention of exercising voting
power

(d) all of the above

EDI: Reasons, Modes & Benefits

175. Which of the following is a rea-

son for foreign direct investment?

(a) Secure access to minerals or raw
materials

b) Desire to capture of largeandrap- |

idly growing emerging markets
(¢) Desiretoinfluence home country
industries
(d) (a) and (b) above

176. An argument in favour of direct
foreign investment is that it tendsto.

(a) promote rural development

(b) increase access to modern tech- ‘

nology
(c) protect domestic industries

(d) keep inflation under control ‘

Answer
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Hints of selected questions

19. 1 T
9 The option (b) is incorrect. The correct 4th attribute is demand conditio
ns.,

30. y i i e
Compound Duty is a tariff that combines both per unit and percehtag f
O

value.

34. It is technical tariff since i
ce it has been calculated'on i
: : the basis of th ifi
contents o.f the imported goods i.e. The duties are payable by it =it
or related items. [ 4 VI TP

36. These are Most-Favoured Nation (MFN) tariffs.
53. Organic Certification is an example of Technical Barriers to Trade (TBT)

100. G20 was established in 1999 i
to bring together fi ini
Central Bank Governors of developed and develgping cmilx?tnric:s R

104. Tihe first summit of the G20 was held in Washington (USA) in 2008
09. Fixed Exchange Rate System is also known as Pegged Exchange Rate System

112, i i i
Sewezh;: FOp}lf)I‘l (¢)isa dfement because Government has to maintain large
s of Foreign currencies to maintainthe exchange rate at the level fixed byriet_

E1:}{1 L3h ,Thf‘oPt.i?n (¢)isNOT l‘.he.featu re of fixed exchange rate system. Rather, th
ange rate generally remains stable and only a small variations is possibl g
e.
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114. The option (d) is incorrect. Because the fixed exchange rate system lacks
flexibility. .
119. Under flexible Exchange rate System, the exchange rate is deterrpmed b.y
the forces of demand and supply of Foreign exchange. Therefore, option (a) is
NOT the feature of flexible Exchange Rate System.

. Domestic Price
124. RER = Nominal Exchange Rate x g5 on Price
162 With increasing export prices, the competitiveness of domestic.in_dustry is
adversely affected. Thus, option (d) is not a consequence of appreciation.

Status of Indian Economy:
Pre-Independence Period (1850

-1947)

1. Between the first and the 17th
Century AD, India was prosperous

.and self-radiant and is believed to

have controlled of the
world’s wealth.

(a) One Tenth

(b) One Third

(¢) One Fourth

(d) Between onethird and one fourth

2. During the time of Emperor Chan-
dragupta Maurya, the great intellec-
tual guru of the emperor, outlined
the public policy of the State.

(a) Akbar
(b) Sultan
(¢) Chanakya
(d) Todarmal

3. Who has authored the book
“Arthashastra”, a Conceptual frame
work of State Craft and public
Policy?

(a) Chandragupta Maurya
(b) Chanakya

10.1

(c) Plato

(d) Akbar
4. The advent of the Europeans and
the rule of British from

brought about a marked shift in the
economic history of India.

(a) 1700 to 1947
(b) 1717 to 1947
(¢) 1757 to 1947
(d) 1787 to 1947

5. The Indian industry stagnated
under the colonial rule because:

(a) Indians were keen on building
huge structures and monuments
only

(b) Deterioration was caused by high
prices of inputs due to draught

(¢) The Indian manufactures could
not compete with the imports of
cheap machine-made goods

(d) None of the above

6. In British era, what was the rea-
son of virtual collapse of Indian
agriculture? '

(a) Absentee landlordism

(b) High indebtedness of agricultur-
ists, growth of a class of exploit-
ative money lenders
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(¢) Low attention to productivity
enhancing measures

(d) All of the above

7. In British era, which of the follow-
ing factors forced many to depend
on agriculture for livelihood?

(a) Large scale unemployment

(b) Absence of alternate sources of
employment

(c) Both (a) and (b)
(d) None of these

8. In British era, the increased pres-
sure on land led to

(a) Sub-division and fragmentation
of land holdings

(b) Subsistence farming

(¢) Reduced agricultural producti-
vity and poverty

(d) All of the above

9. Before 1950, the factory-based
production _ in India.

(a) Did not exist

(b) Existed in petroleum

(¢) Existed in digital products
(d) Existed in agriculture ‘

10. The ‘Modern’ industrial enter-
prises in colonial India started to
growinthe

(@) Mid-16th century
(b) Mid-18th century
(c) Mid-19t'h century
(d) Mid-20th century

11. At the end of the 19th century,
the Indian jute mill industry was
the : in the world in terms
of the amount of raw jute consumed
in production.

(a) Largest

(b) Second Largest
(¢) Negligible

(d) Lowest

12. Heavy industries such as theiron
industry were established as early as
1814 by British capital. India’s iron
industry was ranked in
the world in terms of output in 1930.

(a) First
(b) Fifth
(¢) Seventh
(d) Eighth

13. Just before the Great Depression
India was ranked as the :

largest industrialised country mea- '

sured by the value of manufactured
products. ‘

(a) 10th
(b) 11th
(¢) 12th
(d) 13th

14. In pre-independence era, the
consequence of collapse of manu-
facturing sector was felt heavily on
agricultural sector in the form of

(a@) Overcrowding on farms
(b) Subdivision and fragmentation

(c) Subsistence farming, low pro-
ductivity, lower incomes and
aggravated poverty

(d) All of the above

Indian Economy: Post Inde-
pendence (1947-1991)

15. The post-independence econo-
mic policy was rooted in
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(d) A capitalist mode of production
with heavy industrialization

(b) Social and economic redistri-
bution and industrialization
directed by the state

(¢) Social and economic redistribu-
tion through private sector initia-
tives

(d) Industrialization led by private
entrepreneurs and redistribution
by state

16. At the time of independence,
which of the following is correct
about India?

(e) India was overwhelmingly rural,
inhabited by mostly illiterate and
poor people with low life expec-
tancy

(b) The social structure was deeply

stratified and exceedingly hetero-
geneous on many counts

(¢) India was deficient in physical
financial and human capital

(d) All of the above

17. Which of the following was NOT
the ideology of industrialization
prevailed in the early days of inde-
pendence?

(a) Establishinganeconomic systermn
in which the central government
would have authority to design
the economic strategy

(b) To carry out the necessary invest-
ments in coordination with the
private sector.

(¢) Systematic planning to support
industrialization.

(d) Lowest level of industrialization
_ of the economy

18. The Industrial Policy Resolution
(1948) aimed at

(@) Market oriented economic re-
forms and opening up of economy

(b) A shift from state led industri-
alization to private sector led
industrialisation

(c) An expanded role for the public
sectorand licensing to the private
sector

(d) Anexpandedrole of private sector
a limited role of public sector

19. Which of the following economic
philosophy was the guiding force for
planning in 1950’s?

(a) The then prime minister Nehru’s
visualization to build a socialistic
society with emphasis on heavy
industry

(b) The Gandhian philosophy of small
‘scale and cottage industry and
village republics

(c) Both (a) and (b)
(d) None of the above

20. In independent India, the com-
prehensive import controls were
maintained until

(a) 1955
(b) 1962
(c) 1966
(d) 1970 .

21. Rapid industrialization of the
economy was the cornerstone of
whose development strategy?

(@) Nehru
(b) Patel
(¢) Indira
(d) None of these

22. The Industrial Policy Resolution
of 1956 though provided a compre-
hensive framework for industrial
development, was lopsided as its
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guiding principle supported enor-
mous expansion of the scope of the

(a) Private Sector
(b) Public sector
(c) Both (a) and (b)
(d) None of these

23. In Industrial Policy Resolution
(1956), a natural outcome of the
undue priority for public sector was
the
(a) Dampening of private initiative
and enterprise
(b) Privateinvestments were discour-
aged '

(¢) Negative consequences of indus-
trial growth

(d) All of the above

24.The ‘Hindu growthrate’ is a term
used to refer to
(a) The high rate of growth achieved
after the new economic policy of
1991
(b) The low rate of economic growth
of India from the 1950’ to the
1980’s, which averaged around
3.5 per cent per year
(¢) The low growth of the economy
during British period marked by
an average 3.5 per cent
(d) The growth rate of the country
because India is referred to as
‘Hindustan’
25.In 1954, India signed along-term
agreement with the US for food aid.
What was the name of this agree-
ment?

(a) PL-480
(b) PL-440

(¢) PL-420
(d) PL-400
26. The Industrial Policy Resolution
(1948) envisaged

(@) An expanded role for the public
sector

(b) Licensing to the private sector
(c) Both (a) and (b)
(d) None of these
27.The policiesin 1950’s were guided
by
(a) Nehruvian philosophy of visual-
izing a socialistic society with
emphasis on heavy industries

(b) Gandhian philosophy of stress-
ing on small scale and cottage
industry and village republics

(c) Both (a) and (b)
(d) None of these

28. Which one of the following is a

feature of green revolution?

(a) Use of soil friendly green manure
to preserve fertility of soil

(b) Grow more crops by redistribut-‘
ing land to landless people

(c) High yielding varieties of seeds
and scientific cultivation

(d) Diversification to horticulture

29. The strategy of agricultural
development in India before green
revolution was
(a) High yielding varieties of seeds
and chemical fertilizers to boost
productivity
(b) Institutionalreformssuchas land
_reforms
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(¢) Technological upgradation of
agriculture

(d) All the above

30. The objective of introciucing
Monopolies and Restrictive Trade
Practices Act, 1969 was

(a) Toensurethatthe opérationofthe
economic system doés not result
in the concentration of economic
power in hands of a few

(b) To provide for the control of mo-
nopolies

(¢) To prohibit monopolistic and
restrictive trade practice

(d) All the above

31. The economic performance-dur-
ing the period of 1965-81is the worst
in independent India’s history the
decline in growth during this period
is attributed mainly to decline in
productivity. Which of the following
factors contributed to the deceler-
atéd growth thatlasted two decades?

(i) The license-raj, the autarchic
policies that dominated the
1960s and 1970s

(ii) The external shocks of three

wars (in 1962, 1965, and 1971) .

(iit) The major droughts (especially
1966 and 1967)

(iv) The oil shocksof 1973 and 1979
(a) (i) only |
(b) Both (i) and (ii)
(c) (i), (i) and (iii)
d) (), (i), (iii) and (iv)

32. The government nationalized 14
banksin and then followed

it up with nationalizing another 6
in

(a) 1967,1977
(b) 1969, 1980
(c) 1980, 1969
(d) None of the above

33. Which of the following is NOT
the part of major reforms in 1980’s?

(a) De-licensing of 25 broad catego-
ries of industries, granting of the
facility of ‘broad-banding’to allow
flexibility and rapid changesin the
product mix of industries without
going in for fresh licensing

(b) Increaseintheassetlimitof MRTP
firms from 20 crore to 100 crore
introduction of modified value:
added (MODVAT)

(¢) Extension of the Open General
License (OGL), export incen-
tives, Liberalisation of imports,
reduction in tariffs and removal
of price and distribution controls
on cement and aluminum

(d) Establishment of planning Eom-
mission

34. In which year, the policy of
reservation of many products for
exclusive manufacture by the small
scale sector was initiated with the
objective of promotion of small-scale
industries.

(a) 1967
(b) 1969
(¢) 1971
(d) 1973




10.6 INDIAN ECONOMY

The Era of Reforms

35. The first wave of liberalization
starts in India

(@) In 1951
(b) In 1980’s
(¢) In 1990’s
(d) In 1966

36. On which date the Securities
and Exchange Board of India (SEBI)
was established as a non-statutory
body on through a resolution of the
Government of India?

(a) April 1, 1982

(b) April 12, 1982

(c) April 1, 1988

(d) April 12, 1988
37. The number of capital goods
jitems included in the OGL list ex-
panded steadily reaching 1,329 in
April 1990. What is the full form of
OGL?

(a) Open General License
(b) Other Goods List

(¢) Open Goods List

(d) Other General List

38. The sequence of growth and
structural change in Indian economy
is characterized by

(a) The historical pattern of promi-
nence of sectors as agriculture,
industry, services

(b) The historical pattern of promi-
nence of sectors as industry, ser-
vices, agriculture

(c) Uniqueexperienceofthesequence
as agriculture, services, industry

(d) All the above are correct

39. Based on the Real Effective
Exchange Rate (REER), the rupee

was depreciated by about 30 per
cent from

(a) 1980-81 to 1990-91
(b) 1982-83 to 1990-91
(c) 1985-86 to 1989-90
(d) None of these

40. The budget for 1986 introduced
policies of

(a) Cutting taxes further

(b) Liberalizing imports
(¢) Reducing tariffs
(d) All of the above

The Economic Reforms of 1991

41.1In 1991, the foreign exchange re-
serves touched the lowest point with
areserve which was barely sufficient
for two weeks of imports. What was
the status of reserves at that time?

(@) $5.2 billion
(b) $4.2 billion
(¢) $3.2 billion
(d) $1.2 billion

42. The economic condition of India

in the year 1991 was very miserable.
Which of the following is NOT the
reason behind the major economic
reforms in the economy?

(a) Poor performance of public sector
(b) Deficit in Balance of Payment
(c) Risein foreign exchange reserves
(d) Huge burden of taxes

43. To manage the economic cri-
ses of 1991, Indian Government
approached World Bank and IMF.
What is the amount of loan received
by India?

(a) $ 10 billion

(b) $ 7 billion
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(c) $5 billion
(d) None of these

44. Which of the folloWing was the

objective of the LPG reforms, taken
in 19912

(a) Reorientation of the economy
from a centrally directed and
highly coritrolled one to a ‘mar-
ket friendly’ or market-oriented
economy o

(b) Macroeconomic stabilization by
substantial reduction in fiscal
deficit

(¢) Both (a) and (b)

(d) None of these

45. In the context of the new eco-
nomic policy of 1997, the term ‘dis-
investment’ stands for

(a) Apolicy whereby government in-

vestments are reduced to correct
fiscal deficit

(b) The policy of sale of portion of
the government shareholding of
a public sector enterprise

(¢) The policy of public partnership
in private enterprise

(d) A policy of opening up govern-
ment monopoly to the private
sector

46. Which of the following is a part
of fiscal reforms of 1991?

(a) Introductionofastableand trans-
parent tax structure

(b) Ensuring better tax compliance

(¢) Reductioninsubsidiesand aboli-
tion of unnecessary subsidies
(d) All of the above '

47.Which one of the following is NOT
correct about fiscal reforms of 1991?
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(@) Thrust on curbing governmeng
expenditure

(b) Substantial increase in Subsidijeg
and addition in many subsidjeg

(c) Disinvestment of part of govery_
ment’s equity holdings in select
" public sector undertakings
(d) Encouraging private sector par-
_ticipation
48. What was the focus of monet
and fiscal sector reforms (1991)>
(a) Reducing the burden of ﬁ0n~per
forming assets on govern .
oS m
banks .
(b) Introducing and sustaining com
petition i
(¢) Deregulating interest rateg
(d) All of the above
49.Inline with the recommendationg
of the Narasimham Committee Re
port, 1991, what was done as l‘egard;
Statutory Liquidity Ratio (SLR) a5,
Cash Reserve Ratio (CRR)?

(a) Increase in both SLR and CRR
(b) Decrease in both SLR and CRR

(¢) Increasein SLR and Decre ;
CRR S

d D . i 2
(d) C}e{i{ease in SLR and Increase iy

50. In which year the Securities anq
Exchange Board of India (SEBT) wa
given statutory recognition.in 1995 _

(a) 1988
(b) 1991
(c) 1992
(d) 1993

51.The new economic policy of 1991
manifest in

S ———
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(a) State led industrialization and
import substitution

(b) Rethinking the role of markets
versus the state

(c) Emphasized the role of good
governance

(d) Bringing about reduction in pov-
erty and redistributive justice
52. Which of the following is not a
policy reform included in the new
economic policy of 1991?
() Removing licensing requirements
for all industries
(b) Foreign investment was liberal-
ized
(¢) Liberalisation of international
trade
(d) Thedisinvestment of government

holdings of equity share capital of
public sector enterprises

53. In “New Industrial Policy” of
1991, the public sector was limited
to sectors based on security
and strategic grounds.

(a) Ten
(b) Eight
(c) Six
(d) Five

54. The New Economic Policy put an
end to the ‘License Raj’ by removing
licensing restrictions for all indus-
tries except for 18 that ‘related to:

(a) Security and strategic concerns
() Social reasons

(c) Problems related to safety and
overriding environmental issues

(d) All of the above

55. The trade policy reforms aimed
at

(a) Dismantling of quantitative re-
strictions on imports and exports
(b) Focusing onamore outward ori-

ented regime with phased reduc-
tion and simplification of tariffs

(c) Removal of licensing procedures
for imports
(d) All of the above

56. In July, 1991 the Indian govern-
ment devalued the rupee by between

(a) 14 to 15 per cent
(b) 15 to 16 per cent
(¢) 16 to 17 per cent
(d) 18 to 19 per cent

Niti Aayog: A Bold Step for
Transforming India

57. When was NITI AAYOG estab-
lished?

(a) 1st January 2013

(b) 15th August 2013

(¢) 1stJanuary 2015

(d) 15th August 2015

58. The Parent agency of NITI
AAYOG is

(a) Ministry of Planning

(b) Ministry of Industries
(c) Ministry of Corporate Affairs
(d) Prime Minister’s Office

59. Who is the current Chief Execu-
tive officer of the NITI AAYOG?

(a) V.K. Saraswat

(b) B.VR: Subrahmanyam
(¢) Vinod Paul

(d) Rajiv Kumar
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60. The current vice-chairperson of
NITI AAYOGis . -

(a) VK. Saraswat
(b) Amitabh Kant
(¢) Vinod Paul
(d) Suman Bery

61. Who amongst the following is not
ex-officio member of NITI AAYOG?

(a) Amit Shah

) Rajnath Singh

(¢) Nirmala Sitharaman
(d) Narendra Modi

62. Who leads the NITI AAYOG as
its Chairperson?

(a) President

(b) Prime Minister
(¢) Home Minister
(d) Finance Minister

63. Think tank of the Government
of India, that replaced the planning
Commission, is “ i

(a) Mission Commission
(b) NITI AAYOG

(¢) NITI Commission
(d) None of these

64. Which of the following is the
function of NITI AAYOG?

(@) Instrument to bring outsideideas
into Policy-making

(b) Fostering Cooperative federalism

" (¢) Platform for resolution of Inter-

Sectoral and inter-department
issues

(d) All of the above

65. What is the name given to NITI
AAYOG’S ambitious project to de-
velop a nation-wide block chain
network? [

(@) Indo chain
(b) India chain
(¢) Bharat chain
(d) Atal chain

66. The programme “SATH" Of NITI
AAY:()G focuses on which of the fol-
lowing Sector?

(a) Education and Health
(b) Health and Power

(c) Power and safety

(d) Safety and Environment

67. The programme “SATH” focuses
on Sectors “Education and Health”
& to build three Role Model States.
Which of the following isnot selected
for the programme?

(a) Jharkhand
(b) Madhya Pradesh
(¢) Uttar Pradesh
(d) Odisha
68. What is the full form of “SATH"?

(a) Sustainable Action for -Trans-
forming Human Capital

(b) Suitable Action Training High-
tech

(c) Separate Augmented Theory
(d) None of these

69. The SATH Programme is imple-
mented along with which of the fol-
lowing Knowledge Partner?

(@) Boston Consulting Group

(b) Piramalfoundation for Education
Leadership

(c) Reliance Foundation
(d) Both (a) & (b)

70. What is the role of NITI Aayog
in “SATH"?

(a) Facilitator & Financer
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(b) Facilitator & Coordinator

(¢) Facilitator & KnoWledge Partner

(d) Facilitator & Technical Partner
71. Which of the following is/are

comes under the gamut of activities
of NITI Aayog?

(a) Design Policy & Programme
Frame-work

(b) Foster Cooperative Federalism

(c) Monitoring & Evaluation

(d) All of the above

72. One of the objectives of NITI
AAYOG is to evolve a shared vision
of national development priorities,
sectors and strategies with the active
involvement of States. What is the
full form of NITI?
(a) National Institution for Trans-
forming India

* (b) New Institute for Training India
(¢) Notional Integration and Techni-
cal Integrity
(d) NITI stands for planning

73. Which of the following is not
covered under NITI Aayog’s entire
gamut of activities?
(a) Design Policy & Programme
framework
(b) Foster Cooperative Federalism,
Monitoring & Evaluation
(c) Think Tank and knowledge and
Innovation Hub

(d) Co-ordination among domestic
and International transactions

The Current State of The Indian
Economy: A Brief Overview

74. India has the world’s
area planted under wheat, rice and

cotton.

(a) Smallest

(b) Largest .

(¢) Negligible

(d) Significantly low

75. India is the world’s

producer of fruits, vegetables, tea,
farmed fish, cotton, sugarcane,
wheat, rice, cotton and sugar.

(a) Largest

(b) Second-largest
(¢) Third Largest
(d) Fifth

76. Indian food and grocery market
is the world’s _ largest, with
retail contributing 70% of the sales.

(a) Third

(b) Fourth

(c) Sixth

(d) None of these

77. India has the world’s
cattle herd (buffaloes).

(a) Largest

(b) Second-largest ]
(¢) Third Largest
(d) Fifth

78. According tothe latest estimates,

of India’s population is
directly dependent on agriculture
for living.
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309 ;
(a) 0/0 () Agricultural and Processed Food
(b) 40% Export Development Authority
(c) 47% (®) Agricultural and Processed Fund
d) 72% Enriching Development Author-

79. As per the economic survey,
2022-23, agriculture remained ro-
bust, recording a growth of 3.5 per
cent in 2022-23, driven by buoyant
rabi sowing and allied activities.
Which of the following measures
have been taken by the Government
which has contributed to this robust
performance of the agriculture and
allied sectors?

(a) Improve market infrastructure
through the impetus provided for
the setting up of farmer-producer
organisations

(b) Ensure certainty of returns to the
farmers through price support
(The Minimum Support Price
(MSP) of all 23 mandated crops
is fixed at 1.5 times of all India
weighted average cost of produc-
tion)

(¢) Promotion of investment in
infrastructure facilities through

the Agriculture Infrastructure
Fund

(d) All of the above

80. India is amang the top -

exporters of agricultural products
in the world.’

(a) Three
(b) Five
(¢) Ten
(d) Eleven

81. APEDA is entrusted with the
responsibility of export promotion
of Agri products. What is the full
form of APEDA?

1ty
(¢) Agri and Products Facilitator
Export Development Authority

() Agri and Products Food Export
Development Authority

82. As part of liberalization mea-
sures, the Government of India has
allowed FDI in marketing of
food products and in food product
E-commerce under the automatic
route. '

(a) 30%

(b) 40%

(c) 50% . )

d) 100%
.83. What is the name of the novel
insurance scheme for financial sup-

port to farmers suffering crop loss/
damage?

(a) Pradhan Mantri Fasal Bima
Yojana (PMFBY)

() Pradhan Mantri Farmers Bima
Yojana (PMFBY)

(¢) Pradhan Mantri Financial Bima
Yojana (PMFBY)
(d) None of these
84. What is the name of the scheme

for the holistic growth of the horti-
culture sector?

(@) Ministry for Integrated Develop-
ment of Horticulture (MIDH)

(b) Mission for Integrated Develop-
ment of Horticulture (MIDH)

(c) Mission for Informal Develop-
ment of Horticulture (MIDH)
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(d) Mission for Intensified Develop-
ment of Horticulture (MIDH)

85. Paramparagat Krishi Vikas Yo-

jana (PKVY) is the scheme for sup-

porting and promoting
(a) Organic farming
(b) Improvement of soil health

(¢) Traditional farming methods of
agriculture

(d) Both (a) and b)

86. PDMC scheme to increase water
use efficiency at the farm level. What
is the full form of PDMC?

(a) Per Drop More Crop
(b) Perfect Drop More Crop

(c) Perfect Development Mission
Crop

(d) None of these

(a) An electronic name card given to
citizens of India

(b) National Agriculture Market with
the objective of creating a unified
national market for agricultural
commodities.

(¢) A pan-India electronic trading
portal which networks the exist-
ing APMC mandis

(d) Both (b) and (c) above

88. India’s rank in the Global Innova-
tion Index (GII) improved to 40th in
2022 from in 2015.

(a) T1st
(b) 81st
(c) 91st
(d) 99th

89. The Department for Promo-
tion of Industry and Internal Trade
(DPIIT) has a role in the of
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industrial policy and strategies for
industrial development in confor-
mity with the development needs
and national objectives.

(a) Formulation
(b) Implementation
(¢) Formulationand implementation
(d) Critical evaluation
90. The introduction of which of the
following on 1 July 2017 as a single
domestic indirect tax law for the
entire country has replaced many
indirect taxes in India such as the
excise duty, VAT, services tax, etc.
(a) CBIC
(b) CBDT
(¢) Customs Duty
(d) GST
91. In terms of Ease of Doing Busi-
ness in 2020 India ranks
(a) 63
b) 77
(c) 45
(d) None of the above
92. is to facilitate
data-based decisions related to
integrated planning of multimodal
infrastructure, thereby reducing
logistics cost.
(a) PM Gati Shakti National Master
Plan
(b) Mission Gati Shakti National
Master Plan
(c) PM Multi-modal National Master
Plan
(d) PM Integrated Plan for Multi-
Modal
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93. FAME-India Scheme aims to,

(a) Enhance faster industrialization
- through private participation
(b) To promote manufacturing of

electric and hybrid vehicle tech-
nology

(¢) To spread India’s fame among its
trading partners

(d) None of the above

94. aims at the empower-
ment of Micro Small and Medium
Enterprises (MSMEs).

(a) Naya Bharat
(b) Viksit Bharat
(¢) Udyog Bharat
(d) Udyami Bharat

95. The Foreign Investment Promo-
tion Board (FIPB) :

(@) A government entity through
which inward investment propos-
als were routed to obtain required
government approvals

(b) No more exists as the same is
replaced by a new regime namely
Foreign Investment Facilitation
Portal

(¢) No more exists as all inward in-
vestments are through automatic
route and need no approval

(d) Isthebody which connects differ-
ent ministries inrespect of foreign
portfolio investments

96. Merchandise Exports from India
Scheme was replaced by

(a) Remission of Duties and Taxes
on Export Products (RoDTEP) in
2021

(b) National Logistics Policy (NLP)
in 2020
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(¢) Remission of Duties and Taxes
on Export Products (RoDTEP) in
2019 '

(d) None of the above

97. Which of the following is/are the
challenges to the industrial sector?

(a) Shortage of efficient infrastruc-
ture and manpower and conse-
quentreduced factor productivity

(b) Reliance on imports, exchange
rate volatility and associated time -
and cost overruns g

(c) Heavylosses, inefficiencies, lower
productivity and unsustainable
returns plaguing public sector

industries
(d) All of the above
98. India is among the _ . World

Trade Organization (WTO) members
in service exports and imports.

(a) Top 3
(b) Top 5
(¢) Top 8
() Top 10

99. To ensure the liberalisation
of investment in various indus-
tries, the government has permit-
ted foreign participa-
tion in telecommunication services
through the Automatic Route includ-
ing all services and infrastructure
providers.

(a) 30%
) 40%
(¢) 50%
(d) 100%

100. Imports of foreign goods and
entry of foreign investments were
restricted in India because
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(a) The government wanted people
to follow the policy of ‘Be Indian;
" Buy Indian’
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(c¢) Government policy was directed
towards protection of domestic
industries from foreign competi-

(b) Becauseforeign goods were costly tion
and meant loss of precious foreign ~ (d) Government wanted to preserve
exchange Indian culture and to. avoid influ-
ence of foreign culture
Answers

L.|@] 2 |@] 3 |®)|4]C]S> )| 6. | ]| 1. | ()
8. | @] 9 |@]|10.]| (c)|11. (@ [ 12. | @ | 13, | (c) | 14. (d)
15. | () | 16. | (d) | 17. @ | 18.| () | 19. | () | 20. (©) | 21. | (@)
22.| ) | 23. | @) | 24. | (B) | 25. (@) | 26.| (© |27.| (c) | 28. (c)
29. | () | 30. | (d) | 31. | (d) | 32. | (B) | 33. (d) | 34. | (@) | 35. | ()
36. | (@) | 37. | (@) | 38. | (¢) | 39. | (c) | 40. (d) | 41. .(d) 42. | (¢)
43.| (b) | 44. | (c) | 45. | (b) | 46. | (d) | 47. (b) | 48.| (@) | 49.| (b) |
50. | (o) | 51. | ®) | 52.] @ | 53. | (®) | 54. | (@) | 55. | (d) | 56. | (d)
57. | () | 58. | (@) | 59. | () | 60. | (@) | 61. @ | 62.| (b) | 63. | (B)
64. | (d) | 65. | (b) | 66. | (a) | 67. | (c) | 68. (@) | 69.| (d) | 70. | (b)
M. | @] 72. | @|73.| @ | 74. | (B) | 75. ®) |76.| () |77.| (@)
78. | (¢) | 79. | (@) | 80. | (c) | 81. (@) | 82 | (d) | 83. | (a) | 84. ®)
85.| (d) | 86. | (a) | 87.| (d) | 88. | (b) | 89. () 190. | (d) |91. | (@)
92. | (@) | 93. | () | 94. | (@) 195, | (b) | 96. | (@) | 97. | (@) |98. | (d)
99. | (d) |100. | (c)

Hint of selected questions

25. India signed a lohg—term Public Law (PL) 480 agreement to get food a%d
under Government agricultural trade development assistance, with the US in

1954.

1. The word economics owes its ori-

gin with the Greek word Oikonomia
which means

(@) Cémmodity

(b) Household

(¢) Price

(d) Consumer expectations

2. Which type of industries not
primarily profit oriented but are
set by state for the welfare of the
community?

(a) Combined sector
(b) Private sector

(¢) Independent sector
(d) Public sector-

3. wrote “An
inquiry into the nature and causes

of wealth of nations”.

(a) Adam smith
(b) Pigou

(c) Marshall
(d) Hicks

4. ‘The Communist Manifesto’ pub-
lished in 1848 by Karl Marx and
Federic Engles propounded the
concept of R ‘

P1

{a) Capitalist economy
(b)- Socialist economy

{c) Laissez-faire economy
(d) Free market economy

5.In which type of central economic
problem, an economy must decide
whether more Indian electric toys
should be produced and how many
units of each toy should be pro-
duced?

(@) How to produce
(b) What to produce
(¢) For.whom to produce

(d) What provision should be made
for economic growth

6. What -implications does the
resource scarcity of economy have?

(a) Political problems

() Economic problems
(c) Geographical problems
(d) Cultural problems

7. Which one of the following is not
a business economics?

(a) Demand forecasting & Analysis
(b) Cost and production analysis
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(c) Profit Analysis
(d) Capital budgeting

8. Impact of balances of trade and
balances of payments on GDP are
studied as a part of

(a) Microeconomics

(b) Consumer economics
(¢) Trade economics

(d) Macro economics
9, Match the following.

Types of eco- | Tool to solve

. problem
(i) Central Plan-

(a) Capitalist

economy ning
(b) Mixed (i) Price Mecha-
economy nism
(¢) Socialist | (iii) Mix of price
economy mechanism
and central
planning

12. Which of the following is an ex-
ception to the law of demand?

(a) Substitute goods

(b) Marginal utility

(¢) Conspicuous goods

(d) Cross elasticity of demand

13. If the percentage change in
demand of good X is -2.5% and the
percentage change in income is 5%,
then the income elasticity for and the
good X will be good X is treated as:

(@) -0.5, normal goods
() -0.5, inferior goods
(¢) 0.5, normal goods

(d) 0.5, inferior goods

(@) (@)@); (b)(id); (c)(iii)

(b) (a) (iii); (b)(@); (c)(iD)

(©) (@(@); (b)Gid); (e)i)

(d) (a)d); (b)iii); (c)()
10. In a the producer
is free to set up any type of firms

produce goods and services of his
choice.

(a) Capitalist economy

(b) Command Economy

(¢) Centrally planned economy
(d) Planned economy

11. The India’s Employment rate
has increased in March 2023 as
compared to March 2022. The
study of this aspect comes under

(a) Microeconomics
(b) Macro Economics
(c) Price theory

(d) Market Economics

14. If both the total revenue of a
product and price are moving in the
same direction, demand is:

(a) Elastic

(b) Perfectly inelastic

(¢) Inelastic

(d) Unrelated

15. The price of a good decreases
from Z 80 to 740 per unit. If the
price elasticity of demand for the
given product is 1.5 and the original
quantity is 20 units, then the new
quantity demanded will be:

(a) 15 Units
(b) 35 Units
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(¢) 18 Units
(d) 48 Units
16. Price of one can of pepsi is 725.
At this price, 10 cans of pepsi are
demanded. If the price of coca cola
increases from %20 to ¥ 30 per can,
then quantity demanded of, pepsi
rises from 10 cans to 16 cans. Find
the cross-price elasticity of pepsi.

@ 1.2

) 1.25

() O

d 1
17, Calculate the price elasticity of
demand if the household increases
his demand for commodity x from

80 units to 100 units and price of a
product x decreases by 10%,

(@) 2.5

(b) 0.4

(¢) 10

d 1.25
18. Cross elasticity of commodity X
is (-)1.5. It indicates that commod-
ity X is:

(a) Complementary Goods

(b) Suspicious Goods

(¢) Industrial Goods

(d) Substitute Goods

19. Dinesh’s annual income incre-
ases from %¥3,00,000 to 3,60,000.
Accordingly, he increases his pur-
chases of commodity X from 50
Nos. to 60 Nos. What is the Dinesh’s
income elasticity of demand for
commodity X? (use Arc elasticity
method)
(@) 0.5
b) 1.0
(¢) 2.0

(d) Zero

20. At %5 per unit, Ram supplies
500 units of commodity X. At what
price, 650 units of X should be sup-
plied for at unit elasticity of supply?

(a) 3.5
b) 4.5
(c) 6.5

() 15

21.If the elasticity of Supply is 5 and
the price of product Y increases by
15%, then what percentage of quan-
tity supplied will increase? '

(@) 10%

) 3%

(c) 715%

d) 15%
22. The Price of Good Increases
from 200 to T300 the quantity sup-
plied Increases from 200 to 2500
units. The elasticity of supply will be:

(a) Less than one

(b) Greater than two

(c) Equal to one

(d) Equal to two
23. More consumption of commodity
of X and less consumption of com-

modity Y make indifference curve.

(a) Slope downwards from left to
right

(b) Intersect with each other

(¢) Touch two axes

(d) Concave at mid-point

24. From the information provided,
what will be the Total utility of 2nd
unit

Units U
o 200
3 480
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(a) 350 (@) Point K is not reachable of the
() 380 consumer, point ‘H’ shows under
©) 50 spending by the consumer
$ (b) Point ‘K’ and ‘H’ shows equal
d) 330 consumer spending behaviour.

25. BL is the budget line. What does
the points ‘K’ and ‘H’ represent from
the consumer’s point of view?

aty Y
B

LQtyX

26. ‘Innovation’ theory of entrepre-
neurship is Propounded by:

(a) Schumpeter

(b) Frank Knight
(¢) John Stuart Mill
(d) Jeremy Bentham

27. Which of the following is not a
characteristic of labour?

(a) Labour is perishable
(b) Labour is an active factor

(¢c) Labour power differs from one
labour to labourer

(d) Labour is immobile

28. Consider the examples-seeds,
fuel, raw material etc. These are a
form of capital, performs its func-
tions in production for single use
and is not available for further use.

(@) Individual capital
(b) Social capital

(c) Circulating capital
(d) Human capital

(¢) Point ‘K’ shows under spending
by the consumer and point ‘H’
shows beyond the reach of con-
sumer

(d) Point 'K’ and ‘H’ shows the price
ratio

29. The Cobb-Douglas production
function explained re-
turns to scale in production.

(a) Decrease
(b) Fluctuate
(c¢) Increase
(d) Constant

30. It shows all those combinations
of different factors of production
which give the same output to the
producer is called 3

(a) Kinked demand curve

(b) Isoquant curve

(c) Marginal cost curve
(d) Short run cost curve

31. Money not paid out to the
owners of the firm for self-owned
factors employed in a business and
therefore not entered in the books
of account is considered as:

(a) Explicit cost
(b) Implicit cost
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(¢) Sunk cost
(d) Incremental cost

32. Which one of the following is
statement is correct in relation to
the profit in accounting and eco-
nomic sense: o

(a) Accounting profit considers ex-
plicit and implicit.costs

(b) Accounting profitis generallyless
than the economic profit

(¢) Economic profit includes oppor-
tunity cost related with self-owned
factors

34. isprice at which
quantity demand of a commodity
= Quantity supply and there is no
unsold stock or no excess demand.

(a) Market Cléarance Price
(b) Disequilibrium price
(c) Psychological Price

(d) Skimming Price

35. Grains sold in the market and
paid cash immediately. Which type
of market belongs to according to
the nature of the transaction.

(a) Spot market

(b) Forward market
'(c) Wholesale market
(d) Regulated market

36. A firm will earn
at equality between MC and MR.

(a) Maximum profit

(b) Minimum profit
(¢) Maximum loss
(d) No (zero) profit

(d) No difference between accoun-
ting and economic profit

33. The fixed cost of a firm is 3300.
The average Total cost is 33 and an
average variable cost is 32.50 the
firm’s output will be:

(a) 850 Units
(b) 680 Units
(c) 600 Units
(d) 150 Units

37.Rajeshrealizes ¥ 6000 while he is
selling 60 units of mats and 37,200
while selling 61 units. His marginal
revenue is

(a) %118
(b) 31,200
() %6,000
(d) 7,200
38. When MR = 0; then TR =?

(a) Minimum

(b) ‘Maximum
(¢) Zero
(d) Infinity
39. MR of nth term:
(a) TR /TR
(b) TR_+TR_
(c) TR, -TR,,
(d) TR - TR,

40. When price is 3200, quantity
demanded is 10 units. Then price
decreases by 3% and quantity de-
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manded increased by 20%. The
marginal revenue will be:

(a) %164

(b) 3328

(c) T300

(d). 2160

41.Therelationshipbétween AR and
MR of a monopoly firm or imperfect
competition is
(@) AR cannot be zero, but MR can
be zero or negative
(b) AR can be zero, MR also be zero
or negative
(¢) AR cannotbe zero, MR cannot be
Zero or negative
(d) AR can be zero, but MR cannot
be zero or negative

42. A Market Structure in which
there is only a single buyer and a sin-
gle sellerisknown as

(a) Bilateral monopoly
(b) Duopoly

(c) Oligopsony

(d) Monopsony

43. Telecom Industry is an example
of

(@) Monopoly

(b) Perfect competition
(c¢) Monopolistic Competition
(d) Oligopoly

44, XYZ deals with financial prod-
ucts. Its demand curve will be:

(a) Horizontal axis; perfectly elastic
(b) Vertical axis; perfectly inelastic
(c) Horizontal axis; inelastic

(d) Vertical axis; elastic

45. In which type of oligopoly, the
firm sell their product through a
centralized body?

(a) Open oligopoly

(b) Organized oligopoly
(¢) Full oligopoly

(d) Syndicated oligopoly

46. In the perfect competition, an
individual firm demand curve is

(a) Horizontal

(b) Downward sloping
(¢) Upward sloping
(d) Vertical

47. A group of firms that explicitly
agree (called) to coordinate their
activities is called a ;

(a) Cartel

(b) Mutual group

(¢) Friendship group
(d) Agreement

48. Electricity commission sells
electricity at cheaper rate for home

consumption in rural areas than for

industrial consumption. This is an
example of '

(a) Perfect Competition
() Price discrimination
(¢) Product discrimination
(d) Price taker

49. Which of the following is not a
feature of the monopoly market.

(a) Single seller of the product
(b) Large sellers of the product
(¢) No close substitutes

(d) Market power
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50. Fiscal Policies are associated
with

(a) Government Expenditure

(b) Reserve Equipment
(c) Inflation
(d) Supply of money

51. Consumer price index number
belongs to which of the following
indicator?

(a) Leading Indicator

(b) Lagging Indicator

(c) Coincident Indicator
(d) Stock market Indicator

52. Which of the following is an ex-
ternal cause of business cycle?

(a) Fluctuations of effective demand
(b) Microeconomic Policy

(¢) Changesingovernment Spending
(d) Technological shocks

53. Which of the following is a coin-
cident indicator?

(a) New order of plant and Equip-
ment

(b) Corporate Profits
(¢) GDP
(d) Labour Cost per Unit

54. Production of new and better
goods and services using new tech-
nology:

(a) Troughs in business cycle
(b) Loss of employment

(c) Expansion of employment
(d) Reduced need of investment

55. It is very important to under-
stand the phase of business cycle
and is relevant for new business
because _ :

'CHAPTER 5 : BUSINESS CYCLES

I ———

P.7

(a) It affects the demand for their
product

(b) It helps frame appropriate poli-
cies and planning

(¢) It helps to decide an entry into
the market

(d) It affects their profits

56. Expansionary monetary policy
of government directs towards

(a) Reduction in inflation

(b) Rising of aggregate demand

(c) Decline in employment rate

(d) Increase in.interest rates
57. Which business cycles phase
are collectively known as Turning
points? ’

(a) Pgak & trough

b) Exp‘ansion & Contraction

(c¢) Peak & boom

(d) Trough & depression

58. A measurable economic factor
that changes before the economy
starts to choose a particular pattern
is

(a) Coincident indicator
(b) Leading indicator
(¢) Cyclical indicator
(d) Lagging indicator

59. Which of the following is not a
feature of business cycles?

(@) Business cycles are contagious
and international in character

(b) The duration of these business
cycles will vary
(¢) Theintensity of fluctuationvaries

(d) The length of each phase is defi-
nite
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60. XYZ is an Advertisement Agen- 61. Which one of the following is
cy. Its future projects are closely mnot for expansion phase of busi-
related to the rate of economic ness cycle? 5

growth. Then XYZ business refe- (a) Involuntary unemployment is

rred to as almost zero

(a) Durable business (b) Price and costs also tend to rise

(b) Non-Durable business faster
(¢) Cyclical business (¢) Increase in-capital and consumer
expenditure

(d) Non-Cyclical business
(d) Supply exceeds demand

Answers:

. |2 @] 3 |@]| 4 |®)] 5. ®»\| 6 |B| 171 |
8. || 9 |@]10.] )] 11. | () | 12. () | 13. | ) | 14. | (c)
15. | (¢) | 16. | (@) | 17. (@ | 18. | (@) | 19. () | 20. | () | 21. | (c)
22. | ) | 23. | (@) | 24. | (@) | 25. | (c) |-26. (@) | 27. | (d) | 28. | ()
29. | (@) ] 30. | ®) | 31. | (b) | 32.| (©) | 33. ) | 34. | (@ | 35. | (@)
36. | (a) | 37. | (b) | 38. ®) | 39. | (d) | 40.. (@) | 41. | (a) | 42. | (@)
43. | (d) | 44. | (@) | 45. | (d) | 46. | (a) | 47. (@) | 48. | (b) | 49. | (b)
50. | (@) | 51. | (¢) | 52. | (d) | 53. () | 54. | (¢) | 55.-| (c) | 56. b)
57. | (@) | 58. | (®) | 59. | (d) | 60. | (c) | 61. (d)

Hints to Questions

1. The word ‘economics’ owes its origin to the Greek word ‘Oikonomia’, which
means Household. It referred to the management of household affairs in an-
cient Greece.

2. Industries that are not primarily profit-oriented but are set up by the state for
the welfare of the community fall under the Public sector. These industries are
typically concerned with providing essential services and goods to the public,
often with a focus on social welfare rather than profit.

3. “An Inquiry into the Nature and Causes of the Wealth of Nations” was writ-
ten by Adam Smith. This book, published in 1776, is considered one of the
founding works of classical economics.

MEMORY BASED SOLVED PAPER pic. 2023 (SUGGESTED ANSWERS) P.9

4. ‘The Communist Manifesto’ : iedri

, published in 1848 by Karl Marx and Friedrich
Engels, propounded the concept of 4 Socialist ecozomy- This manifesto laid
the foundation for the development of Marxist theory.

5. The central economic problem of deciding whether more Indian eleciric toys
sheuld be produced and how many units of each toy should be produced falls
under »What to produce. This problem deals with determining which goods
and services should be produced in the economy.

g. The: resource scarcity of an economy has Economic problems implications.
carcity of resources means that there are limited resources to satisfy unlimited

wants, leading to the fundamental economic problem of allocation and neces-
sitating choices and trade-offs.

7. C.apital budgeting is not typically considered a part of business economics.
Busmes§ economics mainly focuses on factors like demand forecasting, costand
productlon analysis, and profit analysis, Capital budgeting, although important
in business decisions, is more related to financial management.

8. T}}e Impact of balances of trade and balances of payments on GDP are
studied as a part of Macro economics. Macro economics deals with the perfor-
mance, structure, behaviour, and decision-making of an economy as a whole,
including topics like GDP, inflation, and trade balances.

9. The correct match is:
(a) Capitalist economy: (ii) Price Mechanism
(b) Mixed economy: (iii) Mix of price mechanism and central planning -

(c) Socialist economy: (i) Central Planning So, the answer is (a)(ii); (b)(iii);

(e)(@).

10.Ina Capita]ist economy, the producer is free to set up any type of firms and
produ.lce goods and services of his choice. A capitalist economy is characterized
by private ownership and the freedom to produce and trade.

1.1. T.he study of India’s Employment rate and how it has changed over a pe-
riod is a part of Macro Economics. Macroeconomics looks at economy-wide

phenomena, such as changes in unemployment, national income, rate of growth,
and gross domestic product.

12..C0nspi’cuous goods are an exception to the law of demand. This is because
their demand often increases with higher prices due to their status symbol,
contrary to normal goods where demand decreases as price increases.

13. Income Elasticity of Demand = %ChangeinDemand _ 2.5% _ -0.5

%Changeof Income 5%

A negative income elasticity indicates an inferior good, where demand

.decre.ases as income increases. Thus, the income elasticity for good X is -0.5,
inferior goods.
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14. If both total revenue and price are moving in the same direction, demand is
inelastic. In this case, a price increase does not lead to a proportionally larger
decrease in quantity demanded, hence total revenue increases.

New |  Change .
40 240
x X-20
: x-20 80
S0 e | ULAOTg R =20
45l x-20
-10
15=x-20
X = 15 + 20 = 35 units
16.
TR o Ot | New | Change
Price of Coke 20 30 10
Quantity of Pepsi 10 16 6

Price of Coke

Price of Pepsi

Change in DD of Pepsi
Change in Qty. of Coke

Cross Elasticity of Pepsi =

17.

9% change in Quantity
Demanded = 25% = 2.5

% change in Price -10

Price Elasticity of Demand =

18. A cross elasticity of -1.5 indicates that commodity X and the other com-
modity are Complementary Goods. Negative cross elasticity suggests that an

increase in the price of one good leadstoa decrease in the demand for the other.
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19. Using the arc elasticity method

A ,
Income Elasticity = & x e = 10 X ————6'60'000 = 41
AY Q,+Q, 60,000 110
20.
Elasticity of Supply = 40 X L.l
AP Q, +Q,
150 X+ 5
= : x
x-5 1150
X =%6.5

21. If‘the e}as:ticity of supply is 5 and the price increases by 15%, the quantity
supplied will increase by elasticity x price change percentage = 5 x 15% = 75%.

22. Greater than two. Elasticity of supply is calculated as (% change in quan-
tity supplied)/(% change in price). Here, (2500 - 200)/200 = 1150% change in
quantity, and (3300 - Z200)Z 200 = 50% change in price. So, 1150%/50% = 23

which is greater than two. - ’

23. More consumption of commodity X and less consumption of commod-
ity Y makes indifference curves slope downwards from left to right. This
downward slope represents a trade-off between the two commodities, sh(.)win

how much of one commodity a consumer is willing to give up to obtain mori
of the other. 1

24. The Total Utility (TU) of the 2nd unit can be found by adding the Marginal

. Utility (MU) of the 2nd unit to the TU of the 1st unit. Since TU of 1st unit is 200

and MU of 2nd unit is 150, TU of 2nd unit = 200 + 150 = 350.

25. In a budget line scenario, Point ‘K’ is not reachable for the consumer;
point ‘H’ shows under spending by the consumer. Point ‘K’ represents ;;
combination of goods that exceeds the consumer's budget, while point ‘H’ rep-
resents a combination that falls within the budget but doesn't utilize it fully.

26. The ‘Innovation’ theory of entrepreneurship was Propounded by Schum-
peter. Joseph Schumpeter emphasized the role of the entrepreneur as an in-
novator who implements change within markets through the carrying out of
new combinations. ' '

27. I'.‘abour is immobile is NOT a characteristic of labour. Labour is often
mobile, although its mobjlity can vary depending on factors such as skills
geographic location, and legal restrictions. ’

28. Items like seeds, fuel, raw material, which are used up in production and
not available for further use, are examples of Circulating capital. Circulating
capital is used up in the production of other goods and needs to be replaced
regularly.
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29. The Cobb-Douglas production function is known for explaining Constant
returns to scale in production. This means that a proportional increase in all
inputs leads to an equivalent proportional increase in output.

30. An Isoquant curve shows all those combinations of different factors of
production which give the same output to the producer. It represents equal
levels of production output.

31. Money not paid out to the owners of the firm for self-owned factors employed
in a business and therefore not entered in the books of account is considered.as
Implicit cost. These are non-monetary opportunity costs;, unlike explicit costs
which are direct, out-of-pocket payments.

32. Economic profit includes opportunity cost related with self-owned
factors. Economic profit differs from accounting. profit in that it includes
opportunity costs for all factors of production, including those owned by the
entrepreneur.

33, To find the firm’s output, use the relationship between Total Cost (TC),
Average Total Cost (ATC), and output (Q): TC = ATC x Q. Here, ATC = %3 and
fixed cost (FC) is ¥300. Since ATC = AVC + AFC and AVC is ¥2.50, AFC (which
is FC/Q) is 20.50. So, ¥3 =%2.50 + ¥0.50. TC = %3 x Q and FC = %300, thus TC =
FC + Variable Cost (VC), so Z3Q = 300 + 22.50Q. Solving for Q gives 600 Units.

34. The price at which the quantity demanded of a commuodity equals the quan-
tity supplied, and there is no unsold stock or no excess demand, is known as the
Market Clearance Price. This is also often referred to as the equilibrium price.

35. Grains sold in the market and paid for in cash immediately belong to the
Spot market. A spot market is where financial instruments, such as commodi-
ties and securities, are traded for immediate delivery.

36. A firm will earn Maximum profit at the equality between Marginal Cost
(MC) and Marginal Revenue (MR). This is because it's the most efficient point
of production where the cost of producing an additional unit equals the revenue
gained from selling that unit.

37. Rajesh’s marginal revenue for selling an additional unit (from 60 to 61
units) can be calculated as the change in total revenue divided by the change
in quantity, That is (37200 - Z6000)/(61 - 60) = 1200/1 = T1,200.

38. When Marginal Revenue (MR) = 0, then Total Revenue (TR) is at its Maxi-
mum. This is because any further increase in production and sales would start
to decrease the total revenue.

39. MR (Marginal Revenue) of the nth term is calculated as TRn - TRn-1. This
is the change in total revenue that results from selling one additional unit of
the product. . ;

40. Original price is 2200, and it decreases by 3%, so the new price is ¥200 -
3% of 2200 = 2200 - 6 = T 194. Quantity demanded increases by 20%, so the
new quantity is 10 units + 20% of 10 units = 12 units. Marginal Revenue (MR)
can be calculated as the change in Total Revenue (TR) divided by the change in
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quantity. So, MR = [(12 units x ¥194) - (10 unit -
22000)/2 = T328/2 = 2164, nits X 2200112 - 10) = (222

41. The relationship between AR.(Average Revenue
enue) in a monopoly firm or imperfect competition i
MR can be zero or negative. In such markets, MR
can become zero or negative, but AR, being an
quantity is zero.

) and MR (Marginal Rev-
s AR cannot be Zero, but
can fall faster than AR an_d
average, will not be Z€r° until

42. A market structure in which there is only 2 sj i

! ] ¢ is only a single buyer and a single seller
is known as Blla'teral monopoly. This is a unique market situ:tion where both
the monopoly (single seller) and the monopsony (single buyer) conditions apply.

43. The Te':lecom Industry is an example of Oligopoly. This market structure is
characterized by a few large firms dominating the market often with significant -
barriers to entry for new competitors. :

44. For XYZ dealing with financial products, without more context, it's chal-
lenging to definitively categorize the demand curve. However. typically,. the
demand for financial products is neither perfectly elastic nor perf’ectly inelastic.
It may be more realistic to consider it as neither horizontal nor vertical axis
meaning not perfectly elastic or inelastic. :

45.In 'th'e type of oligopoly where firms sell their product through a centralized
body, it is known as Syndicated oligopoly. In this arrangement, the output is
sold through a common selling agency. '

46.. In perfect competition, an individual firm's demand curve is Horizontal.
Thls reflects the fact that the firm is a price taker and can sell any quantity of
its product at the market price.

47. A group of firms that explicitly agree to coordinate their activities is called
a Cartel. Cartels are often formed to control prices, limit competition, or regu-
late production.

48. The practice of selling electricity at a cheaper rate for home consumption in
rural areas than for industrial consumption is an example of Price discrimina-
tion. This involves charging different prices to different groups of consumers
for the same product, based on their willingness or ability to pay. .

49. A feature not associated with a monopoly market is Large sellers of the
prodqct. A monopoly is characterized by a single seller or producer in the mar-
ket, with no close substitutes for its product, giving it significant market power.

50.. Fi§cal Policies are associated with Government Expenditure. Fiscal
policy involves government spending and tax policies to influence the economy. -

51. The Consumer Price Index (CPI) number is a Coincident Indicator. It

measures the average change over time in the prices paid by consumers for a
market basket of consumer goods and services.

52. An external cause of business cycles is Technological shocks. Technologi-
.cal changes can have significant impacts on the economy, causing fluctuations
in economic activity.
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53. A coincident indicator is one that moves at the same time as the economy.
Of the options provided, GDP is a coincident indicator as it reflects the current
state of the economy. '

54. Expansion of employment is a result of the production of new and better
goods and services using new technology. Technological advancements often
create new job opportunities and expand employment.

5. Understanding the phase of the business cycle is relevant for new busi-
nesses because it affects the demand for their product, helps frame appro-
priate policies and planning, and helps to decide an entry into the mar-
ket. All these factors are crucial for the success and strategic planning of new
businesses. :

56. An Expansionary monetary policy of government is directed towards
Rising of aggregate demand. This type of policy‘typically involves lowering
interest rates to stimulate economic growth.

57. The phases of the business cycle that are collectively known as Turning
Points are Peak & Trough. These points represent the shifts from expansion
to contraction and vice versa in the business cycle.

58. A measurable economic factor that changes before the economy starts to
follow a particular patternis a Leading indicator. Leading indicators are used
to predict the future movements of an economy and typically change before the
economy as a whole change. ;

59, The length of each phase is definite is not a feature of business cycles.
Business cycles are characteri zed by fluctuations in economic activity, but the
duration and length of each phase (expansion, peak, recession, and trough) can
be unpredictable and vary each time. :

60. XYZ, an Advertisement Agency, whose future projects are closely related to
the rate of economic growth, is referred to as a Cyclical business. These busi-
nesses are highly sensitive to the cycles of the economy, flourishing in economic
booms and suffering in downturns.

61. In the expansion phase of the business cycle, Supply exceeds demand is
not a characteristic. During expansion, there is typically an increase in demand,
leading to higher production, employment, and prices, The characteristic of
supply exceeding demand is more indicative of a recessionary phase.




