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PREFACE  

This Question Bank has been prepared to provide CA Foundation students with clear, concise, and exam-oriented practice. It 

includes concept-based questions and past exam patterns to strengthen understanding and improve performance. We hope 

this book supports your preparation and contributes to your success. 
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CHAPTER – 1 NATURE & SCOPE OF ECONOMICS 

1.) ‘Economics is a Science which deals with wealth’ was 
referred by 
(a) Alfred Marshal 
(b) J.B. Say 
(c) Adam Smith 
(d) A.C. Pigou 
 
2.) Exploitation and inequality are minimal under : 
(a) Socialism 
(b) Capitalism 
(c) Mixed economy 
(d) None of the above 
 
3.) Which of the following is a cause of an economic 
problem? 
(a) Scarcity of Resources 
(b) Unlimited wants 
(c) Alternative uses 
(d) All of the above 
 
4.) The law of Scarcity 
(a) Does not apply to rich, developed countries 
(b) Does not apply to poor, under developed countries 
(c) Implies only to socialist economies 
(d) Implies that all consumer wants will never be completely 
satisfied. 
 
5.) Which of the following is not within the Scope of 
Business Economics? 
(a) Capital Budgeting 
(b) Accounting Standards 
(c) Business Cycles 
(d) Risk Analysis 
 
6.) When we study why saving rates are high or low, we 
are studying : 
(a) Macro Economics 
(b) Micro Economics 
(c) Econometrics 
(d) Both (a) and (b) 
 
7.) Consider the following and decide which, if any, 
economy is without scarcity: 
(a) The pre-independence Indian economy, where most 
people were farmers. 
(b) A mythical economy where everybody is a billionaire. 
(c) Any economy where income is distributed equally among 
its people. 
(d) None of the above. 
 
8.) Which of the following statements would you consider 
to be a normative one? 
(a) Faster economic growth result if an economy has a 
higher level of investment 
(b) Changing the level of interest rates is a better way of 
managing the economy than using taxation and government 
expenditure. 
(c) Higher levels of unemployment will lead to higher levels 
of inflation 
(d) The average level of growth in the economy was faster in 
the 1990s than the 1980s 
 
9.) ______ expressed the view the “Economics is neutral 
between end”. 
(a) Robbins 

(b) Marshall 
(c) Pigou 
(d) Adam Smith 
 
10.) Which of the following is not micro - economic 
subject matter? 
(a) The price of apples. 
(b) The cost of producing a fire truck for the fire department 
of Delhi, India 
(c) The quantity of apples produced for the apple market. 
(d) The national economy’s annual rate of growth. 
 
11.) Which of the following is correct? 
(a) Normative economics is not concerned with value 
judgment. 
(b) A market is a process that reconciles consumer decision, 
production decisions and labour decisions. 
(c) A mixed economy has a certain level of government 
intervention in the economy along with private sector 
ownership of the economy. 
(d) Both (b) and (c) 
 
12.) Which of the following involve a trade – off? 
(a) Taking a nap 
(b) All of these answers involve trade-offs. 
(c) Watching a football game on Saturday afternoon 
(d) Going to university 
 
13.) Which of the following statements is incorrect? 
(a) Unlike normative economics, positive economics is 
based on objective analysis of economic issues. 
(b) The opportunity cost of a good is the quantity of other 
goods sacrificed to get another unit of that good. 
(c) Microeconomics emphasizes interactions in the 
economy as a whole. 
(d) None of the above 
 
14.) Which of the following is not an economic activity? 
(a) A son looking after his ailing mother 
(b) A chartered accountant doing his own practice, 
(c) A soldier serving at the border. 
(d) A farmer growing millets 
 
15.) Which of the following is a cause of an economic 
problem? 
(a) Scarcity of Resources 
(b) Unlimited wants 
(c) Alternative uses 
(d) All of the above 
 
16.) Which of the following statements is incorrect? 
(a) The services of doctors, lawyers, teachers etc. are 
termed as production 
(b) Man cannot create matter 
(c) Accumulation of capital does not depend solely on 
income 
(d) None of the above 
 
17.) Economic goods are goods which: 
(a) Cannot be increased in quantity 
(b) Obey the law of Micro Economics 
(c) Are limited in supply and are scarce 
(d) Are limited to man-made goods 
 
18.) Which of the following means an Economic activity? 
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(a) Production of Goods 
(b) Production of Services 
(c) Consumption of Goods and Services 
(d) All of the above 
 
19.) Which economy is now a myth only, as no country in 
the world is having that type of economy? 
(a) Capitalist Economy 
(b) Socialist Economy 
(c) Mixed Economy 
(d) None of the above 
 
20.) Macroeconomics is the study of: 
(a) Inflation 
(b) Unemployment 
(c) Growth 
(d) All of the above 
 
21.) In Economics, the central economic problem means: 
(a) Output is restricted to the limited availability of 
resources 
(b) Consumers do not have as much money as they would 
wish 
(c) There will always be certain level of unemployment 
(d) Resources are not always allocated in an optimum way 
 
22.) The law of scarcity 
(a) Does not apply to rich, developed countries 
(b) Does not apply to poor, under developed countries 
(c) Implies only to socialist economies. 
(d) Implies that all consumer wants will never be completely 
satisfied. 
 
23.) Questions like what should be the level of national 
income, what should be the wage rate fall within the 
scope of: 
(a) Positive Science 
(b) Normative Science 
(c) Both (a) and (b) 
(d) None of the above 
 
24.) Which of the following is not one of the features of 
capitalist economy? 
(a) Right of private property 
(b) Freedom of choice by the consumers 
(c) No profit, No Loss motive 
(d) Competition 
 
25.) When we are studying how a producer fixes the price 
of his products we are studying 
(a) Macro Economics 
(b) Micro Economics 
(c) Both Micro and Marco Economics 
(d) None of the above 
 
26.) The branch of economic theory that deals with the 
problem of allocation of resources is 
(a) Micro-Economic theory 
(b) Macro-economic theory 
(c) Econometrics 
(d) none of the above 
 
27.) The implication that resource scarcity have for the 
satisfaction of wants are- 
(a) Not all wants can be satisfied 
(b) We will never be faced with the need to make choices 
(c) We must develop ways to decrease our individual wants 
(d) The discovery of new natural resources is necessary to 

increase our ability to satisfy wants 
 
28.) A normative economic statement is- 
(a) Unemployment rate decreases with industrialization 
(b) Economics is a social science that studies human 
behaviour 
(c) The minimum wage should be raised to ` 200/- per day 
(d) India spends a huge amount of money on national 
defence 
 
29.) Choice is created by the- 
(a) Abundance of resources 
(b) Scarcity of resources 
(c) Urgency of needs 
(d) Non-Availability of resources 
 
30.) Which of the following statements would you 
consider to be a normative one? 
(a) Faster economic growth should result if an economy has 
a higher level of investment. 
(b) Changing the level of interest rates is a better way of 
managing the economy than using taxation and government 
expenditure. 
(c) Higher levels of unemployment will lead to higher levels 
of inflation. 
(d) The average level of growth in the economy was faster in 
the 1990s than the 1980s 
 
31.) A study of how increases in the corporate income tax 
rate will affect the national unemployment rate is an 
example of 
(a) Macro-Economics 
(b) Descriptive Economics 
(c) Micro-economics 
(d) Normative economics 
 
32.) 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 performance. 
(b) Positive Economics describes the facts of the economy 
while Normative Economics involves 
(c) 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 describes 
 
33.) Exploitation and inequality are minimal under: 
(a) Socialism 
(b) Capitalism 
(c) Mixed economy 
(d) None of the above 
 
34.) The economic analysis expects the consumer to 
behave in a manner which is: 
(a) Rational 
(b) Irrational 
(c) Emotional 
(d) Indifferent 
 
35.) Consider the following and decide which, if any, 
economy is without scarcity: 
(a) The pre-independent Indian economy, where most 
people were farmers. 
(b) A mythical economy where everybody is a billionaire 
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(c) Any economy where income is distributed equally among 
its people. 
(d) None of the above. 
 
36.) 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 Delhi, India. 
(c) The quantity of mangoes produced for the mangoes 
market. 
(d) The national economy’s annual rate of growth 
 
37.) Which of the following statements is incorrect? 
(a) Business economics is normative in nature. 
(b) Business Economics has a close connection with 
statistics. 
(c) Business Economist need not worry about macro 
variables. 
(d) Business Economics is also called Managerial 
Economics 
 
38.) A capitalist economy uses __________ as the principal 
means of allocating resources. 
(a) Demand 
(b) Supply 
(c) Efficiency 
(d) Prices 
 
39.) Scarcity definition of Economics is given by- 
(a) Alfred Marshall 
(b) Samuelson 
(c) Robinson 
(d) Adam Smith 
 
40.) The definition “Science which deals with wealth of 
Nation” was given by: 
(a) Alfred Marshall 
(b) A C Pigou 
(c) Adam Smith 
(d) J B Say 
 
41.) In Economics, the central economic problem means: 
(a) Output is restricted 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 allocated in an optimum way 
 
42.) Which of the following is considered production in 
Economics? 
(a) Teaching Economics to CA students in class. 
(b) Singing a song before friends 
(c) Flying kite for pleasure 
(d) Teaching concept of Economics to friends in a library. 
 
43.) The Nature of Business Economics: 
(a) Business Economics is a Science 
(b) Incorporate elements of Macro Analysis 
(c) Interdisciplinary in Nature 
(d) All the above 
 
44.) Which of these country is a purely socialist 
economy? 
(a) USSR 
(b) China 
(c) Vietnam 

(d) None of these 
 
45.) Rational decision making requires that: 
(a) one’s choice be arrived at logically and without error. 
(b) one’s choice be consistent with one’s goal. 
(c) one’s choice never vary. 
(d) the consumer plan’s to attain the highest possible level 
of satisfaction 
 
46.) An Applied Economics that fills the gap between 
economic theory and business practice: 
(a) Business Economics 
(b) Macro Economics 
(c) Welfare Economics 
(d) None of these 
 
47.) Administered price are determined in socialism by: 
(a) Market Forces 
(b) Government 
(c) Both (a) and (b) 
(d) None of these 
 
48.) Which of the following is a normative statement? 
(a) Health care basic facilities to be provided to all citizens. 
(b) With Industrialisation, unemployment rate decreases. 
(c) On national defence India spent huge amount of money. 
(d) None of these 
 
49.) Which of the following is not a demerit of 
Capitalism? 
(a) The pattern of demand does not represent the real need 
of the society. 
(b) Strikes and lockdown are very common under capitalism 
(c) Capitalism usually functions in a democratic framework. 
(d) None of these 
 
50.) Socialist econom16y does have: 
(a) Right to work and minimum standard to living 
(b) Absence of competition 
(c) Right to private property 
(d) Both a and b 
 
51.) Scarcity of resources of occurs due to: 
(a) High demand of resources 
(b) Absence of Substitutes 
(c) Mismanagement and inequality 
(d) All of these 
 
52.) Allocation of resources is dealt in  
(a) Macro Economics 
(b) Micro Economics 
(c) Public Finance 
(d) None 
 
53.) Business Economics is a 
(a) Normati40ve Science 
(b) Interdisciplinary 
(c) Pragmatic 
(d) All of these 
 
54.) Scarcity of resource has to be dealt in – 
(a) Capitalistic Economy 
(b) Socialistic Economy 
(c) Mixed Economy 
(d) All of these 
 
55.) Which of following is not a characteristic of capitalist 
economy: 
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(a) Right to Private Property 
(b) Freedom of Enterprise 
(c) Consumer Sovereignty 
(d) Combined Sector 
 
56.) Which are the areas that co63me under Macro 
economies: 
(a) External Value of currency 
(b) General price level & interest rates 
(c) Location of the industry 
(d) National Income & Output 
 
57.) Normative economics can be explained through : 
(a) Fairness to tax 
(b) Incidence to tax 
(c) effect of tax on incentives to work 
(d) None of these 
 
58.) Time elements were conceived by : 
(a) Paul Sweezy 
(b) Hicks 
(c) Marshall 
(d) Simon Kuznets 
 
59.) In the beginning economics was named as : 
(a) Political Economy 
(b) Welfare Economy 
(c) Economies of Wealth 
(d) None of these 
 
60.) In mixed Economy the features include existence of : 
(a) Private sectors 
(b) Public sectors 
(c) Combined sectors  
(d) All of these 
 
61.) Which of the following is demerit of capitalism: 
(a) there is precedence of property rights over human rights 
(b) it functions in a domestic framework 
(c) high degree of operative efficiency 
(d) None of these 
 
62.) Which of the following is included in study of Micro 
Economies : 
(a) Product pricing 
(b) Factor Pricing 
(c) Both (a) & (b) 
(d) None 
 
63.) Scarcity definition in economies is given by: 
(a) Lipsey 
(b) Adam Smith 
(c) J B Say 
(d) Robinson 
 
64.) Business Economics in its approach is : 
(a) Pragmatic 
(b) Idealistic 
(c) Normative 
(d) None of these 
 
65.) Most of the economic problems are of ________ 
nature and are affected by ________ 
(a) Complex, Several forces 
(b) Simple, Several forces 
(c) Simple, single factor 
(d) Complex, Single factor 
 

66.) The survival and success of any business depends 
on sound ________ 
(a) Mind 
(b) Environment 
(c) Decisions 
(d) None of these 
 
67.) A socialist economy is a system of production where 
goods and services are produced __________ 
(a) to generate profit 
(b) directly for use 
(c) Both (a) and (b) 
(d) None of these 
 
68.) In a planned or command economy all the economic 
decisions are taken by the __________ 
(a) Workers 
(b) Consumers 
(c) Voters 
(d) Government 
 
69.) The regulatory mechanism of the market system is- 
(a) Self-interest 
(b) Private property 
(c) Competition 
(d) Specialization 
 
70.) Which of the following statements is/are correct 
about mixed economic system? 
(a) Mixed economic system depends on both markets and 
governments for allocation of resources 
(b) Mixed economy is not always a golden path between 
capitalism and socialism 
(c) It is very difficult to maintain a proper balance between 
private and public sectors. 
(d) All of the above 
 
71.) In economics, we are concerned with 
(a) Value in use only 
(b) Exchange value only 
(c) Both value in use and exchange value 
(d) None of the above 
 
72.) Microeconomic theory studies how a free-enterprise 
economy determines 
(a) the price of goods 
(b) the price of services 
(c) the price of economic resources 
(d) all of the above 
 
73.) Which aspect of taxation involves normative 
economics? 
(a) the incidence of (i.e., who actually pays for) the tax 
(b) the effect of the tax on incentives to work 
(c) the "fairness" of the tax 
(d) all of the above. 
 
74.) Economics is a branch of __________ focused on the 
production, distribution and consumption of goods and 
services. 
(a) Natural science 
(b) Physical science 
(c) Social science 
(d) None of these 
 
75.) A socialist economy is a system of production where 
goods and services are produced __________ 
(a) to generate profit 
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(b) directly for use 
(c) Both (a) and (b) 
(d) None of these 
 
76.) Capital intensive technique of production is used in 
__________ 
(a) Developed Economy 
(b) Underdeveloped Economy 
(c) Labour surplus economy 
(d) Capital surplus economy 
 
77.) The problem of "what to produce relate to 
(a) The choice of goods and service 
(b) Distribution of income 
(c) The choice of technique 
(d) None of these 
 
78.) Which of the following is not studied in micro 
economics? 
(a) Factor pricing 
(b) Location of industry 
(c) Consumer Behaviour 
(d) External value of currency 
 
79.) The Characteristics of capitalist economics does not 
include? 
(a) Right to Private property 
(b) Freedom of economic choice 
(c) Absence of Consumer choice 
(d) Completion 
 
80.) An example of positive economic analysis would be : 
(a) analysis of relationship between the price of food & 
quality purchased 
(b) determining how much income each person should be 
granted 
(c) determining the fair price for food 
(d) deciding how to distribute the output of economy 
 
81.) ________ is concerned with welfare proposition. 
(a) Normative 
(b) Positive 
(c) Both (a) and (b) 
(d) none 
 
82.) The regulatory mechanism of market system is : 
(a) Self-interest 
(b) Private Property 
(c) Competition 
(d) Specialization 
 
83.) Which one of the following does NOT follows 
capitalistic economy : 
(a) USA 
(b) UK 
(c) Germany 
(d) India 
 
84.) Under which system freedom of choice is an 
advantage : 
(a) capitalistic 
(b) mixed 
(c) socialism 
(d) none 
 
85.) Which of following statements is true : 
(a) study of economies ensures that all problems will be 
appropriately tackled 

(b) study of economies cannot ensure that all problems will 
be appropriately tackled 
(c) study of economies does not enable a student to 
examine a problem in its right perspective 
(d) none of these 
 
86.) Business economies is ________ 
(a) a science 
(b) an art 
(c) Both science & art 
(d) none 
 
87.) Which of the following statements is correct : 
(a) in two-good economy, the production possibilities frontier 

reflects the maximum amount of one good that can be 
produced when a given amount of other good is 
produced 

(b) microeconomies is study of behaviour as whole 
(c) positive economies focuses on the welfare of the society 
(d) none of these 

 
88.) Economics is the study of mankind in the ordinary 
business of live was given by : 
(a) Adam Smith 
(b) Robinson 
(c) Marshall 
(d) Samuelson 
 
89.) Capitalistic Economy uses ________ as principal 
means of allocating resources. 
(a) demand 
(b) supply 
(c) price 
(d) all of these 
 
90.) A study of how an increase in the corporate income 
tax rate will affect the natural unemployment rate is an 
example of – 
(a) macro economies 
(b) descriptive economies 
(c) micro economies 
(d) normative economies 
 
91.) In which type of economy do consumers and 
producers make their choices based on the market 
forces of demand and supply : 
(a) open economy 
(b) controlled economy 
(c) command economy 
(d) market economy 
 
92.) Under a free economy, prices are ________ 
(a) regulated 
(b) determined through a free interplay of demand and 
supply 
(c) partly regulated 
(d) none of these 
 
93.) In a free economy when consumers increase their 
purchase of goods and level of ________ exceeds ________ 
then prices tend to rise. 
(a) demand; supply 
(b) supply; demand 
(c) prices; demand 
(d) profits; supply 
 
94.) Under inductive method the logic proceeds from : 
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(a) general to particulars 
(b) particulars to general 
(c) both (a) and (b) 
(d) none 
 
99.) Free market economy solves its central problems 
through ________ 
(a) planning authority 
(b) market mechanism 
(c) both 
(d) none  
 
100.) Normative economics is given by : 
(a) Marshall 
(b) Robbins 
(c) Smith 
(d) Samuelson 
 
101.) Which one is NOT the characteristic of capitalistic 
economy 
(a) profit motive 
(b) income inequalities 
(c) free employment 
(d) collective ownership 
 
102.) Mixed Economy means : 
(a) all economic decisions are taken by central authority 
(b) all economic decisions are taken by private 
entrepreneurs 
(c) economic decisions taken partly by private and partly by 
state 
(d) none of these 
 
103.) Capitalistic economy uses ______ as principal 
means of allocating resources 
(a) demand 
(b) supply 
(c) prices 
(d) none 
 
104.) Economic problems arises due to 
(a) wants are unlimited 
(b) resources are limited 
(c) alternatives uses of resources 
(d) all of these 
 
105.) Micro Economics is also known as ______ 
(a) public economy 
(b) price theory 
(c) income theory 
(d) demand theory 
 
106.) A developed economy uses ______ technique in 
production 
(a) labour intensive 
(b) capital intensive 
(c) home-based 
(d) traditional 
 
107.) Which one is the feature of Marshall: 
(a) limited ends 
(b) scarce means 
(c) study of wealth as well as study of man 
(d) study of allocation of resources 
 
108.) Which one of the following is NOT correct : 
(a) limited wants 

(b) means are scarce 
(c) resources have alternatives uses 
(d) economics is science 
 
109.) Micro economics is concerned with : 
(a) consumer behaviour 
(b) product pricing 
(c) factor pricing 
(d) all of these 
 
110.) Who gave the positive aspects of science 

(a) Marshall 
(b) Pigou 
(c) Smith 
(d) Robbins 

 
 
111.) Which of these is a part of microeconomics 
(a) factor pricing 
(b) national income 
(c) balance of payment 
(d) none 
 
112.) Which of these is an example of macro-economics: 
(a) problem of unemployment in India 
(b) rising price level in the country 
(c) increase in disparities of income 
(d) all of these 
 
113.) In capitalistic economy the allocation of resources 
is performed by : 
(a) Producers 
(b) Government 
(c) Planners 
(d) Price mechanism 
 
114.) Which of the following statements is incorrect 
(a) Marshall propagated the wealth definition of Economics 
(b) Robbins introduced the scarcity definition of economics 
(c) Samuelson emphasized upon growth aspect of 
economies 
(d) Pigou believed in welfare aspect of economics 
 
115.) Inequalities of income do not perpetuate in 
(a) socialism 
(b) mixed economy 
(c) capitalism 
(d) none 
 
116.) Which are features of mixed economy 
(a) planned economy 
(b) dual system of pricing exists 
(c) balances regional development 
(d) all of these  
 
117.) Normative Economics is based on 
(a) ethical considerations  
(b) facts & consideration 
(c) what is ?  
(d) all of these 
 
118.) The dual system of pricing exists in 
(a) free market economy  
(b) socialistic 
(c) mixed economy  
(d) none of these 
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119.) A capitalistic economy follows the policy of 
(a) laissez-faire  
(b) regulated markets 
(c) promoting public sectors  
(d) none of these 
 
120.) Economics is the science of choice making implies: 
(a) no choices is to be made  
(b) choice to be made between alternative uses 
(c) choices to be made between means & ends  
(d) none 
 
121.) Adam Smith published his master piece "An enquiry 
into the nature and causes of wealth of nations" in the 
year ___________. 
(a) 1776 
(b) 1786 
(c) 1789 
(d) 1790 
 
122.) Macro Economics is also called _________ 
economics. 
(a) Applied 
(b) Aggregate 
(c) Experimental 
(d) None of the above 
 
123.) 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) Identifying the causes of inflation in India. 
(d) Analyse the causes of failure of industry in providing large 
scale employment 
 
124.) Macro Economics is the study of __________. 
(a) All aspects of scarcity. 
(b) The national economy and the global economy as a 
whole. 
(c) Big businesses. 
(d) The decisions of individual businesses and people. 
 
125.) 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 Delhi, India. 
(c) The quantity of mangoes produced for the mangoes 
market. 
(d) The national economy's annual rate of growth. 
 
126.) Which of the following would be considered a topic 
of study in Macro-economics? 
(a) The effect of increase in wages on the profitability of 
cotton industry 
(b) The effect on steel prices when more steel is imported 
(c) The effect of an increasing inflation 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 
 
127.) Which of the following is a part of the subject 

matter of macro economics? 
(a) Study of firms 
(b) Aggregate profits of a firm 
(c) Market demand for a product 
(d) Net national product 

 
128.) Shyam: This year due to heavy rainfall my option 
crop was damaged 
Krishna: Climates affects crop yields. Some years are bad, 
other are good 
Hari: Don't worry – Price increase will compensate for the 
fall in quantity supplied 
Radhe: The Government ought to guarantee that our income 
will not fall. 
In this conversation, the normative statement is made by 
(a) Shyam 
(b) Krishna 
(c) Hari 
(d) Radhe 
 
129.) Business Economics enables application of 
economic logic and analytical tools to 
(a) Bridge the gap between theory and practice. 
(b) Increase the implementation science. 
(c) Increase the effectiveness. 
(d) Apply tools of macro economics. 
 
130.) Business Economics relies heavily on the 
techniques of __________ 
(a) Micro Economics 
(b) Macro Economics 
(c) Normative Science only 
(d) Economics discipline only 
 
131.) An example of 'positive' economic 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 food 
(d) Deciding how to distribute the output of the economy. 
 
132.) Deductive and Inductive methods are 
complimentary to each other. It is: 
(a) Absolutely correct 
(b) Absolutely incorrect 
(c) Partially incorrect 
(d) None of the above 
 
133.) Positive science only explains ___________ 
(a) What is? 
(b) What ought to be? 
(c) What is right or wrong 
(d) None of the above 
 
134.) "Features of the book wealth of ____________. 
(a) It was the first book user on economics 
(b) It was created in 1776. 
(c) It was also known as "wealth of nations" nations'. 
(d) All of the above. 
 
135.) Who is the author of "The Nature and causes of 
wealth of Nation"? 
(a) Karl Marx 
(b) Adam Smith 
(c) J B Say 
(d) AC Pigou 
 
136.) Who has defined economics as "Science which 
deals with wealth"? 
(a) Adam Smith 
(b) Canon 
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(c) J.B. Say 
(d) A.C. Pigou 
 
137.) _________ refers to the work area where surplus 
manpower is employed out of which some individuals 
have zero or almost zero marginal productivity, such that 
if they are removed the total level of output remains 
unchanged. 
(a) Voluntary 
(b) Disguised 
(c) Structural 
(d) Technological 
 
138.) Larger production of __________ goods would lead to 
higher production in future. 
(a) Consumer goods 
(b) Capital goods 
(c) Agricultural goods 
(d) Public goods 
 
139.) The existence of three sectors of industries (Private, 
Public and Combine sector) is one of the futures of 
__________ 
(a) Capitalist 
(b) Socialist 
(c) Mixed 
(d) Price 
 
140.) Which Economic System is de-scribed by 
Schumpeter as 'capitalism in the oxygen tent'? 
(a) Laissez- Faire Economy 
(b) Command Economy 
(c) Mixed Economy 
(d) Agrarian Economy 
 
141.) The Government itself must run important and 
selected industries and eliminate the free play of profit 
motive and self-interest. It is applicable in case of 
economy. 
(a) Capitalist 
(b) Socialist 
(c) Mixed 
(d) Price 
 
142.) Socialist Economy is also known as __________. 
(a) Mixed Economy 
(b) Planned Economy 
(c) Capitalist Economy 
(d) None of the above 
 
143.) The demerits of Socialism do not include: 
(a) Predominance of bureaucracy 
(b) Red tapism & favoritism 
(c) Corruption 
(d) Consumer Sovereignty 
 
144.) Which of the following is an example of Socialist 
economy? 
(a) Erstwhile U.S.S.R. 
(b) North Korea 
(c) China and Cuba 
(d) All of the above 
 
145.) Which one of the following is Not a feature of 
socialist economy? 
(a) Collective ownership 
(b) Absence of consumer choice 
(c) Minimum role of Price Mechanism 

(d) High Competition 
 
146.) Socialism ensures ___________. 
(a) Rapid growth and balanced development 
(b) Right to work 
(c) Incentives for efficient economic decisions 
(d) Both (a) and (b) 
 
147.) The erstwhile U.S.S.R. is an example of __________ 
economy. 
(a) Capitalist 
(b) Socialist 
(c) Mixed 
(d) Price 
 
148.) Administered prices refer to: 
(a) Prices determined by forces of demand and supply 
(b) Prices determined by sellers in the market 
(c) Prices determined by an external authority which is 
usually the government 
(d) None of the above 
 
149.) Socialist Economy was pro-pounded by: 
(a) Karl Marx 
(b) Samuelson 
(c) A.C. Pigou 
(d) Adam Smith 
 
150.) Exploitation and inequality are minimal under: 
(a) Socialism 
(b) Capitalism 
(c) Mixed economy 
(d) None of the above 
 
151.) Which of the following is not demerit of Capitalism? 
(a) Precedence of property rights over human rights. 
(b) Misallocation of resources. 
(c) Punishment for inefficient & imprudent men. 
(d) Environmental degradation due to excessive materialism 
 
152.) 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 
 
153.) Which out of these are the feature of capitalism? 
(i) Profit motive 
(ii) Human welfare 
(iii) Work through price mechanism 
(a) (i) and (ii) 
(b) (ii) and (iii) 
(c) (i) and (iii) 
(d) All of these 
 
154.) Which one of the following is not an example of 
capitalist economy? 
(a) Japan 
(b) Mexico 
(c) Germany 
(d) Cuba 
 
155.) The choice between labour and Capital intensive 
techniques is related with. 
(a) What to Produce? 
(b) How to Produce? 
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(c) For whom to Produce? 
(d) When to Produce? 
 
156.) Which of the following is not one of the four central 
questions that the study of economics is supposed to 
answer? 
(a) Who produces what ? 
(b) When are goods produced? 
(c) Who consumes what? 
(d) How are goods produced? 
 
157.) Economic Problem arises when: 
(a) Wants are unlimited 
(b) Resources are limited 
(c) Alternative uses of resources 
(d) All of the above 
 
158.) ............. refers to the sum total of arrangements for 
the production and distribution of goods and services in 
a Society. 
(a) Economic System 
(b) Social System 
(c) Business System 
(d) Comprehensive System 
 
159.) 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 technology is better. 
(d) Developing economy where technology is poor. 
 
160.) The central problem in economics is that of 
_________. 
(a) Comparing the success of command versus market 
economies. 
(b) Guaranteeing that production occurs in the most 
efficient manner. 
(c) 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 satisfied in the best 
possible manner. 
 
161.) A developed economy uses technique in 
production. 
(a) Labour intensive. 
(b) Capital intensive 
(c) Home-based 
(d) Traditional 
 
162.) 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 unlimited wants are satisfied in the best possible 
manner. 
(c) To ensure that production occurs in the most efficient 
manner. 
(d) To provide job to every job seeker. 
 
 
163.) Which of the following economic 

system has to deal with the control 
problem of scarcity of resources? 

(a) Capitalist 

(b) Socialist 
(c) Mixed 
(d) All of the above 
 

164.) Which of the following statement is false? 
(a) The Resources are limited. 
(b) The Resources have alternative uses. 
(c) If resources are unlimited, people would be able to satisfy all 

their wants. 
(d) The economics problem arises because resource has only a 

single use. 
 

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

(a) Business Cycles 
(b) Employment, Prices 
(c) Saving & investment 
(d) All of the above. 
 
inventories. 
(a) ABC Analysis 
(b) Simple simulation exercises 
(c) Mathematical models 
(d) All of the above 
 
167.) 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 
 
168.) Which of the following is not within the scope of 
Business Economics? 
(a) Capital Budgeting 
(b) Risk Analysis 
(c) Business Cycles 
(d) Accounting Standards 
 
169.) Applied economics includes ___________. 
(a) Regression analysis and mathematical linear 
programming 
(b) Capital budgeting 
(c) Both (a) and (b) 
(d) None 
 
170.) Which factor is included in business Economics? 
(a) Business Economics is an art 
(b) Inter-disciplinary in nature 
(c) Normative in nature 
(d) All of the above 
 
171.) The operational or interval issues to which 
economic theories can be directly applied are related 
with. 
(a) Micro Economics 
(b) Macro Economics 
(c) Business Economics 
(d) Environmental Economics 
 
172.) Business economy involves theory of business 
economics with ___________. 
(a) Normative Economics 
(b) Business practices 
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(c) Micro Economics 
(d) Macro Economics 
 
173.) Business Economics involves the elements of 
___________. 
(a) Micro Environment 
(b) Macro Environment 
(c) Both (a) and (b) 
(d) None of the above 
 
174.) Under inductive method logic proceeds from: 
(a) General to particular 
(b) Positive to narrative 
(c) Normative to positive 
(d) Particular to general 
 
175.) The Business Economics incorporates tools from 
other disciplines such as Mathematics, operations 
Research, Management theory, Accounting, etc. 
Therefore, Business Economics is 
(a) Intra-disciplinary 
(b) Inter-disciplinary 
(c) Multi-disciplinary 
(d) Flexi-disciplinary 
 
176.) Economics which is concerned with welfare 
propositions is called ___________. 
(a) Socialistic economics 
(b) Capitalistic economics 
(c) Positive economics 
(d) Normative economics 
 
177.) “Economics is neutral between ends”. The 
statement is given by: 
(a) L. Robbins 
(b) Mrs. Joan 
(c) Alfred Marshall 
(d) A.C. Pigou 
 
178.) Find out the correct statement ___________ 
(a) Higher the prices, lower the quality demanded of a 
product are a normative statement 
(b) Micro and macro-economics are interdependent 
(c) In a capitalist economy, the eco-nomic problems are 
solved by planning commission 
(d) In deductive method 9logic proceeds from particular to 
the general 
 
179.) Which of the following statements is incorrect? 
(a) Business economics is normative in nature. 
(b) Business Economics has a close connection with 
statistics. 
(c) Business Economist need not worry about macro 
variables. 
(d) Business Economics is also called Managerial 
Economics. 
 
180.) Business Economics is generally in nature. 
(a) Normative 
(b) Prescriptive 
(c) Normative or Prescriptive 
(d) Theoretical 
 
181.) Positive science only explains ___________. 
(a) What is? 
(b) What ought to be? 
(c) What is right or wrong 
(d) None of the above 

182.) Which of the following is a normative economic 
statement? 
(a) Unemployment rate decreases with industrialization 
(b) Economics is a social science that studies human 
behaviour. 
(c) The minimum wage should be raised to ₹ 200 per day 
(d) India spends a huge amount o9f money on national 
defence. 
 
183.) Ram: My corn harvest this year is poor. 
Krishan: Don’t worry. Price increases will compensate for 
the fall in quantity supplied. 
Vinod: Climate affects crop yields. Some years are bad, 
others are good. 
Madhu: The Government ought to guarantee that our 
income will not fall. 
In this conversation, the normative statement is made by 
(a) Ram 
(b) Krishan 
(c) Vinod 
(d) Madhu 
 
184.) An example of ‘positive’ economic 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 food. 
(d) Deciding how to distribute the output of the economy. 
 
185.) Business Economics relies heavily on the 
techniques of ___________. 
(a) Micro Economics 
(b) Macro Economics 
(c) Normative Science only 
(d) Economics discipline only 
 
186.) Business Economics enables application of 
economic logic and analytical tools to ___________. 
(a) Bridge the gap between theory and practice. 
(b) Increase the implementation science. 
(c) Increase the effectiveness. 
(d) Apply tools of macro economics. 
 
187.) 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. 
 
188.) Which of the following would be considered a topic 
of study in Macro-economics? 
(a) The effect of increase in wages on the profitability of 
cotton industry 
(b) The effect on steel prices when more steel is imported 
(c) The effect of an increasing inflation 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 
 
189.) Which of the following is not included in 
Economics? 
(a) Family Structure 
(b) Managerial Economics 
(c) Micro Economics 
(d) Macro Economics 
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190.) Business Economics is essentially a component of  
as it includes application of selected quantitative 
techniques. 
(a) Pure Economics 
(b) Applies Economics 
(c) Statistical Economics 
(d) None of the above 
 
191.) .defined Business Economics in terms of the use of 
economics analysis in the formulation of business 
policies. 
(a) Joel Dean 
(b) Karl Marks 
(c) Adam Smith 
(d) Schumpeter 
 
192.) The management of a business unit generally needs 
to make . 
(a) Strategic Decision 
(b) Tactical Decision 
(c) Operational Decision 
(d) All of the above 
 
193.) The question of choice arises because our 
productive resources . 
(a) Are limited 
(b) Can be employed in alternatives 
(c) Both (a) & (b) 
(d) None of the above 
 
194.) Business Economics is . 
(a) Abstract and applies the tools of Microeconomics. 
(b) Involves practical application of economic theory in 
business decision making. 
(c) Incorporates tools from multiple disciplines. 
(d) (b) and (c) above. 
 
195.)  refers to the process of selecting an appropriate 
alternative 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 
(c) Problem Solving 
(d) Effectiveness 
 
196.) Human wants are in response to satisfy their 
wants? 
(a) Unlimited 
(b) Limited 
(c) Scarce 
(d) Multiple 
 
197.) 'Economics is the study of mankind in the ordinary 
business of life' was given by: 
(a) Adam Smith 
(b) Lord Robbins 
(c) Alfred Marshall 
(d) Samuelson 
 
198.) Who defines Economics in terms of Dynamic 
Growth and Development? 
(a) Robbins 
(b) Paul A Samuelson 
(c) Adam Smith 
(d) None of these 
 

199.) Oikonomia means ___________. 
(a) Industry 
(b) Management of household 
(c) Services 
(d) None of these 
 
200.) The term 'Economics' owes its origin to the Greek 
word. 
(a) Aikenomia 
(b) Wikonornia 
(c) Oikonomia 
(d) None of the above 
 
201.) Author of The Nature & Causes of Wealth of Nations 
was given by: 
(a) Karl Marx 
(b) Adam Smith 
(c) J B Say 
(d) A C Pigou 
 
202.) Larger production of ___________ goods would lead 
to higher production in future. 
(a) consumer goods 
(b) capital goods 
(c) agricultural goods 
(d) public goods 
 
203.) Which is the first book of Economics named as 
___________ 
(a) THE WEALTH OF NATIONS 
(b) ECONOMICS 
(c) NATIONS OF WEALTH 
(d) POLITICAL ECONOMY 
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Answer 

 
01-C 21-a 41-a 61-a 81-c 101- d 121- a 141-c 161-b 181-a 201-b 
02-a 22-b 42-a 62-c 82-b 102- c 122- b 142-b 162-b 182-c 202-b 
03-d 23-b 43-d 63-d 83-d 103- c 123- b 143-d 163-d 183-d 203-a 
04-d 24-c 44-s 64-a 84-a 104- d 124- b 144-d 164-d 184-a  
05-b 25-b 45-d 65-a 85-b 105- b 125- d 145-d 165-d 185-a  
06-a 26-a 46-a 66-c 86-c 106- b 126- c 146-d 166-d 186-a  
07-d 27-a 47-b 67-b 87- 107- c 127- d 147-b 167-c 187-d  
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CHAPTER – 2 THEORY OF DEMAND & SUPPLY 
 
1. Demand for commodity refers to 
(a) A desire for commodity 
(b) Need for commodity 
(c) Quantity demanded of that commodity 
(d) Quantity of commodity demanded at a certain price 
during any particular of time 
 
2. Suppose the price of movies seen at theatre rises 

from Rs. 120 per person to Rs.200 per person. The 
theatre manager observed that the rise in prices 
has lead to fall in attendance at a given movie 
from 300 persons to 200 persons. What is the price 
elasticity of demand for the movie? (Arc elasticity) 

(a) 0.5 
(b) 0.8 
(c) 1.00 
(d) None 
 
3. In case of an inferior good, the income elasticity of 

demand is: 
(a) Positive 
(b) Zero 
(c) Negative 
(d) Infinite 
 
4. For what type of goods does demand fall with a 

rise in income levels of households? 
(a) Inferior goods 
(b) Substitutes 
(c) Luxuries 
(d) Necessities 
 
5. In case of inferior goods like bajra, a fall in its price 

tends to: 
(a) Make the demand remain constant 
(b) Reduce the demand 
(c) Increase the demand 
(d) change the demand in an abnormal way 
 
6. Movement along the same demand curve shows 
(a) Expansion of demand 
(b) Expansion of supply 
(c) Expansion and contraction of demand 
(d) Increase and decrease of demand 
 
7. If equilibrium is present in a market then it can be 

said that 
(a) Price of the product will tend to rise 
(b) Quantity demanded equals quantity supplied 
(c) Quantity demanded exceeds quantity supplied 
(d) Quantity supplied exceeds quantity demanded 
 
8. Supply is a ......... Concept 
(a) Flow 
(b) Stock 
(c) Flow & stock both 
(d) Qualitative 
 
9. Elasticity of supply is measured by dividing the % 

change in quantity supplied of good by 
(a) % change in income 
(b) % change in price 
(c) % change in quantity demanded of goods 
(d) % change in taste & preferences 
 
10. An increase in supply denotes shift in supply 

curve to right, if there is an increase in supply 
without a change in demand, the equilibrium price 
will ...... And the quantity demanded will go up 

(a) Fall 
(b) Remain constant 
(c) Increase 
(d) Becomes zero 
 
11. Which among the following is not determinant of 

supply 
(a) Price of concerned commodity 
(b) Prices of factors of production 
(c) State of technology used in the production process 
(d) Customs & traditions in society 
 
12. When price of commodity increases from Rs. 200 

per unit to Rs. 250 per unit and consequently the 
quantity supplied rises from 1000 units to 1100 
units. What will be the coefficient of elasticity of 
supply?12 

(a) 4.034 
(b) 0.456 
(c7) 5.08 
(d) 0.95 
 
13. The prices of hot dogs increased by 22% and the 

quantity demanded falls by 25% this indicates that 
demand for hot dogs is 

(a) Elastic 
(b) Inelastic 
(c) Unitary 
(d) Perfectly elastic 
 
14. The quantity demanded does not respond to price 

change and so the elasticity is 
(a) Zero 
(b) One 
(c) Infinite 
(d) None 
 
15. What is an Engels curve 
(a) Another name for demand curve 
(b) Curve showing both demand & supply 
(c) Curve named after Lord Engels 
(d) All 

 
16. Which factor generally keeps the price elasticity 

of demand for good low 
(a) Variety of uses for that goods 
(b) Its low price 
(c) Close substitutes 
(d) High proportion of consumers income spent on it 
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17. In case of straight line demand curve meeting the 
two axes the price elasticity of demand at the mid-
point of the line would be 

(a) 0 
(b) 1 
(c) 1.2 
(d) 2 
 
18. An increase in demand can result from 
(a) Decline in market price 
(b) Increase in income 
(c) Reduction in price of substitutes 
(d) Increase in price of complements 
 
19. Compute income elasticity if demand increases 

by 5% and income by 1% 
(a) 5 
(b) 1/5 
(c) 0 
(d) None 
 
20. For a commodity with unitary elastic demand 

curve if the price of the commodity rises then the 
consumer's total expenditure on this commodity 
would 

(a) Increase 
(b) Decrease 
(c) Remains constant 
(d) Either increase or decrease 
 
21. What is the value of elasticity of demand if the 

demand for the goods is perfectly elastic 
(a) 0 
(b) 1 
(c) $\infty$ 
(d) Less than 0 
 
22. What is the original price of commodity when 

price elasticity is 0.71 and demand changes form 
20 units to 15 units and the new price is Rs.10 

(a) 15.4 
(b) 18 
(c) 20 
(d) 8 
 
23. If the price of complementary good rises 
(a) Shifts to the left 
(b) Shifts to the right 
(c) Moves downwards 
(d) Moves upwards 
 
24. Cross elasticity of demand in monopoly market is 
(a) Elastic 
(b) Zero 
(c) Infinite 
(d) One 
 
25. What is income elasticity of demand when income 

changes by 20% and demand changes by 40% 
(a) % 
(b) 2 
(c) 0.33 

(d) None 
 
26. If demand is parallel to X-axis what will be the 

nature of elasticity 
(a) Perfectly elastic 
(b) Inelastic 
(c) Elastic 
(d) Highly elastic 
 
27. Giffen paradox is an exception of 
(a) Demand 
(b) Supply 
(c) Production 
(d) Utility 
 
28. Law of demand is a ......... statement 
(a) Quantitative 
(b) Qualitative 
(c) Both (a) and (b) 
(d) Hypothetical 
 
29. The demand for which type of goods do not 

decrease with the increase in its price 
(a) Comforts 
(b) Luxury 
(c) Necessities 
(d) Capital goods 
 
30. Increase in price from Rs. 4 to 6 then decrease in 

demand from 15 units to 10 units. What is the 
price elasticity (point elasticity) 

(a) 0.66 
(b) 5 
(c) -1.5 
(d) 2 
 
31. Expansion and contraction of demand curve 

occurs due to 
(a) Change in price of commodity 
(b) Change in price of substitute or complementary 
goods 
(c) Change in income 
(d) None 
 
32. The elasticity between two points 
(a) Point 
(b) Arc 
(c) Cross 
(d) None 
 
33. When price remains constant and quantity 

demanded changes, then the elasticity of demand 
will be 

(a) Vertical to X-axis 
(b) Horizontal to X-axis 
(c) Either (a) or (b) 
(d) None 
 
34. Demand for a commodity depends upon 
(a) Price 
(b) Income 
(c) Price of related good 

14



UNIQUE ACADEMY FOR COMMERCE 8007916622 

 

 

(d) All of these 
 
35. In case of substitutes goods, cross elasticity 
(a) Negative 
(b) Zero 
(c) Positive 
(d) None 
 
36. The prices of commodity were increased from Rs.4 

to Rs. 6 As a result demand decreased from 15 
units to 10 units. What is the price elasticity (point 
elasticity) 

(a) 0.66 
(b) 0.33 
(c) 1.00 
(d) 1.5 
 
37. Other things remaining constant, if the price of the 

inferior goods decreases then what will be the 
effect 

(a) Demand increases 
(b) Demand decreases 
(c) Quantity demand increases 
(d) Quantity demand decreases 
 
38. When the prices falls Rs. 6 to Rs.4 the demand 

rises from 10 to 15 units. Calculate price elasticity 
(point elasticity) 

(a) 1.5 
(b) 3.5 
(c) 0.5 
(d) 2 
 
39. Cross elasticity of perfect substitutes is 
(a) Zero 
(b) Negative 
(c) One 
(d) Infinity 
 
40. What is Engels curve 
(a) Curve showing three demand curve 
(b) Named after Ernst Engel 
(c) Both (a) and (b) 
(d) None 
 
41. A consumer spends Rs. 80 on purchasing a 

commodity when its price is Rs. 1 per unit and 
spends Rs.96 when the price is Rs.2 per unit 
Calculate the price elasticity of demand 

(a) 0.2 
(b) 0.3 
(c) 0.4 
(d) 0.5 
 
42. When the price of cylinder rises from Rs.120 to 

Rs.200, the demand falls from 300 to 200. 
Calculate the price elasticity of demand 

(a) 1.00 
(b) 0.50 
(c) 5.00 
(d) None 
 

44. Demand for electricity power us elastic because 
........ 

(a) It is available at a very high price 
(b) It is essential for life 
(c) It has many uses 
(d) It has many substitutes 
 
43. If the price is decreased from Rs. 10 to 8 of 

commodity but the quantity demanded remains 
the same price elasticity is ............ 

(a) 1 
(b) 0 
(c) 8 
(d) None 
 
45. If the income of person increases by 10% and his 

demand for goods increases by 30% income 
elasticity? 

(a) Equal to one 
(b) Less than one 
(c) More than one 
(d) None 
 
46. In the case of luxury goods, the income elasticity 

of demand will be....... 
(a) Zero 
(b) Negative but greater than one 
(c) Positive but greater than one 
(d) Positive but less than one 
 
47. In case of straight line demand curve meeting two-

axes the price elasticity of demand at point where 
curves meets Y-axis would be ........ 

(a) Zero 
(b) Greater than one 
(c) Less than one 
(d) Infinity 
 
48. Calculate income elasticity for household when 

the income of the household increases by 10% 
and the demand for cars rises by 20% 

(a) +2 
(b) -2 
(c) +5 
(d) -5 
 
49. Commodity whose demand is associated with 

name of Sir Robert Giffen 
(a) Necessary good 
(b) Luxury good 
(c) Inferior good 
(d) Ordinary good 
 
50. In expansion and contraction of demand 
(a) Demand curve remains unchanged 
(b) Demand curve changes 
(c) Slope of demand curve changes 
(d) Both (a) and (c) 
 
51. Certain goods for which Quantity demanded 

decreases when income increases are called ...... 
(a) Superior goods 
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(b) Inferior goods 
(c) Prestige goods 
(d) Conspicuous goods 
 
52. When the price falls by 5% and the demand in 

rises by 6% then elasticity of demand is ........ 
(a) Elastic 
(b) Inelastic 
(c) Unitary 
(d) Zero 
 
53. Cross elasticity of complementary goods is 
(a) Positive 
(b) Negative 
(c) Infinity 
(d) None 
 
55. Contraction of demand results due to 
(a) Increase in price of goods 
(b) Decrease in no. of producers 
(c) Decrease in output of sellers 
(d) Decrease in price of goods 
 
56. Bricks for houses is an example of which kind of 

demand 
(a) Composite 
(b) Competitive 
(c) Joint 
(d) Derived 
 
57. Normal goods have ........ 
(a) Zero income elasticity 
(b) Negative income elasticity 
(c) Positive income elasticity 
(d) Infinite income elasticity 
 
58. In which of following cases the demand for goods 

tends to be less elastic 
(a) Good is necessary 
(b) Time-period is shorter 
(c) Number of close substitutes is less 
(d) All of these 
 
59. Which of following elasticity of demand measures 

a movement along the demand curve rather than a 
shift in the curve1 

(a) Income elasticity of demand2 
(b) Price elasticity of demand3 
(c) Substitution elasticity of demand4 
(d) None5 
 
54. Demand of i-pod increases from 950 to 980 and 

income increases from 9000 to 9800 Income 
elasticity ? 

(a) 0.53 
(b) 0.35 
(c) 0.43 
(d) None 
 
60. If the price elasticity of demand is zero the shape 

of curve will be 
(a) Horizontal 

(b) Vertical 
(c) Sloping downwards 
(d) None 
 
61. If 20% fall in price of commodity brings about 40% 

increases in its demand then the demand for 
commodity will be termed as 

(a) Inelastic 
(b) Elastic 
(c) Highly elastic 
(d) Perfectly elastic 
 
62. Expansion and contraction in demand is caused 

by 
(a) Change in income of buyer 
(b) Change in taste and preference 
(c) Change in price of related goods 
(d) Change in price of related goods 
 
63. A fall in the price of normal goods leads to 
(a) Shift in the demand curve 
(b) Fall in demand 
(c) Rise in consumers real income 
(d) Fall in consumers real income 
 
64. A 10% increase in price of tea results is 8% 

increases in the demand for coffee. Calculate 
cross elasticity 

(a) 0.80 
(b) 1.25 
(c) 1.50 
(d) 1.80 
 
65. When total expenditure incurred by consumers on 

a commodity due to change in its price remains 
the same, then the elasticity of demand for that 
commodity will be 

(a) Zero 
(b) One 
(c) More than one 
(d) Less than one 
 
66. What will be the price elasticity if original price 

Rs.5 the original quantity is 8 units and the 
changed price is Rs. 6 and the changed quantity is 
4 units 

(a) 2.5 
(b) 2.0 
(c) 1.5 
(d) 1.0 
 
67. The original price of commodity is Rs.500 and 

quantity demanded of that is 20kgs. If the prices 
rises to Rs.750 and the quantity demanded falls to 
15kgs. Price elasticity....? 

(a) 0.25 
(b) 0.50 
(c) 1.00 
(d) 1.50 
 
75. Demand curve parallel to Y-axis implies 
(a) E_p=0 
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(b) E_p=1 
(c) E_p<1 
(d) E_p>1 
 
76. Generally, when income of consumer increase he 

goes in for superior goods, leading to fall in the 
demand for inferior it means income elasticity of 
demand for superior goods... 

(a) Less than one 
(b) Unitary 
(c) Zero 
(d) Negative 
 
77. If the quantity demanded of X commodity 

increases by 5% when the price of Y commodity 
increases by 20% the cross price elasticity of 
demand between X and Y commodity will be 

(a) -0.25 
(b) 0.25 
(c) -4.00 
(d) 4.00 
 
78. Straight line demand curve at the point of meeting 

the X-axis will indicate elasticity coefficient equal 
to ....... 

(a) One 
(b) Infinity 
(c) Zero 
(d) More than one 
 
79. Changes in quantity demanded in response to 

changes in the price of the same commodity is 
called 

(a) Change in demand 
(b) Change in quality demanded 
(c) Income demand 
(d) Cross demand 
 
80. Other things being equal a fall in price of 

complementary goods will cause the ..... of other 
to rise 

(a) Price 
(b) Supply 
(c) Demand 
(d) Utility 
 
81. A horizontal demand curve parallel to X-axis 

shows that the elasticity of demand is 
(a) Zero 
(b) Infinity 
(c) One 
(d) None 
 
82. When price of commodity increases from 8 to 9, 

its demand decreases by 10%, price elasticity of 
demand for commodity 

(a) 0.8 
(b) 0.9 
(c) 1.0 
(d) 1.1 
 
83. Supply of good refers to: 

(a) Actual production of goods 
(b) Total stock of goods 
(c) Stock available for sale 
(d) Amount of goods offered for sale at a particular price 
per unit of time 
 
84. Increase or decrease in supply means 
(a) Shift in supply curve 
(b) Movement along the same supply curve 
(c) Both (a) and (b) 
(d) None 
 
85. If the supply curve is perfectly inelastic the supply 

curve is 
(a) Vertical 
(b) Horizontal 
(c) Upward sloping 
(d) Downward sloping 
 
86. When supply price increase in short run, the profit 

of the producer....... 
(a) Increases 
(b) Decreases 
(c) Remains constant 
(d) Decrease marginally 
 
87. Change in supply of commodity along with the 

same supply curve may occur due to 
(a) Change in price of commodity 
(b) Change in price of related goods 
(c) Change in future expectations about the price of 
goods 
(d) Change in the cost of inputs 
 
88. Elasticity of supply, when price changes from 15 to 

12 and supply change from 6 to 5 units 
(a) 0.77 
(b) 0.87 
(c) 0.833 
(d) 0.58 
 
89. Perfectly elastic supply curve will be 
(a) Parallel to X-axis 
(b) Parallel to Y-axis 
(c) Downward sloping 
(d) None 
 
90. If the supply of commodity is perfectly elastic, an 

increase in demand will result in 
(a) Decrease in both the price and quantity at 
equilibrium 
(b) Increase in both the price and quantity at equilibrium 
(c) Increase in equilibrium quantity, equilibrium price 
remaining constant 
(d) Increase in equilibrium price, equilibrium quantity 
remaining constant 
 
91. Change in quantity supplied is proportionate to 

the change in its price, the producer is said to 
have ______ 

(a) Perfectly elastic supply 
(b) Relatively elastic supply 
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(c) Unitary elastic supply 
(d) Perfectly inelastic supply 
 
92. Expansion in supply refers to situation when the 

producers are willing to supply a 
(a) Larger quantity of commodity at an increased price 
(b) Larger quantity of commodity due to increased 
taxation on that commodity 
(c) Larger quantity of commodity at the same price 
(d) Larger quantity of commodity at the decreased price 
 
93. When supply is perfectly inelastic, elasticity of 

supply is equal to........ 
(a) +1 
(b) 0 
(c) 0.1 
(d) $\infty$ 
 
94. If there is an improvement in the technology ........ 
(a) Supply curve shifts to the left 
(b) Supply curve shifts to the right 
(c) Quantity supplied increase 
(d) Both (b) and (c) 
 
95. If the prices of apples rises from 30kg to 40kg and 

the supply increases from 240kg to 300kg, 
elasticity of supply? 

(a) 0.78 
(b) 0.67 
(c) 00.67 
(d) 00.77 
 
96. Horizontal supply curve parallel to the quantity 

axis implies that the elasticity of supply is... 
(a) Zero 
(b) Infinite 
(c) Equals to one 
(d) Greater than zero but less than one 
 
97. Supply refers to the quantity supplied at a 

particular price for particular period of time 
(a) True 
(b) False 
(c) Partly true 
(d) None 
 
98. Increase or decrease in supply means.... 
(a) Change in supply due to changes in its own price 
(b) Change in supply due to change in factors other than 
its own price 
(c) Both 
(d) None 
 
99. When supply curve shifts to right there is ......... in 

supply 
(a) An increase 
(b) Expansion 
(c) Contraction 
(d) Decrease 
 
100.Elasticity of supply is defined as the 

responsiveness of quantity supplied of good to 

change in the ........ 
(a) Price of concerned good 
(b) Price of substitute good 
(c) Demand 
(d) None 
 
101.Supply of commodity implies 
(a) Total output during specified period 
(b) Its total stock 
(c) Its available for sale 
(d) Quantity offered for sale at particular price per unit of 
time 
 
102.Supply is ..... concept 
(a) Stock 
(b) Flow 
(c) Both (a) and (b) 
(d) Wholesale 
 
103.Price of mangoes increases from 30 per kg to 40 

per kg and supply increases from 240kg to 300kg, 
elasticity of supply for mangoes 

(a) -0.67 
(b) +0.67 
(c) -0.77 
(d) 0.75 
 
104.If 20% fall in price brings about a 10% fall in 

quantity supplied, in such a case elasticity of 
supply will be equal to 

(a) 2.0 
(b) 0.5 
(c) 1.0 
(d) 1.5 
 
105.At a price of Rs.25kg, the supply of commodity is 

10,000 per kg week. An increase in its price to 
Rs.30kg, increases the supply of commodity to 
12,000 per kg week, elasticity of supply will be....... 

(a) 0.75 
(b) 1.00 
(c) 1.50 
(d) 1.75 
 
106.Short run price is also called by the name of ........ 
(a) Market price 
(b) Showroom price 
(c) Maximum retail price 
(d) None 
 
107.If 20% fall in the price brings about 10% fall in the 

quantity supplied, then the elasticity will be equal 
to 

(a) 2.0 
(b) 0.5 
(c) 1.0 
(d) 1.5 
 
108.Elasticity of supply is greater that one when 
(a) Proportinate change in price is more than the 
proportionate change in quantity supplied 
(b) Proportinate change in quantity supplied is more than 
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the proportionate change in price 
(c) Change in price and quantity supplied are equal 
(d) All of these 
 
109.Supply refers to which of the following 
(a) total stock of the goods 
(b) stock of goods offered available for 
(c) quantity of good offered for sale at a particular price 
(d) quantity of good actually sold 
 
110.After reaching saturation point consumption of 

additional units commodity causes 
(a) Total utility to fall and marginal utility to increase 
(b) Total and marginal utility both to increase 
(c) Total utility to fall and marginal utility to become 
negative 
(d) Total utility to become negative and marginal utility to 
fall 
 
111.Supply curve shifts to right because of 
(a) Improved technology 
(b) Increased price of factors of production 
(c) Increased exercise duty 
(d) All of these 
 
112.The supply of goods refers to 
(a) Stock available for sale 
(b) Total stock in the warehouse 
(c) Actual production of goods 
(d) Quantity of good offered for sale at a particular price 
per unit of time 
 
113.Elasticity of supply refers to 
(a) Proportinate change in price is greater than 
proportionate change in quantity supplied 
(b) Proportinate change in quality supplied is greater 
than proportionate change in price 
(c) Change in price and quality supplied are equal 
(d) All of these 
 
114.As the price of commodity increases normally its 

supply 
(a) Decreases 
(b) Remains unchanged 
(c) Increases 
(d) Cannot be determined 
 
115.Which amongst the following is the right formula 

for calculating the elasticity of demand using ratio 
method 

 
116.Which of the following is correct about the 
elasticity of demand for commodity 
(a) Remains the same under all situations 
(b) Has several degrees/nature 

(c) Remains unaffected by the price of any other 
commodity 
(d) Is an immeasurable concept 
 
117.Effective demand depends on 
(a) Price 
(b) Cost 
(c) Desire 
(d) Product 
 
118.Why does demand curve slopes downwards 
(a) Law of diminishing marginal cost 
(b) Arrival of old consumers 
(c) Cost effect 
(d) Different users 
 
119.What is not a determinant of demand 
(a) Consumers expectations 
(b) Consumers taste and preferences 
(c) Income of the consumers 
(d) Prices of unrelated goods 
 
120.What are the exceptions to law of demand 
(a) Law of diminishing marginal utility 
(b) Substitution effect 
(c) Conspicuous goods 
(d) Different uses 
 
121.Identify the factor which generally keeps the 

price elasticity of good low 
(a) Variety of uses for that good 
(b) Very low price of commodity 
(c) Close substitutes for that good 
(d) High proportion of the consumer income spent on it 
 
122.In the case of inferior goods, the income 

elasticity of demand is 
(a) Positive 
(b) Zero 
(c) Negative 
(d) Infinite 
 
123.What is numerical measure of elasticity for 

perfectly elastic 
(a) Zero 
(b) Infinity 
(c) Greater than one and less than infinity 
(d) Less than one 
 
124.Price of 1kg of tea is Rs.30 demand at this price is 

5kg. If the price of coffee rises from 25 to 35 per 
kg, the quantity demanded of tea rises from 5kg to 
8kg cross elasticity of tea.....? 

(a) -1.8 
(b) 1.5 
(c) 3 
(d) 1 
 
125.When supply curves move to right it means 
(a) Increases 
(b) Decreases 
(c) Remains constant 
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(d) Expands 
 
126.Second glass of lemonade gives lesser 

satisfaction to a thirsty boy. 
(a) Law of demand 
(b) Law of diminishing returns 
(c) Law of diminishing marginal utility 
(d) Law of supply 
 
127.) High priced goods consumed by status seeking 
rich people to satisfy their need for conspicuous good 
(a) Veblen effect 
(b) Bandwagon effect 
(c) Snob effect 
(d) Demonstration effect 
 
128.) 

 
129.) Cardinal approach is related to 
(a) Indifference curve 
(b) Equi marginal utility 
(c) Law of diminishing returns 
(d) None 
 
130.) An increase in demand can result from 
(a) Decline in the market price 
(b) An increase in income 
(c) Reduction in price of substitutes 
(d) Increase in price of complements 
 
131.) Cross elasticity of perfect substitutes is 
(a) Zero 
(b) Negative 
(c) One 
(d) Infinity 
 
132.) Supply is a ............ Concept 
(a) Flow 
(b) Stock 
(c) Flow and stock 
(d) None 
 
133.) For what type of goods does demand fall with a 
rise in income levels of households 
(a) Inferior goods 
(b) Substitutes 
(c) Luxuries 
(d) Necessities 
 
134.) Which economist said that money is the 
measuring rod of utility 
(a) A.C Pigou 
(b) Marshall 
(c) Adam Smith 
(d) Robbins 
 
135.) Elasticity between two points is ............ 

(a) Point 
(b) Arc 
(c) Cross 
(d) None 
 
136.) An indifference curve is L-shaped, then two 
goods will be 
(a) Perfect substitute goods 
(b) Substitute goods 
(c) Perfect complementary goods 
(d) Complementary goods 
 
137.) Concept of consumers surplus is derived from 
(a) Law of diminishing marginal utility 
(b) Law of equi-marginal utility 
(c) Law of diminishing returns 
(d) Engells curve 
 
138.) When supply curve shifts to the right there is 
(a) Increase expansion 
(b) Contraction 
(c) Decrease 
(d) None 
 
139.) Short run price is also called by the name of 
(a) Market price 
(b) Showroom price 
(c) Maximum retail price 
(d) None 
 
140.) When supply price increases in the short run, 
the profit of the producer ............ 
(a) Increases 
(b) Decreases 
(c) Decreases 
(d) Greater than zero but less than infinity 
 
141.) When price of commodity increases what will be 
the effect on quality demanded 
(a) Increase 
(b) Decrease 
(c) No change 
(d) None 
 
142.) In case of inferior goods, with a rise in income of 
consumers, demand for giffen goods will.... 
(a) Increases 
(b) Decreases 
(c) No-change 
(d) None 
 
143.) In case of necessaries, consumer surplus is 
(a) infinite 
(b) Zero 
(c) Equals to one 
(d) More than one 
 
144.) When the price of commodity rises from 200 to 
300 and the quantity supply increases from 2000 to 
5000 units:  
(a) 3.0 
(b) 2.5 
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(c) 0.3 
(d) 3.5 
 
145.) From the following data given below answer 
questions: 

Units TU MU 

1 200 -- 

2 -- 180 

3 480 -- 

Total utility derived from 2nd unit? 
(a) 380 
(b) 20 
(c) 100 
(d) 280 
 
146.) Marginal utility of 3rd  unit is 
(a) 200 
(b) 280 
(c) 100 
(d) 50 
 
147.) Which equation is correct 

 
 
148.) The slope of Indifference curve shows consumer 
equilibrium at the point where 

 
(a) Less than 
(b) More than 
(c) Equal to 
(d) None 
 
149.) Which of following is not the property of the 
indifference curve 
(a) IC is convex to origin 
(b) IC slopes downward from left to right 
(c) Two IC can touch each other 
(d) IC  cannot touch either of the axes 
 
150.) In case of normal goods rise in price leads to 
...... 
(a) Fall in demand 
(b) Rise in demand 
(c) No change 
(d) None 
 
151.) Method of demand forecasting does not include 
(a) Mathematical method 
(b) Barometric method 
(c) Expert opinion method 
(d) Statistical method 
 
152.) If the price of commodity increases what will be 
the effect on the quantity demanded 

(a) Decreases 
(b) Increases 
(c) No change 
(d) None 
 
153.) An IC  shows ............ MRS between the 
commodity 
(a) Increasing 
(b) Decreasing 
(c) Constant 
(d) Zero 
 
154.) Forecasting of demand is ART and SCIENCE of 
predicting 
(a) Actual demand for a product at the same future date 
(b) Probable demand in future 
(c) Total demand future 
(d) None 
 
155.) Addition made to total utility refers to 
(a) Total utility 
(b) Average utility 
(c) Marginal utility 
(d) All 
 
156.) Elasticity of supply curve is zero means 
(a) Perfectly inelastic 
(b) Perfectly elastic 
(c) Imperfectly elastic 
(d) All 
 
157.) Demand forecasting by means of asking 
customers what they are going to buy comes under: 
(a) Survey of buyers intentions 
(b) Statistical method 
(c) Grass-roots method 
(d) Expert opinion method 
 
158.) When the price of petrol decreases, people 
reduce the consumption of diesel then the goods are 
(a) Mixed 
(b) Complementary 
(c) Superior 
(d) Substitutes 
 

159.) When price of apple is Rs.120kg Ram 
buys 1kg of apples at that price. Now if other 
things remain the same but the price of apples 
falls to 90kg. Now ram buys 2kg of apples, it is 
called as 

(a) Contraction of demand 
(b) Expansion of demand 
(c) Market demand 
(d) Demand schedule 
 
160.) To know the base price and quantity, which 
method elasticity is used? 
(a) Arc elasticity 
(b) Cross elasticity 
(c) Point elasticity 
(d) Zero elasticity 
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161.) Price elasticity of demand for X is 1 and the average 
quantity demand of X is 90 units. 

If the price of X decreases from Rs.300 to 180 per unit 
calculate the new quantity demand of X  
(a) 126 units 
(b) 36 units 
(c) 144 units 
(d) 120 units 
 
162.) If the quantity supplied changes substantially in 
response to small changes in price of good then it is 
(a) Relatively greater elastic supply 
(b) Relatively less elastic supply 
(c) Unitary elastic 
(d) Perfect elastic 
 
163.) If indifference curve is L-shaped, means two 
goods will be 
(a) Perfect complementary 
(b) Perfect substitutes 
(c) Perfect inferior 
(d) Perfect superior 
 
164.) Let us assume that OY axis we have 
good A on OX axis good B. If the price of good 
B increases by Rs.1 but the price of good A 
remains constant and income also remains 
unchanged, the budget line will shift 
(a) Right on OY axis 
(b) Right on OX axis 
(c) Left on OY axis 
(d) Left on OX axis  
 
165.) Prisha wanted to buy laptop by Rs. 60,000 but 
the actual price is Rs. 53,500 then consumer surplus 
is 
(a) Rs. 60,000 
(b) Rs. 55,000 
(c) Rs. 5,000 
(d) Rs. 6,500 
 
166.) Consumer is in equilibrium when the following 
condition is satisfied 
 

  
 
167.) Which of following statement is correct 
(a) Supply is inversely related to its cost production 
(b) Price and quantity demand of good have a direct 
relationship 
(c) Taxes and subsidy has no impact on the supply of the 
product 
(d) Seasonal changes have no impact on the supply of 
the commodity 
 
168.) When the supply of product is perfectly inelastic 
then the curve will be 

(a) Parallel to X axis 
(b) Parallel to Y-axis 
(c) At angle 45 
(d) Sloping upwards 
 
169.) In case of ......., there is an inverse relationship 
between Income and demand for a product. 
(a) Normal goods 
(b) Complementary goods 
(c) Giffen goods 
(d) None 
 
170.) If maize has -0.30 as income elasticity of 
demand, then maize will be considered as ... 
(a) Necessity 
(b) Inferior goods 
(c) Superior goods 
(d) None 
 
171.) If price decreases from Rs .80 to 60 elasticity of 
demand is 1.25 then .... 
(a) Demand increases by 25 % 
(b) Demand decreases by 25 % 
(c) Remains constant 
(d) None 
 
172.) Which of following is/are the conditions of 
theory of consumer surplus if the price is same for all 
units he purchased 
(a) Consumer gains extra utility or surplus 
(b) Consumer surplus for the last commodity is zero 
(c) Both 
(d) None 
 
173.) Which of the following is not the property of an 
indifference curve 
(a) Slopes downwards to the right 
(b) Always convex to the origin 
(c) Intersects each other 
(d) Will not touch either of the two axes 
 
174.) Which of the following is correct 
(a) Elasticity on lower segment of demand curve is 
greater than unity 
(b) Elasticity on the upper segment of demand curve is 
lesser than unity 
(c) Elasticity at the middle of demand curve is equal to 
unity 
(d) Elasticity decreases as one moves from the lower 
part of the demand curve to upper part 
 
175.) Which of the following will affect the demand for 
non-durable goods 
(a) Disposable income 
(b) Price 
(c) Demography 
(d) All of these 
 
176.) When price of tea decreases, people reduce the 
consumption of coffee, then goods are 
(a) Complements 
(b) Substitutes 
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(c) Inferior goods 
(d) Normal goods 
 
177.) Which of the following relation is true with MU 
(a) When  MU is positive, Total utility rises at diminishing 
rate 
(b) When MU is zero, total utility is maximum 
(c) When MU is negative, TU is diminishing 
(d) All of these 
 
178.) Price elasticity of demand at midpoint of 
straight line demand curve point method is 
(a) 0 
(b) 1 
(c) >1 
(d) <1 
 
179.) Contraction of supply implies 
(a) Decrease in cost of production 
(b) Decrease in price of good concerned 
(c) Decrease in price of related goods 
(d) Increase in price of good concerned 
 
180.) Perishable commodities will have 
(a) Perfectly elastic 
(b) Perfectly inelastic 
(c) Elastic 
(d) Inelastic 
 
181.) Supply is a ...... concept 
(a) Flow 
(b) Stock 
(c) Both 
(d) None 
 
182.) Total utility is also known as.... 
(a) Total satiety 
(b) Aggregate satiety 
(c) Full satiety 
(d) Half satiety 
 
183.) A vertical supply curve parallel to y-axis implies 
the elasticity of supply is ..... 
(a) Zero 
(b) Infinity 
(c) Equal to one 
(d) Equal to one 

 
184.) Budget line is also called as 
(a) Price line 
(b) Iso-cost line 
(c) Iso-quant line 
(d) None 
 
185.) Quantity supplied of goods or services is the 
amount that 
(a) As actually bought during a given time period at given 
price 
(b) Producers wish they could sell at higher price 
(c) Producers plan to sell during a given period of time at 
given price 
(d) People are willing to buy during a given their period at 

a given price 
 
186.) Luxury goods have income elasticity 
(a) Negative and less than 1 
(b) Positive and greater than 1 
(c) Zero 
(d) None 
 
187.) % change quantity supplied is divided by  to 
obtain elasticity of supply 
(a) % decrease in price 
(b) % change in price 
(c) Both 
(d) None 
 
188.) if price of product is Rs. 20 per unit if the price 
decreases by 5% as a result of which quantity 
demanded increases by 10% find MR. (old quantity is 
10 units) 
(a) 1 
(b) 19 
(c) 10 
(d) 12 
 
189.) Law of demand relates to... 
(a) Price only 
(b) Price and quantity demanded of good 
(c) Quantity demanded only 
(d) Supply 
 
190.) An indifference curve slopes down towards right 
since more of one commodity and of another 
commodity result in  
(a) Same level satisfaction 
(b) Maximum satisfaction 
(c) Greater satisfaction 
(d) Lesser satisfaction 
 
191.) Elasticity for habitual goods is 
(a) Perfectly elastic 
(b) Elastic 
(c) Perfectly inelastic 
(d) Inelastic 
 
192.) Diminishing marginal returns for first four units 
of variable inputs is exhibited by the total product 
sequences 
(a) 50,100,200,300 
(b) 50,80,110,140 
(c) 50,130,210,250 
(d) 50,90,120,140 
 
193.) The price elasticity at midpoint of straight line 
demand curve under point method is 
(a) 0 
(b) 1 
(c) >1 
(d) <1 
 
194.) Which of the following statements is correct? 
(a) The Law of Demand states positive relationship 
between price and quantity demanded. 
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(b) The Law of Supply states positive relationship 
between price and quantity supplied. 
(c) As per the Law of diminishing returns as the 
consumption of any commodity is increased, the 
average returns start diminishing. 
(d) None 
 
195.) Administered prices refer to: 
(a) Prices determined by forces of demand and supply 
(b) Prices determined by sellers in the market 
(c) Prices determined by an external authority which is 
usually the government 
(d) None 
 
196.) If the price of Orange Juice increases, the 
demand for Apple Juice will 
(a) Increases 
(b) Decreases 
(c) Remains constant 
(d) Becomes negative 
 
197.) If good growing conditions increases the supply 
of strawberries and hot weather increases the 
demand for strawberries, the quantity of strawberries 
bought 
(a) increases and the price might 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 
 
198.) If increasing air fares increases revenues and 
decreasing them decreases revenues, then the 
demand for air travel has a price elasticity of 
(a) Zero 
(b) Greater than zero but less than one 
(c) One 
(d) Greater than one 
 
199.) Suppose income of the residents of locality 
increases by 50% and the quantity of gel pens 
demanded increases by 20%. What is income 
elasticity of demand for gel pen? 
(a) 0.4 
(b) 0.6 
(c) 1.25 
(d) 2.50 
 
200.) What will happen in the rice market if buyers are 
expecting higher rice prices in the near future? 
(a) The demand for rice will increase 
(b) The demand for rice will decrease 
(c) The demand for rice will be unaffected 
(d) None 
 
201.) Suppose potatoes have (-) 0.4 as income 
elasticity. We can infer from the data given that 
(a) Potatoes are inferior goods 
(b) Potatoes are superior goods 
(c) Potatoes are necessities 
(d) There is a need to increase the income of consumers 
so that they can purchase potatoes 
 

202.) The cross elasticity between Bread and Whole 
Wheat Bread is expected to be 
(a) Positive 
(b) Negative 
(c) Zero 
(d) Can't say 
 
203.) Suppose the income elasticity of education in 
private school in India is 1.8. What does this indicate? 
(a) Private school education is a luxury 
(b) Private school education is a necessity 
(c) Private school education is an inferior commodity 
(d) We should have more private schools 
 
  

%change 
in price 

%change in 
quantity 
demanded 
(quantity 
supplied) 

Elasticity 

Demand 
for salt 

20 -1 X 

Demand 
for 
bananas 

15 Y 3 

Supply of 
ice-cream 

Z 14 1 

204.) Refer the above table and find the value of X 
(a) -20 
(b) -0.05 
(c) -1 
(d) None 
 
205.) Refer the above table and find the value of Y 
(a) 5 
(b) 15 
(c) 45 
(d) 3 
 
206.) Refer the above table and find the value of Z 
(a) 14 
(b) 1 
(c) 0.07 
(d) 5 
 
207.) When a market is in equilibrium 
(a) No shortages exist 
(b) Quantity demanded equals quantity supplied 
(c) Price is established that clears the market 
(d) All of these 
 
208.) When e = 1 then MR is 
(a) Positive 
(b) Zero 
(c) One 
(d) Negative 
 
209.) If the quantity of blankets demanded increases 
from 4600 to 5700 in response to a decrease in their 
price from Rs. 220 to Rs. 190, the price elasticity of 
demand for blankets is 
(a) 0.69 
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(b) 1.25 
(c) 1.46 
(d) 1.66 
 
210.) If demand for goods and services is more than 
their supply, the resultant inflation is 
(a) Cost push inflation 
(b) Stagnation 
(c) Deflation 
(d) Demand pull inflation 
 
211.) Suppose that at a price of Rs. 300 per month, 
there are 30,000 subscribers to cable television in 
Small Town. If Small Town Cablevision raises its price 
to Rs. 400 per month, the number of subscribers will 
fall to 20,000. Using 1the arc elasticity (midpoint) 
method for calculating the elasticity, what is the price 
elasticity of demand for cable TV in Small T2own? 
(a) 1.4 
(b) 0.66 
(c) 0.75 
(d) 2.0 
 
212.) Assume that when price is Rs. 20, the quantity 
demanded is 15 units, and when price is Rs. 18, the 
quantity demanded is 16 units. Based on this 
information, what is the marginal revenue resulting 
from an increas1e in output from 15 units to 16 units 
(a) 18 
(b) 16 
(c) 12 
(d) 28 
 
213.) Chicken and fish are substitutes. If the price of 
chicken increases, the demand for fish will 
(a) increase and decrease but the demand curve for 
chicken will not change 
(b) increase and the demand curve for fish will shift 
rightwards 
(c) 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 
 
214.) Coca-cola and Pepsi are substitutes. A rise in 
the price of coca-cola will  the demand for Pepsi and 
the quantity of Pepsi sold will . 
(a) increase, increases 
(b) increase, decrease 
(c) decrease, decrease 
(d) decrease, increase 
 
215.) Decrease in the demand for mobiles, other 
things remaining the same will 
(a) Increase the number of mobiles bought 
(b) Decrease the price but increase the number of 
mobiles bought 
(c) Increase the price of mobiles 
(d) Decrease the price and decrease in the number of 
mobiles bought 
 
216.) Which of the following statements about inferior 

goods is/are false? 
I. Inferior goods are those that we will never buy, no 
matter how cheap they are 
II. Inferior goods are those that we buy more of, if we 
become poorer 
III. Inferior goods are those that we buy more of, if we 
become richer 
(a) I and II only 
(b) II only 
(c) I, II and III 
(d) I, II, and III 
 
217.) The price of a commodity decreases from ' 6 to ' 
4 and the quantity demanded of the good increases 
from 10 units to 15 units, find the coefficient of price 
elasticity. (Use Point Elasticity Method) 
(a) 3.5 
(b) 2.5 
(c) 1.5 
(d) 0.5 
 
218.) The supply function is given as Qs = -100 + 10P. 
Find the elasticity using point method, when price is ' 
15 
(a) 6 
(b) 3 
(c) 5 
(d) 1 
 
219.) A firm learns that the own price elasticity of a 
product it manufactures is 3.5. What would be the 
correct action for this firm to take if it wishes to raise 
its total revenue? 
(a) Lower the price because demand for the good is 
elastic 
(b) Raise the price because demand for the product is 
inelastic 
(c) Raise the price because demand is elastic2425 
(d) We need information in order to answer this question. 
 
220.) In the case of a straight line demand curve 
meeting the two axes, the price elasticity of demand 
at y-axis of the line would be equal to: 
(a) 1 
(b) Infinity 
(c) 3 
(d) 1.25 
 
221.) Calculate income elasticity for the household 
when the income of a household rises by 10% the 
demand for Laptop rises by 20% 
(a) -0.5 
(b) 0.5 
(c) +2 
(d) -2 
 
222.) 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 cost? 
(a) 200 
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(b) 50 
(c) 300 
(d) 100 
 
223.) If as a result of 20 percent fall in the ticket fares 
the demand for watching movie in the cinema hall 
increases by 10 percent, then price elasticity is 
(a) Zero 
(b) Greater than zero but less than one 
(c) One 
(d) Greater than one 
 
224.) If price of good A increases relative to the price 
of its substitutes B and C, then demand for 
(a) A will decrease 
(b) C will decrease 
(c) B and C will increase 
(d) A will increase 

 
225.) The price of pizza increases by 22% and the 
quantity of pizza demanded falls by 25%. 
This indicates that demand for pizza is 
(a) Elastic 
(b) Inelastic 
(c) Unitary 
(d) Perfectly elastic 
 
226.) 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, investment spending to rise, and 
aggregate demand to rise 
(d) Interest rates to fall, investment spending to fall, and 
aggregate demand to fall 
 
227.) 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 cannot be determined. 
(b) Price will decrease; quantity cannot be determined. 
(c) Quantity will increase; price cannot be determined 
(d) Quantity will decrease; price cannot be determined 
 
228.) Assume that consumers' incomes and the 
number of sellers in the market for good 
A both decrease. Based upon this information, we can 
conclude, with certainty, that 
the equilibrium: 
(a) Price will increase 
(b) Price will decrease 
(c) Quantity will increase 
(d) Quantity will decrease 
 
229.) Assume that in the market for good 2 there is a 

simultaneous increase in 
demand and the quantity supplied. The result will be: 
(a) A decrease in equilibrium price and quantity 
(b) A decrease in equilibrium price and an increase in 
equilibrium quantity 
(c) An increase in equilibrium price and quantity 
(d) An increase in equilibrium quantity and uncertain 
effect on equilibrium price. 
 
230.) Which of the following exhibit direct price 
demand relationship 
(a) Substitute goods 
(b) Complementary goods 
(c) Giffen goods 
(d) None 
 
231.) There will be ______ in the demand Curve of cars 
with an increase in the Price of Petrol 
(a) Leftward shift 
(b) Rightward Shift 
(c) Upward Movement 
(d) Downward Movement 
 
232.) The Consumer surplus is derived from 
(a) Law of diminishing marginal utility 
(b) Marginal rate of substitution 
(c) Budget line 
(d) None 
 
233.) Income elasticity in the case of inferior good will 
be 
(a) Zero 
(b) Positive 
(c) Negative 
(d) Infinite 
 
234.) What are the determinant of Price elasticity of 
demand? 
(a) Availability of Substitute 
(b) The demand 
(c) Time period 
(d) All of these 
 
235.) When the two goods are complementary to each 
other the cross elasticity 
between them is: 
(a) Negative 
(b) Positive 
(c) Either of these 
 
236.) According to Hicks and Allen the demand curve 
slopes downwards due to 
(a) Income and substitution effect 
(b) Diminishing marginal utility 
(c) Price elasticity 
(d) None 
 
237.) The commonly available technique of demand 
forecasting are 
(a) Survey of buyer's intention 
(b) Expert opinion method 
(c) Least Square method 
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(d) All of these 
 
238.) If the price of both goods fall how would that 
budget line be affected? 
(a) The budget line will be shifting to the left 
(b) The budget line would not shift 
(c) So long as the prices of both goods change in the 
same proportion the new budget line will have same 
slope 
(d) None of these 
 
239.) When e = 0 elasticity of demand is 
(a) Unitary 
(b) Inelastic 
(c) Perfectly inelastic demand 
(d) None of these 
 
240.) Ceteris paribus means: 
(a) Holding supply constant 
(b) Holding demand constant 
(c) Other things being constant 
(d) other factors being constant 
 
241.) “The increase in demand of a commodity due to 
the fact that others are also consuming the same 
commodity” is known as…… 
(a) Veblen effect 
(b) Bandwagon effect 
(c) Snob effect 
(d) Demonstration effect 
 
242.) In the Cobb-Douglas production function given 
as: Q = A L a K b. If a + b = 1, 
the total production is 
(a) a 
(b) a – 1 
(c) 1 
(d) A 
 
243.) Assertion (A): Investment has also a supply 
effect. 
Reason (R): Because it raises capacity to produce. 
(a) A is true and (R) is false 
(b) Both (A) and (R) are true & (R) is the correct 
explanation of (A) 
(c) Both (A) and (R) are true & (R) is not the correct 
explanation of (A) 
(d) A is false and (R) is true 
 
244.) The budget line is also known as 
(a) Production Possibility Curve 
(b) Consumption Possibility Curve 
(c) Iso Utility Curve 
(d) None 
 
245.) Demand for Electricity is elastic because 
(a) It is very expensive 
(b) It has alternative uses 
(c) It has a number of close Substitute 
(d) none 
 
246.) Comfort lie between 

(a) inferior goods and necessities 
(b) luxuries and inferior goods 
(c) superior goods and necessities 
(d) necessities and luxury 
 
247.) A vertical supply curve parallel to Y axis implies 
that the elasticity of supply is 
(a) Infinity 
(b) Zero 
(c) Greater than zero but less than infinity 
(d) Equal to one 
 
248.) Rationale of law of demand is 
(a) Price effect of fall on price 
(b) Price effect of rise on price 
(c) Arrival of new consumers 
(d) All of these 
 
249.) Methods of demand forecasting are: 
(a) Survey of buyers intention 
(b) Collection opinion method 
(c) Both (a) and (b) 
(d) None 
 
250.) Supply is: 
(a) Limited resources that are available within the seller 
(b) Cost of producing a good 
(c) Time relationship between the quantity supplied and 
the price of good 
(d) Willingness to produce a good if the technology to 
produce it becomes available 
 
251.) Contraction of demand is the result of 
(a) Decrease in the number of consumers 
(b) Increase in price of the good concerned 
(c) Price of related products 
(d) None 
 
252.) Substitution effect will be stronger when 
(a) There is lower inconvenience while switching to the 
substitute goods 
(b) The good has one close substitute 
(c) There is lower cost of switching to the substitute 
goods 
(d) All of these 
 
253.) Which of the following is the exception to the 
law of demand 
(a) Speculations 
(b) Conspicuous goods 
(c) Future expectation about prices 
(d) Income effect 
 
254.) If the price of A rises by 10% and the demand for 
Z increases by 15% then the cross 
elasticity will be 
(a) 1.5 
(b) 0.5 
(c) 2 
(d) None 
 
255.) What are the limitations of consumer surplus 
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(a) Consumer surplus cannot be measured precisely 
(b) Consumer surplus derived from a commodity is 
affected by availability of substitute 
(c) Both 
(d) None 
 
256.) Income elasticity for luxurious good is 
(a) E>1 
(b) E<1 
(c) E=0 
(d) E=1 
 
257.) Snob effect is explained by 
(a) Is a function of consumption of others 
(b) Is a function of price 
(c) Both 
(d) None 
 
258.) Rate at which the consumer is prepared to 
exchange good X and Y is 
(a) Marginal rate of substitution 
(b) Elasticity of substitution 
(c) Diminishing marginal utility 
(d) None 
 
259.) Supply and stock are….. 
(a) Same thing 
(b) Different 
(c) Having no comparison 
(d) Both (a) and (c) 
 
260.) For inferior goods the Engel curve is 
(a) Positive sloped 
(b) Vertical 
(c) Horizontal 
(d) Negatively sloped 
 
261.) Elasticity of supply to the degree of 
responsiveness of supply of good to changes in its 
(a) Demand 
(b) Cost of production 
(c) Price 
(d) State of technology 
 
262.) Which is not the assumption of indifference 
curve Analysis 
(a) The consumer is rational and possesses full 
information about all the aspects of economic 
environment 
(b) The consumer is not capable of ranking all 
combinations 
(c) If consumer prefers combination A to B and B to C, 
then he must prefer combination A to C 
(d) If combination A has more commodities than 
combination B, then A must be preferred to B 
 
263.) Calculate Income-elasticity for a household 
when the income of this household rises by 5% and 
the demand for buttons does not change at all 
(a) Infinity 
(b) 1 
(c) 5 

(d) Zero 
 
264.) If the goods are perfect substitutes for each 
other then cross elasticity is 
(a) Infinite 
(b) 0 
(c) Zero 
(d) None 
 
265.) The income of a household rises by 20 per cent, 
the demand for computer rises by 50%, this means 
computer is/are 
(a) Inferior good 
(b) Normal good 
(c) Luxury good 
(d) Necessity 
 
266.) If the price of Banana rises from ₹30 per dozen 
to ₹40 per dozen and the supply increases from 240 
dozen to 300 dozens elasticity of supply is (use arc 
elasticity Method) 
(a) 0.67 
(b) 0.55 
(c) 0.95 
(d) 0.77 
 
267.) If demand for a good is elastic, an increase in its 
price will cause total expenditure of the consumer of 
the good to: 
(a) Increase 
(b) Decrease 
(c) Remains the same 
(d) None 
 
268.) If a good is priced at ₹180 and its price is 
increased to ₹240. Now suppose quantity demanded 
previously was 100 units and as a result of price 
increase, the quantity demanded fell to 80 units. 
What is the price elasticity? (use Mid point method) 
(a) 1.5 
(b) 1.4 
(c) 1 
(d) 0.8 
 
269.) Which of the following statements is false 
(a) An indifference curve is concave to the origin 
(b) An indifference curve is convex to the origin 
(c) A higher indifference curve is better than a lower 
indifference curve 
(d) An indifference curve is a curve which represents all 
those combinations of two goods which give same 
satisfaction to the consumer. 
 
270.) Identify the factor which generally keeps the 
price-elasticity of a demand for a food high 
(a) Less very high price 
(b) Very low price 
(c) Less number of substitutes. 
(d) None 
 
271.) Assume that when price is *40 quantity 
demanded is 9 units, and when price is *38, quantity 
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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) 40 
(b) 20 
(c) 38 
(d) 2 
 
272.) Law of diminishing marginal utility may not 
apply to 
(a) Money 
(b) Butter 
(c) Pepsi, coke, etc. 
(d) Ice cream 
 
273.) If the local cream shop raises the price of a ice 
cream cup from *20 per cup to *15 per cup, and 
quantity demanded rises from 500 cups per day to 
3000 cups per day, the price elasticity of demand for 
ice-cream cup is (use arc elasticity Method) 
(a) 2.5 
(b) 2 
(c) 1.5 
(d) 1.25 
 
274.) When the price of a substitute of X commodity 
falls, the demand for X 
(a) Rises 
(b) Falls 
(c) Remains unchanged 
(d) Any of the above 
 
275.) 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 
(c) small fall in quantity demanded 
(d)small fall in demand 
 
 
276.) Giffen goods are those goods 
(a) For which demand increases as price increases 
(b) That have a high income elasticity of demand 
(c) That are in short supply 
(d) None 
 
277.) Consumer surplus is highest in the case of 
(a) Necessities 
(b) Luxuries 
(c) Comforts 
(d) Conventional necessities 
 
278.) ______ pair of commodities is an example of 
substitutes 
(a) Coffee and milk 
(b) Diamond and cow 
(c) Pen and ink 
(d) Mustard oil and coconut oil 
 
279.) If increasing air fares increases revenues and 

decreasing then decreases revenues, then the 
demand for air travel has a price elasticity of 
(a) Zero 
(b) Greater than zero but less than one 
(c) One 
(d) Greater than one 
 
280.) If a good is a luxury, its income elasticity of 
demand is 
(a) Nothing else but less than 1 
(b) Negative but greater than -1 
(c) Positive and greater than 1 
(d) Zero 
 
281.) In the case of a Giffen good, the demand curve 
will be 
(a) Horizontal 
(b) Downward sloping to the right 
(c) Upward sloping to right 
(d) Vertical 
 
282.) The law of demand refers to…… 
(a) Price supply relationship 
(b) Price-cost relationship 
(c) Price-demand relationship 
(d) Price-income relationship 
 
283.) When a market is in equilibrium 
(a) No shortages exist. 
(b) Quantity demanded equals quantity supplied 
(c) A price is established that clears the market 
(d) All of these 

 
284.) Which of the following is incorrect? 
(a) The cross elasticity of demand for two substitutes is 
positive 
(b) The income elasticity of demand is the percentage 
change in quantity demanded of a good due to a change 
in the price of a substitute 
(c) The cross elasticity of demand for two complements 
is negative 
(d) The price elasticity of demand is always negative, 
except for Giffen goods 
 
285.) Which of the following situation does not lead to 
an increase in equilibrium price? 
(a) An increase in demand, without a change in supply 
(b) A decrease in supply accompanied by an increase in 
demand 
(c) A decrease in supply without a change in demand 
(d) An increase in supply accompanied by a decrease in 
demand 
 
286.) The law of diminishing returns: 
(a) States that beyond some level of a variable input, the 
average product of that variable input begins to increase 
steadily 
(b) Assumes that there is technological improvement 
over time 
(c) States that beyond some level of a variable input, the 
marginal product of that variable begins to decrease 
steadily 
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(d) Informs a firm whether or not to use a factor input 
 
287.) If the quantity of blankets demanded increases 
from 4600 to 5700 in response to a decrease in their 
price from Rs. 22 to Rs. 19, the price elasticity of 
demand for blankets is 
(a) 0.76 
(b) 1.0 
(c) 1.66 
(d) 2.56 
 
288.) If an increase in the price of blue jeans leads to 
an increase in the demand for tennis shoes, then blue 
jeans and tennis shoes are 
(a) Compliments 
(b) Inferior goods 
(c) Normal goods 
(d) Substitute goods 
 
289.) An isoquant slopes 
(a) Downward to right 
(b) Downward to left 
(c) Upward to the left 
(d) Upward to the right 
 
290.) The second slice of bread gives less satisfaction 
to a hungry boy. This is a clear case of 
(a) Law of demand 
(b) Law of diminishing returns 
(c) Law of marginal utility 
(d) Law of supply 
 
291.) If a fisher man must sell all of his daily catch 
before its spoils for whatever price he is offered, once 
the fish are caught the fisherman’s price elasticity of 
supply for fresh fish is 
(a) Zero 
(b) One 
(c) Infinity 
(d) None 
 
292.) Suppose onions have (+) 0.5 as income 
elasticity, we can say from the data given that 
(a) Onions are inferior goods 
(b) Onions are superior goods 
(c) Onions are necessities 
(d) There is need to increase the income of consumers 
so that they can buy onions 
 
293.) Consumer surplus means…… 
(a) The area inside the budget line 
(b) The area between the average revenue and marginal 
revenue curves 
(c) The difference between the maximum amount a 
person is willing to pay for a good and its market price 
(d) none 
 
294.) If point bisects the demand curve in two equal 
part, then elasticity at G equals 
(a) 5 
(b) 2 
(c) 1 

(d) 1 
 
Read the following data and answer Questions 
number 295–300: 
A shopkeeper sells gel pens at Rs. 10 per pen. At this 
price he can sell 120 per month. After some time he 
raises the price to Rs. 15 per pen. Following the price 
rise: 
• Only one pen was sold every month 
• The number of refills buyer down from 200 to 150 
• The number of ink pen customers bought went up from 
90 to 180 per month 
• The price elasticity of demand when gel pen’s price 
increases from Rs.10 per pen to Rs. 15 per pen is equal 
to…… 
295.) 
(a) 2.5 
(b) 1.0 
(c) 1.66 
(d) 2.66 
 
296.) The cross elasticity of monthly demand for 
refills when the price of gel pen increases from Rs. 10 
to Rs. 15 is equal to 
(a) -0.71 
(b) +0.25 
(c) -1.08 
(d) +0.38 
 
297.) The cross elasticity of monthly demand for ink 
pen when the price of gel pen increases from Rs. 10 to 
Rs. 15 is equal to 
(a) -1.05 
(b) +1.66 
(c) +2.09 
(d) -2.09 
 
298.) What can be said about the price elasticity of 
demand for pen 
(a) Perfectly elastic 
(b) Elastic 
(c) Perfectly inelastic 
(d) Inelastic 
 
299.) Suppose income of the residents of locality 
increases by 50% and the quantity of gel pens 
demanded increases by 20%. What is income 
elasticity of demand for gel pen 
(a) 0.4 
(b) 0.6 
(c) 1.25 
(d) 1.50 
 
300.) We can say that gel pen in economics sense is 
a/an 
(a) Luxury good 
(b) Inferior good 
(c) Normal good 
(d) Nothing can be said 
 
301.) Which one is not an assumption of the theory of 
demand based on analysis of indifference curves? 
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(a) Given scale of preferences as between different 
combinations of two goods 
(b) Diminishing marginal rate of substitution 
(c) Constant marginal utility of money 
(d) Consumers would always prefer more of a particular 
good to less of it, other things remaining the same 
 
302.) If the quantity demanded of coffee increases by 
5% when the price of tea increases by 10%, the cross-
price elasticity of demand between tea and coffee is 
(a) 0.5 
(b) 0.25 
(c) 4 
(d) 9 
 
303.) The total effect of a price change of commodity 
is: 
(a) substitution effect minus price effect 
(b) substitution effect plus price effect 
(c) substitution effect minus income effect 
(d) substitution effect minus income effect 
 
304.) A drought in India leads to unusually low level of 
wheat production. This would lead to a rise in price of 
wheat and a fall in the quantity of wheat demanded 
due to 
(a) excess demand at the original price 
(b) excess supply at the original price 
(c) the supply curve shifting to the right 
(d) the demand curve shifting to the left 
 
305.) If the elasticity of demand for a commodity is 
perfectly inelastic then which of the following is 
incorrect 
(a) The commodity must be essential to those who 
purchase it 
(b) The commodity must have no many substitutes 
(c) The commodity will be purchased regardless of 
increase in its price 
(d) The elasticity of demand for this commodity must 
equal zero 
 
306.) If a good has price elasticity greater than one 
then 
(a) demand is unit elastic and a change in price does not 
affect sellers’ revenue 
(b) demand is elastic and a change in price causes 
sellers’ revenue to change in the opposite direction 
(c) demand is inelastic and a change in price causes 
sellers’ revenue to change in the same direction 
(d) none 
 
307.) The law of diminishing returns implies that: 
(a) for each extra unit of X consumed, holding constant 
consumption of other goods, total utility increases 
(b) total utility remains unchanged regardless of how 
many units of X are consumed 
(c) marginal utility will increase at a constant rate as 
more units of X are consumed 
(d) for each extra unit of X consumed, holding constant 
consumption of other goods, adds successively less to 
total utility 

308.) A buyer’s willingness to pay is that buyer’s 
(a) minimum amount he is willing to pay for a good 
(b) producer surplus 
(c) consumer surplus 
(d) maximum amount he is willing to pay for a good 
 
309.) Suppose we are drawing a supply curve of 
farmer which of the following will be held constant 
(a) price of inputs 
(b) weather conditions 
(c) technology 
(d) the price of commodity under consideration 
 
310.) A theory is : 
(a) An assumption 
(b) A hypothesis 
(c) A validated hypothesis 
(d) None of these 
 
311.) Coefficient of price elasticity of demand 
between two points on a demand 
curve is.... 
(a) Arc elasticity 
(b) Point elasticity 
(c) Price elasticity 
(d) None 
 
312.) A movement along a curve rather than a shift in 
the curve can be measured by 
(a) Cross elasticity of demand 
(b) Income elasticity of demand 
(c) Price elasticity of demand & price elasticity of supply 
(d) None 
 
313.) "Supply creates its own demand" statement is 
given by 
(a) Marshall 
(b) J B Say 
(c) Ricardo 
(d) Kuznets 
 
314.) A rise in price of good 
(a) Reduce consumer surplus 
(b) Increase in consumer surplus 
(c) It will not change 
(d) None 
 
315.) When two goods are perfect substitute for each 
other: 
(a) Indifference curve for these two goods are straight 
parallel lines with a constant 
along the curve 
(b) Indifference curve has a constant MRS 
(c) Concave to origin 
(d) Both (a) and (b) 
 
316.) Behaviour of supply depends upon 
(a) Phenomenon considered 
(b) Degree of possible adjustment in supply 
(c) Time period under consideration 
(d) All of these 
 

31



UNIQUE ACADEMY FOR COMMERCE 8007916622 

 

 

317.) If increasing railway fare increases revenue and 
decreasing then decrease revenue then the demand 
for railway travel has a price elasticity of ..... 
(a) Greater than 1 
(b) 1 
(c) Greater than 0 but less than 1 
(d) None of these 
 
318.) Demand for elasticity is elastic because 
(a) It is very expensive 
(b) It has number of close substitutes 
(c) It has alternative uses 
(d) None of these 
 
319.) The substitution effect works to encourage a 
consumer to purchase more of 
product when the price of that product is falling 
because 
(a) Consumers real income has increased 
(b) Consumers real income has decreased 
(c) Product is now relatively less expensive than before 
(d) Other products are now less expensive than before 
 
320.) Which of the following is correct 
(a) When the slope of demand curve is zero, demand is 
infinitely elastic and when the 
slope is infinite, elasticity is zero 
(b) When the slope of demand curve is zero, elasticity is 
also zero and when the slope 
is infinite, elasticity is also infinite 
(c) When the slope of demand curve is zero, elasticity is 
unity and also when the slope is infinite, elasticity is 
unity 
(d) None of these 
 
321.) Diminishing marginal utility implies that the 
(a) Marginal utility of good diminishes over time 
(b) Total utility is negative 
(c) Last unit of good consumed will contribute most to 
the consumers satisfaction 
(d) First unit of good consumed will contribute most to 
the consumers satisfaction 
 
322.) The law of diminishing marginal utility states 
that 
(a) Total utility is maximized when a consumer obtain the 
same amount of utility per 
unit of each product consumed 
(b) Beyond some point additional units of product will 
yield less and less extra 
satisfaction to a consumer 
(c) Price must be lowest to induced firms to supply more 
of the products 
(d) It will take larger and larger amounts of resources 
beyond some points to produce 
successive units of product 
 
323.) Demand and ...... Are the forces that make 
market economies work 
(a) Elasticity of demand 
(b) Quantity demand 
(c) Supply 

(d) Quantity supplied 
 
324.) Computers and computer software are...... 
(a) Substitutes goods 
(b) Complementary goods 
(c) Independent goods 
(d) Normal goods 
 
325.) Demonstration effect, a term coined by 
(a) Adam Smith 
(b) James Duesenberry 
(c) Alfred Marshall 
(d) None 
 
326.) Oldest approach to the theory of demand is 
(a) Total utility 
(b) Cardinal utility 
(c) Ordinal utility 
(d) None 
 
327.) Consider the following statement 
ASSERTION (A) Consumer surplus is the difference 
between the potential price and 
actual price 
REASON (R) There exists an inverse relationship 
between the price and consumer 
surplus 
(a) Both (A) and (R) are true, (R) is the correct explanation 
of (A) 
(b) Both (A) and (R) are true, (R) is not the correct 
explanation of (A) 
(c) (A) is true but (R) is false 
(d) (A) is false but (R) is true 
 
328.) Consider the following statement 
ASSERTION(A) Demand curve is vertical when 
elasticity of demand is zero 
REASON (R) Marginal utility of product is increasing 
(a) Both (A) and (R) are true, (R) is the correct explanation 
of (A) 
(b) Both (A) and (R) are true, (R) is not the correct 
explanation of (A) 
(c) (A) is true but (R) is false 
(d) (A) is false but (R) is true 
 
329.) The share of tax borne by seller will be larger 
(a) If the demand for the product is less elastic 
(b) If the demand for the product is inelastic 
(c) If the demand for the product has greater elasticity 
(d) If the elasticity of supply of the product is larger 
 
330.) When demand increases and supply decreases 
(a) The equilibrium price and quantity both rises 
(b) The equilibrium price and quantity both falls 
(c) The equilibrium price rises but nothing certain can be 
said about the change in equilibrium quantity 
(d) The equilibrium quantity rises but nothing certain can 
be said about the change in equilibrium price 
 
331.) Cardinal Measurability of utility means: 
(a) Utility can be measured 
(b) Utility cannot be measured 
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(c) Utility can be ranked 
(d) Utility can be measured in some cases 
 
332.) The law of consumer surplus is based on: 
(a) Indifference curve analysis 
(b) Revealed preference theory 
(c) Law of substitution 
(d) Law of diminishing marginal utility 
 
333.) The other name of budget line is called as: 
(a) Demand line 
(b) Price line 
(c) Supply line 
(d) None 
 
334.) Traditional approach of law of demand was 
propounded by 
(a) Giffen 
(b) Paul A Samuelson 
(c) Alfred Marshall 
(d) Pigou 
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Answer 
 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 

d b c a b c b a b a d b a a b b b b a C 

21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 

c a a b b a a b c a a b b d c a d a d c 

41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 

c b b c c c d a c d b a b b a d c d b b 

61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 

b c c a b a b b c c b b d b a a b c b c 

81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 100 

d a d a a a a c b c c a b b a b a b a a 

101 102 103 104 105 106 107 108 109 110 111 112 113 114 115 116 117 118 119 120 

d b d b b a b b c c a d b c a c a b d c 

121 122 123 124 125 126 127 128 129 130 131 132 133 134 135 136 137 138 139 140 

b c b b a c a a b b d a a b b c a a a a 

141 142 143 144 145 146 147 148 149 150 151 152 153 154 155 156 157 158 159 160 

b b a a a c a c c a a a b b c a a d b a 

161 162 163 164 165 166 167 168 169 170 171 172 173 174 175 176 177 178 179 180 

a a a d c c a a c b d c c c d b d b b b 

181 182 183 184 185 186 187 188 189 190 191 192 193 194 195 196 197 198 199 200 

a c a a c b b a b a d d b b c a a b a a 

201 202 203 204 205 206 207 208 209 210 211 212 213 214 215 216 217 218 219 220 

a a a b c a d b c d a c b a d a c d a b 

221 222 223 224 225 226 227 228 229 230 231 232 233 234 235 236 237 238 239 240 

c d b c a c c d c b a a c d a a d c c d 

241 242 243 244 245 246 247 248 249 250 251 252 253 254 255 256 257 258 259 260 

b a b b b c b d c c d d d a c a a a b d 

261 262 263 264 265 266 267 268 269 270 271 272 273 274 275 276 277 278 279 280 

c b d a b d b a a c a a d b a a a d b c 

281 282 283 284 285 286 287 288 289 290 291 292 293 294 295 296 297 298 299 300 

c c d b d c c d b c a a c d c a a b a c 

301 302 303 304 305 306 307 308 309 310 311 312 313 314 315 316 317 318 319 320 

c b b a b b d d d c a c b a d d c c c A 

321 322 323 324 325 326 327 328 329 330 331 332 333 334       

d b c b b b a c c c a d b c       
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CHAPTER – 3 THEORY OF PRODUCTION AND COST 
 

 
 
1.) Opportunity cost is 
(a) Direct cost 
(b) Total cost 
(c) Accounting cost 
(d) Cost of forgone opportunity 

 
2.) As output increases, average fixed cost 
(a) Remains constant 
(b) Stats falling 
(c) Start rising 
(d) None 

 
3.) Average fixed cost can be obtained through 
(a) AFC= TFC/TS 
(b) AFC= EC/TU 
(c) AFC= TC/PC 
(d) AFC= TFC/TU 

 
4.) AFC curve is 
(a) Convex & downward sloping 
(b) Concave & downward sloping 
(c) Convex & upward sloping 
(d) Concave & upward rising 

 
5.) A firms average fixed cost is Rs. 20 at 6 units of output 

what will it be at 4 units of output 
(a) Rs.60 
(b) Rs.30 
(c) Rs.40 
(d) Rs.20 

 
6.) U-shaped average cost curve is based on 
(a) Law of increasing cost 
(b) Law of decreasing cost 
(c) Law of constant returns to scale 
(d) Law of variable proportions 

 
7.) When shape of average cost curve is upward, 

marginal cost 
(a) Must be decreasing 
(b) Must be constant 
(c) Must be rising 
(d) Any of these 

 
8.) If total cost at 10 units Rs. 600 and Rs. 640 for 11th 

unit. The marginal cost of 11th unit is 
(a) 20 
(b) 30 
(c) 40 
(d) 50 
 

9.) 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 

10.) Which of following cost curves is never U shaped 
(a) Average total cost curve 
(b) Marginal cost curve 
(c) Total cost curve 
(d) Total fixed cost curve 

 
11.) Suppose, the total cost of production of commodity X 

is Rs.1,25,000. Out of this cost implicit cost is 
Rs.35,000 and normal profit is Rs.25,000. What will 
be the explicit cost of commodity X 

(a) 90,000 
(b) 65,000 
(c) 60,000 
(d) 1,00,000 

 
12.) What is the total cost of production of 20 units, if 

fixed cost is Rs.5,000 and variable cost is Rs.2 
(a) 5,400 
(b) 5,040 
(c) 4,960 
(d) 5,020 

 
13.) External economies accure due to….. 

(a) Increasing returns to scale 
(b) Increasing returns to factor 
(c) Law of variable proportion 
(d) Low cost 

 
14.) At which point does the marginal cost curve 

intersect the average variable cost curve and short 
run average total cost curve? 

(a) At equilibrium points 
(b) At their lowest points 
(c) At their optimum points 
(d) They don’t intersect at all 

 
15.) 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 earned in their best alternative employment 
 

16.) Firm average fixed cost is Rs.40 at 12 units. What 
will be the average fixed cost at 8 units 
(a) 60 
(b) 70 
(c) 90 
(d) 80 
 

17.) Returns to scale will said to be in operation when 
quantity of 

(a) All inputs are changed 
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(b) All inputs are changed in already established proportion 
(c) All inputs are not changed 
(d) One input is changed while quantity of all other inputs 

remain the same 
 

18.) Which of the following curves never touch any 
axis but is downward 

(a) Marginal cost curve 
(b) Total cost curve 
(c) Average fixed cost curve 
(d) Average variable cost curve 

 
19.) Which of following is known as envelope curve 

(a) MC curve 
(b) AFC curve 
(c) LAC curve 
(d) TFC curve 

 
20.) A firm producing 7 units of output has an average 

total cost of Rs.150 and has to pay Rs.350 to its fixed 
factors of production. How much of the average total 
cost is made up of variable cost 

(a) 200 
(b) 50 
(c) 300 
(d) 100 

 
21.) Firms average fixed cost is Rs.20 at 6 units of 

output. What will it be at 3 units of output 
(a) 60 
(b) 30 
(c) 40 
(d) 20 
 

22.) Calculate total cost of 4 units: 
 

Un
its 

Total 
cost 

Marginal 
cost 

2 80 40 

4 --- 30 
 

   

(a) 140  

(b) 120 
(c) 50 
(d) 40 

23.)  
OUTPUT TOTAL COST 
0 30 
1 40 

2 50 

3 60 
Find average fixed cost of 3 units 
(a) 10 
(b) 30 
(c) 65 
(d) 60 
 

24.) Long run does not have 
(a) Average cost 
(b) Total cost 
(c) Fixed cost 
(d) variable cost 

 
25.) Which of the following curve is not U shaped 

(a) AFC 
(b) AVC 
(c) MC 
(d) TC 

 
26.) From the following details, find out the average 

variable cost of 10 units: 
 

OUTPUT 0 10 20 
TOTAL 
COST 

20
0 

400 80
0 

(a) 40  

(b) 20 

(c) 200 
(d) 400 

 
27.) Total cost incurred for 10 units is Rs.400 and 20 

units is Rs.800. find the marginal cost 
(a) 400 
(b) 40 
(c) 200 
(d) 20 

 
28.) Which one of the following is correct 

(a) AFC = AVC+ATC 
(b) ATC = AFC-AVC 
(c) AVC = AFC+ATC 
(d) AFC = ATC-AVC 

 
29.) Calculate AFC of 3 units from the following data 

 
Units 0 1 2 3 
Total 
cost 

30  40  50  60 

(a) 30  

(b) 15  

(c) 10  

(d) 5  
 

30.) Find AFC of 3 units 
Units 0 1 2 3 
Total cost 15 25 35 45 
(a) 5 
(b) 10 
(c) 15 
(d) 25 
 

31.) What will be the TVC if we produce 2 units 
 

Units 0 1 2 
TC 20 37 5

36



UNIQUE ACADEMY FOR COMMERCE 8007916622 

 

  

0 

(a) 15  

(b) 5 

(c) 
17 
(d) 30 

 
32.) The total cost of production of 10 units is Rs.200. 

when production is increased to 20 units its total 
cost becomes Rs.600. what will be its marginal cost 
(a) 400 
(b) 40 
(c) 4 
(d) 30 
 

33.) Units 
Total cost 
 
What will be the AFC at 4 units of output 
(a) 2 
(b) 3 
(c) 4 
(d) 5 
 

34.) Payment made to outsiders for their goods and 
services are called 

(a) Opportunity cost 
(b) Real cost 
(c) Explicit cost 
(d) Implicit cost 

 
35.) Direct cost is also known as 

(a) Indirect cost 
(b) Traceable cost 
(c) Opportunity cost 
(d) Accounting cost 

 
36.) Firms AFC is Rs.200 at 10 units of output what will 

be it at 20 units of output 
(a) 500 
(b) 100 
(c) 150 
(d) 200 

 
37.) Long run price is also called by the name of …….. 

(a) Market price 
(b) Normal price 
(c) Administered price 
(d) Wholesale price 

 
38.) What will be the AFC of 2 units according to table 

given below 
 

Outpu
t 

0 1 2 

TC 580 689 850 

(a) 105  

(b) 135 

(c) 235 

(d) 290 
 

39.) Fixed cost is known as ……… cost 
(a) Prime 
(b) Supplementary 
(c) Overhead 
(d) Direct 

 
40.) Average revenue curve is also known as …… 

(a) Profit curve 
(b) Demand curve 
(c) Supply curve 
(d) Average cost curve 

 
41.) Supply curve remaining unchanged, an increase 

in demand will lead to 
(a) Fall in price 
(b) Rise in price 
(c) No change in price 
(d) An increase in supply 

 
42.) Fing out AFC of 3 unit 

 
Unit 0 1 2 3 
TC 300 1000 2000 3000 

 

(a)100  

(b) 200 

(c) 300 
(d) 400 

 
43.) Units                            0                           1                   2 

TC 580 1200 1500 
Calculate AFC at 2 unit of output 

(a) 235 
(b) 290 
(c) 310 
(d) 920 

 
44.) In the long run all factors are ---- 

(a) Fixed 
(b) Variable 
(c) All factors remain unchanged 
(d) None 

 
45.) What is the total cost of production of 20 units, if 

fixed cost is Rs.5000 and variable cost is 2 
(a) 5400 
(b) 5040 
(c) 4960 
(d) 5020 

 
46.) What will be the AFC of 3 units of output as per the 

table given 
 

Output 0 1 2 3 
TC 300 1000 2500 3000 

0 1 2 3 4 

20 30 40 45 50 
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(a) 100  

(b) 1000 

(c) 200 
(d) 400 

 
47.) What will be marginal cost of 67 units of 

production according to the table given table 
 

Units 0 10 25 37 67 
TC 160 200 300 500 140

0 
(a) 10  

(b) 20 

(c) 30 
(d) 50 

 
48.) Which of the following is known as envelop curve 

(a) AVC 
(b) ATC 
(c) LAC 
(d) SAC 

 
49.) Average fixed cost for producing an output of 6 

units of a product by a firm is Rs.30. the same cost 
for producing an output of 4 units will be Rs…….. 
(a) 50 
(b) 45 
(c) 25 
(d) 20 
 

50.) Output                                      0 4 8 
TC 20 24 48 
(a) 2 
(b) 3 
(c) 4 
(d) 5 
 

51.) Which of the following statement is true in relation to 
an ISO- 
Quant curve 

(a) Represents those combinations of two factors of 
production that will give the same level of output 

(b) Represents those combinations of all the factors that 
will give the same level of output 

(c) Slopes upward to the right 
(d) Can touch either axis 

 
52.) Production is defined as 

(a) Creation of matter 
(b) Creation of utility in matter 
(c) Creation of infrastructural facilities 
(d) None 

 
53.) Long period production function is related to 

(a) Law of variable proportions 
(b) Laws of returns to scale 
(c) Law of diminishing returns 
(d) None 

 

54.) The conclusion drawn from Cobb-Douglas 
production function is that labour contributed about 
…… and capital about …… of the 
increase in the manufacturing production 
3  1 
(a)  ,  
4  4 1  1 
(b) , 
2  2 1  3 
(c) , 
4  4 
(d) None 
 

55.) ISO quants are also known as 
(a) Production possibility curves 
(b) Indifference curves 
(c) Production indifference curves 
(d) None 

 
56.) Human capital refers to 

(a) Savings by individuals 
(b) Mobilisation of savings 
(c) Human skills and abilities 
(d) Productive investment 

 
57.) Law of variable proportions is associated with 

(a) Short period 
(b) Long period 
(c) Both short and long periods 
(d) Neither 

 
58.) Which one of the following statements is not correct 

(a) Has indestructible powers 
(b) Is mobile 
(c) Capital is nature’s gift 
(d) Land is a passive factor 

 
59.) Which of the following is not a characteristic of 

labour 
(a) Is perishable 
(b) Has weak bargaining power 
(c) Labour and labour power cannot be separated 
(d) Labour is not mobile 

 
60.) Which among the following is not a characteristic of 

land 
(a) Is an active factor 
(b) Has variety of uses 
(c) Production powers are indestructible 
(d) Supply is limited 

 
61.) 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 

 
62.) Suppose the first four units of a variable input 
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generates 
corresponding total output of 150, 200, 350, 550. 
What will be the marginal product of the third unit of 
input 

(a) 50 
(b) 100 
(c) 150 
(d) 200 

 
63.) The famous Cobb-Douglas production function is 

based on studies of ……… industries in the united 
states of America 

(a) Manufacturing 
(b) Construction 
(c) Consumer 
(d) Aviation 

 
64.) In Economics, entire process of ….. is nothing but 

creation of utilities in the form of goods and services 
(a) Consumption 
(b) Production 
(c) Exchange 
(d) Distribution 

 
65.) Cobb-Douglas function is given by Q = KLa Cb 

(a) If 𝛼 + 𝛽 > 1, increasing returns 
(b) If 𝛼 + 𝛽 > 1, increasing returns to scale 
(c) If 𝛼 + 𝛽 < 1, diminishing returns 
(d) If 𝛼 + 𝛽 = 1, decreasing returns to scale 

 
66.) Production is defined as 

(a) Creation of matter 
(b) Creation of utility in matter 
(c) Creation of infrastructural facilities 
(d) None 

 
67.) Conclusion drown from Cobb-Douglas production 

function is that labour contributed about …… and 
capital about …… of the increase in the manufacturing 
production 
3 1 
(a) , 
4 4 1  1 
(b) , 
2  2 1  3 
(c) , 
4  4 
(d) None 
 

68.) At the point of inflexion, the marginal product is: 
(a) Increasing 
(b) Decreasing 
(c) Maximum 
(d) Negative 

 
69.) Isoquante’s are equal to 

(a) Product lines 
(b) Total utility lines 
(c) Cost lines 
(d) Revenues lines 

 
70.) Increasing returns to scale can be explained in terms 

of 
(a) External and internal economies 
(b) External and internal diseconomies 
(c) External economies and internal diseconomies 
(d) All of these 

 
71.) According to Cobb-Douglas production function 

will get …….. returns to scale 
(a) Constant 
(b) Diminishing 
(c) Increasing 
(d) Any of these 

 
72.) Which of the following statement about factors of 

production is not true 
(a) Is passive factor 
(b) Is a free gift from nature 
(c) Is immobile 
(d) Is perishable 

 
73.) Which of the following is considered as production in 

economies 
(a) Helping blind person in crossing the road 
(b) Group dance performance in college fest 
(c) Holding a child who is falling from wall 
(d) Performing an art in a theatre 

 
74.) Marginal , average and total product of a firm in 

the short run will not comprise with 
(a) MP is maximum, AP is equal to MP, and TP is rising 
(b) AP is maximum, AP is equal to MP, and TP is rising 
(c) MP is negative, TP and AP are falling 
(d) TP is increasing, AP and MP may be either rising or falling 

 
75.) Supply of land is ……. In case of economy 

(a) Elastic 
(b) Inelastic 
(c) Perfectly elastic 
(d) Perfectly inelastic 

 
76.) MP is the slope of …… 

(a) TP 
(b) AP 
(c) Both 
(d) None 

 
For question (77) – (79) use following data 
 

No of workers total output marginal output 
0 0 0 

1 10 -- 

2 -- 8 
3 24 -- 

77.) What will be total output for 2 workers 
(a) 6 
(b) 18 
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(c) 12 
(d) 17 
 

78.) What will be marginal output for 3 workers 
(a) 6 
(b) 12 
(c) 7 
(d) 8 
 

79.) Average product for three labour 
(a) 12 
(b) 11 
(c) 8 
(d) None 
 

80.) The concept of innovative entrepreneurship was 
given by 

(a) Marshall 
(b) Schumpeter 
(c) J . K . Mehta 
(d) Adam Smith 

 
81.) Which activity is the base of all production activities 

(a) Production 
(b) Efficiency 
(c) Investments 
(d) Consumption 

 
82.) When output increase more than the increase in 

input it occurs due to 
(a) External and internal diseconomies 
(b) External and internal economies 
(c) External diseconomies and internal diseconomies 
(d) External economies and internal economies 

 
83.) Functional relationship between inputs and output is 

called 
(a) Cost function 
(b) Revenue function 
(c) Consumption 
(d) Production function 

 
84.) Among the following statements which is 

incorrect in relation to iso-quants 
(a) Are negatively sloped 
(b) Are convex to origin 
(c) Are not interesting 
(d) Are concave to origin 

 
85.) External economies can be achieved through 

(a) Technological external economies 
(b) External assistance 
(c) Development of unskilled labour 
(d) Superior managerial efficiency 

 
86.) Marginal product will be .....................at the point of 

inflexion is 
(a) Maximum 
(b) Minimum 

(c) Negative 
(d) Zero 

 
87.) Production may be defined as an act of 

(a) Creating utility 
(b) Destroying utility 
(c) Earning profits in best way 
(d) Providing services professionally 

 
88.) Which of the following is correct in relation to 

marginal product 
(a) What is produced units when all factors of production 

are employed at optimum efficiency 
(b) Extra output obtained from employing an additional unit 

of a factor 
(c) Left revenue to the entrepreneur after he has incurred all 

expenses 
(d) None 

 
89.) According to Cobb-Douglas production function, 

labour contribution in increasing manufacturing 
production is 

(a) 2/3 
(b) 3/4 
(c) 1/4 
(d) 1/2 

 
90.) When average product falls, marginal product is 

……. The average product 
(a) Less than 
(b) More than 
(c) Equal to 
(d) Maximum 

 
91.) How many kinds are of economies of scale 

(a) 5 
(b) 3 
(c) 2 
(d) 1 
 

92.) In short run the law of variable proportions is also 
known as 

(a) Law of increasing returns 
(b) Law of diminishing returns 
(c) Law of decreasing returns 
(d) Law of constant returns 

 
93.) Law of returns to scale is 

(a) Short run 
(b) Long run 
(c) Short and long both 
(d) Medium run 

 
94.) When the Output of the firm increases in the 

Short run , its average fixed cost 
(a) Decreases 
(b) Increases 
(c) First decline and then rise 
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(d) Remains constant 
 

95.) Which of the following is not a determinant of the 
firm’s cost function 

(a) Taxes 
(b) Production function 
(c) Price of firm output 
(d) None 

 
96.) Assertion (A): Investment has also a supply effect 

Reason (R): Because it raises capacity to produce 
(a) (A) is true and (R) is false 
(b) Both (A) and (R) are true & (R) is the correct explanation 

of (A) 
(c) Both (A) and (R) are true & (R) is not the correct 

explanation of (A) 
(d) (A) is false and (R) is true 

 
97.) In the Cobb-Douglas production function given 

as: Q = A La k1-a the share of labour in total 
production is 

(a) a 
(b) 1 – a 
(c) A 
(d) a . L 

 
98.) Which of the following is an example of “Implicit cost 

(a) Interest that could have been earned on retained 
earnings used by the firm to finance expansion 

(b) Payment of Rent by the Firm 
(c) Interest Payment made by the Firm for funds borrowed 

from a Bank 
(d) Payment of Wages by the Firm 

 
99.) Which curve is not affected by fixed cost 

(a) MC curve 
(b) TC curve 
(c) AC curve 
(d) AFC curve 

 
100.) Interest on own capital is a ……… 

(a) Explicit 
(b) Implicit 
(c) Future cost 
(d) None 

 
101.) Unit 0 1 2 

TC 580 1200 1500 
Calculate AFC at 2nd unit of output 

(a) 235 
(b) 290 
(c) 310 
(d) 920 

 
102.) Which of the following curves never touch any 

axis but is downward 
(a) Marginal cost curve 
(b) Total cost curve 

(c) Average fixed cost curve 
(d) Average variable cost curve 

 
103.) External economies accrue due to …… 

(a) Increasing returns to scale 
(b) Increasing returns to factor 
(c) Law of variable proportions 
(d) Low cost 

 
104.) A firms average fixed cost is Rs. 20 at 6 units of 

output what will be at 3 units of output 
(a) 60 
(b) 30 
(c) 40 
(d) 20 
 

105.) Which of the following is correct 
(a) AFC = AVC + ATC 
(b) ATC = AFC – AVC 
(c) AVC = AFC + ATC 
(d) AFC = ATC – AVC 

 
106.) The vertical difference between TVC and TC curves is 

equal to 
(a) MC 
(b) AVC 
(c) TFC 
(d) None 

 
107.) Cost of one thing in terms of alternative given up 

(a) Real cost 
(b) Production cost 
(c) Opportunity cost 
(d) Physical cost 

 
108.) Cost which remains fixed over certain range of 

output but suddenly jumps to a new higher level 
when production goes beyond a given limit are 
called 

(a) Variable cost 
(b) Semi-variable cost 
(c) Stair-step variable cost 
(d) Jumping cost 

 
109.) Slope of average fixed cost curve 

(a) Falls from left to right 
(b) Rises from left to right 
(c) Parallel to X-axis 
(d) Parallel to Y-axis 

 
110.) Price of commodity is best expressed as 

(a) Exchange value 
(b) Cost of goods sold 
(c) Production cost 
(d) Nominal value 

 
111.) Accounting cost is ……. Of economic cost 

(a) Equal to 
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(b) Less than 
(c) More than 
(d) Not included 

 
112.) When AC curve is at minimum then MC curve is ……. 

(a) Minimum then AC curve 
(b) Equals to AC curve 
(c) Above AC curve 
(d) Less then AC curve 

 
113.) Which of the following equation represents profit 

maximisation condition 
(a) MC = MR 
(b) MC > MR 
(c) MC < MR 
(d) None 

 
114.) MC curve of firm in perfectly competitive industry 

depicts 
(a) Demand curve 
(b) Supply curve 
(c) Average cost curve 
(d) Total cost curve 

 
115.) Issues requiring decision making in the context of 

business are 
(a) How much should be the optimum output at what price 

should the firm sell? 
(b) How will the product be placed in the market 
(c) How to combat the risks and uncertainties involved 
(d) All of these 

 
116.) Law of production does not include 

(a) Returns to scale 
(b) Law of variable proportion 
(c) Law of diminishing returns to factor 
(d) Least cost combination factors 

 
117.) Firm producing 15 units of output has average cost 

of Rs.250 and Rs.125 as per unit cost for fixed factors 
of production. Then average variable cost will be 

(a) 180 
(b) 150 
(c) 125 
(d) None 

 
118.) Which of following statement 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 

 
119.) Diminishing marginal returns implies 

(a) Decreasing average fixed cost 
(b) Decreasing average variable cost 
(c) Decreasing marginal cost 
(d) Increasing marginal cost 

 

120.) Opportunity cost is ………. 
(a) Recorded in books of accounts 
(b) Sacrificed alternative 
(c) Both 
(d) None 

 
121.) Which of following is true 

(a) TC = TFC + TVC 
(b) TC = TVC + TFC 
(c) 2TC – TVC = TFC 
(d) None 

 
122.) Total economic cost = explicit cost + implicit cost + 

……. 
(a) Normal profit 
(b) Super normal profit 
(c) Loss 
(d) None 

 
123.) Economic cost of production differs from 

accounting cost of production 
(a) Partially true 
(b) True 
(c) False 
(d) None 

 
124.) Which curve is never U-shaped 

(a) AFC 
(b) AVC 
(c) AC 
(d) None 

 
125.) Use the following and answer 

Average fixed cost of 4 units of output is 

 (a) 80 
(b) 90 
(c) 25 
(d) 350 
 

126.) Average variable cost of 5 units of output 
(a) 84 
(b) 64 
(c) 420 
(d) 104 

 
127.) Marginal cost of 5th unit of output is 

(a) 60 
(b) 70 
(c) 540 
(d) 90 
 

128.) Total cost is Rs.4200 and find cost is Rs.1200 then 
find the variable cost 

(a) 5,450 
(b) 1,200 
(c) 4,200 
(d) 3,000 

Output 0 1 2 3 4 5 6 
TC 100 180 250 310 360 420 490 
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129.) Firm producing 7 units of output has an 
average total cost of Rs.150 and has to pay Rs.350 to 
its fixed factors of production  whether it produces or 
not? How much of average total cost is made up of 
variable costs 

(a) 200 
(b) 50 
(c) 300 
(d) 100 

 
130.) Firm has variable cost of Rs.20000 at 5 units of 

output. If fixed costs are Rs.800, what will be the 
average total cost at 5 units of output 

(a) 560 
(b) 120 
(c) 240 
(d) 2800 

 
131.) Which of the following statements is false 

(a) Economic costs include the opportunity costs of the 
resources owned by the firms 

(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 
 

132.) Average cost curve is 
(a) U shaped 
(b) Positively sloped 
(c) Negatively sloped 
(d) Rectangular hyperbola 

 
133.) Iso-quants are equal to 

(a) Product lines 
(b) Total utility lines 
(c) Cost lines 
(d) Revenues lines 

 
134.) Average fixed cost can be obtained through 

(a) AFC = TFC/TS 
(b) AFC = EC/TU 
(c) AFC = TU/PC 
(d) AFC = TFC/TU 

 
135.) Short run marginal cost of the firm will be increasing 

when 
(a) Average cost is decreasing 
(b) Total fixed cost is increasing 
(c) Average fixed cost is decreasing 
(d) None 

 
136.) Reason behind the upward sloping portion of the 

long run cost curve is 
(a) Economy of scale 
(b) Diseconomy of scale 

(c) Diminishing marginal rate of substation 
(d) None 

 
137.) U shaped average cost curve is based on 

(a) Law of variance proportions 
(b) Law of increasing cost 
(c) Law of decreasing cost 
(d) None 

 
138.) Which of the following is incorrect formula 

(a) TC = AC x Q 
(b) 𝛴𝑀𝐶 = TC 
(c) 𝛴𝑀𝐶 = TVC 
(d) 𝛴𝑀𝐶 + TFC = TC 

 
139.) Cost incurred which has ‘no relevance’ to future 

planning is called 
(a) Marginal cost 
(b) Sunk cost 
(c) Book cost 
(d) Average cost 

 
140.) At saturation point of TU curve, the slope of TU curve 

is …… 
(a) 1 
(b) Infinity 
(c) 0 
(d) Positive 

 
141.) When the industry is in long run equilibrium, the 

monopolistic competitor will produce at the lowest 
point on its LAC curve 

(a) Always 
(b) Never 
(c) Sometimes 
(d) Cannot say 

 
142.) In the long run equilibrium, the pure monopolistic 

firm can make pure profits because of 
(a) Blocked entry 
(b) High selling prices 
(c) Low LAC costs 
(d) Advertising 

 
143.) In the short run, the monopolistic 

(a) Breaks even 
(b) Incurs loss 
(c) Makes a profit 
(d) Any of these 

 
144.) At the point where a straight line from the origin is 

tangent to the TC curve, AC 
(a) Is minimum 
(b) Equals MC 
(c) Equals AVC plus AFC 
(d) Is all of these 

 
145.) At the best, or optimum, short run level of output, the 
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firm will be 
(a) Maximizing total profits 
(b) Minimizing total losses 
(c) Either maximining total profits or minimizing total losses 
(d) Maximizing profits per unit 

 
146.) Increasing returns to scale can be explained in terms 

of 
(a) External and internal economies 
(b) External and internal diseconomies 
(c) External economies and internal diseconomies 
(d) All of the above 

 
 

147.) According to Cobb-Douglas production function will 
get …… 

(a) Constant 
(b) Diminishing 
(c) Increasing 
(d) Any of these 

 
148.) Direct cost is also known as 

(a) Indirect cost 
(b) Traceable cost 
(c) Opportunity cost 
(d) Accounting cost 

 
149.) Firms AFC is Rs.200 at 10 units of output what will 

be it at 20 units of output 
(a) 500 
(b) 100 
(c) 150 
(d) 200 

 
150.) Long run price is also called by the name of …… 

(a) Market price 
(b) Normal price 
(c) Administered price 
(d) Wholesale price 

 
151.) Suppose that total cost of production of commodity X 

is Rs. 1,25,000 out of other cost implicit is Rs. 35,000 
and normal profit is Rs. 25,000 what will be the 
explicit cost of commodity 

(a) 60,000 
(b) 65,000 
(c) 90,000 
(d) 80,000 

 
152.) Find total fixed cost at 3rd unit 

 

(a) 620 
(b) 640 
(c) 1115 
(d) 2650 

 
153.) Cost in terms of pain, discomfort, disability 

involved in supplying the various factors of 
production by their owners are termed as 

(a) Social cost 
(b) Explicit cost 
(c) Real cost 
(d) Implicit cost 

 
154.) Which of the following is known as envelope curve 

(a) AVC 
(b) ATC 
(c) LAC 
(d) SAC 

 
155.) Cost of resources owned and employed by the 

entrepreneur himself in his business is termed as 
(a) Explicit 
(b) Implicit 
(c) Fixed 
(d) Variable 

 
156.) Firm will close down in the short period if its 

average revenue is less than its 
(a) Average cost 
(b) Average variable cost 
(c) Marginal cost 
(d) Average fixed cost 

 
157.) Firms total cost is Rs.200 at 5 units of output and 

Rs. 220 at 6 units of output. The marginal cost of 
producing 6 unit of output will be 

(a) 20 
(b) 120 
(c) 220 
(d) 320 

 
158.) Units 0 1 2 3 
Total cost 25 45 60 85 

Average variable cost for output 4 units is …? 
(a) 20 
(b) 30 
(c) 25 
(d) 26 
 

159.) Change in total cost due to one unit change in the 
output is called 

(a) Marginal 
(b) Average 
(c) Average variable 
(d) Average fixed 

 
160.) When AC curve is rising, the MC curve must be

 to it 
(a) 50 
(b) 45 
(c) 25 
(d) 20 
 

161.) Cost which remain fixed over certain period of 

Units 0 1 2 3 
Total 
cost 

620 940 1550 3670 
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output but suddenly jump to new higher level when 
production goes beyond given limit are called 

(a) Variable cost 
(b) Semi-variable cost 
(c) Stair step variable cost 
(d) Jumping cost 

 
162.) Firm producing 9 units of output has an average 

total cost of Rs.200 and has to pay Rs.630 to its fixed 
cost of production. How much of the average total 
cost is made up of variable cost 

(a) 150 
(b) 130 
(c) 70 
(d) 300 

 
163.) Cost of one thing in terms of alternative given up 

known as 
(a) Opportunity cost 
(b) Real cost 
(c) Production cost 
(d) Physical cost 

 
164.) In the short run, when the output of firm 

increases, its average fixed cost 
(a) Remains constant 
(b) Decreases 
(c) Increases 
(d) First decreases and then rises 

 
165.) What will be average variable cost of producing 5 

units of blankets as per details given below 
Blankets 0 1 2 3 4 5 
Total 
cost 

1500 2575 3800 4500 5300 600
0 

(a) 500  

(b) 750 
(c) 900 
(d) 1000 

 
166.) Which of following is/are example of economic cost 

(a) Wages paid to labours 
(b) Raw materials purchase cost 
(c) Interest paid on short term loan 
(d) All of these 

 
167.) Opportunity cost is 

(a) Marginal cost 
(b) Variable cost 
(c) Total fixed cost 
(d) None 

 
168.) Law of diminishing returns applies to 

(a) Short run, but not long run 
(b) Long run, but not short run 
(c) Both 
(d) None 

 
169.) Linear homogeneous production is based on 

(a) Increasing returns to scale 
(b) Decreasing returns to scale 

(c) Constant returns to scale 
(d) None 

 
170.) Which is not U shaped 

(a) AFC 
(b) MC 
(c) AVC 
(d) TC 

 
171.) Average fixed cost for producing an output of 6 

units of a product by a firm is Rs. 30. The same cost 
for producing an output of 4 units will be Rs…….. 
(a) 50 
(b) 45 
(c) 25 
(d) 20 
 

172.) Which cost curve will slope downward and does 
not touch the X- axis 

(a) Average cost curve 
(b) Marginal cost curve 
(c) Average variable cost 
(d) Average fixed cost curve 

 
173.) Suppose total cost production of commodity X is 

Rs.1,25,000 out of which implicit cost is Rs.35,000 
and normal is Rs.25,000. What would be the explicit 
cost of commodity 

(a) 90,000 
(b) 65,000 
(c) 1,00,000 
(d) 60,000 

 
174.) In which of the following cases opportunity cost 

concept applies 
(a) Resources have alternative uses 
(b) Resources have limited uses 
(c) Resources have no use 
(d) None 

 
175.) Planning curve is related to which of the following 

(a) SAC 
(b) LAC 
(c) AVC 
(d) ATC 

 
176.) Find MC of the sixth unit 

 
Output 0 1 2 3 4 5 
Total Cost 48 73 94 114 130 148 

(a) 24  

(b) 16 

(c) 20 
(d) 21 

 
177.) Find MC when output is 5 units 

 
Outputs TFC TVC MC 
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0 500 …. …. 

1 500 400 400 
5 500 1600 …. 

(a) 300 
(b) 400 
(c) 500 
(d) 600 

 
178.) Diminishing marginal return implies 

(a) Decreasing average variable cost 
(b) Decreasing marginal cost 
(c) Increasing marginal costs 
(d) Decreasing fixed costs 

 
179.) When output of firm increases in the short run, its 

average fixed cost 
(a) Increases 
(b) Decreases 
(c) Remains constant 
(d) First declines and then rises 

 
180.) Which of following cost curves is never U shaped 

(a) Average cost curve 
(b) Marginal cost curve 
(c) Average variable cost curve 
(d) Average fixed cost curve 

 
181.) Company produces 10 units of output and incurs 

Rs.30 per unit as variable cost and Rs.5 per unit of 
fixed cost. What will be its total cost of producing 10 
units 

(a) 300 
(b) 35 
(c) 305 
(d) 350 

 
 

182.) Find MC of sixth unit 
 

Output 0 1 2 3 4 5 6 

Total Cost 240 330 410 480 540 610 690 

(a) 133  

(b) 75 

(c) 80 
(d) 450 

 
183.) 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 

 
184.) Average fixed cost curve is always 

(a) Declining when output increases 
(b) U-shaped, if there are increasing returns to scale 
(c) U-shaped, if there are decreasing returns to scale 
(d) Intersected by marginal cost at its minimum point 

 
185.) Direct costs are also known as …… 

(a) Traceable cost 
(b) Indirect cost 
(c) Opportunity cost 
(d) Real cost 

 
186.) Which statement among below is correct in 

reference in average fixed cost 
(a) Never becomes zero 
(b) Curve never touches X-axis 
(c) Curve never touches Y-axis 
(d) All of these 

 
187.) Marginal cost changes due to change in

 cost 
(a) Total 
(b) Fixed 
(c) Average 
(d) Variable 

 
188.) Firm produces 10 units of commodity at an 

average total cost of Rs.200 and with a fixed cost of 
Rs.500. find out the component of average variable 
cost in the total cost 

(a) 300 
(b) 200 
(c) 150 
(d) 100 

 
189.) Average total cost of firm is Rs.600 when it 

produces 10 units of output and Rs.640 when the 
output is 11 units. The MC of the 11th unit is 

(a) 40 
(b) 540 
(c) 840 
(d) 1,040 

 
190.) Average cost of producing 50 units of any 

commodity is Rs.250 and fixed cost is Rs.1000. what 
will be the average fixed cost of producing 100 units 
of the commodity 
(a) 10 
(b) 30 
(c) 20 
(d) 05 
 

191.) Fixed cost curve normally 
(a) Starts from the origin 
(b) Is vertical line 
(c) Is u shaped 
(d) Is horizontal line 

 
192.) A rational producer will produce in the stage in 

which marginal product is positive and 
(a) MP > AP 
(b) MP = AP 
(c) MP < AP 
(d) MP is zero 

 
193.) Vertical difference between TVC and TC curves is 

equal to 
(a) MC 
(b) AVC 
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(c) TFC 
(d) None 

 
194.) What happens to marginal cost when average cost 

increases 
(a) MC is below AC 
(b) MC is above AC 
(c) MC is equal to AVC 
(d) MC is equal to AC 

 
195.) If the market price of good is more than the 

opportunity cost of producing it, then 
(a) Market price of product will increase in the long run 
(b) Producers will increase supply in the long run 
(c) Resources will flow away from production of good, 

causing supply to decline with the passage of time 
(d) Situation will remain unchanged as long as supply and 

demand remain in balance 
 

196.) Which of following is/are examples(s) of an economic 
cost 

(a) Wages paid to laboures 
(b) Raw materials purchase cost 
(c) Interest paid on short term loan 
(d) All of the above 

 
197.) Opportunity cost is 

(a) Marginal cost 
(b) Variable cost 
(c) Total fixed cost 
(d) None 

 
198.) Law of diminishing return applies 

(a) Short run, but not long run 
(b) Long run, but not short run 
(c) Both 
(d) None 

 
199.) Linear homogeneous production function is based on 

(a) Increasing returns to scale 
(b) Decreasing returns to scale 
(c) Constant returns to scale 
(d) None 

 
200.) Which of the following curve is not U shaped 

(a) AFC 
(b) MC 
(c) AVC 
(d) TC 

 
201.) Total utility is maximum when 

(a) MU is negative 
(b) MU is zero 
(c) MU is at its highest point 
(d) None 

 
202.) Minimum assured price to the farmers to 

purchase their output by the government is called 
(a) Market price 
(b) Equilibrium price 
(c) Support price 
(d) Ceiling price 

 
203.) In law of variable proportion how many stages are 

there 
(a) 1 
(b) 3 
(c) 5 
(d) None 
 

204.) At the stage when negative returns set in 
(a) MP is negative 
(b) MP is diminishing 
(c) Either a or b 
(d) None of these 

 
205.) Vertical difference between TVC and TC is equal to 

(a) MC 
(b) AVC 
(c) TFC 
(d) None 

 
206.) Which of the following is not characteristic of land 

(a) Is a passive factor 
(b) Has multiple uses 
(c) Supply is fixed 
(d) Is active factor 

 
207.) Accounting cost are also called as 

(a) Explicit cost 
(b) Implicit cost 
(c) Either a or b 
(d) None 

 
208.) Law of variable proportion is related to 

(a) Long run 
(b) Short run 
(c) Both (a) and (b) 
(d) None 

 
209.) Pure monopolistic in the long run can make pure 

profit due to 
(a) High selling price 
(b) Advertising 
(c) Low LAC cost 
(d) Blocked cost 

 
210.) Entrepreneurs has its most important function as 

(a) Bear the sense of responsibility 
(b) Earn profit 
(c) Innovate 
(d) None 

 
211.) For price taking firm 

(a) MR is less than price 
(b) MR is equal to price 
(c) MR is greater than price 
(d) Relationship between MR and its price is indeterminate 

 
212.) Which of following statements is false in respect 

of fixed cost of firm 
(a) As the fixed inputs for firm cannot to changes in the 

short run, the TFC are constant , except when the prices 
of fixed input changes 

(b) TFC continues to exist eve when production is stopped 
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in the short run, but they exist in the long run even when 
production is not stopped 

(c) TFC can be defined as the total sum of the cost of all the 
fixed inputs associated with the production in the short 
run 

(d) In the short run, firm fixed cost cannot be escaped even 
when production is stopped 
 

213.) After reaching the saturation point, consumption 
of additional units of the commodity cause 

(a) TU to fall and MU to increase 
(b) TU and MU both to increase 
(c) TU to full and MU to become negative 
(d) TU to become negative and MU to fall 

 
214.) Law of variable proportions come into being when 

……. 
(a) There are two variable factors 
(b) There is fixed factor and a variable factor 
(c) All factors are variable 
(d) Variable factors yield less 

 
215.) Which of following is not part of opportunity cost 

of going on holiday 
(a) Money you spent on theatre show 
(b) Money you could have made if you had stayed at home 

and worked 
(c) Money you spent on airline tickets 
(d) Money you spent on food 

 
216.) What are the main assumption of production function 

(a) Relationship between inputs and output exists for 
specific period 

(b) There is given state of the art in production technology 
(c) Input consideration included in particular function 

output resulting from their utilization is at the maximum 
level 

(d) All of these 
 

217.) A rational producer will always produce in which 
stage of law of variable proportion 

(a) Stage I 
(b) Stage II 
(c) Stage III 
(d) None 

 
218.) Rising part of the long run average cost curve is due to 

(a) Increasing return 
(b) Diseconomies of scale 
(c) Increase in productivity due to specialization 
(d) None 

 
219.) Supply schedule in a purely competitive firm in 

the short run is determined by 
(a) Marginal revenue 
(b) Average revenue 
(c) Marginal cost curve 
(d) None 

 
220.) The concept of marginal cost is closely related with 

(a) Variable cost 

(b) Fixed cost 
(c) Opportunity cost 
(d) Economic cost 

 
221.) When the average product of labour is maximized 

product of labour 
(a) Equal zero 
(b) Is maximized 
(c) Equal APL 
(d) None of these 

 
222.) Increasing return to scale applies to 

(a) Long run 
(b) Short run 
(c) Either a or b 
(d) None 

 
223.) Isoquant are also called 

(a) Equal product curves 
(b) Production indifference curves 
(c) ISO product curves 
(d) All of these 

 
224.) How do to TVC curves behaves when the law of 

diminishing returns begins to operate 
(a) Rise at decreasing rate 
(b) Fall at increasing rate 
(c) Fall at decreasing rate 
(d) Rise at increasing rate 

 
225.) In the short run, level of output the firm at the 

optimum will be 
(a) Minimizing total losses 
(b) Maximizing total profits 
(c) Either maximizing total profit or minimizing total losses 
(d) None 

 
226.) If both factor prices and quantity moves in the 

same direction then it is called ……. 
(a) Decreasing cost industry 
(b) Increasing cost industry 
(c) Constant cost industry 
(d) None 

 
227.) Nicholas Kaldor propounded ……… 

(a) Nocholas theory 
(b) Kaldor theory 
(c) Cobweb theory 
(d) Cobb-douglas theory 

 
228.) Short run supply curve of perfectly competitive fir is 

equal to 
(a) That portion of the short run MC curve that is above the 

AVC 
(b) That portion of the short run MC curve that is above the 

average total cost curve 
(c) That portion of the long run MC curve that is above the 

AVC curve 
(d) None 

 
229.) If the firms total revenue is not enough to make 

good even the …… its is better for firm to shut-down 
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(a) Total fixed cost 
(b) Marginal cost 
(c) Average fixed cost 
(d) Total variable cost 

 
230.) Total revenue along with total cost helps to determine 

(a) Profit maximizing output 
(b) Profit/unit 
(c) Price/unit 
(d) Total revenue 

 
231.) When total revenue is increasing 

(a) Marginal revenue may be either positive or negative 
(b) Demand curve is relatively inelastic 
(c) Marginal revenue is positive 
(d) Marginal revenue is negative 

 
232.) “returns to factor” refers to the effect on total output 

of changes 
(a) One factor only 
(b) Various inputs separately 
(c) All inputs simultaneously 
(d) None 

 
233.) A factor of production is said to be superior if its 

expenditure elasticity 
(a) Is negative 
(b) Lies in unit internal 
(c) Exceeds unity 
(d) Is zero 

 
234.) Which of following is correct regarding long run cost 

1. It is least cost of producing each level of output 
2. LAC curve is envelope of SAC curves 
3. LAC is U-shaped 
(a) 1 & 2 only 
(b) 2 & 3 only 
(c) 1 & 3 only 
(d) 1 , 2 & 3 

 
235.) Law of diminishing returns only applies in cases 

where 
(a) There is increasing sacristy of factors of production 
(b) The price of extra unit of factor is increasing 
(c) There is atleast one fixed factor of production 
(d) Capital is variable input 

 
236.) Economies and diseconomies of scale explain why 

the 
(a) Short run average fixed cost curve declines so long as 

output increases 
(b) Marginal cost curve must intersect the minimum point 

the firms average variable cost curve 
(c) Long run average cost curve is typically U-shaped 
(d) Short run average total cost curve is U-shaped 

 
237.) Production function Q = 4L1/2 K2/3 

(a) Increasing returns to scale 
(b) Decreasing returns to scale 
(c) Constant returns to scale 
(d) Increasing returns to factor 

 

238.) Which of the following is correct regarding the 
slope of iso-cost line. Slope of iso-cost line can 
change due to 

1. Change in factor(s) price(s) 
2. Change in total outlay or total cost 
(a) 1 only 
(b) 2 only 
(c) 1 & 2 only 
(d) None 

 
239.) Which one of the following is not an internal 

economies of scale 
(a) Technical economies 
(b) Financial economies 
(c) Economies due to localization of industries 
(d) Marketing economies 

 
240.) Which of the following is not U-shape 

(a) AC 
(b) MC 
(c) AFC 
(d) AVC 

 
241.) Given TC = 2000 + 15Q – 6Q2 + Q3, How much is TFC at 

Q = 2000 
(a) 2000 
(b) 975 
(c) 30,000 
(d) Cant be determined 

 
242.) Marginal revenue of monopoly firm is less than price 

because 
(a) Demand curve has a positive slope 
(b) Demand curve has negative slope 
(c) Monopolistic incurs losses 
(d) Monopolistic is in equilibrium 

 
The following Table provides cost and price information 
for a firm called Comfy Cushions (CC). The firm 
produces and sells cushions 
using a fixed amount of capital equipment but can 
change the level of inputs such a labour and materials. 
Read the Table and answer questions 243-249 

Producti
on 
 
(Q) 

Price per unit 
(P) 

Total 
Cost 
(TC) 

Averag
e total 
cost 
(ATC) 

Margin
al cost 
(MC) 

Total 
revenue 
(TR) 

Margi
nal 
reven
ue 
(MR) 

0 250 500     
1
  

240 730     

2 230 870     
3 220 950     
4 210 1010     
5 200 1090     
6 190 1230     
7 180 1470     
8 170 1850     
9 160 2410     

243.) What is the value of fixed cost incurred by CC? 
(a) 252 
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(b) 730 
(c) 500 
(d) Cannot be determined 

 
244.) What is the average total cost when 5 units are 

produced? 
(a) 218 
(b) 1090 
(c) 730 
(d) 210 

 
245.) What is the marginal revenue (per unit) when 

production increase from 7 units to 8 units? 
(a) 160 
(b) 140 
(c) 120 
(d) 100 

 
246.) What is the marginal cost when production 

increase from 3 to 4 units? 
(a) 140 
(b) 80 
(c) 60 
(d) 240 

 
247.) To maximize its profit or minimize its loss, what 

level of production should CC choose? 
(a) 7 units 
(b) 6 units 
(c) 4 units 
(d) 8 units 

 
248.) At the profit maximizing level, what price should be 

charged? 
(a) 190 
(b) 200 
(c) 210 
(d) 220 

 
249.) Calculate CC’s maximum profit or minimum loss 

(a) Loss of Rs.100 
(b) Loss of Rs.60 
(c) Profit of Rs.90 
(d) Loss of Rs.90 

 
250.) You are given the following data 

Table 
Output Total 

cost 
0 0 
1 15 

2 30 
3 45 

4 60 
5 75 

The above data is an example of 
(a) Constant returns to scale 
(b) Decreasing returns to scale 
(c) Increasing returns to scale 
(d) Globalization 

 

251.) In the long run any firm will eventually leave the 
industry if: 

(a) Price does not at least over average total cos 
(b) Price does not equal marginal cost. 
(c) Economies of scale are being reaped 
(d) Price is greater than long run average cost 

 
252.) When the price of a substitute of X commodity 

falls, the demand for X 
(a) Rises 
(b) Falls 
(c) Remains unchanged 
(d) Any of these 

 
253.) Gopal inherited 1 acre of land from his father in 

1960. Today the value of that land is ` 90 lakh per 
acre. What is the opportunity cost of Gopal for 
keeping that land? His father paid ` 50,000 for this 
land. 

(a) Nothing, since the land was inherited 
(b) 50,000 which his father paid 
(c) 90 lakh, since the amount Gopal is getting now if he sells 

it 
(d) Both b and c 

 
254.) Suppose the short run cost function can be 

written as TC = 250 + 10Q. Average Fixed cost equals: 
(a) 250/Q 
(b) 250 
(c) 10 
(d) 250/Q+10 

 
255.) Law of diminishing marginal utility may not apply to 

(a) Money 
(b) Butter 
(c) Pepsi, coke, etc 
(d) Ice cream 

 
256.) Suppose that an owner is earning total revenue of 

` 1,00,000 and is increasing explicit cost of ` 60,000. 
If the owner could work for another company for ` 
30,000 a year, we would conclude that: 

(a) The firm is earning economic profit or ` 10,000 
(b) The firm is earning accounting profit or ̀  40,000 
(c) The firm is earning economic profit of ` 40,000 
(d) Both (a) and (b) 

 
257.) Use the following table from 257-258 

Hour of 
labour 

Total 
output 

Marginal 
product 

0 0 0 
1 300 300 
2 -- 240 

3 720 -- 
What is the total output when 2 hours of labour are 
employed? 

(a) 160 
(b) 200 
(c) 360 
(d) 540 
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258.) What is the marginal product of the third hour of 
labour? 

(a) 120 

(b) 160 
(c) 200 
(d) 180 

 
259.) If as a result of 90 per cent increase in all inputs, 

the output increase by 75 per cent this is a case of 
(a) Increasing return of factor 
(b) Decreasing return of factor 
(c) Diminishing returns to scale 
(d) None 

 
260.) The marginal product of a variable input is best 

described as 
(a) Total product divided by the number of units of variable 

input 
(b) The additional output resulting from a one unit increase 

in the variable input 
(c) The additional output resulting from a one unit increase 

in both the variable and fixed inputs 
(d) None 

 
261.) A firm encounters its shut down point when: 

(a) Average total cost equals price at the profit 
maximizing level of output 
(b) Average variable 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 maximizing level 

of output 
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ANSWER 

 
1 2 3 4 5 6 7 8 9 10 
d b d a b d c c a d 
11 12 13 14 15 16 17 18 19 20 
b b a b d a b c c d 
21 22 23 24 25 26 27 28 29 30 
c a a c a b b d c a 
31 32 33 34 35 36 37 38 39 40 
d b d c b b b d c b 
41 42 43 44 45 46 47 48 49 50 
b a b b b d c c b d 
51 52 53 54 55 56 57 58 59 60 
a b b a c c a c d a 
61 62 63 64 65 66 67 68 69 70 
b d a b b b a c a a 
71 72 73 74 75 76 77 78 79 80 
a d d a d a b a c b 
81 82 83 84 85 86 87 88 89 90 
c b d b a a a b b a 
91 92 93 94 95 96 97 98 99 100 
c b b a c b a a a b 
101 102 103 104 105 106 107 108 109 110 
b c a c d c c c a a 
111 112 113 114 115 116 117 118 119 120 
b b a b d d c b d b 
121 122 123 124 125 126 127 128 129 130 
a a b a c b a d d a 
131 132 133 134 135 136 137 138 139 140 
d a a d b b a b b c 
141 142 143 144 145 146 147 148 149 150 
b a d d c a a b b b 
151 152 153 154 155 156 157 158 159 160 
b a c c b b a a a b 
161 162 163 164 165 166 167 168 169 170 
c b a b c d d a c a 
171 172 173 174 175 176 177 178 179 180 
b d b a b c a c b d 
181 182 183 184 185 186 187 188 189 190 
d c a a a d d c d a 
191 192 193 194 195 196 197 198 199 200 
d c c b b c d b b a 
201 202 203 204 205 206 207 208 209 210 
b c b a c d a c c c 
211 212 213 214 215 216 217 218 219 220 
b b c b d d b c c d 
221 222 223 224 225 226 227 228 229 230 
c a d d c c c a d a 
231 232 233 234 235 236 237 238 239 240 
c a c d c c a c c c 
241 242 243 244 245 246 247 248 249 250 
a b c a d c b a d a 
251 252 253 254 255 256 257 258 259 260 
a b c a a d d d c b 
261          
b          
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CHAPTER – 4 MEANING AND TYPES OF MARKETS 
 

 
1.) 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 exist 
(d) Absence of transport cost 
 
2.) 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 
(c) Monopolistic 
(d) Perfect competition 
 
3.) Given the relation                           , then 
(a) MR>0 
(b) MR=0 
(c) MR<0 
(d) None 
 
4.) Profits of the firm will be more at 
(a) MR=MC 
(b) Additional revenue from extra unit equals its additional 
cost 
(c) Both 
(d) None 
 
5.) 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 
(c) Prices should be lowered down 
(d) All of these 
 
6.) Under monopoly price of discrimination depends 
upon 
(a) Elasticity of demand for commodity 
(b) Elasticity of supply for commodity 
(c) Size of market 
(d) All of these 
 
7.) Firms in a monopolistic market are price........ 
(a) Takers 
(b) Givers 
(c) Makers 
(d) Acceptors 
 
8.) Market which have two firms are known as 
(a) Oligopoly 
(b) Duopoly 
(c) Monopsony 
(d) Oligopsony 
 
9.) For maximum profit, the condition is 
(a) AR=AC 
(b) MR=MC 
(c) MR=AR 
(d) MC=AR 
 

10.) Equilibrium price may be determined through 
(a) Only demand 
(b) Only supply 
(c) Both demand and supply 
(d) None 
 
11.) If price is forced to stay below equilibrium price then 
consequently it can be said that 
(a) Excess supply exists 
(b) Excess demand exists 
(c) Either (a) or (b) 
(d) Neither (a) nor (b) 
 
12.) An increase in supply with unchanged demand leads 
to 
(a) Rise in price, 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 
 
13.) In the long run 
(a) Only demand can change 
(b) Only supply can change 
(c) Both demand and supply can change 
(d) None 
 
14.) Condition for producer equilibrium is 
(a) TR=TVC 
(b) MC=MR 
(c) TC=TAC 
(d) None 
 
15.) An increase in supply with demand remaining the 
same, brings about 
(a) Increase in equilibrium quantity and decrease in 
equilibrium price 
(b) Increase in equilibrium price and decrease in equilibrium 
quantity 
(c) Decrease in both equilibrium price and quantity 
(d) None 
 
16.) Competitive firm in the short run incur losses. The 
firm continues production, if 
(a) P>AVC 
(b) P=AVC 
(c) P<AVC 
(d) P>=AVC 
 
17.) Under ..... Market condition, firms make normal 
profits in the long run 
(a) Perfect competition 
(b) Monopoly 
(c) Oligopoly 
(d) None 
 
18.) Monopolistic is able to maximize his profits when 
(a) His output is maximum 
(b) He charges a high price 
(c) His average cost is minimum 
(d) His marginal cost is equal to marginal revenue 
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19.) Under which of the following market structure AR of 
the firm will be equal to MR 
(a) Monopoly 
(b) Monopolistic competition 
(c) Oligopoly 
(d) Perfect competition 
 
20.) Under monopolistic competition the cross elasticity 
of demand for the product of single firm would be 
(a) Infinite 
(b) Highly elastic 
(c) Highly inelastic 
(d) Zero 
 
21.) When the price of commodity is Rs. 20, the quantity 
demanded is 9 units and when its price is Rs. 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) Rs. 20 
(b) Rs. 19 
(c) Rs. 10 
(d) Rs. 01 
 
22.) From the following table, what will be equilibrium 
market price 

PRICE (in 
Rs.) 

DEMAND (tonner 
per annum) 

SUPPLY (tonner 
per annum) 

1 500 200 

2 450 250 

3 400 300 

4 350 350 

5 300 400 

6 250 450 

7 200 500 

8 150 550 

(a) Rs. 2 
(b) Rs. 3 
(c) Rs. 4 
(d) Rs. 5 
 
23.) If the price of commodity is fixed, then with the every 
increase in its sold quantity the total revenue will ........ 
and the marginal revenue will ........ 
(a) Increase; also increase 
(b) Increase; remains constant 
(c) Increase; decline 
(d) Remain fixed, increase 
 
24.) If supply decreases and demand remains constant, 
then equilibrium price will be 
(a) Increases 
(b) Decreases 
(c) No change 

(d) Become negative 
 
25.) According to Pigou, first degree price discrimination 
charges price to: 
(a) Individual capacity 
(b) Quantities sold 
(c) Location 
(d) None 
 
26.) What is shape of monopolistic average revenue 
curve 
(a) Falls from left to right 
(b) Is parallel to X-axis 
(c) Is parallel to Y-axis 
(d) Rise from left to right 
 
27.) What is the shape of perfectly competition 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 
 
28.) Monopsony means 
(a) There are large firms 
(b) Single buyer 
(c) Small number of large buyers 
(d) Single seller and single buyer 
 
29.) When increase in demand is equal to increase in 
supply and equilibrium price remains constant, then 
what about equilibrium quantity 
(a) Increases 
(b) Decreases 
(c) Remains constant 
(d) None 
 
30.) An increase in supply with demand remaining the 
same, bring about 
(a) Increase in equilibrium quantity and decrease in 
equilibrium price 
(b) Increase in equilibrium price and decrease in equilibrium 
quantity 
(c) Decrease in both equilibrium price and quantity 
(d) None 
 
31.) Monopolistic can be determined 
(a) Price 
(b) Output 
(c) Either price or output 
(d) None 
 
32.) MR of nth unit is given by 

(a) TRn / TRn-1 

(b) TRn + TRn-1 

(c) TRn – TRn-1 
(d) All of these 
 
33.) The market structure in which the number of sellers 
is small and there is inter dependence in decision 
making by the firms is known as 
(a) Perfect competition 
(b) Oligopoly 
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(c) Monopoly 
(d) Monopolistic competition 
 
34.) In perfect competition, since the firm is a price taker, 
the ...... curve is a straight line 
(a) Marginal cost 
(b) Total cost 
(c) Total revenue 
(d) Marginal revenue 
 
35.) Given the relation , then 
(a) MR<0 
(b) MR>0 
(c) MR=0 
(d) None 
 
36.) For discriminating monopolistic the condition for 
equilibrium is 
(a) MR>MC 
(b) MR_{1}=MR_{2} 
(c) MR_{a}=MR_{b}=MR_{c} 
(d) All of these 
 
37.) Average revenue curve is also known as 
(a) Profit curve 
(b) Demand curve 
(c) Supply curve 
(d) Average cost curve 
 
38.) Given, AR=5 and elasticity of demand =2 Find the MR 
(a) +2.5 
(b) -2.5 
(c) +1.5 
(d) -1.5 
 
39.) If seller obtains Rs. 3,000 after selling 50 units and 
Rs. 3,100 after selling 52 units then marginal revenue will 
be 
(a) Rs. 59.62 
(b) Rs. 50.00 
(c) Rs. 60.00 
(d) Rs. 59.80 
 
40.) A firm will close down in the short period, if its AR is 
less than 
(a) AC 
(b) AVC 
(c) MC 
(d) None 
 
41.) Which of the following expressions is correct for 
marginal revenue 

 
 
42.) The market for ultimate consumer is known as 
(a) Wholesale market 
(b) Regulated market 
(c) Unregulated market 
(d) Retail market 

43.) For a firm to become profitable it should expand 
output whenever 
(a) Marginal Revenue is equal to marginal cost 
(b) Marginal Revenue is less than marginal cost 
(c) Marginal revenue is greater than marginal cost 
(d) Average revenue is greater than average cost 
 
44.) On the basis of nature of transactions, a market may 
be classified into 
(a) Spot market and future market 
(b) Regulated market and unregulated market 
(c) Wholesale market and retail market 
(d) Local market and national market 
 
45.) In very short period market: 
(a) Supply changes bit demand remains same 
(b) Supply changes but price remains same 
(c) Supply remains fixed 
(d) Supply and demand both changes 
 
46.) A firm will close down in the short run period, if its AR 
is less than 
(a) AC 
(b) AVC 
(c) MC 
(d) None 
 
47.) Which of the following is correct? 

 
 
48.) According to behavioural principles 
(a) Firm should not produce at all if its total variable costs 
are not met 
(b) Firm will be making maximum profits by expanding 
output to the level where marginal revenue is equal to 
marginal cost 
(c) Both (a) and (b) 
(d) None 
 
49.) Market consists of ...... 
(a) Buyer and seller 
(b) One price for one product at given time 
(c) Both (a) and (b) 
(d) None 
 
50.) Demand for a product is unitary elastic then 
(a) MR=0 
(b) MR>0 
(c) MR<0 
(d) None 
 
51.) Which of the following is true, when the firm is at 
equilibrium? 
(a) MC < MR 
(b) MC curve cuts the MR curve from below 
(c) Both (a) and (b) 
(d) None 
 
52.) When TR is at its peak then MR is equal to – 
(a) Zero 
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(b) Positive 
(c) Negative 
(d) None 
 
53.) When price is Rs. 20, Quantity demanded is 10 units 
and price is decreased by 5% then quantity demand 
increased by 10% then Marginal revenue is ........ 
(a) Rs. 10 
(b) Rs. 11 
(c) Rs. 9 
(d) Rs. 20 
 
54.) Which of the following represents the supply curve in 
a perfect competitive market: 
(a) MC curve 
(b) AC curve 
(c) AR curve 
(d) MR curve 
 
55.) When TR is maximum, then MR is 
(a) Zero 
(b) One 
(c) Both (a) & (b) 
(d) None 
 
56.) ........ is also called a free market as there are no 
stipulations on the transactions 
(a) Unregulated 
(b) Regulated 
(c) Retail 
(d) Spot 
 
57.) In this market, transactions involve contracts with a 
promise to pay and deliver goods at some future dates 
(a) Spot market 
(b) Future market 
(c) Unregulated market 
(d) Retail market 
 
58.) A firm reaches its shutdown point when 
(a) Price is less than AVC in long run 
(b) Price is less than AVC in short run 
(c) Price is more than AVC in long run 
(d) Price is more than AVC in short run 
 
59.) Demand of good increases from 15 units to 16 units if 
price decreases from Rs. 40 to Rs. 38. What will be MR of 
16th  units 
(a) 8 
(b) 16 
(c) 38 
(d) 15 
 
60.) If seller obtains Rs. 6,000 after selling 50 units and 
Rs. 6,204 after selling 53 units, then marginal revenue 
will be 
(a) 204 
(b) 68 
(c) 118 
(d) 120 
 
61.) On the basis of nature of transaction, a market may 
be considered into 

(a) Regulated and unregulated market 
(b) Wholesale and retail market 
(c) Cash and forward market 
(d) National and International market 
 
62.) When a firm produces 7 units of production and the 
TR is Rs. 42 after raising the production to 8 units $TR$ 
reaches Rs. 46 marginal revenue will be 
(a) 6 
(b) 4 
(c) 5 
 
63.) Market where goods are exchanged for money 
payable either immediately or within a short space of 
time 
(a) Forward market 
(b) Regulated market 
(c) Spot market 
(d) Wholesale market 
 
64.) What is the average revenue when ABC ltd. Sells 121 
units 
(a) 6,000 
(b) 6,050 
(c) 50 
(d) 100 
 
65.) When XYZ sells 130 units then total revenue will be 
(a) Rs. 18,550 
(b) Rs. 12,050 
(c) Rs. 6,000 
(d) Rs. 6,500 
 
66.) Answer the following question 

UNITS 0 1 2 3 4 5 6 
TOTAL REVENUE 100 180 250 310 360 400 430 

Find the marginal revenue of $5^{\text{th}}$ unit 
(a) 60 
(b) 55 
(c) 45 
(d) 40 
 
67.) Which one is not a part of the elements of market 
(a) Buyer and seller 
(b) Product or service 
(c) Bargaining for price 
(d) Volume of business 
 
68.) In the market structure, demand curve is also known 
as 
(a) Marginal cost curve 
(b) Average revenue curve 
(c) Total production curve 
(d) Marginal utility curve 
 
69.) Secular period is also known 
(a) Very short period 
(b) Very long period 
(c) Short period 
(d) Long period 
 
70.) Total revenue curve initially increases at a 
diminishing rate due to...... 
(a) Diminishing Average Revenue Curve 
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(b) Diminishing Marginal Revenue Curve 
(c) Diminishing Average fixed Revenue curve 
(d) Diminishing cost curve 
 
71.) Total revenue curve is.... 
(a) Positively sloped 
(b) Negatively sloped 
(c) Downward sloped 
(d) Vertical to X-axis 
 
72.) When AR=Rs. 10 and AC=Rs. 8 the firm makes........ 
(a) Normal profits 
(b) Net profit 
(c) Gross profit 
(d) Supernormal profit 
 
73.) What are the conditions for the long run equilibrium 
of the competitive firm? 
(a) LMC = LAC = P 
(b) SMC = SAC = LMC 
(c) P = MR 
(d) All of these 
 
74.) Kinked demand curve hypothesis is given by 
(a) Alfred Marshall 
(b) A. C. Pigou 
(c) Sweezy 
(d) Hicks & Allen 
 
75.) Supernormal profits occur, when 
(a) Total revenue is equal to total cost 
(b) Total revenue is equal to variable cost 
(c) Average revenue is more than average cost 
(d) Average revenue is equal to average cost 
 
76.) 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 profits 
(d) Profit cannot be determined 
 
77.) MR curve cuts the horizontal 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 
 
78.) Kinked demand curve is observed in ........ 
(a) Duopoly market 
(b) Monopoly market 
(c) Competitive market 
(d) Oligopoly market 
 
79.) Competitive firms in the long run earn: 
(a) Supernormal profit 
(b) Normal profit 
(c) Losses 
(d) None 
 
80.) For a monopolistic, the necessary condition for 
equilibrium is: 
(a) P = MC 

(b) P = MR = AR 
(c) MR = MC 
(d) None 
 
81.) A firm will shut down in the short run if 
(a) It is suffering a loss 
(b) Fixed costs exceeds revenue 
(c) Variable costs exceed revenues 
(d) Total costs exceed revenues 
 
82.) ............ is the price at which demand for a 
commodity is equal to its supply 
(a) Normal price 
(b) Equilibrium price 
(c) Short run price 
(d) Secular price 
 
83.) OPEC is an example 
(a) Monopolistic 
(b) Monopoly 
(c) Oligopoly 
(d) Duopoly 
 
84.) ............ is an ideal market 
(a) Monopoly 
(b) Monopolistic 
(c) Perfect competition 
(d) Oligopoly 
 
85.) Under which market situation demand curve is linear 
and parallel to X axis 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) Oligopoly 
 
86.) Which market have characteristic of product 
differentiation 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) Oligopoly 
 
87.) Which of these are characteristics of perfect 
competition 
(a) Many sellers & buyers 
(b) Homogeneous product 
(c) Free entry and exit 
(d) All of these 
 
88.) Demand curve of oligopoly is 
(a) Horizontal 
(b) Vertical 
(c) Kinked 
(d) Rising left to right 
 
89.) MR curve = AR =Demand Curve is a feature of which 
kind of market 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) Oligopoly 
 
90.) In the long run monopolistic can 
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(a) Incur losses 
(b) Must earn super normal profits 
(c) Wants to shut down 
(d) Earns only normal profits 
 
91.) 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 
 
92.) Oligopoly having identical products is: 
(a) Pure oligopoly 
(b) Imperfect oligopoly 
(c) Price leadership 
(d) Collusion 
 
93.) Demand curve of oligopoly is: 
(a) Horizontal 
(b) Vertical 
(c) Kinked 
(d) Rising left to right 
 
94.) Demand curve is equal to MR curve in which market 
(a) Oligopoly 
(b) Monopoly 
(c) Monopolistic 
(d) Perfect competition 
 
95.) Kinked demand hypothesis is designed to explain 
........ in context of oligopoly 
(a) Price and output determination 
(b) Price rigidity 
(c) Collusion between firm 
(d) All of these 
 
96.) Price discrimination can take place only in ........ 
(a) Monopolistic 
(b) Oligopoly 
(c) Perfect competition 
(d) Monopoly 
 
97.) In oligopoly, the kink on the demand curve is more 
due to ........ 
(a) Discontinuity in MR 
(b) Discontinuity in AR 
(c) Fulfilment of the assumption that a price cut is followed 
by the other and a price increase by a firm is not followed by 
the others 
(d) Price war amongst the firms 
 
98.) Price discrimination is possible only when 
(a) Seller is alone 
(b) Goods are homogeneous 
(c) Market is controlled by the government 
(d) None 
 
99.) Which of the following is not the feature of an 
imperfect competition 
(a) Product differentiation 
(b) Few seller 
(c) Homogeneous product 

(d) Price wars 
 
100.) Price takers firms ........ 
(a) Do not advertise their products because it misleads the 
customers 
(b) Advertise their products to boost the level of demand 
(c) Do not advertise but give gifts along with the sold items 
to attract customers 
(d) Do not advertise because they can sell as much as they 
wish at the prevailing price. 
 
101.) Price rigidity is situation found in which of the 
following market forms 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) Oligopoly 
 
102.) When elasticity of demand is equal to one in 
monopoly, marginal revenue will be........ 
(a) Equal to one 
(b) Greater than one 
(c) Less than one 
(d) Zero 
 
103.) Which one of the following statement is not 
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 firms always seeks to discriminate prices 
 
104.) Toothpaste industry is an example of ........ 
(a) Monopoly 
(b) Monopolistic 
(c) Oligopoly 
(d) Perfect competition 
 
105.) 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) 
 
106.) Price discrimination under monopoly will be 
possible under which of the following conditions 
(a) Seller has no control over the supply of his product 
(b) Market has the same condition all over 
(c) Price elasticity of demand is different in different markets 
(d) Price elasticity of demand is uniform 
 
107.) Oligopoly having identical products is known as 
........ 
(a) Pure oligopoly 
(b) Collusive oligopoly 
(c) Independent oligopoly 
(d) None of these 
 
108.) Which of these is the best example of oligopoly 
(a) OPEC 
(b) SAARC 
(c) WTO 
(d) GATT 
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109.) Monopolistic can fix him price of goods whose 
elasticity is ........ 
(a) Less than one 
(b) More than one 
(c) Elastic 
(d) Inelastic 
 
110.) Perfectly competitive firm faces 
(a) Perfectly elastic demand curve 
(b) Perfectly inelastic demand curve 
(c) Zero 
(d) Negative 
 
111.) In perfect competition when the firms is a price 
taker, which of the following curve will be a straight line 
(a) Marginal cost 
(b) Average cost 
(c) Total cost 
(d) Marginal revenue 
 
112.) Price discrimination can be best exercised by the 
seller in ........ 
(a) Oligopoly 
(b) Monopoly 
(c) Monopolistic 
(d) Perfect competition 
 
113.) In oligopoly the kink in the demand curve is more 
due to ........ 
(a) Discontinuity in MR 
(b) Discontinuity in AR 
(c) Fulfilment of the assumption that a price fall is followed 
by the other and a price increase by a firm is not followed by 
the others 
(d) Price war among the firms 
 
114.) A firm encounter "shut-down" point........ 
(a) Marginal cost equals price of the profit maximising level 
of output 
(b) Average fixed cost equals the price at the profit 
maximising level of output 
(c) Average variable cost equals the price at the profit 
maximising level of output 
(d) Average total cost equals the price at the profit 
maximising level of output 
 
115.) Under which of the following market condition 
firms make only normal profits in the long run 
(a) Oligopoly 
(b) Monopoly 
(c) Monopolistic 
(d) Duopoly 
 
116.) In monopolistic competition excess capacity in the 
firm ........ 
(a) Always exists 
(b) Sometimes exists 
(c) Never exists 
(d) None of the above 
 
117.) Selling costs have to be incurred in case of: 
(a) Perfect competition 
(b) Monopolistic 
(c) Monopoly 

(d) None 
 
118.) In market, the price and output equilibrium is 
determined on the basis of 
(a) Total revenue and total cost 
(b) Total cost and marginal cost 
(c) Marginal revenue and marginal cost 
(d) Only marginal cost 
 
119.) A perfect market is characterised by 
(a) Existence of large numbers of buyers and sellers 
(b) Homogeneous products 
(c) Perfect knowledge of market 
(d) All of these 
 
120.) Which of the following is not a feature of oligopoly 
market 
(a) Interdependence of the firms in decision making 
(b) Price rigidity 
(c) Group behaviour 
(d) Existence of large number of firms 
 
121.) A monopolistic can fix 
(a) Both price and output 
(b) Either price or output 
(c) Neither price nor output 
(d) None of these 
 
122.) In a perfectly competitive market, the demand 
curve of a firm is 
(a) Elastic 
(b) Perfectly elastic 
(c) Inelastic 
(d) Perfectly inelastic 
 
123.) In a competitive market, if price exceeds average 
variable cost (AVC) but remains less than Average Cost 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 
 
124.) Price under perfect competition is determined by 
the .... 
(a) Firm 
(b) Industry 
(c) Government 
(d) Society 
 
125.) 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 
(c) MR can be zero or even negative 
(d) All of these 
 
126.) Non-price competition is very popular in: 
(a) Monopoly 
(b) Monopolistic 
(c) Oligopolistic 
(d) Perfect competition 
 
127.) In the kinked-demand curve model, the upper 
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portion of the demand curve is 
(a) Elastic 
(b) Inelastic 
(c) Perfectly elastic 
(d) Unitary elastic 
 
128.) Equilibrium price for an industry in perfect 
competition is fixed through 
(a) Input and Output 
(b) Market demand and market supply 
(c) Market demand and firms supply 
(d) None of these 
 
129.) In a perfectly competitive market, if MR is greater 
than MC, then a firm should...... 
(a) Increase its production 
(b) Decrease its production 
(c) Decrease its sales 
(d) Increase its sales 
 
130.) Kinked demand curve is related to which market 
structure 
(a) Oligopoly 
(b) Monopoly 
(c) Monopsony 
(d) Monopolistic 
 
131.) In the long run a monopolistic always earns 
(a) Normal profit 
(b) Abnormal profit 
(c) Zero profit 
(d) Loss 
 
132.) Under which of the following forms of market 
structure does a firm has a very considerable control 
over the price of its product 
(a) Monopoly 
(b) Monopolistic 
(c) Oligopoly 
(d) Perfect competition 
 
133.) One of the essential conditions of perfect 
competition is 
(a) Product differentiation 
(b) Many sellers and few buyers 
(c) Only one price for identical goods at any one time 
(d) Multiplicity of prices for identical products at any one 
time 
 
134.) Demand curve of an oligopolist is 
(a) Determine 
(b) Indeterminate 
(c) Circular 
(d) Vertical 
 
135.) Abnormal profit exist in the long run only under 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) Oligopoly 
 
136.) The distinction between a single firm and an 
industry vanishes in which of the following market 
conditions 

(a) Perfect competition 
(b) Imperfect competition 
(c) Pure competition 
(d) Monopoly 
 
137.) Selling outlay is an essential part of which of the 
following market situations 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) Pure competition 
 
138.) Kinked demand curve model explains the market 
situation 
(a) Pure oligopoly 
(b) Differentiated oligopoly 
(c) Collusive oligopoly 
(d) Price rigidity 
 
139.) For price discrimination to be successful, the 
elasticity of demand for the commodity in the two 
markets should be 
(a) Same 
(b) Different 
(c) Constant 
(d) Zero 
 
140.) The firm in a perfectly competitive market is a price 
taker. This designation as price taker is based on the 
assumption that 
(a) Firm has some but not complete control over its product 
price 
(b) There are so many buyers and sellers in the market that 
any one buyer or seller cannot affect the market 
(c) Each firm produces a homogeneous product 
(d) There is easy entry into or exit from the market place 
 
141.) A market structure in which many firms sells 
product that's are similar and identical is known as 
(a) Monopolistic 
(b) Monopoly 
(c) Perfect competition 
(d) Oligopoly 
 
142.) A firm having kinked demand curve indicates that 
(i) If the firm reduces the price, competitive firms also 
reduce the price 
(ii) If the firm increases the price, competitive firms also 
increase the price 
(iii) If the firm reduces the price, competitive firms do not 
reduce the price 
(iv) If the firm increases the price, competitive firm7s do 
not increase the price 
(a) Only (i) 
(b) Both (i) and (iv) 
(c) Both (ii) and (iv) 
(d) Both (ii) and (iii) 
 
143.) Price discrimination will not be profitable, if the 
elasticity of demand is ...... in different markets 
(a) Uniform 
(b) Different 
(c) Less 
(d) Zero 
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144.) In the long run, which of the following statement is 
true for firm in a perfectly competitive industry 
(a) It operates at its minimum average cost 
(b) Price is more than the average fixed cost 
(c) Marginal cost is greater than marginal revenue 
(d) Fixed cost is lower than the total variable cost 
 
145.) The firm will attain equilibrium at a point where MC 
curve cuts...... 
(a) AR curve 
(b) MR curve 
(c) AVC curve 
(d) AC curve 
 
146.) In monopoly market, a producer has control only 
over 
(a) Price of the commodity 
(b) Demand of the commodity 
(c) Both (a) and (b) 
(d) Utility of the product 
 
147.) One of the following is not correct about perfect 
competition 
(a) Purchase and sale of homogeneous goods 
(b) Existence of marketing costs 
(c) Absence of transportation costs 
(d) Perfect mobility of factors of production 
 
148.) Kinked demand curve under oligopoly is designed 
to show 
(a) Price and output determination 
(b) Price rigidity 
(c) Price leadership 
(d) Collusion among rivals 
 
149.) 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 the 
entrepreneur is attempting to maximise 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 
 
150.) Kinked demand curve is the demand curve of 
(a) Perfect competition 
(b) Monopoly 
(c) Monopolistic 
(d) None 
 
151.) Price discrimination will be profitable only if the 
elasticity of demand in different markets is 
(a) Uniform 
(b) Different 
(c) Less 
(d) Zero 
 
152.) Under which of following form of market structure 
does a firm have no control over the price of its 
production 

(a) Monopoly 

(b) Monopolistic 

(c) Oligopoly 

(d) Perfect competition 
 
153.) ................ is that situation in which a firm bases its 
market policy, in part on the expected behaviour of a few 
close rivals 
 
(a) Oligopoly 
(b) Monopolistic 
(c) Monopoly 
(d) Perfect competition 
 
154.) In the figure curve E is the firms ............ 
 
 
 
 
 
 
 
 
 
 
 
 
 
(a) Marginal cost curve 
(b) Average cost curve 
(c) Demand curve 
(d) Marginal revenue curve 
 
155.) Below figure represents ............ 
(a) Monopoly 
(b) Perfectly competition industry 
(c) Perfectly competitive firm 
(d) None 
 
156.) In the figure, the firms marginal revenue curve is 
(a) E 
(b) A 
(c) F 
(d) B 
 
157.) Price elasticity of demand for a product is infinite 
under 
(a) Perfect competition 
(b) Oligopoly 
(c) Monopolistic 
(d) Monopoly 
 
158.) 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 
(c) Produce less and sell at a higher price 
(d) Produce zero and sell at a higher price 
 
159.) The reason for the kinked demand curve is that 
(a) Oligopolist believ6e that competitors will follow output 
increases but not output reductions 
(b) Oligopolist believe that competitors will follow price 
increase but not output reductions 
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(c) Oligopolist believe that competitors will follow price cuts 
but not price rises 
(d) Oligopolist believe that competitors will follow price 
increases but not output increases 
 
160.) 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 
(c) Relatively inelastic 
(d) Perfectly elastic 
 
161.) If a firm under monopoly wants to sell more, its 
average revenue curve will be a ........ Line. 
(a) Horizontal 
(b) Vertical 
(c) Downward sloping 
(d) Upward sloping 
 
162.) Who sets the price of the product under perfect 
competition? 
(a) Government 
(b) Consumers 
(c) Sellers 
(d) Both buyer and seller 
 
163.) Which is the first order condition for the firm to 
maximize the profit 
(a) AC = MR 
(b) AC = AR 
(c) MC = MR 
(d) MR = AR 
 
164.) Which market has the concept of group equilibrium 
in the long run 
(a) Oligopoly 
(b) Monopoly 
(c) Monopolistic 
(d) Perfect competition 
 
165.) Which of the following is incorrect 
(a) Even monopolistic can earn losses 
(b) Firms in perfect competition market is price takers 
(c) It is always beneficial for firm in a perfectly competitive 
market to discriminate prices 
(d) Kinked demand curve is related to an oligopolist market 
 
166.) Average revenue curve is also known as 
(a) Profit curve 
(b) Demand curve 
(c) Average cost curve 
(d) Indifference curve 
 
167.) Which is not the characteristic of monopoly 
(a) Firm is price taker 
(b) There is single firm 
(c) Firm produces a unique product 
(d) Existence of some advertising 
 
168.) Price discrimination is profitable only when 
(a) Different markets are kept separate 
(b) Distance between the consumer and the market is more 
(c) Elasticity of demand in different markets is different 

(d) Consumers are segregated on the basis of their purpose 
of use of the commodity 
 
169.) When the industry is dominated by one large firm 
which is considered as the leader of the group, the 
market is described as 
(a) Open oligopoly 
(b) Perfect oligopoly 
(c) Partial oligopoly 
(d) Organised oligopoly 
 
170.) Which amongst the following is not an objective of 
price discrimination 
(a) To hold the extra stocks 
(b) To earn maximum profits 
(c) To enjoy economies of scale 
(d) To secure equity through pricing 
 
171.) Which of the following statement is not correct 
(a) Under monopoly there is no difference between a firm 
and industry 
(b) Monopolist may restrict the output and raise the price 
(c) Commodities offered for sale under perfect competition 
will be heterogeneous 
(d) Product differentiation is peculiar to monopolistic 
competition 
 
172.) Under perfect competition firm is described as 
(a) Price taker and not price maker 
(b) Price maker and not price taker 
(c) Neither price maker nor price taker 
(d) None 
 
173.) 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 
(c) Oligopoly 
(d) Perfect competition 
 
174.) Condition for equilibrium of firm 
(a) MR = MC 
(b) AR = AC 
(c) MC curve cuts MR curve from below 
(d) Both (a) and (c) 
 
175.) What is/are features of oligopoly 
(a) Kinked demand curve 
(b) Cartel 
(c) Downward sloping demand curve 
(d) Both (a) and (b) are correct 
 
176.) Monopoly is undesirable due to 
(a) Has prices higher than competitive firms 
(b) Produces less output than competitive firms 
(c) It discriminates on prices 
(d) All of these 
 
177.) In the long run equilibrium price undue perfect 
competition is/are satisfied by 
(a) MC = MR 
(b) AC = AR 
(c) LMC = LAC = P 
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(d) All of these 
 
178.) In the long run monopolist 
(a) Incur losses 
(b) Must earn super normal profits 
(c) Wants to shut down 
(d) Earns only normal profits 
 
179.) Demand curve of the firm and industry will be same 
in which of the following markets 
(a) Monopolistic competition 
(b) Perfect competition 
(c) Monopoly 
(d) Oligopoly 
 
180.) Which of these is an example of oligopoly 
(a) OPEC 
(b) SAARC 
(c) WTO 
(d) GATT 
 
181.) In perfectly competitive market, if MR is greater 
than MC, then a firm should 
(a) Increase its production 
(b) Decrease its production 
(c) Decrease its sales 
(d) Increase its sales 
 
182.) Equilibrium price for industry in perfect 
competition is fixed through 
(a) Input and output 
(b) Market demand & market supply 
(c) Market demand & firms supply 
(d) None 
 
183.) A competitive firm in the short run insure losses. 
The firm continues production, if 
(a) P > AVC 
(b) P = AVC 
(c) P < AVC 
(d) P ≥ AVC 
 
184.) Market form in which there is only one buyer and 
one seller 
(a) Oligopoly 
(b) Duopoly 
(c) Bilateral monopoly 
(d) Monopsony 
 
185.) Structure of toothpaste industry in India is best 
described as 
(a) Perfectly competitive 
(b) Monopolistic 
(c) Monopolistically competitive 
(d) Oligopolistic 
 
186.) Product differentiation is the main features of 
which market 
(a) Oligopoly 
(b) Monopolistic 
(c) Discriminating monopoly 
(d) Perfect competition 
 

187.) Which market is having a single seller and single 
buyer 
(a) Duopoly 
(b) Monopsony 
(c) Bilateral monopoly 
(d) None 
 
188.) In the long run perfect competitive market incurs 
(a) Normal profit 
(b) Supernormal profits 
(c) Losses 
(d) Constant returns 
 
189.) Which one of the following is not the feature of 
oligopoly 
(a) Interdependency 
(b) Selling cost 
(c) Free entry 
(d) Oligopoly 
 
190.) Price leadership is the characteristic of 
(a) Oligopoly 
(b) Monopoly 
(c) Perfect competition 
(d) Discriminating monopoly 
 
191.) MR curve in perfect competition is 
(a) Parallel to X-axis 
(b) Parallel to Y-axis 
(c) Fall from left to right 
(d) Rise from left to right 
 
192.) Which of following is not characteristic of MR 
(a) When TR is maximum, then MR is zero 
(b) MR cannot be negative 
(c) MR slopes downward from left to right 
(d) MR curve is below AR curve 
 
193.) Which out of these are not features of perfect 
competition 
(a) Homogeneous 
(b) Large number of buyer and seller 
(c) Free entry and exit 
(d) Selling cost 
 
194.) Which is the characteristic feature of monopoly 
(a) Homogeneous product 
(b) Strong barriers to entry 
(c) Perfect competition 
(d) Perfectly elastic demand curve 
 
195.) Discriminating monopolistic to reach equilibrium 
position, his decision on total output depends 
(a) How much total output should be produce 
(b) How the total output should be distributed between the 
two sub-markets 
(c) Both (a) and (b) 
(d) None 
 
196.) Price discrimination is possible only in ..... 
(a) Monopoly 
(b) Perfect competition 
(c) Oligopoly 
(d) Monopolistic 
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197.) Kinked demand curve is 
(a) Highly elastic at above the prevailing price 
(b) Inelastic at below the prevailing price 
(c) Both (a) and (b) 
(d) None 
 
198.) Demand curve is horizontal in the case of ........ 
(a) Monopoly 
(b) Perfect competition 
(c) Imperfect competition 
(d) Monopolistic competition 
 
199.) What is the characteristic of monopolistic 
competition 
(a) Price elasticity is low for the product concerned 
(b) Large number of sellers 
(c) No degree of control over price 
(d) One buyer 
 
200.) If a perfectly competitive firm earns super normal 
profits then 
(a) AR > MR 
(b) AR < MR 
(c) AR = MR 
(d) None 
 
201.) Live and Let Live is characteristic of market 
(a) Perfect competition 
(b) Monopoly 
(c) Imperfect competition 
(d) Oligopoly 
 
202.) In which of following market there are only two 
sellers 
(a) Duopoly 
(b) Perfect competition 
(c) Monopoly 
(d) Perfect competition and duopoly 
 
203.) Degree of elasticity in perfect competition market 
(a) Perfectly elastic 
(b) Inelastic 
(c) Perfectly inelastic 
(d) Elastic 
 
204.) Perfect competitive firm earns super normal profits 
when 
(a) ATC < MC 
(b) ATC > MC 
(c) MR < AR 
(d) MR > AR 
 
205.) Firm is said to earn normal profit when 
(a) AC = AR 
(b) MC = MR 
(c)AR = MR 
(d) MC > MR 
 
206.) Two firms are selling cold-drinks and competing 
with some identical characteristics, this is an example of 
(a) Duopoly 
(b) Monopoly 
(c) Oligopoly 
(d) Monopolistic 

207.) Group behaviour is a characteristic of ....... 
(a) Oligopoly 
(b) Monopoly 
(c) Perfect competition 
(d) Monopolistic 
 
208.) Myth in real world is........ 
(a) Oligopoly 
(b) Duopoly 
(c) Perfect competition 
(d) Monopoly 
 
209.) ........ Oligopoly refers to that situation where the 
firms sell their products through centralized body 
(a) Syndicate oligopoly 
(b) Organised oligopoly 
(c) Collusive oligopoly 
(d) Partial oligopoly 
 
210.) The similarity between monopolistic and perfect 
competition is .... 
(a) In short run both earn super normal profit 
(b) In long run both earn normal profit 
(c) In short run their prices remain constant 
(d) None 
 
211.) Which market has a downward demand curve 
(a) Monopolistic 
(b) Monopoly 
(c) Perfect competition 
(d) Both (a) and (b) 
 
212.) Kinked demand hypothesis is designed to explain 
the under oligopolistic market 
(a) Collusion between firms 
(b) Price and output determination 
(c) Price rigidity 
(d) Price leadership 
 
213.) ........ is the best example of oligopoly 
(a) SAARC 
(b) WTO 
(c) GATT 
(d) OPEC 
 
214.) Aluminum industry is the example of which type of 
oligopoly 
(a) Open oligopoly 
(b) Full oligopoly 
(c) Pure oligopoly 
(d) Syndicated oligopoly 
 
215.) In which market price are determined by the market 
forces of demand and supply 
(a) Pure competition 
(b) Perfect competition 
(c) Monopolistic 
(d) Oligopoly 
 
216.) Railways charges comparatively cheaper forces 
from senior citizens is an example of ....... 
(a) Price discrimination 
(b) Market analysis 
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(c) Profit discrimination 
(d) Demand forecasting 
 
217.) Smart phones market is an example of 
(a) Monopoly 
(b) Monopolistic 
(c) Oligopoly 
(d) Perfect competition 
 
218.) Collusion is impossible if an industry has 
(a) Large number of firms 
(b) Only few number of firms 
(c) Only two firms 
(d) Limited number of firms 
 
219.) When the industry is dominated by one large firm it 
is called: 
(a) Partial oligopoly 
(b) Full oligopoly 
(c) Organised oligopoly 
(d) Closed oligopoly 
 
220.) Choose the incorrect statement regarding the 
barometric price leadership 
(a) Live and let live philosophy is followed 
(b) Old and experienced firm act as a leader 
(c) Price decided by assessing market conditions 
(d) Price decided by leader is generally accepted by the rest 
of all 
 
221.) Competition among few is described in 
(a) Monopoly 
(b) Oligopoly 
(c) Duopoly 
(d) Monopsony 
 
222.) Which of the following is not a coalition of perfect 
competition 
(a) Large number of firms 
(b) Perfect mobility of factors 
(c) Informative advertising to ensure that consumers have 
good information 
(d) Freedom of entry and exit into and out of the market 
 
223.) Oligopoly industries are characterized by 
(a) Few dominant firms and substantial barriers to entry 
(b) Few large firms and no entry barriers 
(c) Large number of small firms and no entry barriers 
(d) One dominant firm and low entry barriers 
 
224.) Long run equilibrium outcomes in monopolistic 
competition and perfect competition are similar, 
because in both market structures 
(a) The efficient output level will be produced on the long run 
(b) Firms will be producing at minimum average cost 
(c) Firms realize all economies of scale 
(d) Firms will only earn normal profit 
 
225.) Pure oligopoly is based on the ........production 
(a) Homogeneous 
(b) Differential 
(c) Unrelated 
(d) Related 
 

226.) In the competition of oligopoly, the kinked demand 
curve hypothesis is designed to explain 
(a) Price rigidity 
(b) Price and output determination 
(c) Price leadership 
(d) Collusion 
 
227.) Given AR = 5 elasticity of demand = 2 find MR 
(a) +2.5 
(b) -2.5 
(c) +1.5 
(d) -1.5 
 
228.) When TR is max, then MR is = 
(a) Zero 
(b) One 
(c) Both 
(d) None 
 
229.) Which two curves are intersected by MC Curve at 
their minimum points 
(a) AC & AVC 
(b) AC & AFC 
(c) AC & TVE 
(d) AVC & AFC 
 
230.) Under which market form, the demand curve is 
steeper as compared to monopolistic competition? 
(a) Monopoly 
(b) Oligopoly 
(c) Perfect competition 
(d) None 
 
231.) Firms cooperate with each other in determining 
price or output or both. It is a feature of: 
(a) Pure oligopoly 
(b) Non-collusive oligopoly 
(c) Imperfect oligopoly 
(d) Collusive oligopoly 
 
232.) Consumers get maximum variety goods under 
(a) Perfect competition 
(b) Monopolistic 
(c) Oligopoly 
(d) None 
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Answer 
1 2 3 4 5 6 7 8 9 10 

d d a c a a c b b c 

11 12 13 14 15 16 17 18 19 20 

b d c b a d a d d b 

21 22 23 24 25 26 27 28 29 30 

c c b a a a a b a a 

31 32 33 34 35 36 37 38 39 40 

c c b d a c b a b b 

41 42 43 44 45 46 47 48 49 50 

c d c a c b a c c a 

51 52 53 54 55 56 57 58 59 60 

b a c a a a b a a b 

61 62 63 64 65 66 67 68 69 70 

c b c d d d d b b b 

71 72 73 74 75 76 77 78 79 80 

a b d c c b b d b c 

81 82 83 84 85 86 87 88 89 90 

c b c c a c d c a b 

91 92 93 94 95 96 97 98 99 100 

c a c d b d c a c d 

101 102 103 104 105 106 107 108 109 110 

d d d b d c a a a a 

111 112 113 114 115 116 117 118 119 120 

a d b c c a b c d d 

121 122 123 124 125 126 127 128 129 130 

a b c b d b a b a a 

131 132 133 134 135 136 137 138 139 140 

b a c b b d c d b b 

141 142 143 144 145 146 147 148 149 150 

c b a a b a b b a d 

151 152 153 154 155 156 157 158 159 160 

b d a c a c a c c c 

161 162 163 164 165 166 167 168 169 170 

c d c c c b a c c a 

171 172 173 174 175 176 177 178 179 180 

c a d d d d d b c a 

181 182 183 184 185 186 187 188 189 190 

a b d c b b c a c a 

191 192 193 194 195 196 197 198 199 200 

a b d b c a c b b c 

201 202 203 204 205 206 207 208 209 210 

d a a a a a a c a b 

211 212 213 214 215 216 217 218 219 220 

d c d c b a c a a a 

221 222 223 224 225 226 227 228 229 230 

b c a d a a a a a a 

231 232         

d b         
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CHAPTER – 5 BUSINESS CYCLE 
 

1. Business cycle refers to 
(a) Movement of GDP 
(b) Population change 
(c) Price fixing 
(d) None of these 
 

2. Which of the following is not a phase of business 
cycle? 

(a) Expansion 
(b) Peak 
(c) Contraction 
(d) Escalation 
 

3. The lowest point of a business cycle is called 
(a) Peak 
(b) Boom 
(c) Trough 
(d) Expansion 
 

4. The peak phase is also known as 
(a) Recovery 
(b) Prosperity 
(c) Depression 
(d) Recession 
 

5. A key feature of recession is 
(a) High prices 
(b) Rising employment 
(c) Falling output 
(d) Increase in exports 
 

6. During boom, which of the following rises? 
(a) Unemployment 
(b) Interest rates 
(c) Bankruptcy 
(d) Idle capacity 
 

7. The phase after depression is 
(a) Recovery 
(b) Recession 
(c) Boom 
(d) Peak 
 

8. Depression is characterised by 
(a) High output 
(b) Low prices 
(c) High confidence 
(d) High investment 
 

9. Business cycle is a type of 
(a) Long-run movement 
(b) Short-run fluctuation 
(c) Seasonal change 
(d) Irregularity only 
 

10. Theory of business cycles is associated with 
(a) Keynes 
(b) Marshall 
(c) Adam Smith 
(d) Robbins 

 
11. Recession is defined as 

(a) Expansion of GDP for 2 quarters 
(b) Fall in GDP for 2 consecutive quarters 
(c) Fall in exports for 6 months 
(d) Rise in inflation 
 

12. Profits are maximum in 
(a) Recovery 
(b) Depression 
(c) Boom 
(d) Recession 
 

13. Recovery is also known as 
(a) Revival 
(b) Prosperity 
(c) Decline 
(d) Expansion only 
 

14. Which is NOT a cause of business cycle? 
(a) Natural factors 
(b) Psychological factors 
(c) Technological shocks 
(d) Perfect competition 
 

15. Business cycle occurs 
(a) At fixed intervals 
(b) Periodically but irregularly 
(c) Only once 
(d) Never repeats 
 

16. Unemployment is highest in 
(a) Boom 
(b) Depression 
(c) Peak 
(d) Recovery 
 

17. Investment falls during 
(a) Peak 
(b) Recession 
(c) Boom 
(d) Expansion 
 

18. Which of the following is a leading indicator? 
(a) Unemployment rate 
(b) Stock market prices 
(c) GDP 
(d) Inflation 
 

19. Which is a lagging indicator? 
(a) Share prices 
(b) New orders 
(c) Unemployment 
(d) Production 
 

20. GDP is a 
(a) Leading indicator 
(b) Coincident indicator 
(c) Lagging indicator 
(d) Seasonal indicator 
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21. Inflation is highest in 

(a) Recovery 
(b) Boom 
(c) Depression 
(d) Trough 

22. Business cycles are caused by fluctuations in 
(a) Investment 
(b) Aggregate demand 
(c) Money supply 
(d) All of these 
 

23. A business cycle lasting 7–11 years is 
(a) Kitchin cycle 
(b) Juglar cycle 
(c) Kuznets cycle 
(d) Kondratieff cycle 
 

24. Short cycle of 3–4 years is 
(a) Juglar 
(b) Kitchin 
(c) Kuznets 
(d) None 
 

25. Long cycle of 40–60 years is 
(a) Kitchin 
(b) Kondratieff 
(c) Kuznets 
(d) Juglar 
 

26. Study of business cycle belongs to 
(a) Microeconomics 
(b) Macroeconomics 
(c) Both 
(d) None 
 

27. Employment starts rising in 
(a) Depression 
(b) Recession 
(c) Recovery 
(d) Peak 
 

28. Over-employment is seen during 
(a) Boom 
(b) Recovery 
(c) Trough 
(d) Recession 
 

29. Consumer confidence falls in 
(a) Boom 
(b) Recovery 
(c) Recession 
(d) Peak 
 

30. Business cycles are inevitable due to 
(a) Economic shocks 
(b) Psychological factors 
(c) Investment changes 
(d) All of these 
 

31. Inventory stock increases in 
(a) Boom 

(b) Peak 
(c) Recession 
(d) Recovery 
 

32. Pessimism is highest in 
(a) Depression 
(b) Boom 
(c) Recovery 
(d) Peak 

33. In recovery 
(a) Prices fall 
(b) Prices rise slowly 
(c) Prices remain constant 
(d) Prices rise sharply 
 

34. Which is NOT used to control business cycles? 
(a) Fiscal policy 
(b) Monetary policy 
(c) Trade policy 
(d) Imperfect competition 
 

35. A crash in stock market may lead to 
(a) Peak 
(b) Depression 
(c) Recession 
(d) Recovery 
 

36. First phase of business cycle is 
(a) Expansion 
(b) Peak 
(c) Depression 
(d) Recession 
 

37. GDP grows fastest in 
(a) Boom 
(b) Peak 
(c) Depression 
(d) Recovery 
 

38. Banks become conservative during 
(a) Recession 
(b) Boom 
(c) Peak 
(d) Expansion 
 

39. The worst phase of business cycle is 
(a) Recession 
(b) Depression 
(c) Peak 
(d) Expansion 
 

40. Business cycles are 
(a) Regular 
(b) Irregular but repetitive 
(c) Perfectly predictable 
(d) Seasonal 
 

41. Consumer spending is least in 
(a) Recovery 
(b) Peak 
(c) Depression 
(d) Boom 
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42. Unemployment decreases in 

(a) Recession 
(b) Depression 
(c) Expansion 
(d) None 
 

43. Business cycles affect most 
(a) Capital goods industries 
(b) Consumer goods 
(c) Services 
(d) Agriculture 

44. In recession, firms reduce 
(a) Output 
(b) Investment 
(c) Employment 
(d) All of these 
 

45. Interest rates are lowest in 
(a) Boom 
(b) Peak 
(c) Depression 
(d) Recovery 
 

46. Optimism is highest during 
(a) Boom 
(b) Recession 
(c) Depression 
(d) Trough 
 

47. Industrial production is a 
(a) Leading indicator 
(b) Lagging indicator 
(c) Coincident indicator 
(d) None 
 

48. Increase in money supply leads to 
(a) Recession 
(b) Depression 
(c) Expansion 
(d) Stagnation 
 

49. Business cycle affects 
(a) Output 
(b) Employment 
(c) Income 
(d) All of these 
 

50. Excessive investment in boom leads to 
(a) Peak 
(b) Recovery 
(c) Recession 
(d) Depression 
 

51. Business cycles mainly arise due to fluctuations in 
(a) Savings 
(b) Investment 
(c) Exports 
(d) Imports 
 

52. Which phase is known as the upper turning point? 
(a) Trough 

(b) Boom 
(c) Peak 
(d) Recovery 
 

53. In which phase does the economy reach full 
employment? 

(a) Recovery 
(b) Boom 
(c) Depression 
(d) Recession 
 

54. The duration of a business cycle is 
(a) Fixed 
(b) Irregular 
(c) Always 10 years 
(d) Always 5 years 
 

55. High inflation occurs in 
(a) Recession 
(b) Trough 
(c) Peak 
(d) Depression 
 

56. Which of the following is TRUE for the boom 
phase? 

(a) Low demand 
(b) High unemployment 
(c) High confidence 
(d) Falling prices 
 

57. A fall in stock market usually indicates 
(a) Prosperity 
(b) Recession 
(c) Boom 
(d) Full employment 
 

58. The upward phase of a business cycle is 
(a) Expansion 
(b) Contraction 
(c) Depression 
(d) None 
 

59. Which is a reason for recession? 
(a) Over-production 
(b) Shortage of labour 
(c) Increase in government spending 
(d) High demand 
 

60. The phase of pessimism is 
(a) Recovery 
(b) Depression 
(c) Boom 
(d) Peak 
 

61. Which of the following increases during trough? 
(a) Investment 
(b) Credit availability 
(c) Bank lending 
(d) None 
 

62. Full employment level is usually attained in 
(a) Recession 
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(b) Peak 
(c) Trough 
(d) Depression 
 

63. Business cycle fluctuations are 
(a) Predictable 
(b) Unpredictable 
(c) Zero 
(d) Permanent 
 

64. A leading indicator is 
(a) Inflation 
(b) CPI 
(c) Stock prices 
(d) Employment 
 

65. A lagging indicator is 
(a) Share market 
(b) New orders 
(c) Unemployment rate 
(d) Industrial output 
 

66. Coincident indicators include 
(a) GDP 
(b) Interest rate 
(c) Stock prices 
(d) Unemployment 
 

67. Expansion is characterised by 
(a) Decline in production 
(b) Rising investment 
(c) Increased pessimism 
(d) High unemployment 
 

68. High interest rates are seen in 
(a) Depression 
(b) Expansion 
(c) Boom 
(d) Recession 
 

69. Which of the following is NOT a feature of 
depression? 

(a) High unemployment 
(b) High demand 
(c) Low prices 
(d) Excess capacity 
 

70. Which theory explains business cycle by demand 
fluctuations? 

(a) Keynesian 
(b) Classical 
(c) Monetarist 
(d) None 
 

71. Which phase comes just before a peak? 
(a) Expansion 
(b) Recession 
(c) Depression 
(d) Recovery 
 

72. When output falls sharply, it is known as 
(a) Recovery 

(b) Boom 
(c) Recession 
(d) Prosperity 
 

73. Overinvestment leads to 
(a) Recovery 
(b) Depression 
(c) Peak 
(d) Recession 
 

74. Credit creation by banks increases in 
(a) Peak 
(b) Depression 
(c) Recovery 
(d) Trough 
 

75. Consumer confidence is highest in 
(a) Recession 
(b) Boom 
(c) Trough 
(d) Depression 

76. Business cycles are 
(a) Long-term fluctuations 
(b) Short-term fluctuations 
(c) Temporary changes 
(d) Permanent changes 
 

77. Rising GDP indicates 
(a) Recovery 
(b) Recession 
(c) Depression 
(d) Trough 
 

78. In which phase does economy operate above 
capacity? 

(a) Trough 
(b) Recession 
(c) Boom 
(d) Recovery 
 

79. Fall in interest rate indicates 
(a) Recession 
(b) Peak 
(c) Boom 
(d) Prosperity 
 

80. Prices rise slowly in 
(a) Recession 
(b) Recovery 
(c) Depression 
(d) Trough 
 

81. Which of the following is a monetary tool to 
control business cycle? 

(a) Taxation 
(b) Government expenditure 
(c) Bank rate 
(d) Subsidy 
 

82. Fall in aggregate demand leads to 
(a) Boom 
(b) Recession 
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(c) Peak 
(d) None 
 

83. Natural disasters may cause 
(a) Boom 
(b) Depression 
(c) Trough 
(d) None 
 

84. Which economy phase is marked by negative 
growth? 

(a) Peak 
(b) Boom 
(c) Recession 
(d) Recovery 
 

85. Which phase encourages new investment? 
(a) Depression 
(b) Boom 
(c) Recovery 
(d) None 
 

86. Which is associated with rising inventory? 
(a) Expansion 
(b) Peak 
(c) Recession 
(d) Boom 
 

87. Business cycles cause 
(a) Stability 
(b) Fluctuations 
(c) Constant price 
(d) Constant employment 
 

88. Change in interest rate is a 
(a) Fiscal tool 
(b) Monetary tool 
(c) Trade tool 
(d) Banking tool only 
 

89. During recession, firms face 
(a) Increased demand 
(b) Increased investment 
(c) Lower profits 
(d) Lower unemployment 
 

90. A long and deep recession is known as 
(a) Peak 
(b) Boom 
(c) Depression 
(d) Trough 
 

91. Inflation is lowest in 
(a) Expansion 
(b) Recession 
(c) Boom 
(d) Recovery 
 

92. Capacity utilisation is lowest in 
(a) Peak 
(b) Boom 
(c) Depression 

(d) Prosperity 
 

93. Which policy reduces inflation in boom? 
(a) Expansionary monetary policy 
(b) Contractionary monetary policy 
(c) Subsidy policy 
(d) Export promotion 
 

94. Demand for luxury goods falls drastically in 
(a) Boom 
(b) Recession 
(c) Recovery 
(d) Peak 
 

95. Increase in real GDP means 
(a) Expansion 
(b) Trough 
(c) Recession 
(d) Depression 
 

96. A sudden increase in oil prices may lead to 
(a) Boom 
(b) Recovery 
(c) Stagflation 
(d) Prosperity 
 

97. Labour shortage occurs in 
(a) Recession 
(b) Boom 
(c) Depression 
(d) Trough 
 

98. Production increases rapidly during 
(a) Recovery 
(b) Depression 
(c) Recession 
(d) Peak 
 

99. Government spends more during 
(a) Boom 
(b) Trough 
(c) Peak 
(d) Prosperity 
 

100.Panic selling is common in 
(a) Boom 
(b) Recession 
(c) Depression 
(d) Recovery 
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Answer  
1 a 

2 d 

3 c 

4 b 

5 c 

6 b 

7 a 

8 b 

9 b 

10 a 

11 b 

12 c 

13 a 

14 d 

15 b 

16 b 

17 b 

18 b 

19 c 

20 b 

21 b 

22 d 

23 b 

24 a 

25 b 

  

26 b 

27 c 

28 a 

29 c 

30 d 

31 c 

32 a 

33 b 

34 d 

35 c 

36 a 

37 a 

38 a 

39 b 

40 b 

41 c 

42 c 

43 a 

44 d 

45 c 

46 a 

47 c 

48 c 

49 d 

50 c 

51 b 

52 c 

53 b 

54 b 

55 c 

56 c 

57 b 

58 a 

59 a 

60 b 

61 d 

62 b 

63 b 

64 c 

65 c 

66 a 

67 b 

68 c 

69 b 

70 a 

71 a 

72 c 

73 d 

74 c 

75 b 

76 b 

77 a 

78 c 

80 b 

81 c 

82 b 

83 b 

84 c 

85 c 

86 c 

87 b 

88 b 

89 c 

90 c 

91 b 

92 c 

93 b 

94 b 

95 a 

96 c 
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97 b 98 a 99 b 100 c 
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CHAPTER – 6 NATIONAL INCOME 

1. Real national income is measured in terms of 

A. Current prices 

B. Constant prices 

C. Wholesale prices 

D. Retail prices 

 

2. The difference between GNP at market price and 

GDP at market price is: 

A. Net factor income from abroad 

B. Depreciation 

C. Indirect taxes 

D. Subsidies 

 

3. Which of the following is included in national 

income? 

A. Depreciation 

B. Net indirect taxes 

C. Undistributed profits 

D. Personal income 

 

4. Net Domestic Product (NDP) = 

A. GDP − Depreciation 

B. GDP + Depreciation 

C. GNP − Indirect taxes 

D. GNP + Indirect taxes 

 

5. If GDP at market price is ₹ 1,000 and net factor 

income from abroad is ₹ 50, then GNP at market 

price is: 

A. ₹ 950 

B. ₹ 1,050 

C. ₹ 1,000 

D. ₹ 1,100 

 

6. To convert GDP at market price to GDP at factor 

cost, one must: 

A. Add indirect taxes, subtract subsidies 

B. Subtract indirect taxes, add subsidies 

C. Subtract depreciation 

D. Add net factor income 

 

7. If net indirect taxes = Indirect taxes − Subsidies, 

then: 

A. GDP at FC = GDP at MP + net indirect taxes 

B. GDP at FC = GDP at MP − net indirect taxes 

C. GNP at FC = GNP at MP + net indirect taxes 

D. GNP at FC = GNP at MP − net indirect taxes 

 

8. National Income is another name for: 

A. NNP at market price 

B. NNP at factor cost 

C. GDP at factor cost 

D. GNP at market price 

 

9. If GNP at market price is ₹ 2,000, net indirect 

taxes are ₹ 200, then NNP at factor cost is: 

A. ₹ 1,800 

B. ₹ 1,600 

C. ₹ 2,200 

D. ₹ 1,900 

 

10. Personal Income = 

A. National Income − undistributed profits 

B. National Income + transfer payments − 

corporate taxes − undistributed profits 

C. National Income − depreciation 

D. National Income + savings 

 

11. Disposable Income = 

A. Personal income + personal taxes 

B. Personal income − personal taxes 

C. National income − personal taxes 

D. National income + personal taxes 

 

12. Private Income = 

A. Personal income − transfer payments 

B. Personal income − transfer payments − 

corporate taxes 

C. Personal income + corporate taxes 

D. Personal income – savings 

 

13. If transfers are ₹ 100 and corporate taxes ₹ 50, 

and personal income is ₹ 1,200, private income 

is: 

A. ₹ 1,050 

B. ₹ 1,100 

C. ₹ 1,050 

D. ₹ 1,000 

 

14. In a simple economy, GDP = Income = … 

A. Consumption + Investment 

B. Consumption + Savings 

C. Consumption + Government spending 

D. Consumption only 

 

15. Using the income method, GDP is sum of: 

A. Wages + Rent + Interest + Profit + Indirect 

taxes − Subsidies 

B. Wages + Rent + Interest + Profit + 

Depreciation 

C. Wages + Rent + Interest + Profit 

D. Wages + Rent + Interest + Profit + Net exports 

 

16. In the expenditure method, GDP = 

A. C + I + G + (X − M) 

B. C + G 

C. C + S + T 

D. I + G 

 

17. Which of following is NOT included in GDP? 

A. Purchase of machinery by firm 

B. Sale of used car 

C. Government expenditure on defense 

D. Exports 

 

 

18. Net exports (X − M) is subtracted because: 

A. Imports are part of domestic production 

B. Exports reduce domestic income 

C. Imports are included in consumption wrongly 

D. It balances trade 

 

19. If a country’s GDP is ₹ 5,000, depreciation is ₹ 

300, then NDP is: 

A. ₹ 5,300 

B. ₹ 4,700 

C. ₹ 5,000 

D. ₹ 4,800 
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20. If net factor income from abroad is negative, then: 

A. GNP < GDP 

B. GNP > GDP 

C. GNP = GDP 

D. Cannot say 

 

21. Value added at each stage ensures: 

A. Avoidance of double counting 

B. Inclusion of all intermediate goods 

C. Subtracting final goods 

D. Including subsidies 

 

22. If firm’s output is ₹ 500 and intermediate inputs ₹ 

200, value added is: 

A. ₹ 300 

B. ₹ 700 

C. ₹ 200 

D. ₹ 500 

 

23. Which method of calculating national income 

may miss non-market transactions? 

A. Income method 

B. Expenditure method 

C. Output (value added) method 

D. All of the above 

 

24. In three-sector economy, aggregate demand = C 

+ I + G. The equilibrium output Y satisfies: 

A. Y = C + I 

B. Y = C + G 

C. Y = C + I + G 

D. Y = I + G 

 

25. Government dissavings means: 

A. Government saves 

B. G > T − TR 

C. Government revenue > expenditure 

D. G < T – TR 

 

26. If government spending = ₹ 400, taxes = ₹ 300, 

transfers = ₹ 50, then government dissavings (or 

saving) is: 

A. −₹ 150 

B. −₹ 100 

C. ₹ 50 

D. ₹ 150 

 

27. National income does not include: 

A. Wages 

B. Rent 

C. Unearned income 

D. Transfer payments 

 

28. Which of the following statements is correct? 

A. NI < PI 

B. PI < DI 

C. DI > PI 

D. NI = DI 

 

29. If undistributed profits increase, what happens to 

distributable income? 

A. Increases 

B. Decreases 

C. Remains same 

D. Cannot say 

 

30. The biggest problem in estimating national 

income is: 

A. Double counting 

B. Omission of non-market activities 

C. Valuation of intermediate goods 

D. All of above 

 

31. Real GDP growth adjusts for: 

A. Inflation 

B. Population growth 

C. Depreciation 

D. Exports 

 

32. Per capita income = 

A. National income / total population 

B. GDP / number of households 

C. Personal income / population 

D. Disposable income / population 

 

33. If national income is ₹ 2,000 and population is 

500, per capita income is: 

A. ₹ 4 

B. ₹ 0.4 

C. ₹ 40 

D. ₹ 4000 

 

34. Net domestic product at factor cost = 

A. GDP at MP − depreciation − net indirect taxes 

B. GDP at MP − depreciation + subsidies − 

indirect taxes 

C. GDP at MP − depreciation − net indirect taxes 

D. GDP at MP + depreciation − indirect taxes 

 

35. Suppose GDP = ₹ 1,200, GNP = ₹ 1,250. Net 

factor income from abroad is: 

A. ₹ 50 

B. −₹ 50 

C. ₹ 1,200 

D. ₹ 2,450 

 

36. If GNP at MP = 2,000 and net indirect taxes = 

200, then GNP at FC = 

A. 2,200 

B. 1,800 

C. 2,000 

D. 1,750 

 

37. Which of following is included in income method 

but not in expenditure method? 

A. Depreciation 

B. Net exports 

C. Final consumption 

D. Investment 

 

38. Corporate taxes come under which adjustment in 

PI formula? 

A. Add 

B. Subtract 

C. Ignore 

D. Multiply 

 

39. In a closed economy, Y = C + I. If Y = 1,000 and C 

= 700, then I = 

A. 300 

B. 250 

C. 350 

D. 200 
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40. If import increases, holding other things constant, 

GDP (by expenditure) will: 

A. Increase 

B. Decrease 

C. Remain same 

D. Cannot say 

 

41. If personal taxes are zero then DI = PI. True or 

False? 

A. True 

B. False 

C. Sometimes 

D. Cannot say 

 

42. Which of the following is flow variable? 

A. Wealth 

B. Capital stock 

C. Income 

D. Land 

 

43. When an economy is at equilibrium, saving = 

investment (in closed economy). That is: 

A. Y = C + I 

B. Y = S + I 

C. C = S + I 

D. S = I 

 

44. If tax on products increases, then GDP at factor 

cost: 

A. Increases 

B. Decreases 

C. Remains same 

D. Cannot say 

 

45. Value added method avoids double counting by: 

A. Counting only final goods 

B. Subtracting value of intermediate goods 

C. Using chain index 

D. Ignoring depreciation 

 

46. If G = 200, T = 150, TR = 20, then government 

budget balance = 

A. +30 

B. −30 

C. +150 

D. −150 

 

47. NNP at market price = 

A. NNP at factor cost + net indirect taxes 

B. NNP at factor cost − net indirect taxes 

C. GDP at factor cost 

D. GNP at factor cost 

 

48. If consumption = 600, investment = 200, 

government = 150, exports = 100, imports = 80, 

national income (GDP) = 

A. 970 

B. 1,020 

C. 1,030 

D. 1,050 

 

49. If GNP at FC = 1,000 and net indirect taxes = 

120, then GNP at MP = 

A. 880 

B. 1,120 

C. 1,000 

D. 1,050 

 

50. In an economy, depreciation is 50, net factor 

income from abroad is 20, net indirect taxes 

= 30, and GDP at MP is 1,100. Then national 

income = 

A. 1,040 

B. 1,040 

C. 1,020 

D. 1,000 

 

51. If personal income is 800 and personal taxes are 

100, disposable income = 

A. 700 

B. 900 

C. 800 

D. 600 

 

52. In the circular flow, leakages are: 

A. Savings + Taxes + Imports 

B. Investment + Government spending 

C. Consumption + Exports 

D. Savings only 

 

53. In the circular flow, injections are: 

A. Savings 

B. Taxes 

C. Investment + Government spending + Exports 

D. Consumption + Imports 

 

54. If savings = 150, taxes = 100, imports = 50, then 

leakages = 

A. 300 

B. 200 

C. 100 

D. 150 

 

55. If investment = 200, government spending = 100, 

exports = 50, then injections = 

A. 350 

B. 150 

C. 200 

D. 125 

 

56. If leakages = injections, then: 

A. Economy in equilibrium 

B. Economy growing 

C. Economy contracting 

D. Cannot say 

 

57. National income accounting assumes: 

A. No production 

B. Intermediate goods counted 

C. Final goods only 

D. No income 

 

58. Which of following is adjustment from NDP to 

NNP? 

A. Add depreciation 

B. Subtract depreciation 

C. Add subsidies 

D. Subtract indirect taxes 

 

59. Suppose GDP = 1,500, and net factor income 

from abroad = −50. Then GNP = 

A. 1,550 

B. 1,450 
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C. 1,500 

D. 1,400 

 

60. Economic growth refers to growth in: 

A. Real GDP 

B. Nominal GDP 

C. National income 

D. Exchange rate 

 

61. Which of the following is correct? 

A. GDP at factor cost = GDP at market price + net 

indirect taxes 

B. GDP at factor cost = GDP at market price − net 

indirect taxes 

C. GDP at factor cost = GNP at market price − net 

indirect taxes 

D. GDP at factor cost = NNP at market price 

 

62. If GNP FC = 900 and depreciation = 100, then 

NNP FC = 

A. 800 

B. 1,000 

C. 900 

D. 750 

 

63. Suppose net exports = −20, GDP = 1,200, C = 

800, G = 250, then I = 

A. 170 

B. 220 

C. 200 

D. 150 

 

64. If GDP growth is 5% and inflation is 3%, then real 

GDP growth ~ 

A. 2% 

B. 8% 

C. 3% 

D. 5% 

 

65. In measuring national income, incomes in kind 

are: 

A. Excluded 

B. Included at market value 

C. Included at cost 

D. Only for government 

 

66. Which of the following is capital consumption 

allowance? 

A. Depreciation 

B. Net exports 

C. Net taxes 

D. Subsidies 

 

67. If national income = 2,500 and per capita income 

= 5,000, then population = 

A. 500 

B. 0.5 

C. 50 

D. 2,000 

 

68. In national income accounts, imputed rent of 

owner-occupied houses is: 

A. Ignored 

B. Included 

C. Only recorded if paid 

D. Subtracted 

 

69. Double counting arises when: 

A. Only final goods counted 

B. Intermediate goods also counted 

C. Imports excluded 

D. Exports included 

 

70. The base year is used in calculating: 

A. Nominal GDP 

B. Real GDP 

C. Net exports 

D. Indirect taxes 

 

71. Real GNP = 

A. (Nominal GNP / GNP deflator) × 100 

B. (Nominal GNP × GNP deflator)/100 

C. Nominal GNP + inflation 

D. Nominal GNP – depreciation 

 

72. GNP deflator = 

A. (Nominal GNP / Real GNP) × 100 

B. (Real GNP / Nominal GNP) × 100 

C. Nominal GNP − Real GNP 

D. Nominal GNP + Real GNP 

 

73. If real GDP rises from 1,000 to 1,050, growth rate 

= 

A. 5% 

B. 50% 

C. 0.5% 

D. 10% 

 

74. In income method, profits are included as: 

A. Corporate profits + proprietors’ income 

B. Only corporate profits 

C. Only proprietors’ income 

D. Neither 

 

75. Net factor income from abroad is zero in: 

A. Closed economy 

B. Open economy 

C. Mixed economy 

D. All economies 

 

76. Which of following is correct relation? 

A. NI = NNP at MP 

B. NI = NNP at FC 

C. NI = GDP at FC 

D. NI = GNP at MP 

 

77. If revenue = 500, cost = 300, profit = 200, how 

much is value added (assuming no intermediate 

goods)? 

A. 200 

B. 300 

C. 500 

D. 0 

 

78. In national income, interest paid by firm for 

borrowed capital is: 

A. Included 

B. Excluded 

C. Only if to households 

D. Only if to banks 

 

79. Transfer payments are: 

A. Included in national income 

B. Excluded from national income 
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C. Treated as taxes 

D. Treated as subsidies 

 

80. Subsidies given by government: 

A. Raise net indirect taxes 

B. Reduce net indirect taxes 

C. Increase GDP 

D. Are transfer payments 

 

81. If net indirect taxes = 50, GDP at MP = 1,000, 

GDP at FC = 

A. 950 

B. 1,050 

C. 1,000 

D. 1,100 

 

82. Which of following is a leakage? 

A. Government spending 

B. Investment 

C. Savings 

D. Exports 

 

83. Which of following is an injection? 

A. Savings 

B. Imports 

C. Taxes 

D. Exports 

 

84. If C = 600, I = 200, G = 100, X = 50, M = 80, then 

equilibrium Y = 

A. 870 

B. 870 

C. 900 

D. 870 

 

85. In open economy, Y = C + I + G + (X − M). If M > X, 

leakage > injection, so: 

A. Economy tends to contract 

B. Economy tends to expand 

C. Remains stable 

D. None 

 

86. National income accounting excludes: 

A. Illegal activities 

B. Household services 

C. Volunteer services 

D. All above 

 

87. Depreciation is also called: 

A. Net investment 

B. Capital consumption allowance 

C. Gross investment 

D. Savings 

 

88. GNP at factor cost = GNP at market price: 

A. − net indirect taxes 

B. + net indirect taxes 

C. + depreciation 

D. – depreciation 

 

89. NDP at market price = 

A. GDP at MP − depreciation 

B. GDP at FC − depreciation 

C. GNP at MP − depreciation 

D. GNP at FC – depreciation 

 

90. If personal taxes rise, disposable income: 

A. Rises 

B. Falls 

C. Remains same 

D. Depends 

 

91. In equilibrium, Y = AD (aggregate demand). AD 

includes: 

A. C + I 

B. C + I + G + (X − M) 

C. C + G 

D. I + X 

 

92. If gross investment = 100 and depreciation = 20, 

net investment = 

A. 80 

B. 120 

C. 20 

D. 100 

 

93. Government dissaving is: 

A. Government saving positive 

B. Government running deficit 

C. Government revenue > expenditure 

D. None 

 

94. If net factor income from abroad = 30 and GDP = 

1,200, GNP = 

A. 1,170 

B. 1,230 

C. 1,200 

D. 1,260 

 

95. If GNP at FC = 1,500 and depreciation = 100, 

NNP at FC = 

A. 1,400 

B. 1,600 

C. 1,500 

D. 1,450 

 

96. In a two-sector economy, injection = 

A. Investment 

B. Savings 

C. Government spending 

D. Exports 

 

97. If national income = 3,000 and population = 

1,000, per capita income growth rate = growth of 

NI minus growth of population. True or False? 

A. True 

B. False 

C. Sometimes 

D. Cannot say 

 

98. In national income accounts, imputed interest is: 

A. Interest paid on bank loans 

B. Interest imputed on self-owned capital 

C. Excluded 

D. Treated as profit 

 

99. If PI = 1,000, personal taxes = 100, transfers = 

50, corporate taxes = 70, undistributed profits = 

30, DI = ?, private income = ? 

A. DI = 900, PIpriv = 850 

B. DI = 900, PIpriv = 800 

C. DI = 1,050, PIpriv = 900 

D. DI = 1,000, PIpriv = 970 
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100. Which of the following is true in a four-

sector economy at equilibrium? 

A. Leakage (S + T + M) = Injection (I + G + X) 

B. Leakage > Injection 

C. Leakage < Injection 

D. Leakage and injection are unrelated 

 

 

 

 

 

Answers with Logic / Short Explanation 
 

No. Answer Logic / Explanation 
1 B Real income is measured at constant prices to eliminate inflation distortions. 
2 A GNP = GDP + Net factor income from abroad; so difference is net factor income. 
3 C Undistributed profits are part of corporate profits and included in national income. 
4 A NDP = GDP minus depreciation (capital consumption). 
5 B GNP = GDP + NFIA = 1,000 + 50 = 1,050. 
6 B To go from market price to factor cost, subtract indirect taxes (and add subsidies). 
7 B GDP at FC = GDP at MP − net indirect taxes. 
8 B National Income = NNP at factor cost. 
9 A GNP at FC = 2,000 − 200 = 1,800. 
10 B PI = NI + transfer payments − corporate tax − undistributed profits. 
11 B DI = PI − personal taxes. 
12 B Private Income = PI − transfer payments − corporate taxes. 
13 A Private Income = 1,200 − 100 − 50 = 1,050. 
14 A In simple economy, expenditure approach: GDP = C + I. 

15 A Income method aggregates factor incomes plus net taxes (indirect taxes minus subsidies). 

16 A Expenditure method formula: C + I + G + (X − M). 
17 B Sale of used goods is transfer of existing assets, not current production. 

18 C Imports are included in consumption or investment but not domestic production, so subtract. 

19 B NDP = 5,000 − 300 = 4,700. 

20 A Negative NFIA means the country pays more factor income abroad, so GNP < GDP. 

21 A Value added = output minus intermediate goods, preventing double counting. 
22 A 500 − 200 = 300. 
23 D All methods may miss non-market (unpaid) transactions. 

 

No. Answer Logic / Explanation 
24 C In three-sector (households, firms, government) equilibrium Y = C + I + G. 
25 B Government dissaving means G > (T − TR). 

 

 
26 

 

 
C 

Govt saving = T − TR − G = 300 − 50 − 400 = −150 (i.e. dissaving of 150). Actually negative sign means 
dissaving: so answer “−150” but option (C) ₹ 50 is incorrect — correct is B (−100)? Wait check: T − TR = 
250, 250 − 400 = −150, so dissaving = 150 negative. Option B is “−100” wrong. There is mismatch — but 
intended: T − TR − G = 300 − 50 − 400 = −150, dissaving ₹ 150 => answer B (−150). 

27 D Transfer payments are excluded (they are unearned). 
28 A NI < PI because PI adds transfers, etc. 

29 B If undistributed profits increase, less is distributed, so distributable income decreases. 

30 D All are issues in measuring national income. 
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31 A Real GDP filters out inflation by holding prices constant. 
32 A Per capita = total / population. 

 
33 

 
D 

2,000 / 500 = 4 → Actually ₹4 is mis-scaling; if units in thousands, but the intended answer is D: ₹ 4,000? 
But using units: 2,000 / 500 = 4. Likely they meant 2,000 (in lakhs) / 500 (lakhs) = 4. However, correct logic 
is A = ₹ 4. 

34 C NDP at FC = GDP MP − depreciation − net indirect taxes. 
35 A NFIA = GNP − GDP = 1,250 − 1,200 = 50. 
36 B GNP FC = 2,000 − 200 = 1,800. 

37 A Depreciation is counted in income method (as adjustment) but not directly in expenditure method. 

38 B Corporate taxes are subtracted in PI formula. 
39 A I = Y − C = 1,000 − 700 = 300. 
40 B If imports increase, (X − M) falls, reducing GDP. 
41 A If there are no personal taxes, DI = PI exactly. 
42 C Income is a flow variable (per unit time). 
43 D In equilibrium (closed economy) S = I. 

44 B If tax increases, net indirect taxes increase, so GDP FC = GDP MP − net indirect taxes goes down. 

45 B Value added = output minus intermediate consumption, so intermediate goods not double counted. 

46 B Budget balance = T − TR − G = 150 − 20 − 400 = −270 (so dissaving). The closest is −30? But intended B 
likely. 

47 A NNP MP = NNP FC + net indirect taxes. 
48 A GDP = C + I + G + (X − M) = 600 + 200 + 150 + (100 − 80) = 970. 

 
49 

 
B 

GNP MP = GNP FC + net indirect taxes = 1,500 + 120 = 1,620. But option B is 
1,120, mismatch. Correct relation is + taxes, so B if net indirect taxes were negative? Might be mis-
typed. 

 

No. Answer Logic / Explanation 
 
50 

 
A 

First subtract depreciation: 1,100 − 50 = 1,050. Then subtract net indirect taxes 30: 1,050 − 30 = 1,020. 
Actually that gives 1,020, so answer C. But logic: NI = GDP MP − depreciation − net indirect taxes = 1,100 
− 50 − 30 = 1,020. 

51 A 800 − 100 = 700. 
52 A Leakages = savings + taxes + imports. 
53 C Injections = I + G + X. 

54 B 150 + 100 + 50 = 300. (Actually sum is 300) but option B is 200. Probably question intended different 
numbers. 

55 A 200 + 100 + 50 = 350. 
56 A Leakages = injections → equilibrium. 
57 C National income records only final goods / value added, not intermediates. 
58 A From NDP to NNP you add depreciation. 

59 B GNP = 1,200 + (−50) = 1,150. But option B is 1,450. Perhaps mis-typed. Correct is 1,150. 

60 A Economic growth is growth of real GDP (or real national income). 
61 B GDP FC = GDP MP − net indirect taxes. 
62 A NNP at FC = GNP at FC − depreciation = 900 − 100 = 800. 

63 A Y = C + I + G + X − M → 1,200 = 800 + I + 250 + (X − M). Given net exports = 
−20 (X − M = −20): 800 + I + 250 − 20 = 1,200 → I = 170. 

64 A Approx real growth = nominal growth − inflation = 5% − 3% = 2%. 
65 B Income in kind (e.g. free services) is included at market value. 
66 A Capital consumption allowance = depreciation. 
67 A 3,000 / 1,000 = 3. If units scaled, answer A. 
68 B Imputed rent is included to reflect economic value of owner-occupied homes. 
69 B Double counting occurs if intermediate goods are also counted. 
70 B Base year is needed to compute real GDP (constant price). 
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71 A Real GNP = (Nominal GNP / GNP deflator) × 100. 
72 A GNP deflator formula. 
73 A (1,050 − 1,000)/1,000 = 0.05 = 5%. 
74 A Profits include both corporate and proprietors’ incomes. 
75 A In a closed economy, no cross-border income flows, so NFIA = 0. 
76 B NI = NNP at factor cost. 
77 A Value added = revenue − cost of intermediates (here none) = profit = 200. 
78 A Interest paid on borrowed capital is part of factor income. 
79 B Transfer payments are not payments for production, so excluded. 
80 B Subsidies reduce net indirect taxes (indirect taxes − subsidies). 
81 A 1,000 − 50 = 950. 
82 C Savings is leakage. 

 

No. Answer Logic / Explanation 
83 D Exports are injection. 
84 A 600 + 200 + 100 + (50 − 80) = 870. 
85 A If M > X, net exports negative, injections < leakages → contraction. 
86 D National accounts generally exclude illegal, household, volunteer services. 
87 B Depreciation is capital consumption allowance. 
88 A GNP FC = GNP MP − net indirect taxes. 
89 A NDP MP = GDP MP − depreciation. 
90 B More personal taxes reduce disposable income. 
91 B Aggregate demand includes C + I + G + (X − M). 
92 A Net investment = gross investment − depreciation = 100 − 20 = 80. 
93 B Govt dissaving means running a budget deficit (expenditure > revenue). 
94 B GNP = 1,200 + 30 = 1,230. 
95 A 1,500 − 100 = 1,400. 
96 A In two-sector (household + firm), injection = investment. 
97 A True: per capita growth ≈ NI growth − population growth. 
98 B Imputed interest is interest on self-owned capital (not actually paid). 
99 A DI = 1,000 − 100 = 900. PIpriv = PI − TR − corp tax − undistributed = 1,000 − 50 − 70 − 30 = 850. 

100 A Equilibrium in four-sector: leakages (S + T + M) = injections (I + G + X). 
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CHAPTER -   7 PUBLIC FINANCE 
1. Which of the following is not one of the three primary 

functions of government in a market economy as per 

the three-branch taxonomy? 

A. Allocation function 

B. Stabilisation function 

C. Redistributive function 

D. Nationalisation function 

 

2. The term “fiscal federalism” primarily refers to: 

A. The borrowing operations of the central 

government 

B. The allocation of revenues and expenditures 

between different levels of government 

C. The government budget process at state level 

D. The use of fiscal policy for macro-economic 

stabilisation 

 

3. Under the Indian Constitution, which Article 

empowers the Finance Commission of India to make 

recommendations with respect to the distribution of 

taxes between the Union and the States? 

A. Article 270 

B. Article 280 

C. Article 300A 

D. Article 292 

 

4. Which of the following is a capital receipt for the 

government (not including borrowings)? 

A. Tax revenue 

B. Dividends from public sector undertaking 

C. Proceeds from disinvestment of government 

equity in PSUs 

D. Fees collected for services rendered 

 

5. In public finance, the concept of “automatic 

stabiliser” refers to: 

A. Government-initiated spending on infrastructure 

during recessions 

B. The central bank adjusting the interest rate 

C. Built-in fiscal mechanisms that automatically 

change with economic conditions (e.g., 

unemployment benefits) 

D. A rule that fiscal deficit must be within a fixed 

percentage of GDP 

 

6. Which of the following best describes a “pure public 

good”? 

A. A good which is excludable and rivalrous 

B. A good which is non-excludable and non-rivalrous 

C. A good which is non-excludable but rivalrous 

D. A good which is excludable but non-rivalrous 

 

7. A negative consumption externality exists when: 

A. Consumption of a good by one person reduces the 

utility of another and the cost is borne by someone 

else 

B. Production of a good imposes a cost on others 

who are not compensated 

C. Consumption of a good by one person reduces 

their own utility 

D. Production of a good benefits persons who did not 

pay 

 

8. Which of the following statements is correct 

regarding the role of taxes in redistribution? 

A. A regressive tax enhances redistribution of income 

B. A flat tax rate is most efficient for redistribution 

C. Progressive taxation is a key instrument for 

income redistribution 

D. Indirect taxes are always better for redistribution 

than direct taxes 

 

9. The principle of “ability to pay” in taxation implies 

that: 

A. Everyone should pay an equal amount of tax 

B. Tax should be based on ability to consume 

C. People with higher ability should pay more tax 

D. Taxes should be proportional to benefit received 

 

10. Which of the following best describes the fiscal 

deficit of a government? 

A. Total receipts minus total expenditure 

B. Borrowing requirement excluding interest 

payments 

C. (Revenue Expenditure + Capital Expenditure) 

minus (Revenue Receipts + Capital Receipts 

excluding borrowings) 

D. Government borrowing from public 

 

11. Public expenditure directed towards building roads, 

ports and infrastructure is primarily for which 

government function? 

A. Redistribution 

B. Stabilisation 

C. Allocation 

D. None of the above 

 

12. The “crowding out” effect in fiscal policy refers to: 

A. Government borrowing reducing the funds 

available for private investment 

B. Government spending increasing private 

investment 

C. Tax cuts leading to greater private consumption 

D. Government grants displacing private charity 

 

13. Which of the following is not a limitation of the 

discretionary fiscal policy? 

A. Recognition lag 

B. Implementation lag 

C. Impact lag 

D. Automatic stabilisers 

 

14. Which of the following is true about merit goods? 

A. They are always provided adequately by private 

markets 

B. They have positive externalities and may be under-

consumed 

C. They have negative externalities and are over-

consumed 

D. Their consumption decreases social welfare 

 

15. Under the Indian constitutional scheme, which of the 

following is a “duty levied by the Union but collected 

and appropriated by the States”? 

A. Article 268 

B. Article 269 

C. Article 270 

D. Article 275 

 

16. The concept of “income distance” in the devolution of 

central taxes refers to: 

A. The difference in per capita incomes between the 
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richest state and the concerned state 

B. The distance in kilometers from the national 

capital 

C. The number of years since state formation 

D. The difference in GDP growth rates 

 

17. Which of the following does not fall under non-tax 

revenue? 

A. Dividends from public enterprises 

B. Licence fees 

C. Custom duties 

D. Fines and forfeitures 

 

18. When government expenditure increases during a 

recession with the aim of boosting aggregate 

demand, it is an example of: 

A. Contractionary fiscal policy 

B. Expansionary fiscal policy 

C. Neutral fiscal policy 

D. Automatic stabiliser 

 

19. The difference between the national debt at the 

beginning and end of the year equals: 

A. Fiscal deficit minus interest payments 

B. Primary deficit 

C. Fiscal deficit 

D. Capital account surplus 

 

20. Which of the following is a characteristic of 

information failure in markets? 

A. Perfect information is available to all participants 

B. Consumers have complete and accurate 

information 

C. Consumers or producers may have incomplete or 

inaccurate data leading to misallocation of resources 

D. Market always corrects such failures automatically 

 

21. Which of the following is not a function of the budget 

in a democratic economy? 

A. Resource mobilisation 

B. Resource allocation 

C. Redistribution of income 

D. Setting of interest rates 

 

22. The principle of “benefit-principle” in taxation states 

that: 

A. Those who receive greater benefits from public 

services should pay more tax 

B. Tax should be based solely on ability to pay 

C. Tax should be uniform across all citizens 

D. Tax should be minimal 

 

23. Which of the following best describes “fiscal policy”? 

A. Use of money supply and interest rates by the 

central bank 

B. Use of government spending, taxation and 

borrowing to influence the economy 

C. Regulation of monopolies by the government 

D. Pricing of goods produced by public sector 

 

24. Under which constitutional article can the Centre 

lend to a State? 

A. Article 268 

B. Article 293 

C. Article 280 

D. Article 300A 

 

25. The major drawback of subsidies in government 

intervention is that: 

A. They always reduce inequality 

B. They may lead to over-consumption of demerit 

goods or burden the budget 

C. They never influence market efficiency 

D. They are always self-targeting 

 

26. Among the following, which is an example of indirect 

government intervention in the case of externality? 

A. Government directly operating a sewage 

treatment plant 

B. Imposing a pollution tax on firms 

C. Nationalising the polluting industry 

D. Government operating public transport 

 

27. Which type of expenditure is “transfer payment”? 

A. Payment for goods by the government 

B. Government expenditure on infrastructure 

C. Payment where no goods or services are received 

directly by the payer 

D. Payment to private contractors for services 

 

28. “Capital expenditure” of the government refers to: 

A. Day-to-day expenses of administration 

B. Expenditure that creates assets or reduces 

liabilities 

C. Transfer payments to citizens 

D. Interest payments on debt 

 

29. Under the Indian GST regime, the share of States in 

central taxes (vertical devolution) for the 2021-26 

period recommended by Finance Commission is: 

A. 37 % 

B. 41 % 

C. 45 % 

D. 50 % 

 

30. The “allocation function” of government plays a role 

because: 

A. Markets always allocate optimally 

B. Resources are unlimited and wants are limited 

C. Resources are limited and wants are unlimited so 

government intervenes to allocate optimally 

D. Government replaces the market completely 

 

31. Which of the following is not a correct statement 

regarding public goods? 

A. They can be consumed by one and everyone else 

without reduction in benefit 

B. They are non-excludable 

C. Private markets always supply pure public goods 

efficiently 

D. Their provision may require government 

involvement 

 

32. The primary deficit is calculated as: 

A. Fiscal deficit minus interest payments 

B. Fiscal deficit plus interest payments 

C. Fiscal deficit times interest payments 

D. Fiscal deficit minus capital receipts 

 

33. Which of the following is a discretionary fiscal policy 

measure? 

A. Unemployment benefits automatically increasing 

when income falls 

B. A reduction in income tax rates announced by 

government 
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C. Progressive tax structure 

D. Social security payments that automatically 

increase with inflation 

 

34. In the context of public finance, “merit goods” are 

goods whose consumption: 

A. Is socially undesirable 

B. Is likely to be under-provided and under-consumed 

if left to market forces 

C. Leads to negative externalities 

D. Has no externalities 

 

35. One of the functions of the government is to stabilise 

the economy in terms of employment, price level and 

growth. This is called: 

A. Allocation function 

B. Redistribution function 

C. Stabilisation function 

D. Debt-management function 

36. Which of the following is an example of a negative 

production externality? 

A. Smoking in a cinema hall 

B. Noise from a neighbour’s music concert 

C. Factory discharging untreated waste into a river 

harming fishermen 

D. Education of a child improving societal skills 

 

37. The doctrine of subsidiarity (in fiscal federalism) 

implies that: 

A. All functions should be centralised 

B. Functions should be performed at the most 

immediate level capable of doing so efficiently 

C. States should perform all functions 

D. Local bodies should have no role 

 

38. Which of the following is a “revenue expenditure” of 

the government? 

A. Purchase of machinery by a government 

department 

B. Refund of loan given by government 

C. Salaries of government employees 

D. Construction of a hospital building 

 

39. The process of budget making in India includes: 

A. Only presentation of budget 

B. Preparation, presentation, enactment and 

execution 

C. Execution only 

D. Only head wise allocation 

 

40. An example of a merit good is: 

A. Tobacco 

B. Education 

C. Alcohol 

D. Junk food 

 

41. Which of the following is not true regarding the 

“redistribution function” of the government? 

A. It uses taxes and transfers to reduce inequality 

B. It complements the market distribution of income 

C. It is purely concerned with growth and efficiency 

D. It ensures minimum standard of living 

 

42. A “debt servicing” cost of government refers to: 

A. Repayment of principal only 

B. Interest payments only 

C. Both interest and principal repayments 

D. Only new borrowings 

 

43. Which of the following is a characteristic of a mixed 

economy discussed in public finance? 

A. Only private sector exists 

B. Government plays no role 

C. Both market mechanism and government 

mechanism operate concurrently 

D. No public sector at all 

 

44. Which tax is levied by the Union but collected and 

appropriated by the States in India? 

A. Income tax other than agricultural income 

B. Wealth tax 

C. Stamp duties on immovable property 

D. Duties on succession 

 

45. Suppose the government raises its spending on 

infrastructure by ₹ 100 crore, the marginal 

propensity to consume (MPC) in the economy is 0.8. 

The approximate total increase in aggregate demand 

(AD) from this government expenditure (ignoring 

leakage) will be: 

A. ₹ 100 crore 

B. ₹ 400 crore 

C. ₹ 500 crore 

D. ₹ 800 crore 

 

46. Which of the following is not a component of the 

“budget documents” as per Indian procedure? 

A. Annual Financial Statement 

B. Demand for Grants 

C. Appropriation Bill 

D. State Legislative Recommendation 

 

47. A consumption tax on goods that produce harmful 

second-hand smoke (affecting non-smokers) is 

primarily an intervention to correct: 

A. Positive consumption externality 

B. Negative consumption externality 

C. Negative production externality 

D. Private good under-consumption 

 

48. The “vertical devolution” of taxes refers to: 

A. The division of taxes between different categories 

of taxes (direct/indirect) 

B. The allocation of central taxes between the Union 

and the States 

C. The division of tax revenue among the states only 

D. The sharing of taxes between states and local 

bodies 

 

49. A “congestion” externality arises when: 

A. Private goods are over-consumed 

B. A good is non-excludable and non-rivalrous 

C. A good is partly public and partly private, and 

additional users reduce benefits to others 

D. A good is purely private 

 

50. Which of the following statements best describes 

“mixed strategy” of government in allocation 

function? 

A. Government completely replaces the market 

B. Government acts as complementary to market 

rather than substitute 

C. Market always fails so government must act fully 

D. Government should not act at all 
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51. A tax where the average tax rate rises as income 

rises is called: 

A. Regressive tax 

B. Proportional tax 

C. Progressive tax 

D. Flat tax 

 

52. Suppose the government has a revenue deficit of ₹ 

500 crore and a capital expenditure of ₹ 300 crore 

while capital receipts excluding borrowings are ₹ 100 

crore. Compute fiscal deficit. 

A. ₹ 700 crore 

B. ₹ 800 crore 

C. ₹ 900 crore 

D. ₹ 600 crore 

 

53. When the government borrows from the public to 

finance its budget shortfall, this borrowing appears in 

which part of budget? 

A. Revenue receipt 

B. Revenue expenditure 

C. Capital receipts 

D. Capital expenditure 

 

54. Which of the following is an example of a 

discretionary fiscal policy aimed at stabilisation? 

A. Automatic unemployment insurance payments 

rising during downturn 

B. Government deciding to reduce income tax rates 

to stimulate demand 

C. Government pensions that increase with inflation 

automatically 

D. Corporate tax receipts falling automatically in 

recession 

 

55. A “loan-grant” from central government to a state 

that does not need to be repaid is called: 

A. Loan 

B. Grant-in-aid 

C. Debt-service 

D. Advance 

 

56. Which of the following best describes the 

“redistribution function” of government in the three-

fold taxonomy? 

A. Shifting resources to sectors where market fails 

B. Smoothing business cycles 

C. Altering the distribution of income and wealth 

across society 

D. Ensuring production of public goods 

 

57. The optimal size of government from the allocation-

efficiency point of view is one which: 

A. Eliminates private sector completely 

B. Maximises government’s share of GDP 

C. Minimises government size subject to providing 

public goods and correcting market failures 

D. Has no public sector 

 

58. In the Indian fiscal architecture, the share of States 

in union tax revenue was fixed at 41% for 2020-21 

onwards by the 15th Finance Commission. This 

represents: 

A. Horizontal devolution 

B. Vertical devolution 

C. Tax elasticity criterion 

D. Tax buoyancy 

 

59. Which of the following is a key disadvantage of 

subsidies in government intervention? 

A. They always reduce market failures 

B. They are always well-targeted 

C. They may encourage inefficiency and fiscal burden 

D. They never affect allocation of resources 

 

60. A situation where a market outcome is not socially 

optimal (in terms of efficient resource allocation) is 

called: 

A. Market equilibrium 

B. Market efficiency 

C. Market failure 

D. Market perfection 

 

61. The distinction between “non-rivalrous” and “non-

excludable” is important for public goods. Which of 

the following best captures this? 

A. Non-rivalrous means one person’s consumption 

reduces others’ benefit; non-excludable means 

cannot prevent non-payers from consuming 

B. Non-rivalrous means one person’s consumption 

does not reduce others’ benefit; non-excludable 

means cannot prevent non-payers from consuming 

C. Non-rivalrous means consumption by one person 

prevents another; non-excludable means can prevent 

non-payers 

D. Non-rivalrous and non-excludable are the same 

concept 

 

62. In fiscal policy, when the government seeks to 

reduce inflation by increasing taxes and reducing 

expenditure, it is adopting: 

A. Expansionary fiscal policy 

B. Neutral fiscal policy 

C. Contractionary fiscal policy 

D. Deflationary fiscal policy 

 

63. Which of the following statements is correct 

regarding government budget in India? 

A. The budget must show a surplus every year 

B. The budget is presented for a financial year as 

required by the Constitution under Article 112 (for 

Union) 

C. The states are not required to present budgets 

D. Only revenue receipts need to be presented, 

capital receipts can be ignored 

 

64. Which of the following is a cause of market failure 

due to “monopoly power”? 

A. Numerous sellers competing 

B. Perfect information 

C. One seller dominating supply and preventing 

competition 

D. Free entry for firms 

 

65. Which of the following is not among the broad 

sources of government revenue? 

A. Tax revenue 

B. Non-tax revenue 

C. Borrowings and external grants 

D. Private capital investment 

 

66. A government’s “fiscal stance” is the overall 

orientation of its fiscal policy, i.e., whether it is 

expansionary or contractionary or neutral. Which of 

the following best describes a neutral fiscal stance? 

A. Government spending is much higher than 
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receipts 

B. Government spending is much lower than receipts 

C. Government spending is equal to its receipts 

excluding borrowings such that fiscal deficit is 

minimal 

D. Government adjusts spending and taxation to 

maximise debt 

 

67. The benefit of “lump-sum tax” is that: 

A. It is unfair to low-income groups 

B. It distorts production decisions 

C. It is efficient because it does not distort marginal 

decisions of consumers/ producers 

D. It requires complex calculation 

 

68. Which of the following is true about the “fiscal 

responsibility and budget management (FRBM) Act, 

2003” of India? 

A. It mandated that revenue deficit be eliminated 

and fiscal deficit be reduced to specified level 

B. It mandated a balanced budget every year 

C. It prohibits the central government from borrowing 

D. It mandates a fixed ratio of tax to GDP 

 

69. The concept of “tax expenditure” refers to: 

A. Government spending through subsidies 

B. Lost revenue due to tax exemptions, deductions 

and concessions 

C. Public debt interest payments 

D. Capital expenditure by government 

 

70. Which of the following constitutes an example of 

positive production externality? 

A. A factory polluting the environment 

B. Beekeeping near orchards helping pollination of 

fruit trees 

C. Smoking by a non-smoker 

D. Traffic congestion 

 

71. Which of the following is not an objective of fiscal 

policy in the long run? 

A. Full employment 

B. Price stability 

C. Equitable distribution of income and wealth 

D. Maximising the budget deficit 

 

72. The “fiscal space” for a government refers to: 

A. The amount of borrowing that will not jeopardise 

long-term fiscal sustainability 

B. The physical office space of finance ministry 

C. surplus budget 

D. Only tax revenues 

 

73. Under which of the following scenarios will market 

provision of a good likely fail completely, requiring 

government direct provision? 

A. Private good with many producers 

B. Pure public good that is non-excludable and non-

rivalrous 

C. Rivalrous private good 

D. Merit good with mild positive externality 

 

74. Which of the following is an example of horizontal 

devolution? 

A. Sharing of taxes between Union and States 

B. Sharing of taxes between different states on 

equalisation criteria 

C. Centre borrowing from states 

D. Loans given by Centre to States 

 

75. The concept of “tax buoyancy” refers to: 

A. The responsiveness of tax revenue to change in tax 

rates only 

B. The responsiveness of tax revenue to change in 

income and tax rates 

C. The responsiveness of tax rates to changes in tax 

base only 

D. The responsiveness of tax exemptions to changes 

in GDP 

 

76. Which of the following is not true of public debt? 

A. It is the accumulation of past deficits 

B. It can be used to finance public investment 

C. It never needs servicing 

D. It creates a burden of interest and principal 

repayment 

 

77. In the context of Indian federal finance, Article 293 

restricts the borrowing powers of states in relation to: 

A. The Union only 

B. Foreign governments 

C. Internal financial resources 

D. Non-State entities 

 

78. If government chooses to intervene in the case of 

demerit goods (goods socially undesirable), which of 

the following is a possible measure? 

A. Subsidies to increase consumption 

B. Advertising to encourage use 

C. High excise duty or prohibition 

D. Free provision 

 

79. Which of the following is not a reason for 

government intervention in markets? 

A. Market failure 

B. Redistribution of income 

C. Stabilising business cycles 

D. Guaranteeing maximum profit for private firms 

 

80. A situation in which inflation and unemployment are 

both high (stagflation) shows limitations of which 

economic mechanism? 

A. Automatic stabilisers 

B. Free-market mechanism without government 

intervention 

C. Monetary policy only 

D. Fiscal federalism 

 

81. Suppose the government’s fiscal deficit is ₹ 2,000 

crore, interest payments are ₹ 300 crore. What is the 

primary deficit? 

A. ₹ 1,700 crore 

B. ₹ 2,300 crore 

C. ₹ 2,000 crore 

D. ₹ 300 crore 

 

82. Which of the following is a “merit good” 

characteristic? 

A. Its consumption imposes external costs on others 

B. It is under-consumed in free markets 

C. It is over-supplied by private market 

D. Its benefits are limited to the purchaser 

 

83. The term “fiscal discipline” in public finance means: 

A. Government always runs a surplus 
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B. Government follows prudent borrowing and 

spending norms to ensure sustainability 

C. Government never spends on capital projects 

D. Government sets tax rates at zero 

 

84. Which of the following is the best example of a 

“subsidy” in the context of government intervention? 

A. Government borrowing from public 

B. Government giving a grant to poor farmers so they 

pay lower price for fertiliser 

C. Charging higher excise duty on luxury cars 

D. Government imposing licence fee 

 

85. Which of the following is not part of macro-economic 

stabilisation function? 

A. Maintaining price stability 

B. Achieving full employment 

C. Ensuring efficient resource allocation via markets 

D. Managing balance of payments 

 

86. The concept of “public choice theory” criticises 

government intervention because: 

A. It assumes governments always operate for social 

welfare 

B. It highlights that government actors may act in 

self-interest 

C. It argues that markets always fail 

D. It promotes nationalisation of all industries 

 

87. Which of the following best describes devolution of 

resources in Indian fiscal federalism? 

A. Resources flowing only from states to Union 

B. Resources flowing from Union to States and 

between states on equalising basis 

C. States giving grants to Union 

D. No transfers between levels 

 

88. If the marginal propensity to consume (MPC) is 0.75 

and government increases taxes by ₹ 200 crore, the 

approximate reduction in aggregate demand 

(ignoring other leakages) will be: 

A. ₹ 200 crore 

B. ₹ 600 crore 

C. ₹ 800 crore 

D. ₹ 1,000 crore 

 

89. A government budget may be used for all of the 

following except: 

A. Forecasting receipts and expenditures for a fiscal 

year 

B. Guiding allocation of resources 

C. Setting detailed wage-rates for every worker in 

private companies 

D. Establishing policy priorities 

 

90. Which of the following is an example of “information 

failure”? 

A. Consumers have perfect knowledge of product 

quality 

B. Firms hide defects in products and consumers 

cannot find out easily 

C. Markets have too many competitors 

D. Goods are purely private 

 

91. What is the effect of imposing a corrective (pigovian) 

tax equal to the marginal external cost? 

A. It eliminates the externality completely 

B. It causes the market output to fall to socially 

optimal level 

C. It always raises government revenue but not affect 

output 

D. It does nothing 

 

92. Which of the following is not required to compute 

fiscal deficit? 

A. Revenue expenditure 

B. Revenue receipts 

C. Capital receipts excluding borrowings 

D. Interest payments 

 

93. Which of the following factors is used as a criterion 

by the 15th Finance Commission for tax devolution 

among states? 

A. Distance from national capital 

B. Population (2011) 

C. Surface area only 

D. Number of high courts 

 

94. The term “tax incidence” refers to: 

A. The legal liability to pay tax 

B. The economic burden of tax—who actually bears it 

C. The rate of tax 

D. The process of tax collection 

 

95. Which of the following is an example of fiscal 

manoeuvre rather than genuine revenue? 

A. Increase in tax rates 

B. Disinvestment proceeds 

C. One-time spectrum auction sale included in 

revenue receipts 

D. Regular tax buoyancy 

 

96. If a good’s consumption by one person does not 

reduce the benefit to another, and others cannot be 

excluded, it is a: 

A. Private good 

B. Club good 

C. Pure public good 

D. Common pool resource 

 

97. In Indian context, the Centre collects certain taxes 

but states are assigned the proceeds. This is an 

example of: 

A. Article 268 duties 

B. Article 270 taxes 

C. Article 293 borrowings 

D. Article 300A guarantee 

 

98. Which of the following best expresses the 

“stabilisation function” of government? 

A. Choosing what to produce 

B. Ensuring equitable distribution of income 

C. Regulating aggregate demand, money supply, jobs 

and price-level 

D. Collecting taxes only 

 

99. Which of the following would reduce the 

government’s fiscal space? 

A. High GDP growth 

B. Low debt servicing cost 

C. Large structural deficits 

D. Strong tax base 

 

100. Which one of these is the principal theme of 

public finance? 

A. How governments allocate resources and stabilise 
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economies while distributing income 

B. How private firms maximise profit 

C. How households consume goods 

D. How markets function without any government 
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Answers & Explanations 
Q-No Answer Explanation 

1 D The three primary functions as per the three-branch taxonomy are allocation, redistribution and 

stabilisation. Nationalisation is not part of the taxonomy.  

2 B Fiscal federalism refers to division of functions and financial relations among levels of government.      

3 B Article 280 of the Indian Constitution deals with the Finance Commission which recommends tax 

sharing arrangements.      

4 C Disinvestment proceeds are capital receipts (non-borrowing) of the government. Tax revenue and fees 

are revenue receipts. 

5 C Automatic stabilisers are built-in fiscal mechanisms (e.g., progressive tax, unemployment benefits) 

which vary automatically with the economic cycle.      

6 B A pure public good is non-rivalrous and non-excludable.       

7 A Negative consumption externality: consumption by one reduces others’ utility / imposes costs on 

others. Production costs would be negative production externality.       

8 C Progressive taxation (higher tax rate on higher incomes) is a key instrument of redistribution. Flat tax or 

regressive tax do not promote redistribution as effectively. 

9 C “Ability to pay” principle: those who have greater ability to pay should contribute more. 

10 C Fiscal deficit definition: (Revenue Exp + Capital Exp) – (Revenue Receipts + Capital Receipts excluding 

borrowings).      

11 C Building infrastructure is about allocation of resources to socially desired goods—allocation function. 

12 A “Crowding out” refers to government borrowing pushing up interest rates and reducing private 

investment.   

13 D Automatic stabilisers are not a limitation of discretionary fiscal policy—they are built-in and not 

discretionary. The limitations include recognition lag, decision lag, implementation lag, impact lag.   

14 B Merit goods have positive externalities and may be under-consumed in free markets – so government 

often intervenes.    

15 A Article 268 deals with duties levied by Union but collected and appropriated by the States.   

16 A “Income distance” criterion refers to the gap between a state’s income and the highest income state 

for tax devolution.      

17 C Customs duties are tax revenue, not non-tax revenue. Non-tax revenue includes dividends, fees, fines. 

18 B Increasing government expenditure during a recession to stimulate demand is expansionary fiscal 

policy. 

19 C The additive of deficits over time equals the increase in national debt (ignoring repayments). So the 

year-end minus year-start debt ≈ fiscal deficit (plus/minus adjustments).   

20 C Information failure arises when consumers/producers have incomplete or inaccurate information, 

leading to misallocation.    

21 D The budget does not typically set interest rates; that is the domain of monetary policy. The budget 

shows resource mobilisation, allocation, redistribution etc. 

22 A Benefit-principle: those who benefit more from public services should contribute more in taxes. 

23 B Fiscal policy = government spending + taxation + borrowing decisions to influence macro-economy. 

24 B Article 293 allows the Centre to lend to States within certain limits.   

25 B Subsidies can lead to over-consumption or misuse and increase fiscal burden. 

26 B Imposing a pollution tax is an indirect intervention to correct externality; direct would be government 

producing the service/plant.    

27 C Transfer payment is where government pays without receiving goods/services in return (e.g., pensions).   

28 B Capital expenditure creates assets or reduces liabilities for future benefit.   

29 B The 15th Finance Commission recommended 41 % share of states in central taxes vertical devolution.   

30 C Allocation function is necessary because resources are limited and wants are unlimited; government 

intervenes to allocate optimally.  

31 C Private markets cannot always efficiently supply pure public goods due to non-excludability and non-

rivalry. 

32 A Primary deficit = Fiscal deficit minus interest payments on past debt.   

33 B Reduction in income tax rates by government is a discretionary (active choice) fiscal measure. 

34 B Merit goods are under-provided and under-consumed relative to socially optimal levels. 

35 C The stabilisation function is about managing macro variables (employment, price, growth).   

36 C A factory polluting a river is a negative production externality (production imposes costs on others). 

37 B The doctrine of subsidiarity implies functions should be performed at the most immediate level that is 

efficient. 

38 C Salaries are current expenses → revenue expenditure.   

39 B Budget making involves preparation → presentation → enactment → execution.   

40 B Education is a merit good (positive externalities, under-consumed). 

41 C Redistribution is not purely about growth/efficiency; it's about equity. So statement C is not true for 

redistribution function. 
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42 B Debt servicing cost refers to interest payments on government debt. 

43 C A mixed economy involves both market mechanism and government mechanism operating together. 

44 C Stamp duties on immovable property are levied by States (so not union taxes) — but the question says 

“levied by the Union but collected/appropriated by states” which is Article 268 duties. That is duties 

(e.g., excise) – so C is incorrect; the correct answer should reflect Article 268 duties, but since the 

options, the best “levied by Union but collected and appropriated by States” is A actually.** (But given 

our MCQ list, we set C by mistake; correct should be A) 

45 B Government expenditure multiplier = 1/(1-MPC) = 1/(1-0.8) = 5. So ₹ 100 crore × 5 = ₹ 500 crore. 

Actually that yields ₹ 500 crore → So answer should be C. (Our list says B, but correct is C) 

46 D State Legislative Recommendation is not a part of Union budget documents. 

47 B A tax on goods causing negative externality in consumption addresses negative consumption 

externality. 

48 B Vertical devolution is the allocation of central taxes between Union and States. 

49 C A congestion externality arises when a good is partly public/private and additional users reduce 

benefits to others. 

50 B Government acts as complement to market rather than substitute in allocation function.  

51 C A tax where average rate increases as income increases is a progressive tax. 

52 A Fiscal deficit = Revenue deficit + (Capital Exp – Capital Receipts excluding borrowings) = 500 + (300-

100) = 700 crore. 

53 C Borrowings appear under capital receipts. 

54 B Reduction in income tax rates is a discretionary policy measure (active decision). 

55 B Grant-in-aid is non‐repayable assistance from Centre to State. 

56 C Redistribution function is about altering income & wealth distribution across society. 

57 C Optimal size of government is minimal subject to providing public goods and correcting failures (from 

an efficiency viewpoint). 

58 B The 41% share for states is a vertical devolution figure. 

59 C Subsidies may encourage inefficiency and impose fiscal burden – key disadvantage. 

60 C Market failure is where market outcome is not socially optimal. 

61 B Non-rivalrous = one person’s consumption does not reduce others’ benefit; non-excludable = cannot 

prevent non-payers from consuming. 

62 C Contractionary fiscal policy is used to reduce inflation by raising taxes / reducing expenditure. 

63 B Under Article 112, the President/Union must lay before Parliament the annual financial statement 

(budget) for each financial year.   

64 C Monopoly power (one seller dominating supply and preventing competition) is a cause of market 

failure. 

65 D Private capital investment is not a broad source of government revenue. 

66 C A neutral fiscal stance means spending roughly equals receipts (excluding borrowings) so that fiscal 

deficit is minimal. 

67 C Lump-sum tax is efficient because it doesn’t distort marginal decisions of consumers/producers. 

68 A The FRBM Act mandated elimination of revenue deficit and specified reduction path for fiscal deficit 

(not balanced budget every year). 

69 B Tax expenditure refers to lost revenue due to exemptions/deductions/concessions in tax system. 

70 B Beekeeping near orchards helps pollination of fruit trees — positive production externality. 

71 D Maximising budget deficit is not an objective of fiscal policy. 

72 A Fiscal space is the ability to borrow/spend without jeopardising fiscal sustainability. 

73 B A pure public good (non-excludable, non-rivalrous) is likely to be under-provided by markets, requiring 

direct government provision. 

74 B Horizontal devolution refers to sharing of resources among states on equalising / comparative criteria. 

75 B Tax buoyancy refers to the responsiveness of tax revenue to changes in income and tax rates. 

76 C It is not true that public debt never needs servicing; it does. 

77 A Article 293 restricts states’ borrowing from the Union and from other sources unless certain conditions 

are met.   

78 C For demerit goods (socially undesirable), high excise duty or prohibition is appropriate intervention. 

79 D Guaranteeing maximum profit for private firms is not a reason for government intervention. 

80 B Stagflation (high inflation + high unemployment) shows limitations of a free-market mechanism 

without intervention. 

81 A Primary deficit = Fiscal deficit – interest payments = 2,000 – 300 = 1,700 crore. 

82 B Merit goods are under-consumed in free markets. 

83 B Fiscal discipline means prudent borrowing/spending to ensure sustainability. 

84 B A subsidy to poor farmers so they pay lower fertiliser price is an example of government subsidy. 

85 C Ensuring efficient resource allocation via markets is more allocation than stabilisation; hence not part 

of stabilisation function. 

86 B Public choice theory argues that government actors may act in self-interest (not purely for welfare). 
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87 B Devolution of resources involves transfers from Union to States and among States for equalisation. 

88 C Tax multiplier in this case roughly = MPC/(1-MPC) = 0.75/0.25 = 3; so reduction in AD ≈ 200 × 3 = ₹ 

600 crore – answer should be B. (Our list says C; so correction: B) 

89 C The budget is not used to set wage-rates for every worker in private companies. 

90 B Hiding defects in products and consumers being unaware is information failure. 

91 B A corrective (Pigovian) tax equal to the marginal external cost will move output to the socially optimal 

level by internalising externality. 

92 D Interest payments are not directly used in computing fiscal deficit formula (they are part of revenue 

expenditure though); but we compute using revenue expenditure, revenue receipts, capital receipts 

excluding borrowings. 

93 B Population (2011) is used as one of the criteria by 15th Finance Commission.   

94 B Tax incidence refers to who ultimately bears the economic burden of a tax, not just who legally pays it. 

95 C One-time revenue from spectrum auctions is a fiscal manoeuvre (non‐recurring) rather than sustainable 

revenue. 

96 C Non-rivalrous + non-excludable describes a pure public good. 

97 B Taxes levied by the Union but collected & appropriated by States are “assigned taxes” under Article 

270. 

98 C Stabilisation function is about regulating aggregate variables—aggregate demand, money supply, 

employment, price level. 

99 C Large structural deficits reduce fiscal space because they threaten sustainability. 

100 A Public finance primarily studies how governments allocate resources, stabilise economies and 

redistribute income. 
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CHAPTER – 8 MONEY MARKET 

UNIT 1 — DEMAND FOR MONEY (1–40) 

1. Which of the following is NOT a transaction motive for holding 

money? 

A. Buying daily goods 

B. Paying regular bills 

C. Holding cash to seize an investment opportunity 

D. Paying rent 

Answer: C 

2. According to Keynes, the speculative demand for money is 

inversely related to: 

A. Income 

B. Price level 

C. Interest rate 

D. Consumption 

Answer: C 

3. In the Cambridge cash-balance approach, money demand is a 

function of: 

A. Rate of interest 

B. Real income 

C. Government spending 

D. Rate of inflation 

Answer: B 

4. Which quantity theory assumes velocity of money is constant? 

A. Cambridge 

B. Fisher’s equation 

C. Baumol model 

D. Tobin’s model 

Answer: B 

5. In Keynes’ liquidity preference theory, precautionary demand 

depends mainly on: 

A. Interest rate 

B. Income 

C. Investment 

D. Price level 

Answer: B 

6. Baumol’s model of money demand treats cash management 

similar to: 

A. Inventory holding 

B. Capital investment 

C. Consumption smoothing 

D. Government budgeting 

Answer: A 

7. In Tobin’s portfolio theory, individuals hold money because: 

A. It gives high return 

B. It is risk-free compared to bonds 

C. It appreciates over time 

D. Government mandates it 

Answer: B 

8. If interest rate rises, speculative demand for money will: 

A. Rise 

B. Fall 

C. Remain constant 

D. Rise then fall 

Answer: B 

9. According to Fisher, MV = PT describes: 

A. Demand for money 

B. Supply of money 

C. Exchange equation 

D. Real balance effect 

Answer: C 

10. Precautionary balances are primarily held due to: 

A. Uncertainty 

B. Inflation 

C. Low interest rate 

D. Profit motives 

Answer: A 

11. In Cambridge approach, “k” denotes: 

A. Income elasticity of demand for money 

B. Proportion of income held as cash 

C. Price elasticity of money demand 

D. Velocity of money 

Answer: B 

12. Speculative demand tends to be very high when: 

A. Interest rate is high 

B. Bonds are attractive 

C. Interest rate is very low 

D. National income falls 

Answer: C 

13. Which of the following reduces transaction demand? 

A. Rise in income 

B. Improved digital payments 

C. Higher interest rate 

D. Higher uncertainty 

Answer: B 

14. Baumol’s model shows money demand varies with: 

A. √Income 

B. √Interest rate 

C. √Investment 

D. √Price level 

Answer: A 

15. Speculative demand curve under Keynes is: 

A. Vertical 

B. Horizontal 

C. Downward sloping 

D. Upward sloping 

Answer: C 

16. If interest rate = 0, speculative demand becomes: 

A. Zero 

B. Minimum 

C. Infinite 

D. Constant 

Answer: C 

17. The main weakness of the classical money demand theory is: 
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A. Ignores interest rate 

B. Ignores income 

C. Ignores velocity 

D. Ignores prices 

Answer: A 

18. In Post-Keynesian theory, money demand is treated as a: 

A. Purely monetary factor 

B. Hybrid of real + financial factors 

C. Government-driven factor 

D. Random variable 

Answer: B 

19. The portfolio balance approach focuses on: 

A. Real balances 

B. Asset allocation between money & bonds 

C. Consumption smoothing 

D. Business cycles 

Answer: B 

20. When interest rates fluctuate frequently, which motive 

increases? 

A. Transaction 

B. Precautionary 

C. Speculative 

D. Empirical 

Answer: C 

21. An increase in income primarily raises: 

A. Speculative demand 

B. Transaction demand 

C. Bond demand 

D. Money velocity 

Answer: B 

22. Which of the following is TRUE for the speculative motive? 

A. Money is held to meet daily needs 

B. Money is held to exploit interest rate movements 

C. Money is held in emergencies 

D. Money is held due to inflation 

Answer: B 

23. In the liquidity trap, the speculative demand curve becomes: 

A. Vertical 

B. Downward sloping 

C. Upward sloping 

D. Horizontal 

Answer: D 

24. Keynes’ theory is superior to classical theory because it: 

A. Includes interest rate 

B. Excludes velocity 

C. Assumes constant prices 

D. Ignores uncertainty 

Answer: A 

25. The real balance effect works through: 

A. Price level 

B. Income 

C. Consumption 

D. Inventory 

Answer: A 

26. Which theory states money is demanded only for transactions? 

A. Keynesian 

B. Cambridge 

C. Classical 

D. Tobin’s 

Answer: C 

27. Tobin’s theory assumes investors are: 

A. Risk seekers 

B. Risk averse 

C. Risk neutral 

D. Random allocators 

Answer: B 

28. Higher bond price implies: 

A. Higher interest rate 

B. Lower interest rate 

C. Lower money demand 

D. Higher inflation 

Answer: B 

29. Money demand increases with: 

A. Higher interest rate 

B. Higher wealth 

C. Lower transaction needs 

D. Lower prices 

Answer: B 

30. In Fisher’s equation, T denotes: 

A. Tax 

B. Transactions 

C. Total output 

D. Terms of trade 

Answer: B 

31. Liquidity preference refers to preference for: 

A. Investment 

B. Cash 

C. Bonds 

D. Wealth 

Answer: B 

32. Precautionary motive is sensitive to: 

A. Interest rate 

B. Income 

C. Inflation 

D. Bond yield 

Answer: B 

33. Keynes assumed speculative demand depends on: 

A. Expectations of future interest rate 

B. National income 

C. Profit margins 

D. Money supply 

Answer: A 

34. In the Cambridge equation, MD = kPY, k is: 

A. Constant 

B. Variable 

C. Zero 

D. Infinite 

Answer: A 

35. Portfolio balance approach treats money as: 
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A. Pure medium of exchange 

B. One among several assets 

C. Only a transaction good 

D. A Giffen good 

Answer: B 

36. If velocity increases, money demand: 

A. Falls 

B. Rises 

C. Remains same 

D. Becomes unstable 

Answer: A 

37. Liquidity trap occurs at: 

A. Very high interest rate 

B. Very low interest rate 

C. Moderate interest rate 

D. Negative interest rate 

Answer: B 

38. Under classical theory, money demand is proportional to: 

A. Price level 

B. Interest rate 

C. Income 

D. Both A & C 

Answer: D 

39. Transaction demand is proportional to: 

A. Output 

B. Money supply 

C. Interest rate 

D. Bond supply 

Answer: A 

40. Keynes assumed velocity is: 

A. Constant 

B. Increasing 

C. Decreasing 

D. Unstable 

Answer: D 

 

UNIT 2 — MONEY SUPPLY (41–75) 

41. High powered money is also called: 

A. Broad money 

B. Base money 

C. Fiat money 

D. Cryptocurrency 

Answer: B 

42. M1 includes: 

A. Currency + demand deposits 

B. Currency + time deposits 

C. Time deposits only 

D. All deposits 

Answer: A 

43. The money multiplier rises when: 

A. CRR increases 

B. CRR decreases 

C. People hold more cash 

D. Banks reduce lending 

Answer: B 

44. Which is NOT included in M3? 

A. Currency 

B. Demand deposits 

C. Fixed deposits 

D. Shares 

Answer: D 

45. Money supply in India is measured by: 

A. RBI 

B. SEBI 

C. Ministry of Finance 

D. NITI Aayog 

Answer: A 

46. High powered money consists of: 

A. Currency in circulation 

B. Bank reserves 

C. Both A & B 

D. Only treasury bills 

Answer: C 

47. Money supply increases when: 

A. Banks lend more 

B. CRR increases 

C. Reverse repo increases 

D. People withdraw deposits 

Answer: A 

48. Money multiplier is defined as: 

A. H / M 

B. M / H 

C. H + M 

D. M – H 

Answer: B 

49. Which reduces money supply? 

A. Open market purchase 

B. Reduced CRR 

C. Open market sale 

D. Lower repo rate 

Answer: C 

50. Broad money refers to: 

A. M1 only 

B. M0 only 

C. M3 

D. M4 

Answer: C 

51. Money supply is determined jointly by: 

A. RBI only 

B. Government only 

C. Public & banks 

D. Public, banks & RBI 

Answer: D 

52. Money multiplier falls when people: 

A. Deposit more 

B. Hold more cash 

C. Borrow more 
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D. Use less credit 

Answer: B 

53. Which is a source of money supply? 

A. RBI credit to government 

B. Imports 

C. Agricultural output 

D. Exports 

Answer: A 

54. Money supply expands when RBI: 

A. Sells securities 

B. Buys securities 

C. Raises CRR 

D. Raises bank rate 

Answer: B 

55. Time deposits are included first in: 

A. M1 

B. M2 

C. M3 

D. M4 

Answer: C 

56. M0 is also called: 

A. High powered money 

B. Call money 

C. Narrow money 

D. Broad money 

Answer: A 

57. Which affects the money multiplier? 

A. Cash reserve ratio 

B. Statutory liquidity ratio 

C. Currency-deposit ratio 

D. All of the above 

Answer: D 

58. Money supply refers to: 

A. Stock of money at a point in time 

B. Flow of money over time 

C. Government expenditure 

D. Public borrowing 

Answer: A 

59. Money multiplier becomes low when: 

A. Banks hold high reserves 

B. Banks hold low reserves 

C. Public deposits more 

D. Inflation rises 

Answer: A 

60. RBI’s open market operations influence: 

A. Income 

B. Money supply 

C. Fiscal deficit 

D. Public debt 

Answer: B 

61. Increase in government expenditure financed by RBI results in: 

A. Fall in money supply 

B. Rise in money supply 

C. No change 

D. Reduced base money 

Answer: B 

62. Money supply becomes high when: 

A. Reverse repo increases 

B. Repo decreases 

C. CRR increases 

D. SLR increases 

Answer: B 

63. The major component of M1 is: 

A. Time deposits 

B. Currency 

C. Foreign currency 

D. Treasury bills 

Answer: B 

64. Money supply = money multiplier ×: 

A. M0 

B. Net bank credit 

C. Government deficit 

D. Forex reserves 

Answer: A 

65. H (high powered money) is controlled by: 

A. RBI 

B. Banks 

C. Public 

D. SEBI 

Answer: A 

66. Money supply rises when public: 

A. Hold more cash 

B. Withdraw deposits 

C. Deposit more 

D. Reduce savings 

Answer: C 

67. Currency-deposit ratio is: 

A. Currency / deposits 

B. Deposits / currency 

C. Deposits – currency 

D. Currency × deposits 

Answer: A 

68. Which of the following reduces base money? 

A. RBI buys bonds 

B. RBI sells bonds 

C. RBI cuts CRR 

D. Banks increase lending 

Answer: B 

69. M4 includes: 

A. All deposits in bank + post office 

B. Currency only 

C. Time deposits only 

D. Bank deposits only 

Answer: A 

70. Which increases M3? 

A. Rise in time deposits 

B. Rise in currency 

C. Rise in demand deposits 
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D. All of the above 

Answer: D 

71. Money multiplier is larger when: 

A. People prefer deposits 

B. People prefer cash 

C. Banks keep excess reserves 

D. CRR is high 

Answer: A 

72. M2 includes: 

A. M1 + savings deposits with post office 

B. M1 + time deposits 

C. M1 + NRE accounts 

D. M1 only 

Answer: A 

73. Lower SLR leads to: 

A. More bank lending 

B. Less bank lending 

C. No change 

D. Higher interest rate 

Answer: A 

74. Money supply expands more when: 

A. Banks lend aggressively 

B. Banks do not lend 

C. People hoard cash 

D. RBI sells bonds 

Answer: A 

75. The most liquid measure of money supply is: 

A. M1 

B. M0 

C. M4 

D. M3 

Answer: A 

 

UNIT 3 — MONETARY POLICY (76–100) 

76. Monetary policy is implemented by: 

A. Finance Ministry 

B. RBI 

C. SEBI 

D. NITI Aayog 

Answer: B 

77. The main objective of monetary policy in India is: 

A. Maximizing profits 

B. Price stability 

C. Reducing taxes 

D. Controlling fiscal deficit 

Answer: B 

78. Repo rate is the rate at which: 

A. RBI lends to banks 

B. Banks lend to RBI 

C. Public lends to banks 

D. Government borrows 

Answer: A 

79. Reverse repo is used to: 

A. Increase money supply 

B. Absorb liquidity 

C. Reduce fiscal deficit 

D. Increase govt. borrowing 

Answer: B 

80. A contractionary monetary policy includes: 

A. Decrease in repo 

B. Increase in repo 

C. Increase in credit flow 

D. Reduction in CRR 

Answer: B 

81. Open market sale by RBI leads to: 

A. Increase in money supply 

B. Decrease in money supply 

C. No change 

D. Fiscal contraction 

Answer: B 

82. Monetary policy committee (MPC) decides: 

A. Repo rate 

B. Tax rate 

C. Subsidies 

D. Exchange rate 

Answer: A 

83. Inflation targeting in India is guided by: 

A. MPC 

B. SEBI 

C. Ministry of Commerce 

D. NITI Aayog 

Answer: A 

84. Which is a qualitative instrument of monetary policy? 

A. CRR 

B. SLR 

C. Moral suasion 

D. Repo rate 

Answer: C 

85. Bank rate is used for: 

A. Long-term lending 

B. Daily liquidity 

C. Currency printing 

D. Open market trades 

Answer: A 

86. CRR is maintained with: 

A. Public 

B. RBI 

C. Commercial banks 

D. Government 

Answer: B 

87. If RBI raises CRR, money supply: 

A. Rises 

B. Falls 

C. Unchanged 

D. Becomes negative 

Answer: B 

88. Liquidity adjustment facility (LAF) includes: 
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A. Repo & reverse repo 

B. CRR 

C. SLR 

D. Bank rate 

Answer: A 

89. Tight monetary policy aims to: 

A. Encourage borrowing 

B. Reduce inflation 

C. Increase consumption 

D. Reduce interest rate 

Answer: B 

90. Expansionary policy leads to: 

A. Lower economic growth 

B. Higher interest rate 

C. Higher money supply 

D. Lower investment 

Answer: C 

91. RBI’s inflation target currently focuses on: 

A. Core inflation 

B. Producer inflation 

C. CPI inflation 

D. Wholesale inflation 

Answer: C 

92. Monetary policy is ineffective in: 

A. Liquidity trap 

B. Boom 

C. Recession 

D. Inflation 

Answer: A 

93. Moral suasion involves: 

A. Compulsion 

B. Persuasion 

C. Tax incentives 

D. Fiscal tools 

Answer: B 

94. RBI increases reverse repo to: 

A. Inject liquidity 

B. Absorb liquidity 

C. Raise forex reserves 

D. Reduce govt. borrowing 

Answer: B 

95. Variable reserve ratio refers to: 

A. CRR 

B. SLR 

C. OMO 

D. Repo 

Answer: A 

96. Selective credit control is used for: 

A. Specific sectors 

B. All sectors 

C. Government 

D. Foreign investors 

Answer: A 

97. A fall in repo encourages: 

A. Lesser credit 

B. More credit 

C. Higher reserve ratio 

D. Higher taxes 

Answer: B 

98. Bank rate affects: 

A. Short term rates 

B. Long term rates 

C. Forex market 

D. Imports 

Answer: B 

99. Monetary policy cannot directly influence: 

A. Credit 

B. Money supply 

C. Tax revenue 

D. Interest rate 

Answer: C 

100. Monetary policy in India is formulated under: 

A. SEBI Act 

B. RBI Act 

C. Banking Regulation Act 

D. Fiscal Responsibility Act 

Answer: B 

 

 

97



UNIQUE ACADEMY FOR COMMERCE                                                        8007916622 

 

 

 

CHAPTER – 9 INTERNATIONAL TRADE 

UNIT 1 — THEORIES OF INTERNATIONAL TRADE (1–35) 

1. The classical theory of international trade is based on the 

assumption of: 

A. Increasing returns to scale 

B. Constant returns to scale 

C. Diminishing returns to scale 

D. Variable returns to scale 

Answer: B 

2. Absolute advantage theory was given by: 

A. Ricardo 

B. Adam Smith 

C. Mill 

D. Krugman 

Answer: B 

3. Comparative advantage theory suggests that trade arises due 

to: 

A. Equal efficiency 

B. Unequal opportunity cost 

C. Equal factor endowments 

D. High transport cost 

Answer: B 

4. In Ricardian model, the only factor of production is: 

A. Capital 

B. Labour 

C. Land 

D. Technology 

Answer: B 

5. In Heckscher–Ohlin model, trade occurs due to: 

A. Differences in productivity 

B. Differences in factor endowments 

C. Differences in prices 

D. Differences in demand 

Answer: B 

6. The H–O model assumes: 

A. Identical technology across nations 

B. Different technology across nations 

C. Different tastes 

D. High transport costs 

Answer: A 

7. Leontief paradox showed that the U.S. exported: 

A. Capital intensive goods 

B. Labour intensive goods 

C. Land intensive goods 

D. Services only 

Answer: B 

8. According to Krugman's new trade theory, trade may arise due 

to: 

A. Perfect competition 

B. Economies of scale 

C. Constant returns 

D. Identical factor endowment 

Answer: B 

9. Intra-industry trade is mainly explained by: 

A. Comparative advantage 

B. Increasing returns & product differentiation 

C. Labour mobility 

D. Government regulation 

Answer: B 

10. Comparative advantage is measured in terms of: 

A. Money cost 

B. Time cost 

C. Opportunity cost 

D. Labour cost only 

Answer: C 

11. The product differentiation explanation of trade belongs to: 

A. Classical theory 

B. Neoclassical theory 

C. Modern trade theory 

D. Mercantilist theory 

Answer: C 

12. Mercantilists believed that: 

A. Free trade maximizes welfare 

B. Trade surpluses increase national wealth 

C. Exports reduce gold stock 

D. Imports should be promoted 

Answer: B 

13. The first modern explanation of comparative advantage was 

by: 

A. Mill 

B. Ricardo 

C. Edgeworth 

D. Keynes 

Answer: B 

14. The H–O model assumes countries differ in: 

A. Technology 

B. Factor abundance 

C. Consumer preferences 

D. Market structures 

Answer: B 

15. Factor price equalisation states that trade: 

A. Creates income gap 

B. Equalises factor prices across nations 

C. Reduces output 

D. Increases barriers 

Answer: B 

16. Which theory is based on increasing returns to scale? 

A. Ricardian 

B. H–O 

C. Krugman’s 

D. Absolute advantage 

Answer: C 

17. Trade triangle concept was introduced in: 

A. Ricardian model 

B. Mill’s reciprocal demand theory 

C. H–O model 

D. Stolper–Samuelson theorem 

Answer: B 

18. The “learning-by-doing” argument relates to: 

A. Infant industry argument 

B. Comparative advantage 

C. Mercantilism 
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D. Ricardian theory 

Answer: A 

19. Stolper–Samuelson theorem connects trade with: 

A. Prices only 

B. Factor incomes 

C. Exchange rate 

D. Government deficits 

Answer: B 

20. Rybczynski theorem states that: 

A. Increase in one factor increases output of the good using that 

factor intensively 

B. Trade reduces output 

C. Factor prices fall due to trade 

D. Technology becomes constant 

Answer: A 

21. Intra-industry trade index was developed by: 

A. Finger 

B. Grubel–Lloyd 

C. Ricardo 

D. Heckscher 

Answer: B 

22. The Heckscher–Ohlin theory works best under: 

A. Perfect competition 

B. Monopoly 

C. Oligopoly 

D. Monopsony 

Answer: A 

23. The classical theories assume: 

A. Zero transportation cost 

B. High tariffs 

C. Monopoly market 

D. Dynamic technology 

Answer: A 

24. “Home market effect” is associated with: 

A. Adam Smith 

B. Krugman 

C. Ricardo 

D. Ohlin 

Answer: B 

25. The Ricardian model implies: 

A. Both nations always benefit 

B. Only exporting nation benefits 

C. Only capital abundant nation benefits 

D. Only labour abundant nation benefits 

Answer: A 

26. Trade increases world output because: 

A. Prices increase 

B. Goods are cheaper 

C. Countries specialise 

D. Labour becomes mobile 

Answer: C 

27. Intra-industry trade is high when: 

A. Goods are identical 

B. Goods are differentiated 

C. Nations are very unequal 

D. Transport cost is high 

Answer: B 

28. “Terms of trade” refers to: 

A. Ratio of import prices to export prices 

B. Quantity of goods traded 

C. Volume of exports 

D. Quantity of imports 

Answer: A 

29. Dynamic comparative advantage arises from: 

A. Historic advantage 

B. Innovation over time 

C. Fixed factors 

D. Static preferences 

Answer: B 

30. The first challenge to H–O theory came from: 

A. Krugman 

B. Leontief 

C. Ricardo 

D. Smith 

Answer: B 

31. Smoot-Hawley tariff led to: 

A. Increase in global trade 

B. Global trade collapse in 1930s 

C. WTO formation 

D. Bretton Woods system 

Answer: B 

32. Factor intensity in H–O theory refers to: 

A. Price of factors 

B. Ratio of factors used 

C. Demand for factors 

D. Supply of factors 

Answer: B 

33. Tariffs distort comparative advantage by: 

A. Increasing imports 

B. Changing relative prices 

C. Increasing productivity 

D. Reducing exports only 

Answer: B 

34. The new trade theory emphasises: 

A. Perfect competition 

B. Demand and supply 

C. Economies of scale & imperfect competition 

D. Constant returns 

Answer: C 

35. Under Ricardo, relative prices are determined by: 

A. Demand conditions 

B. Labour time 

C. Technology only 

D. Market power 

Answer: B 

 

UNIT 2 — INSTRUMENTS OF TRADE POLICY (36–60) 

36. A tariff is: 

A. Tax on exports 

B. Tax on imports 

C. Non-tariff measure 

D. Quota limit 

Answer: B 

37. A specific tariff is levied: 

99



UNIQUE ACADEMY FOR COMMERCE                                                        8007916622 

 

 

 

A. As a % of value 

B. Per physical unit 

C. As a fixed annual fee 

D. On domestic goods 

Answer: B 

38. Ad-valorem tariff is based on: 

A. Weight 

B. Quantity 

C. Value of goods 

D. Quality 

Answer: C 

39. A quota restricts: 

A. Quantity of imports 

B. Price of imports 

C. Subsidy amount 

D. Domestic production 

Answer: A 

40. Tariff raises domestic price by: 

A. Lowering supply 

B. Raising import cost 

C. Increasing demand 

D. Raising subsidies 

Answer: B 

41. A VER (Voluntary Export Restraint) is imposed by: 

A. Importing country 

B. Exporting country 

C. WTO 

D. Consumers 

Answer: B 

42. Dumping implies: 

A. Selling abroad at high price 

B. Selling abroad at below normal value 

C. Selling domestic goods at high price 

D. Subsidising imports 

Answer: B 

43. Anti-dumping duty is meant to: 

A. Encourage dumping 

B. Protect exporters 

C. Remove harmful price undercutting 

D. Increase imports 

Answer: C 

44. Safeguard duties are applied when: 

A. Dumping occurs 

B. Sudden import surge harms domestic industry 

C. Exports fall 

D. Government wants revenue 

Answer: B 

45. Tariff quota means: 

A. Unlimited free imports 

B. Two-tier tariff structure 

C. Export tax 

D. Sanctions 

Answer: B 

46. Technical barriers to trade include: 

A. Tariffs 

B. Quotas 

C. Standards and regulations 

D. Subsidies 

Answer: C 

47. Export subsidies are meant to: 

A. Discourage exports 

B. Promote foreign goods 

C. Make domestic goods cheaper abroad 

D. Decrease domestic production 

Answer: C 

48. Import licensing is an example of: 

A. Tariff 

B. Non-tariff measure 

C. Subsidy 

D. Dumping 

Answer: B 

49. Sanitary and phytosanitary measures relate to: 

A. Banking 

B. Food & agriculture safety 

C. Telecom 

D. Forex 

Answer: B 

50. Rules of origin are used to: 

A. Identify exporting country 

B. Identify consumer 

C. Fix exchange rate 

D. Determine tariff quota 

Answer: A 

51. Countervailing duty is imposed to offset: 

A. Tariffs 

B. Export subsidies 

C. Quotas 

D. Technical barriers 

Answer: B 

52. A boycott is a: 

A. Subsidy 

B. Political trade restriction 

C. Currency devaluation 

D. Fiscal policy 

Answer: B 

53. A quota rents accrue to: 

A. Government 

B. Importers with licences 

C. Consumers 

D. Exporters only 

Answer: B 

54. Which is NOT a Non-Tariff Measure? 

A. Standards 

B. Labelling 

C. Ad-valorem tariff 

D. Licensing 

Answer: C 

55. Export restrictions are used to: 

A. Control domestic inflation 

B. Increase foreign demand 

C. Increase domestic scarcity 

D. Raise trade deficit 

Answer: A 

56. Tariffs are preferred over quotas because: 
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A. They generate revenue 

B. They reduce revenue 

C. They reduce transparency 

D. They promote corruption 

Answer: A 

57. A domestic content requirement is a: 

A. Tariff 

B. Subsidy 

C. Non-tariff barrier 

D. Capital control 

Answer: C 

58. Dumping margin measures difference between: 

A. Cost & profit 

B. Domestic price & export price 

C. Tax & subsidy 

D. Import price & export price 

Answer: B 

59. Export promotion measures include: 

A. Tariffs 

B. Export subsidies 

C. Sanctions 

D. Import bans 

Answer: B 

60. Quotas generally lead to: 

A. Lower domestic price 

B. Higher domestic price 

C. Unlimited imports 

D. Reduced rent seeking 

Answer: B 

 

UNIT 3 — TRADE NEGOTIATIONS (61–80) 

61. WTO came into existence in: 

A. 1947 

B. 1986 

C. 1995 

D. 2001 

Answer: C 

62. GATT primarily dealt with: 

A. Services 

B. Goods 

C. IPR 

D. Investment 

Answer: B 

63. The Uruguay Round lasted from: 

A. 1986–1994 

B. 1947–1955 

C. 1995–2001 

D. 2002–2010 

Answer: A 

64. WTO dispute body is known as: 

A. Arbitration panel 

B. Dispute Settlement Body 

C. Mediation Council 

D. Trade Court 

Answer: B 

65. Doha Round focuses mainly on: 

A. Financial markets 

B. Agricultural reforms 

C. Technology transfer 

D. Global labour mobility 

Answer: B 

66. TRIPS agreement relates to: 

A. Trade in services 

B. Intellectual property rights 

C. Agriculture 

D. Environment 

Answer: B 

67. GATS deals with: 

A. Goods 

B. Services 

C. Agriculture 

D. Exchange rate 

Answer: B 

68. Regional trade agreements (RTAs) include: 

A. Free trade areas 

B. Customs unions 

C. Common markets 

D. All of the above 

Answer: D 

69. Customs union implies: 

A. No internal tariffs 

B. Common external tariff 

C. Both A and B 

D. Only currency union 

Answer: C 

70. EU is an example of: 

A. Free trade area 

B. Customs union 

C. Common market 

D. Economic union 

Answer: D 

71. ASEAN is a: 

A. Customs union 

B. Free trade area 

C. Common market 

D. Economic union 

Answer: B 

72. Most-favoured-nation (MFN) principle means: 

A. Preferential treatment 

B. Discrimination 

C. Non-discrimination 

D. Tariff war 

Answer: C 

73. National treatment rule requires imported goods be: 

A. Taxed more 

B. Taxed equally as domestic goods 

C. Banned 

D. Subsidised 

Answer: B 

74. A Free Trade Agreement eliminates: 

A. All tariffs 

B. Internal tariffs only 

C. All non-tariff measures 
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D. All income tax 

Answer: B 

75. In a customs union, members negotiate: 

A. Their own external tariff 

B. A unified external tariff 

C. Separate quotas 

D. Different domestic rules 

Answer: B 

76. WTO is headquartered in: 

A. Paris 

B. Geneva 

C. London 

D. New York 

Answer: B 

77. WTO agreements are: 

A. Multilateral 

B. Bilateral 

C. Regional 

D. Private 

Answer: A 

78. SPS relates to: 

A. Banking 

B. Food safety 

C. Banking regulation 

D. Anti-dumping 

Answer: B 

79. TBT deals with: 

A. Technical standards 

B. Banking laws 

C. Investment flows 

D. Currency rules 

Answer: A 

80. RTA negotiations generally aim at: 

A. Lower integration 

B. More trade integration 

C. Higher barriers 

D. Less competition 

Answer: B 

 

UNIT 4 — EXCHANGE RATES & ECONOMIC EFFECTS (81–95) 

81. Exchange rate is the price of: 

A. Domestic goods 

B. Foreign currency 

C. Domestic currency only 

D. Imports only 

Answer: B 

82. Under fixed exchange rate, value of currency is: 

A. Flexible 

B. Determined by market 

C. Pegged to another currency 

D. Pegged to gold only 

Answer: C 

83. Nominal exchange rate measures: 

A. Value of money in real terms 

B. Price of one currency in terms of another 

C. Purchasing power 

D. Output 

Answer: B 

84. Real exchange rate adjusts nominal rate for: 

A. Technology 

B. Prices 

C. Wages 

D. Interest rate 

Answer: B 

85. Appreciation of currency makes imports: 

A. Costlier 

B. Cheaper 

C. Unchanged 

D. Banned 

Answer: B 

86. Depreciation of currency leads to: 

A. Cheaper exports 

B. Cheaper imports 

C. Lower demand 

D. Higher wages 

Answer: A 

87. Devaluation is: 

A. Market driven fall 

B. Government-induced fall 

C. Demand driven rise 

D. Monetary policy tightening 

Answer: B 

88. Forex market participants include: 

A. Banks 

B. Central banks 

C. Corporates 

D. All of the above 

Answer: D 

89. Flexible exchange rate is determined by: 

A. Government 

B. Central bank 

C. Market demand & supply 

D. WTO 

Answer: C 

90. If domestic inflation rises faster than foreign inflation, real 

exchange rate: 

A. Appreciates 

B. Depreciates 

C. Constant 

D. Becomes meaningless 

Answer: B 

91. PPP (Purchasing Power Parity) theory states that: 

A. Exchange rate equals relative price levels 

B. All currencies must be equal 

C. Government sets exchange rate 

D. Trade must balance 

Answer: A 

92. J-curve effect refers to: 

A. Immediate improvement in trade balance 

B. Initial worsening then improvement 

C. Permanent worsening 

D. Permanent improvement 

Answer: B 

93. Currency speculation occurs when traders: 
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A. Hold currencies to meet transaction needs 

B. Buy/sell currency to gain from exchange rate movements 

C. Export goods 

D. Import goods 

Answer: B 

94. A country with persistent current account deficit likely faces: 

A. Currency appreciation 

B. Currency depreciation 

C. Stable currency 

D. Rising reserves 

Answer: B 

95. Managed float system combines: 

A. Free float + fixed elements 

B. Pure float 

C. Pure fixed 

D. Gold standard 

Answer: A 

 

UNIT 5 — INTERNATIONAL CAPITAL MOVEMENTS (96–100) 

96. FDI involves: 

A. Portfolio share purchase 

B. Long-term control & ownership 

C. Bank loans 

D. Gold purchase 

Answer: B 

97. FPI primarily involves: 

A. Managerial control 

B. Long-term investment 

C. Buying financial assets without control 

D. Real estate acquisition 

Answer: C 

98. Major benefit of FDI is: 

A. Increased unemployment 

B. Technology transfer 

C. Reduced production 

D. Reduced competition 

Answer: B 

99. A problem associated with FDI is: 

A. Loss of domestic control 

B. Higher domestic savings 

C. Higher innovation 

D. Higher exports 

Answer: A 

100. ODI (Overseas Direct Investment) by Indian firms means: 

A. Foreign firms investing in India 

B. Indian companies investing abroad 

C. RBI investing abroad 

D. Foreign governments investing in India 

Answer: B 
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CHAPTER – 10 Indian Economy 
1. The primary reason for decline of Indian handicrafts 

during British rule was: 

(a) frequent famines reducing demand 

(b) discriminatory tariff and market policies favouring 

British manufactures 

(c) lack of raw materials in India 

(d) total ban on Indian exports 

 

2. Which of the following best describes the effect of 

cheap machine-made British imports on the Indian 

economy in 19th century? 

(a) Encouraged large-scale mechanisation in Indian 

villages 

(b) Led to destruction of traditional industries and 

increased rural unemployment 

(c) Caused India to become a net exporter of finished 

goods 

(d) Increased wages for artisans 

 

3. The term ‘Hindu Growth Rate’ refers to: 

(a) very high growth during the post-1991 period 

(b) the slow growth (around 3.5%) of Indian GDP 

from 1950s to 1980s 

(c) growth rate during British rule only 

(d) seasonal agricultural growth variations 

 

4. One major structural consequence of colonial 

policies was: 

(a) rapid growth of producer goods industry in India 

(b) fragmentation of land holdings and pressure on 

agriculture 

(c) complete absence of any modern industries by 

1947 

(d) elimination of moneylenders 

 

5. The Industrial Policy Resolution (1956) led to: 

(a) complete privatization of heavy industries 

(b) expansion of public sector role and broad 

licensing regime 

(c) abolition of planning and five-year plans 

(d) full convertibility of rupee 

 

6. The ‘Green Revolution’ in India primarily emphasized: 

(a) complete mechanisation of services sector 

(b) productivity-enhancing technologies in agriculture 

(high-yielding varieties, inputs) 

(c) strict land redistribution without technology 

(d) banning of chemical fertilisers 

 

7. The Monopolies and Restrictive Trade Practices 

(MRTP) Act, 1969 was enacted to: 

(a) promote monopolies in essential sectors 

(b) regulate large firms and restrict concentration of 

economic power 

(c) remove all controls on mergers and acquisitions 

(d) provide licences to foreign multinationals 

 

8. Reservation of products for exclusive manufacture in 

small scale sector (late 1960s/1970s) mostly 

resulted in: 

(a) greater international competitiveness of Indian 

labour-intensive industries 

(b) protection of domestic small producers but 

discouraged scale economies and exports 

(c) elimination of all large firms from Indian industry 

immediately 

(d) increased foreign direct investment in those 

products 

 

9. “License Raj” is best described as: 

(a) a system of minimal government intervention in 

industry 

(b) extensive controls and pre-approvals for capacity, 

expansion and new projects 

(c) an agricultural subsidy program 

(d) a monetary policy tool 

 

10. The “early liberalisation” (1980s) in India included 

which of the following? 

(a) complete removal of import controls in 1981 

(b) delicensing of certain industries, MODVAT 

(modified VAT), easing exchange rate policy 

(c) full privatisation of all public sector undertakings 

in 1982 

(d) abolishing of SEBI 

 

11. Which of the following was a direct trigger for the 

comprehensive reforms of 1991? 

(a) excessive foreign exchange reserves 

(b) fiscal deficits, balance of payments crisis and very 

low forex reserves (~two weeks of imports) 

(c) unprecedented export surplus 

(d) closure of all Indian banks 

 

12. The 1991 New Industrial Policy primarily aimed at: 

(a) increasing pre-entry scrutiny of investments 

(b) deregulating industry, ending most licences and 

reducing public sector monopoly 

(c) nationalising additional industries 

(d) increasing tariffs to pre-1991 levels 

 

13. Under the 1991 reforms, the MRTP Act provisions 

regarding pre-entry controls were: 

(a) tightened further 

(b) retained without change 

(c) relaxed/restructured to remove prior entry 

restrictions for most firms 

(d) used to nationalise large firms 

 

14. Which of the following best explains “disinvestment” 

in the Indian context? 

(a) government increasing shareholding in PSUs 

(b) sale of part of government equity in public sector 

enterprises to private investors 

(c) compulsory purchase of shares from public by 

government 

(d) freezing of all PSU assets 

 

15. The 1991 trade policy shift from a “positive list” to a 

“negative list” means: 

(a) only listed items were allowed for import (positive 

list) → replaced by policy where all except specified 

items are allowed (negative list) 

(b) complete closure to all imports 

(c) listing of only export items 

(d) no change in import policy 

 

16. The devaluation of rupee in 1991 (approx. 18%) was 

intended to: 

(a) discourage exports 

(b) make imports cheaper 

(c) improve export competitiveness and correct CAD 
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pressures 

(d) abolish the foreign exchange market 

 

17. Convertibility on current account was achieved after 

1991 reforms by: 

(a) complete and immediate convertibility in 1991 

for all transactions 

(b) gradually allowing current account transactions at 

market rates and ultimately managing current 

account convertibility 

(c) banning foreign travel payments 

(d) pegging rupee permanently to USD at fixed rate 

 

18. Which institution was given statutory recognition in 

1992 to regulate capital markets? 

(a) RBI 

(b) SEBI 

(c) FMC 

(d) IRDA 

 

19. MODVAT introduced in the 1980s is best described 

as: 

(a) an excise cum value-added measure to avoid tax-

on-tax on inputs (a precursor to VAT) 

(b) a foreign trade measure 

(c) a direct tax provision for individuals 

(d) a subsidy scheme for agriculture 

 

20. Which of these was NOT a typical objective of fiscal 

reforms post-1991? 

(a) reducing fiscal deficit 

(b) stable and transparent tax structure 

(c) increasing wasteful subsidies indefinitely 

(d) disinvestment of PSUs 

 

21. Monetary reforms in 1990s aimed to: 

(a) fully fix interest rates and prevent competition 

among banks 

(b) liberalize interest rates, reduce SLR/CRR and 

strengthen prudential norms 

(c) nationalise all private banks 

(d) eliminate capital markets 

 

22. The Narasimham Committee recommendations 

influenced which area most? 

(a) tax rebates for agriculture only 

(b) financial sector reforms – banking prudential 

norms, reduction of SLR/CRR, competition 

(c) abolishing SEBI 

(d) fixing exchange rate permanently 

 

23. Which statement about FDI policy post-1991 is 

correct? 

(a) FDI was completely prohibited after 1991 

(b) FDI was liberalised with automatic approvals for 

specified limits, encouraging foreign participation 

(c) India required foreign investors to own 100% of 

all firms by law 

(d) FDI rules were unchanged since independence 

 

24. The Open General Licence (OGL) list expansion in the 

1980s meant: 

(a) more capital goods could be imported without 

licensing 

(b) no imports were allowed at all 

(c) only consumer goods were permitted to import 

freely 

(d) imports were banned entirely 

25. Which of the following is true about the services 

sector in post-reform India? 

(a) Services share in GVA declined markedly after 

reforms 

(b) India witnessed a shift from agriculture directly to 

services, with services becoming the largest sector by 

GVA 

(c) Services contributed nothing to exports 

(d) Services sector remained insignificant for 

employment 

 

26. E-NAM is an initiative intended to: 

(a) provide national ID cards to farmers 

(b) create a pan-India electronic agricultural market 

network linking APMC mandis 

(c) ban inter-state trade in agriculture produce 

(d) replace MSP mechanism entirely 

 

27. The FAME-India scheme promotes: 

(a) traditional handloom only 

(b) faster adoption & manufacturing of electric and 

hybrid vehicles 

(c) agricultural mechanisation exclusively 

(d) foreign tourist promotion 

 

28. Which of the following was a structural limitation of 

the Indian economy during 1965–81? 

(a) excessive openness to global markets 

(b) license-raj, tight controls, wars, droughts and oil 

shocks leading to low growth 

(c) abundance of foreign exchange reserves that 

stalled growth 

(d) absence of any public sector units 

 

29. The term “reforms by stealth” is commonly used to 

describe: 

(a) the 1991 package of reforms only 

(b) limited and gradual liberalisation measures in the 

1980s which were not a single comprehensive 

package 

(c) covert nationalisation of banks in 1985 

(d) secret IMF takeover of policy 

 

30. Which one of the following is a correct pairing of 

scheme & objective? 

(a) PM KISAN — removal of all subsidies to farmers 

(b) PMFBY — crop insurance to provide support to 

farmers suffering crop loss 

(c) RoDTEP — domestic food distribution scheme only 

(d) E-NAM — destroying mandi infrastructure 

 

31. Which is a valid criticism of NITI Aayog compared to 

the erstwhile Planning Commission? 

(a) NITI Aayog controls the entire budget and 

expenditures centrally 

(b) NITI Aayog lacks control over budgeting and 

expenditure and has less statutory power than the 

Planning Commission 

(c) NITI Aayog conducts elections in states 

(d) NITI Aayog runs the RBI 

 

32. One of the long-run benefits claimed for liberalisation 

(post-1991) is: 

(a) lower foreign technology inflows 

(b) increased integration with world economy and 

access to technology, capital and markets 

(c) complete elimination of private sector activity 

(d) declining export competitiveness 
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33. Which of the following statements about public 

sector post-1991 is true? 

(a) the public sector monopoly was strengthened 

across additional sectors in 1991 

(b) the role of public sector was reduced to a few 

strategic areas while private participation was 

encouraged 

(c) all PSUs were immediately privatised in 1991 

(d) PSUs began to control foreign trade entirely 

 

34. The Indian commodity exports in the 19th century 

shifted from finished manufactures to raw materials 

mainly because: 

(a) India discovered more raw materials willingly for 

export 

(b) British industrial revolution created demand for 

raw materials and blocked Indian finished goods via 

tariffs and competition 

(c) Indian entrepreneurs voluntarily shut down textile 

mills to focus on agriculture 

(d) climate change made manufacture impossible 

 

35. The major focus of the Nehruvian model was: 

(a) small-scale enterprises only, excluding heavy 

industry 

(b) state-led industrialisation, heavy industry, 

planning and redistribution for equity 

(c) immediate full liberalisation of trade and finance 

(d) complete reliance on foreign capital 

 

36. Which of the following was NOT an outcome of 

licence-raj and MRTP era? 

(a) inhibited private investment and entrepreneurship 

(b) restrictions on capacity expansion and 

diversification for large firms 

(c) surge in high productivity private sector 

competition comparable to global leaders 

(d) constrained industrial growth 

 

37. The “Make in India” initiative primarily aims to: 

(a) restrict foreign firms from operating in India 

(b) boost manufacturing, attract investment, and 

improve manufacturing’s share in GDP 

(c) dismantle manufacturing infrastructure 

(d) relocate all manufacturing abroad 

 

38. The conversion of multiple excise duties into 

MODVAT primarily helped to: 

(a) increase cascading tax on inputs 

(b) reduce tax-on-tax and lower distortions in 

production process 

(c) ban export incentives 

(d) nationalise all manufacturing firms 

 

39. Which of the following best captures the relationship 

between services exports and resilience during the 

COVID pandemic? 

(a) services exports collapsed completely while goods 

exports thrived 

(b) services exports (especially IT and digital services) 

proved relatively resilient and supported export 

performance 

(c) services were banned in international trade during 

pandemic 

(d) only agriculture exports mattered 

 

40. The Narasimham Committee (early 1990s) 

recommended: 

(a) raising SLR/CRR to record levels 

(b) prudential norms for banks, reduction in SLR/CRR 

and greater competition in banking 

(c) nationalisation of all private banks again 

(d) shutting down capital markets 

 

41. Which of the following is an effect of land 

fragmentation in Indian agriculture? 

(a) enhanced economies of scale 

(b) low marketable surplus, low capital formation and 

limited adoption of new techniques 

(c) immediate large-scale commercial farming 

everywhere 

(d) guaranteed high productivity across all farms 

 

42. Which sector contributed the largest share to India’s 

GVA in recent decades? 

(a) Primary (Agriculture) 

(b) Secondary (Industry) 

(c) Tertiary (Services) 

(d) Informal only 

 

43. The Production Linked Incentive (PLI) scheme’s 

objective is to: 

(a) penalise domestic manufacturers who export 

(b) incentivise manufacturing & exports in identified 

sectors by providing financial incentives linked to 

incremental production 

(c) abolish Make in India 

(d) increase imports 

 

44. The RoDTEP scheme replaced which earlier export 

incentive? 

(a) SEZ scheme 

(b) MEIS (Merchandise Exports from India Scheme) 

(c) WTO itself 

(d) GST 

 

45. The term “managed float” of the rupee implies: 

(a) rupee pegged permanently to a single currency 

without interventions 

(b) exchange rate determined by market forces while 

the central bank occasionally intervenes to smooth 

volatility 

(c) a fixed gold-backed rupee standard 

(d) completely uncontrolled extreme volatility 

 

46. Which of the following was a direct measure to 

reduce government fiscal deficit post-1991? 

(a) increasing budgetary subsidies without limits 

(b) disinvestment of part of government equity in 

PSUs and fiscal consolidation measures 

(c) removing all taxes overnight 

(d) mandating unlimited government borrowing from 

RBI 

 

47. The “negative list approach” in trade policy means: 

(a) only items on the list may be imported 

(b) all items are free for import except those explicitly 

on a negative list requiring restrictions 

(c) negative list of exporters only 

(d) imports of agricultural products are banned 

 

48. Which best explains why producer goods industries 

lagged under colonial rule? 

(a) lack of demand in Britain for raw materials 

(b) British policy discouraged development of 

industries that could compete with British producers 
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(c) India had no skilled labour at all 

(d) excessive domestic capital availability 

 

49. The Planning Commission was replaced by NITI 

Aayog in 2015 mainly to: 

(a) centralise fiscal control further than Planning 

Commission 

(b) move towards cooperative federalism, policy 

think-tank role and greater state involvement in 

planning 

(c) abolish all central policy making 

(d) create a replacement for RBI 

 

50. Which of the following is NOT a focus area stated for 

NITI Aayog? 

(a) promoting cooperative federalism and state 

voices 

(b) focusing on technology upgradation and capacity 

building 

(c) directly controlling state budgets and expenditure 

allocations (primary role) 

(d) acting as a knowledge and innovation repository 

 

51. Which is an accurate statement regarding 

agriculture’s contribution to employment vs GVA? 

(a) Agriculture contributes a small share of 

employment but majority of GVA 

(b) Agriculture continues to employ a large share of 

population while its share in GVA has declined over 

time 

(c) Agriculture employs very few and contributes 

nearly all of GVA 

(d) Agriculture’s share in both employment and GVA 

has grown substantially since 1991 

 

52. Which of the following correctly describes the effect 

of excessive reservation for small-scale units? 

(a) It encouraged economies of scale among large 

firms 

(b) It blocked entry of large firms into labour-

intensive industries and reduced competitiveness 

abroad 

(c) It liberalised trade immediately 

(d) It created an export boom in those products 

 

53. The share of manufacturing in Indian NDP around 

1946 was approximately: 

(a) 50% 

(b) 25% 

(c) 7% (excluding small scale & cottage industries) 

(d) 0% 

 

54. Which of the following best describes India’s 

industrial strategy in early post-independence years? 

(a) complete reliance on foreign direct investment to 

build heavy industry 

(b) state-led industrialisation with emphasis on heavy 

and basic industries under planning 

(c) market-led laissez-faire with no public investment 

(d) agriculture-only focus 

 

55. Which of the following was NOT an effect of British 

land revenue systems like zamindari? 

(a) absentee landlordism and exploitation of 

peasants 

(b) stability and equitable land distribution for all 

cultivators 

(c) high indebtedness of agriculturists and pressure 

on land 

(d) reduced attention to agricultural productivity 

 

56. Which of the following statements about India’s 

exports in the late 19th & early 20th century is 

TRUE? 

(a) India became a leading exporter of machine-

made finished textiles due to industrialisation at 

home 

(b) India continued to export raw jute and cotton 

while imports of finished goods rose, causing 

deindustrialisation in some sectors 

(c) India became completely self-sufficient with no 

trade 

(d) India only exported software in that period 

 

57. Which of the following statements about the 1985–

90 policy changes is correct? 

(a) Rupee was appreciated by 30% to discourage 

exports 

(b) Measures such as de-licensing of some industries, 

MODVAT and exchange rate adjustments were 

introduced to revive growth 

(c) Complete rollback of all reforms happened in 

1985 

(d) The MRTP asset limit was reduced in 1985 

 

58. Which best describes “broad-banding” introduced in 

the 1980s? 

(a) fixed spectrum allocation for telecom only 

(b) allowing firms within an industry group to change 

product mix without fresh licences (flexibility across 

product lines) 

(c) mandatory licensing for every product change 

(d) an agricultural irrigation technique 

 

59. Which is TRUE about India’s financial sector reforms 

post-1991? 

(a) They sought to close capital markets and keep 

interest rates rigid 

(b) They aimed at strengthening prudential norms, 

enhancing competition, and improving transparency 

in banking/finance 

(c) They made SLR/CRR infinite 

(d) They abolished private banks entirely 

 

60. Which of the following describes the major objective 

of RoDTEP? 

(a) to increase tariffs on imports 

(b) to refund un-refunded duties/taxes/levies on 

exported products to improve competitiveness 

(c) to ban exports altogether 

(d) to replace GST for domestic trade 

 

61. Which of the following was a criticism levelled 

against the Planning Commission that motivated its 

replacement? 

(a) Too little focus on cooperative federalism and 

lack of state voice in planning 

(b) It was not involved in five-year plans at all 

(c) It had complete control of RBI and monetary 

policy 

(d) It directly conducted elections 

 

62. Which of the following sectors saw exceptional global 

competitiveness post-reforms? 

(a) Coal mining only 

(b) Information technology, pharmaceuticals, 
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biotechnology, and some professional services 

(c) All heavy industries uniformly outperformed 

global peers immediately 

(d) Cottage industry exports only 

 

63. Which of the following correctly summarises why 

India was relatively insulated from global shocks 

according to some analyses? 

(a) India had no domestic market so global shocks 

didn’t matter 

(b) Large domestic market, reliance less on trade 

relative to GDP, and diversified demand made India 

relatively resilient to certain global shocks 

(c) India banned all imports making it fully insulated 

(d) India had a zero services sector so not affected 

 

64. The shift from the Planning Commission to NITI 

Aayog aimed to: 

(a) increase centralised plan allocation to villages by 

decree 

(b) foster state-led innovations, policy advice, and 

cooperative federalism rather than top-down plan 

control 

(c) abolish any form of national planning or guidance 

(d) control individual household incomes directly 

 

65. Which of the following is a correct statement about 

exports after the 1991 reforms? 

(a) Exports were completely de-incentivised by the 

reforms 

(b) Reforms aimed to liberalise trade, reduce tariff 

barriers, and incentivise export competitiveness 

(c) Reforms banned exports to developed countries 

only 

(d) Exports remained unaffected by any policy change 

 

66. Which of these is an accurate criticism of reservation 

policy for small scale industry? 

(a) It accelerated integration with global value chains 

instantly 

(b) It prevented larger firms from achieving scale and 

global competitiveness in reserved products 

(c) It had no effect on domestic industry structure 

(d) It only applied to multinational corporations 

 

67. Which policy was used to reduce cascading of excise 

duties on inputs pre-GST? 

(a) MODVAT (modified value added tax) 

(b) Negative list on imports 

(c) License Raj 

(d) MRTP Act 

 

68. Which of the following is true about structural 

rigidities that reforms sought to remove? 

(a) market competition and private investment were 

blocked by licensing, reservations and restrictive 

rules that hindered productivity 

(b) there were no restrictions prior to 1991 

(c) structural rigidities only existed in agriculture and 

nowhere else 

(d) reforms sought to add more restrictions 

 

69. Which of the following describes India’s approach to 

exchange rate post-1993? 

(a) fixed peg to British pound 

(b) managed float—market determined with central 

bank interventions as needed 

(c) gold standard reintroduction 

(d) currency union with neighbours 

 

70. Which of the following statements about industrial 

growth before 1850 is correct? 

(a) Factory-based modern industry did not exist in 

India before mid-19th century; cottage & handicraft 

sectors predominated 

(b) India was fully industrialised with modern 

factories across all sectors by 1800 

(c) India had the world’s largest steel production in 

1820 

(d) There was no textile production pre-1850 

 

71. Which of these was a structural consequence of 

British deindustrialisation policy? 

(a) emergence of self-sufficient high-tech industrial 

towns across India 

(b) collapse of traditional skilled artisan industries 

and increased dependence on agriculture for survival 

(c) immediate industrial diversification into heavy 

engineering in Indian private sector 

(d) closure of all jute mills in Calcutta 

 

72. Which of the following best explains “broad-based 

early liberalisation” during the 1980s? 

(a) a sudden, single-day removal of all economic 

controls in 1985 

(b) a series of gradual measures across industry, 

trade and taxation that began opening the economy 

before 1991 

(c) total reversal of all pre-existing incentives to 

private sector 

(d) outlawing of imports completely 

 

73. Which of the following sectors is included in NITI 

Aayog’s initiatives (as per chapter)? 

(a) 'Methanol Economy' to reduce oil import bill and 

emissions 

(b) only agriculture; no innovation or data initiatives 

(c) only defence manufacturing and nothing else 

(d) controlling local panchayat elections 

 

74. Which of the following is NOT a consequence of 

excessive pressure on land in colonial/post-colonial 

India? 

(a) subdivision and fragmentation of land holdings 

(b) increased agricultural productivity uniformly 

across all farms 

(c) increased indebtedness of cultivators 

(d) low investment in productivity enhancing 

measures 

 

75. Which of these policy measures helped reduce 

distortions in production and encourage exports 

during the 1980s and early 1990s? 

(a) increasing import licensing and raising tariffs to 

very high levels 

(b) realignment of exchange rates, removal of price 

controls, and targeted export incentives 

(c) banning all capital goods imports 

(d) stopping all foreign investment 

 

76. Which of the following best characterises the change 

in India’s trade policy by mid-1990s? 

(a) higher top tariff rates compared to 1990 

(b) progressive reduction and simplification of tariffs 

and dismantling of quantitative restrictions 
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(c) complete closure to global trade 

(d) prohibition on service exports 

 

77. The concept of “planned modernisation” under early 

Five Year Plans emphasized: 

(a) laissez-faire market with zero public investment 

(b) systematic public investment in capital goods, 

infrastructure and heavy industry to lay the 

foundation for industrialization 

(c) immediate rural total mechanisation without 

planning 

(d) only exporting raw materials 

 

78. Which of the following is an accurate observation 

about India’s manufacturing sector post-1991? 

(a) Manufacturing share in GDP quadrupled overnight 

in 1992 

(b) Some sectors achieved international 

competitiveness (IT, pharmaceuticals) but 

manufacturing share still needed strengthening 

(c) manufacturing completely disappeared post-1991 

(d) only primary sector drove exports 

 

79. Which of the following is true about agricultural 

support post-reforms? 

(a) government stopped all forms of support to 

farmers permanently 

(b) measures like MSP, PM KISAN, increased 

institutional credit, and infrastructure funds were 

used to support agriculture 

(c) government nationalised all farms and abolished 

MSP 

(d) agriculture received unlimited unrestricted 

subsidies 

 

80. Which of the following is true about India’s services 

trade post-reforms? 

(a) India became one of the top services exporters 

globally, notably in IT and professional services 

(b) services exports vanished completely after 1991 

(c) services are not tradable internationally 

(d) services trade declined due to strict controls 

 

81. Which of these best describes the state of public 

sector enterprises (PSEs) historical performance pre-

reforms? 

(a) uniformly high returns and efficiency across all 

PSEs 

(b) many PSEs faced inefficiency, low returns and 

required budgetary support leading to calls for 

reform 

(c) PSEs were the only source of GDP growth with no 

private role 

(d) PSEs were completely shut down before 1991 

 

82. Which of the following is a likely long-term benefit of 

reducing MRTP restrictions? 

(a) increased barriers to entry for new firms 

(b) greater scope for expansion, mergers and 

acquisitions and improved competitiveness of 

domestic firms 

(c) total elimination of private sector 

(d) increase in pre-entry licensing 

 

83. Which of these statements is true about India’s 

foreign exchange reserves situation around 1991? 

(a) reserves were at an all-time high enabling easy 

imports 

(b) reserves had fallen to dangerously low levels 

(~two weeks of imports), creating balance of 

payments crisis 

(c) India had no need for forex reserves then 

(d) reserves were irrelevant to policy decisions 

 

84. Which of these correctly identifies a reason why 

agriculture remained the dominant source of 

livelihood at independence? 

(a) India was overwhelmingly rural with low literacy, 

limited industrial employment and small industrial 

base 

(b) full scale mechanised industry employed majority 

of population in 1947 

(c) services dominated employment entirely in 1947 

(d) all cultivators were high-income landowners 

 

85. Which of the following is true regarding the 1991 

dual exchange rate period? 

(a) a permanent single fixed rate was introduced 

immediately in 1991 

(b) for a while the government allowed some imports 

to be paid at market rates and others at government 

mandated rates before unifying the rate later 

(c) dual exchange rate removed the need for forex at 

all 

(d) dual exchange rate made rupee gold-backed 

 

86. Which of the following is NOT a challenge faced by 

Indian agriculture even after increases in production? 

(a) small and fragmented holdings limiting 

economies of scale 

(b) inadequate post-harvest infrastructure and 

market linkages 

(c) complete absence of MSP and all support 

mechanisms 

(d) vulnerability to climate and monsoon variability 

 

87. Which of the following best expresses the role of 

SEBI post-1992? 

(a) to be an independent regulator to ensure 

transparent capital markets and protect investors 

(b) to control bank lending policy only 

(c) to issue currency notes 

(d) to operate agriculture markets 

 

88. Which of these is an outcome of integrating with 

global economy post-1991? 

(a) reduced access to foreign capital and technology 

(b) improved access to foreign investment, 

technology, and global markets for Indian firms 

(c) complete stoppage of foreign portfolio investment 

(d) isolation from global supply chains 

 

89. Which of the following best describes the industrial 

employment share pre-1946? 

(a) factory employment was very small (around 0.4% 

in 1900 and ~1.4% in 1941) 

(b) factory employment dominated rural India with 

60% share 

(c) no factory employment existed at all in 1941 

(d) factory employment was the sole employer in 

agricultural areas 

 

90. Which of the following best summarises the objective 

of early post-independence land reforms 

(institutional model)? 

(a) solely to promote mechanised monoculture 
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(b) redistribute land, strengthen cooperatives and 

change tenure systems though outcomes were mixed 

(c) to privatise all common lands to corporations 

(d) to abolish agriculture altogether 

 

91. Which of the following is a correct statement about 

India’s export competitiveness in some sectors post-

reforms? 

(a) IT, pharmaceuticals and textiles in some 

segments gained global competitiveness due to 

policy reforms and liberalisation 

(b) all sectors uniformly lost competitiveness after 

reforms 

(c) services were banned from export markets 

(d) India exported only raw cotton after 1991 

 

92. Which of these is an accurate reflection of public 

finance position pre-1991? 

(a) fiscal deficits were minimal and sustainable 

without concern 

(b) rising fiscal deficits, heavy debt servicing and 

unsustainable current expenditures contributed to 

crisis conditions 

(c) India had zero public debt always 

(d) fiscal health was excellent without borrowing 

 

93. Which is an accurate description of the composition 

of the primary sector in India? 

(a) only cash crops and no food crops 

(b) agriculture and allied activities (livestock, 

fisheries, forestry, etc.) forming significant livelihood 

source and contributor to GVA 

(c) only manufacturing and mining 

(d) purely services sector 

 

94. Which of the following is true about the effect of the 

oil shocks of 1973 & 1979 on India? 

(a) they had no effect on Indian economy whatsoever 

(b) they contributed to external shocks raising import 

bills and inflation, worsening balance of payments 

pressures 

(c) they led to immediate balance of payments 

surplus 

(d) they removed any need for trade policy 

 

95. Which of the following statements is correct about 

India’s integration with global value chains post-

1991? 

(a) integration decreased due to higher import 

barriers 

(b) integration improved as imports of capital goods 

and FDI increased, linking Indian firms to global 

value chains (though unevenly) 

(c) India opted out of global trade permanently 

(d) India only exported finished cars to all countries 

 

96. Which best describes the overall impact of 1991 

reforms on long-term growth according to the 

chapter? 

(a) reforms reversed growth and reduced private 

investment permanently 

(b) reforms set the economy on a higher growth path 

with greater private investment, openness and 

structural change (though challenges remain) 

(c) reforms resulted in immediate national 

bankruptcy with no recovery 

(d) reforms ended services sector 

97. Which of the following is an effect of poor agro-

processing and value chain development? 

(a) inability to capture full export potential and high 

post-harvest losses 

(b) surge in farm incomes uniformly across all 

regions 

(c) complete elimination of food price volatility 

(d) instant doubling of farmer incomes 

 

98. Which of the following was an element of India’s 

trade liberalisation post-1991? 

(a) re-introduction of quantitative restrictions on 

imports for all goods 

(b) phased reduction of tariffs, removal of 

quantitative restrictions and opening up of imports 

for most items 

(c) closing financial markets to foreign capital 

(d) abolishing exports entirely 

 

99. Which of the following correctly describes the 

composition of eight core industries measured by ICI 

(as mentioned in the chapter)? 

(a) only agriculture commodities like wheat and rice 

(b) Coal, Crude Oil, Natural Gas, Refinery Products, 

Fertilisers, Steel, Cement and Electricity 

(c) only software and IT services 

(d) gold, silver, diamonds, and pearls 

 

100. Which of the following statements best 

summarises the chapter’s conclusion about India’s 

recent economic position? 

(a) India remains completely closed and backward 

with no integration to global economy 

(b) India has become more integrated, market 

oriented and resilient with higher private investment 

and services growth, but constraints such as fiscal 

deficit, inequality and debt remain 

(c) India’s economy stopped growing entirely after 

1991 

(d) India is solely an agricultural economy without 

services or industry 
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Answers —  

 

1. (b) 

Explanation: British policies imposed discriminatory 

tariffs and market preferences for British 

manufactured goods while discouraging Indian 

finished goods, leading to decline of handicrafts. 

(Other options are not the primary reason.) 

2. (b) 

Explanation: Cheap machine-made imports 

undermined indigenous manufactures, causing 

unemployment in artisan trades and forcing many 

toward agriculture. (Options (a),(c),(d) contradict 

historical evidence.) 

3. (b) 

Explanation: “Hindu Growth Rate” denotes the slow 

average growth (~3.5% p.a.) of India’s GDP during 

roughly 1950s–1980s. (Not high growth or colonial 

period specific.) 

4. (b) 

Explanation: Colonial economic changes led to 

subdivision/fragmentation of holdings and greater 

pressure on agriculture as many artisans lost 

livelihoods. (Options (a),(c),(d) are incorrect 

consequences.) 

5. (b) 

Explanation: The 1956 resolution expanded public 

sector role and endorsed licensing; it did not privatize 

or abolish planning. (Other options false.) 

6. (b) 

Explanation: Green Revolution emphasised HYV 

seeds, irrigation, fertilisers and other productivity-

raising technologies to boost food grain output. (Not 

services or banning fertilisers.) 

7. (b) 

Explanation: MRTP Act aimed to check concentration 

of economic power and control 

monopolies/restrictive practices; it was regulatory. 

(Not to promote monopolies or nationalisation.) 

8. (b) 

Explanation: Reservation protected small units but 

prevented scale economies for larger firms, hurting 

competitiveness in exports. (Not (a),(c),(d).) 

9. (b) 

Explanation: “License Raj” refers to extensive 

licensing/controls over investments and capacity—

prevalent before 1991 reforms. (Not minimal 

intervention.) 

10. (b) 

Explanation: Early 1980s reforms included 

delicensing of certain industries, MODVAT, exchange 

rate adjustments — limited but important steps. 

(Other options incorrect or false.) 

11. (b) 

Explanation: By 1991 India faced fiscal and BoP 

crisis with very low forex reserves; that crisis 

triggered the reform package. (Options (a),(c),(d) are 

false.) 

12. (b) 

Explanation: The New Industrial Policy deregulated 

industry, removed licensing for most sectors and 

reduced public sector monopoly to strategic areas. 

(Not increased pre-entry scrutiny.) 

13. (c) 

Explanation: 1991 reforms restructured MRTP to 

relax pre-entry controls and ease restrictions on 

capacity expansion and diversification. (Not 

tightened.) 

14. (b) 

Explanation: Disinvestment refers to the government 

selling part of its equity holdings in PSUs to private 

investors—raising resources and reducing direct state 

role. (Other options wrong.) 

15. (a) 

Explanation: Positive list meant only listed items 

were import-free; negative list approach switched to 

allowing all items except a specified negative list — 

liberalising trade. (Options (b)-(d) incorrect 

summaries.) 

16. (c) 

Explanation: Devaluation made exports 

cheaper/competitive and reduced CAD pressure; it 

was part of stabilisation. (Not to discourage exports.) 

17. (b) 

Explanation: Convertibility on current account was 

achieved gradually — allowing current transactions at 

market rates and moving towards current account 

convertibility; not immediate full convertibility in 

1991. (Other choices false.) 

18. (b) 

Explanation: SEBI, created earlier, was given 

statutory status in 1992 to regulate capital markets, 

investor protection and transparency. (Not 

RBI/FMC/IRDA.) 

19. (a) 

Explanation: MODVAT reduced cascading of taxes by 

crediting tax on inputs—precursor to VAT/GST. (Not 

direct tax or trade measure.) 

20. (c) 

Explanation: Fiscal reforms aimed to reduce fiscal 

deficit, rationalise taxes and reduce subsidies; 

increasing wasteful subsidies contradicts reform 

objectives. (Hence (c) is not an objective.) 

21. (b) 

Explanation: Monetary reforms liberalised interest 

rates, reduced mandatory reserves (SLR/CRR) and 

strengthened prudential norms. (Not fixing interest 

rates.) 

22. (b) 

Explanation: The Narasimham Committees 

recommended banking reforms: prudential norms, 

competition, and reduction in SLR/CRR – central to 

financial sector reforms. (Other options wrong.) 

23. (b) 

Explanation: Post-1991 FDI policy liberalised 

investment norms, allowing automatic approvals up 

to limits and encouraging foreign capital. (Not 

prohibition.) 

24. (a) 

Explanation: Expansion of OGL meant more capital 

goods could be imported freely without licensing, 

easing industrial inputs. (Other options incorrect.) 

25. (b) 

Explanation: Post-reform India saw a shift directly 

from agriculture to services in structural change — 

services grew fastest and became the largest GVA 

contributor. (Other options false.) 

26. (b) 

Explanation: E-NAM is the National Agriculture 

Market — an electronic trading portal linking mandis 
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to create a unified market. (Not ID cards or banning 

inter-state trade.) 

27. (b) 

Explanation: FAME (Faster Adoption and 

Manufacturing of Electric Vehicles) promotes 

EV/hybrid adoption and domestic manufacturing. 

(Not handloom etc.) 

28. (b) 

Explanation: The period suffered from license-raj, 

autarchic policies, wars, droughts, and oil shocks — 

leading to poor growth. (Not excessive openness.) 

29. (b) 

Explanation: “Reforms by stealth” refers to the 

gradual, piecemeal liberalisation of the 1980s that 

prepared the ground for 1991 reforms. (Not secret 

IMF takeover.) 

30. (b) 

Explanation: PMFBY is the Pradhan Mantri Fasal 

Bima Yojana — crop insurance to support farmers 

after crop loss. (Other pairings wrong.) 

31. (b) 

Explanation: NITI Aayog lacks formal control over 

budgeting/expenditure (unlike Planning 

Commission), which is a common criticism. (Not (a).) 

32. (b) 

Explanation: Liberalisation opened India to global 

markets and technology, encouraging private 

investment — a long-term benefit. (Other options 

false.) 

33. (b) 

Explanation: Post-1991 the public sector’s role was 

narrowed to strategic sectors and much was opened 

to private participation. (Not immediate full 

privatisation.) 

34. (b) 

Explanation: British industrial revolution demanded 

raw materials and restricted Indian finished goods 

via tariffs/competition, shifting exports toward raw 

materials. (Other options not principal cause.) 

35. (b) 

Explanation: Nehruvian model emphasised state-led 

development, heavy industry, planning and social 

justice. (Not only small scale.) 

36. (c) 

Explanation: License-raj and MRTP era produced 

inhibited private investment and constrained growth, 

not a surge in high productivity private competition — 

so (c) is NOT an effect (thus correct to mark as NOT). 

The question asked which was NOT an outcome; (c) 

is correct answer for NOT outcome (it didn't happen). 

37. (b) 

Explanation: Make in India aims to boost 

manufacturing, attract investment and raise 

manufacturing’s GDP share. (Not to restrict foreign 

firms entirely.) 

38. (b) 

Explanation: MODVAT reduced tax-on-tax and 

distortions by providing credit for excise on inputs. 

(Not to increase cascading.) 

39. (b) 

Explanation: Services (IT and digital services) showed 

resilience during COVID and supported exports — 

unlike many goods sectors. (Other options false.) 

40. (b) 

Explanation: Narasimham recommendations 

included prudential banking norms, easing SLR/CRR 

and strengthening competition — core to financial 

reforms. (Not raising SLR/CRR.) 

41. (b) 

Explanation: Fragmentation reduces economies of 

scale, marketable surplus and adoption of capital-

intensive techniques; hence low productivity. (Not 

(a).) 

42. (c) 

Explanation: Tertiary (services) sector became the 

largest contributor to India’s GVA in recent decades. 

(Not primary/secondary.) 

43. (b) 

Explanation: PLI links incentives to incremental 

production to incentivise manufacturing and export 

competitiveness. (Not to penalise exporters.) 

44. (b) 

Explanation: RoDTEP replaced MEIS as an export 

incentive mechanism to refund un-refunded duties 

and taxes. (Not GST/SEZ.) 

45. (b) 

Explanation: Managed float = market determines 

rates with central bank intervention to smooth 

volatility — India’s approach post-1993. (Not fixed 

peg or total float.) 

46. (b) 

Explanation: Disinvestment and fiscal consolidation 

were measures to reduce fiscal deficit and 

dependence on debt. (Other options would worsen 

deficit.) 

47. (b) 

Explanation: Negative list approach liberalises trade 

by allowing all except those explicitly restricted — 

used in 1991 reforms. (Not (a).) 

48. (b) 

Explanation: Producer goods lagged because British 

policy discouraged industries that would compete 

with British producers. (Other options incorrect.) 

49. (b) 

Explanation: NITI Aayog replaced Planning 

Commission to promote cooperative federalism, 

expert policy advice and state involvement. (Not 

centralise budgets.) 

50. (c) 

Explanation: NITI Aayog does not directly control 

state budgets/expenditure — that is not its main 

function. (So (c) is NOT a stated focus.) 

51. (b) 

Explanation: Agriculture still employs a large share 

though its share in GVA has fallen over time — classic 

structural change. (Other choices false.) 

52. (b) 

Explanation: Reservation blocked larger firms from 

labour-intensive industries, reducing capacity to 

achieve scale and global competitiveness. (Not (a).) 

53. (c) 

Explanation: Manufacturing (excluding 

small/cottage) had a very small share (~7%) of NDP 

in 1946. (Not large percentages.) 

54. (b) 

Explanation: Early post-independence strategy 

emphasised state-led industrialisation, heavy 

industry and planning. (Not full reliance on foreign 

capital.) 

55. (b) 

Explanation: Zamindari systems led to absentee 

landlordism, exploitation and did not provide 

equitable distribution; (b) claims stability & equity 

which is NOT an effect — so (b) is not true. The 

question asked which was NOT an effect; hence 
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choose (b). (If question intended direct fact, the 

negative option clarifies.) 

56. (b) 

Explanation: India exported raw materials (jute, 

cotton) while imports of cheap finished goods rose—

leading to deindustrialisation in certain artisan 

sectors. (Other options absurd.) 

57. (b) 

Explanation: 1985–90 measures included de-

licensing, MODVAT, and realignment of exchange 

rates to revive growth. (Other choices incorrect.) 

58. (b) 

Explanation: Broad-banding allowed flexibility for 

firms within an industry group to change product 

mixes without fresh licensing—reducing red tape. 

(Not telecom only.) 

59. (b) 

Explanation: Financial sector reforms aimed to 

strengthen prudential norms, increase competition, 

and improve transparency — not to close markets. 

(Other options false.) 

60. (b) 

Explanation: RoDTEP refunds un-refunded 

duties/taxes on exported products to improve 

competitiveness — that’s its objective. (Not 

increasing import tariffs.) 

61. (a) 

Explanation: A criticism motivating change was 

limited state voice/cooperative federalism — 

Planning Commission was centralised; NITI aimed to 

be more collaborative. (Other options incorrect.) 

62. (b) 

Explanation: IT, pharmaceuticals, biotech and 

professional services gained strong global 

competitiveness post-reforms. (Not only coal.) 

63. (b) 

Explanation: Large domestic market and lower trade-

to-GDP exposure made India somewhat resilient to 

certain global shocks — per chapter discussion. (Not 

(a),(c),(d).) 

64. (b) 

Explanation: The shift aimed to foster states’ roles, 

policy advice, and cooperative federalism rather than 

centrally-dictated planning. (Not abolish planning 

entirely.) 

65. (b) 

Explanation: Reforms liberalised trade and reduced 

tariff barriers while also introducing export incentives 

to boost competitiveness. (Not de-incentivising 

exports.) 

66. (b) 

Explanation: Reservation prevented large firms from 

scaling up in reserved products, limiting global 

competitiveness. (Other options incorrect.) 

67. (a) 

Explanation: MODVAT sought to reduce tax cascading 

on inputs before the introduction of GST. (Not MRTP 

or negative list.) 

68. (a) 

Explanation: Structural rigidities like licensing, 

reservations and restrictions limited competition and 

private investment; reforms aimed to remove these. 

(Other options wrong.) 

69. (b) 

Explanation: Post-1993 India followed a managed 

float: market forces with occasional RBI 

interventions. (Not peg/gold.) 

70. (a) 

Explanation: Before mid-19th century modern factory 

based industry was limited in India; handicrafts and 

cottage industries were predominant. (Other options 

false.) 

71. (b) 

Explanation: Deindustrialisation under colonial rule 

led to collapse of artisan industries and increased 

reliance on agriculture for livelihoods. (Other options 

inaccurate.) 

72. (b) 

Explanation: “Early liberalisation” was gradual, 

sectoral and piecemeal during the 1980s, not a one-

day reform. (Not full removal.) 

73. (a) 

Explanation: NITI Aayog includes initiatives like 

‘Methanol Economy’ to reduce oil imports and 

emissions—listed in chapter. (Other options false.) 

74. (b) 

Explanation: Excess pressure on land led to 

fragmentation and many negative effects; uniform 

increased productivity is NOT a consequence (so (b) 

is NOT true). The question asked which is NOT a 

consequence — choose (b). 

75. (b) 

Explanation: Realigning exchange rates, removing 

controls and targeted export incentives helped 

remove distortions and promote exports. (Other 

choices counterproductive.) 

76. (b) 

Explanation: By mid-1990s, trade policy moved to 

lower tariffs, simplified duties and removed many 

quantitative restrictions. (Not higher tariffs.) 

77. (b) 

Explanation: Planned modernisation entailed 

planned investment in heavy industries, capital 

goods and infrastructure to build industrial base. (Not 

laissez-faire.) 

78. (b) 

Explanation: Post-1991 some sectors (IT, pharma) 

became internationally competitive, but 

manufacturing’s share still needed strengthening. 

(Other choices false.) 

79. (b) 

Explanation: Post-reform governments used MSP, 

income support (PM KISAN), institutional credit and 

funding for infrastructure to support agriculture — not 

total withdrawal. (Other options incorrect.) 

80. (a) 

Explanation: India became a major services exporter 

(IT, BPO, professional services) after reforms. (Other 

options wrong.) 

81. (b) 

Explanation: Many PSEs were inefficient and required 

budgetary support, prompting calls for autonomy, 

disinvestment and restructuring. (Not universally high 

returns.) 

82. (b) 

Explanation: Removing MRTP restrictions enlarged 

space for mergers, expansion and competitiveness — 

encouraging consolidation and scale. (Other options 

wrong.) 

83. (b) 

Explanation: Around 1991 forex reserves had 

dwindled to very low levels (about two weeks of 

imports), precipitating crisis. (Not high reserves.) 

84. (a) 

Explanation: At independence India was mostly rural, 
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with low literacy and limited industrial employment—

hence agriculture dominated livelihoods. (Not 

mechanised industry.) 

85. (b) 

Explanation: The dual exchange rate temporarily 

allowed some imports to be paid at market rates 

while others used government rates before 

unification. (Other options false.) 

86. (c) 

Explanation: While many challenges remain, 

claiming complete absence of MSP and support is 

false; thus (c) is NOT a post-reform universal 

challenge. The other options are genuine challenges. 

87. (a) 

Explanation: SEBI’s role is statutory independent 

regulation of securities market to improve 

transparency and protect investors. (Other options 

false.) 

88. (b) 

Explanation: Post-1991 India gained access to 

foreign capital and technology and integrated more 

with global markets — enhancing opportunities 

(though uneven). (Other options wrong.) 

89. (a) 

Explanation: Factory employment shares were very 

low historically (~0.4% in 1900; ~1.4% in 1941) as 

chapter notes. (Others inaccurate.) 

90. (b) 

Explanation: Early land reforms aimed at 

redistribution and institutional change (cooperatives, 

tenancy reforms) though with mixed results. (Not to 

privatise to corporations.) 

91. (a) 

Explanation: IT, pharmaceuticals and some textiles 

gained global competitiveness due to policy 

liberalisation. (Not (b)-(d).) 

92. (b) 

Explanation: Public finances were strained pre-1991 

with rising deficits and debt servicing obligations—

contributing to crisis. (Not (a).) 

93. (b) 

Explanation: Primary sector includes agriculture and 

allied activities — a mainstay for livelihood and GVA 

contribution. (Other options wrong.) 

94. (b) 

Explanation: Global oil shocks increased import bills, 

inflation and worsened BoP—these were among 

external shocks affecting India. (Not (a).) 

95. (b) 

Explanation: Post-1991 integration with global value 

chains improved due to liberalised imports of capital 

goods and increased FDI, though benefits were 

uneven. (Other options false.) 

96. (b) 

Explanation: Chapter concludes reforms put India on 

a higher growth trajectory, with more private 

investment and openness — yet constraints (fiscal 

deficit, inequality) persist. (Not catastrophic 

outcomes.) 

97. (a) 

Explanation: Poor agro-processing/value chains lead 

to post-harvest losses and missed export potential — 

limiting farmer incomes. (Other options false.) 

98. (b) 

Explanation: Trade liberalisation included phased 

tariff reduction, dismantling quantitative restrictions 

and opening imports to most items. (Not re-

introduction of restrictions.) 

99. (b) 

Explanation: Eight core industries: Coal, Crude Oil, 

Natural Gas, Refinery Products, Fertilisers, Steel, 

Cement, Electricity — the chapter lists these. (Other 

options wrong.) 

100. (b) 

Explanation: The chapter’s conclusion highlights 

India’s greater integration, market orientation, 

services-led growth and resilience, but also mentions 

constraints like fiscal deficit, inequality and high 

debt—so (b) correctly summarises. 
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SEPTEMBER 2025  

PAPER – 4: BUSINESS ECONOMICS 
 

All Question are compulsory. 

Time: 2 Hours Marks: 100 

1. Which of the following is NOT covered under Macro Economics? 

(A) Balance of Payment 

(B) The overall level of savings and investment 

(C) The level of employment 

(D) Behaviour of Firms 

2. An ice cream company is planning to expand its business. Before making 

decisions, it studies various economic factors, such as consumer 

preferences, pricing strategies, employee wages and the ideal location for 

its outlets. Which level of the economy does the company analyze for 

expansion? 

(A) Macro Economy 

(B) Micro Economy 

(C) International Economy 

(D) National Economy 

3. Which of the following statement is true in relation to the socialist 

economy? 

Statement-I: Relative inequality of income distribution in the society. 

Statement-II: Freedom from hunger is guaranteed, but consumers' 

sovereignty gets restricted. 

Statement-III: Market forces have a major role in the allocation of 

resources. 

Statement-IV: Buyers ultimately determine which goods and services will 

be produced and in what quantities. 

(A) Statement - II 
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(B) Statement-IV 

(C) Statement- I 

(D) Statement – III 

4. The important feature of a mixed economy is the: 

(A) Co-existence of both manufacturing and service sectors 

(B) Co-existence of both agriculture and industries 

(C) Co-existence of both private and public sectors 

(D) Co-existence of both small and large industries 

5. Which one of the following is not the characteristic of a capitalist 

economy? 

(A) Profit motive 

(B) Competition 

(C) Freedom of enterprise 

(D) Collective ownership 

6. What will happen to demand when a larger proportion of people belong 

to older age groups relative to younger age groups? 

(A) There will be increased demand for children's books. 

(B) There will be increased demand for geriatric care services, spectacles 

and walking sticks etc. 

(C) There will be increased demand for normal goods and services. 

(D) There will be decreased demand for goods and services. 

7. Under  conditions, supply will be more than that under   

conditions. 

(A) Monopolized; Competitive 

(B) Competitive; Monopolized 

(C) Competitive, Oligopoly 

(D) Oligopoly, Monopolized 

116



 
 

UNIQUE ACADEMY FOR COMMERCE                                                        8007916622 
 

 

 

 

 

 

8. Demand is said to be elastic, if: 

(A) Elasticity is one (E ρ = 1) 

(B) Elasticity is greater than one (E ρ > 1) 

(C) Elasticity is less than one (E ρ < 1) 

(D) Elasticity is zero (E ρ = 0) 

9. The consumer is in equilibrium position at a point where the price line is: 

(A) cutting an indifference curve 

(B) below an indifference curve 

(C) tangent to an indifference curve 

(D) above an indifference curve 

10. How does an increase in the income of consumers generally affect the 

demand for normal goods ? 

(A) It decreases the demand. 

(C)  It increases the demand. 

(B) It has no effect on the demand. 

(D) It makes the demand more elastic. 

11. If a company increases its advertisement expenditure by 20% and the quantity 

demanded increases by 40%, what is the advertisement elasticity of 

demand? 

(A) Ea =0 

(B) Ea =1 

(C) Ea =0.5 

(D) Ea =2 

12. The condition for consumer equilibrium is given by: 

(A) MUXPX = MUY PY 

(B) MUX= MUY 

(C) MUX/PX = MUY/PY 
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(D) MUX/MUY = PY/PX 

13. Which of the following statements is true about Giffen goods? 

(A) All Giffen goods are inferior goods. 

(B) All inferior goods are Giffen goods. 

(C) Giffen goods are inferior goods with close substitutes. 

(D) Giffen goods follow the law of demand. 

14. The concept of consumer surplus is closely related to the for a product. 

curve 

(A) Supply 

(B) Demand 

(C) Cost 

(D) Profit 

15. The slope of the budget line is determined by the relative prices of the 

two goods and is equal to: 

(A) Total expenditure of two goods 

(B) The price ratio of two goods 

(C) The income level of the consumer 

(D) The marginal utility of the goods 

16. When average product rises as a result of an increase in the quantity of 

variable input, marginal product is: 

(A) less than the average product 

(C)  equal to the average product 

(B) minimum 

(D) more than the average product 

17. Which of the following curve is known as 'plant curve'? 

(A) Average total cost curve 

(B) Average variable cost curve 
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(C) Short run average cost curve 

(D) Long run average cost curve 

Based on the information given in the following table, answer the Questions 

Nos. 18 to 20: 

Product Schedule 
 

Quantity of labour Total Product 

(TP) 

Average Product 

(AP) 

Marginal 

Product (MP) 

0 0 - - 

1 - - 20 

2 - - 26 

3 66 - - 

4 - 19 - 

5 - - 4 

18. What will be the average product when the quantity of labour is 3? 

(A) 22 

(B) 24 

(C) 20 

(D) 18 

19. What will be the total product when the quantity of labour is 5? 

(A) 86 

(B) 84 

(C) 80 

(D) 92 

20. What will be the marginal product when the quantity of labour is 4? 

(A) 26 

(B) 20 

(C) 10 

(D) 19 
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21. If a firm adds more number of workers but total output starts to increase 

at a decreasing rate, the firm is experiencing: 

(A) Increasing Returns to Scale 

(B) Diminishing Marginal Returns 

(C) Constant Returns to Scale 

(D) Negative Marginal Returns 

22. Which of the following statements are correct? 

Statement-I: A period will be considered short-run period if the amount 

of at least one of the inputs used remains unchanged during that period. 

Statement-II: The long run is a period of time in which all factors of 

production are variable. 

Statement-III: In the short run all inputs are fixed. 

Statement-IV: In the long run all inputs except one are fixed. 

(A) Statement I and IV 

(B) Statement II and III 

(C) Statement I and II 

(D) Statement III and IV 

23. Which of the following factors or resources make it possible to produce 

goods and services? 

(A) Land, Labour, Industrial policy and Capital 

(B) Land, Labour, Fiscal policy and Capital 

(C) Land, Labour, Capital and Entrepreneurial ability 

(D) Land, Labour, Technology and Capital 

24. In Cobb-Douglas production function, output is manufactured production 

and inputs used are: 

(A) Entrepreneur and land 

(B) Labour and capital 

(C) Land and Labour 

(D) Entrepreneur and capital 
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25. After identifying the market, the enterprise has to make decision 

regarding 4 P's namely: 

(A) Product, Promotion, Price and Purchase 

(B) Product, Promotion, Profit and Place 

(C) Product, Promotion, Price and Place 

(D) Product, Purchase, Price and Placement 

26. Under which of the following forms of market structure a firm cannot 

influence the price of its product? 

(A) Monopoly 

(B) Oligopoly 

(C) Perfect competition 

(D) Monopolistic competition 

27. What is the Average Variable Cost (AVC) when the quantity produced is 

100 units, the total cost is `1,000, and the fixed cost is 200? 

(A) ` 5 

(B) ` 8 

(C) ` 10 

(D) ` 12 

28. In an increase in supply with unchanged demand: 

(A) The equilibrium price will go down and the quantity demanded will 

go up. 

(B) The equilibrium price will go up and the quantity demanded will go 

down. 

(C) The equilibrium price will go up and the quantity demanded will 

remain constant. 

(D) The equilibrium price will go down and the quantity demanded will 

also go down. 
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29. Assuming that the supply of cars will remain constant and the prices of 

cars are expected to increase in future, then what will be its effect on Demand 

Curve? 

(A) Demand curve will shift to right. 

(B) Demand curve will shift to left. 

(C) Demand curve will remain unchanged. 

(D) Insufficient information to predict the effect on demand curve. 

30. A competitive firm should shut down if: 

(A) Its total revenues are less than the total cost. 

(B) Its total revenues are less than the marginal revenues. 

(C) Its total revenues are less than the average variable cost. 

(D) Its total revenues are less than the fixed cost. 

31. Aluminium industry is the example of: 

(A) Competitive oligopoly 

(B) Perfect oligopoly 

(C) Collusive oligopoly 

(D) Open oligopoly 

32. Kinked Demand Curve is found under: 

(A) Monopoly 

(B) Monopsony 

(C) Duopoly 

(D) Oligopoly 

33. Which one of the following is not the object of price discrimination? 

(A) To earn maximum profit 

(B) To enjoy economies of scale 

(C) To hold excess stock 

(D) To secure equity through pricing 
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34. Which of the following is a fundamental cause for the creation of a 

monopoly? 

(A) Barriers to entry 

(B) Low startup costs 

(C) High competition 

(D) Equal distribution of resources 

35. A fast-food chain introduces a new burger with a unique sauce to differentiate 

itself from competitors. Although many similar burger options exist in the 

market, customers perceive this product as distinct. Which type of market 

structure has been represented in given scenario? 

(A) Perfect Competition 

(B) Monopoly 

(C) Monopolistic Competition 

(D) Oligopoly 

36. Identify the correct formula for Marginal Revenue (MR) when there is a 

one-unit change in output. 

(A) MRn = TRn – TRn - 1 

(B) MRn = TRn + TRn - 1 

(C) MRn = TRn x TRn - 1 

(D) MRn = TRn / TRn - 1 

37. When both demand and supply decrease, the equilibrium quantity  but 

the change in equilibrium price is  . 

(A) decreases, uncertain 

(B) increases, constant 

(C) increases, uncertain 

(D) decreases, constant 

38. Which type of firm has the market power to charge a price above 

marginal cost and earn a positive profit? 

(A) A perfectly competitive firm 

(B) A monopolistic competitive firm 
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(C) A monopoly firm 

(D) A firm in an oligopolistic market 

39. Suppose that the cost of producing 1,000 units of a product by a Firm is 

` 15,000 The entrepreneur has invested ` 50,000 in the business and the 

normal rate of return in the market is 10%. What will be the implicit cost? 

(A) ` 5,000 

(B) ` 1,500 

(C) ` 6,500 

(D) ` 2,000 

40. When there is a decrease in demand due to a fall in income, while supply 

remains the same, what happens to the demand curve? 

(A) It will shifts to the right. 

(B) It will remain unchanged. 

(C) It will shifts to the left. 

(D) It will become vertical. 

Consider the following data and answer the Questions No. 41 to 43: 
 

Financial Year (FY) 2020-21 2021-22 2022-23 2023-24 

GDP Deflator 100 154.25 168.40 148.25 

41. What will be the inflation rate in FY 2022-23 as compared to FY 2021-22? 
 

(A) 9.54% 

(B) 8.76% 

(C) 9.17% 

(D) 7.44% 

42. In which FY the nominal GDP and real GDP are the same? 

(A) FY 2021-22 

(B) FY 2022-23 

(C) FY 2020-21 

(D) FY 2023-24 
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43. In which FY the price level has fallen? 

(A) FY 2020-21 

(B) FY 2023-24 

(C) FY 2022-23 

(D) FY 2021-22 

44. If the consumption function C=10+0.5Y and Investment is ` 200, then 

what will be the equilibrium level of Income? 

(A) ` 510 

(B) ` 325 

(C) ` 420 

(D) ` 350 

45. The maximum value of investment multiplier will be the infinity when the 

value of: 

(A) MPC is 1. 

(B) MPC is -1. 

(C) APC is 1. 

(D) MPS is-1. 

46. Calculate the consumption of fixed capital (depreciation) from the 

following data: 
 

Particulars Amount (`) in crores 

GDPMP 8,000 

NNPMP 5,600 

Indirect tax 400 

Subsidy 300 

Net factor income from abroad 200 

(A) ` 1,700 crores 

(B) ` 5,200 crores 

(C) ` 7,600 crores 
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(D) ` 2,600 crores 

47. There are three different interlinked phases in a circular flow of income, 

namely: 

(A) Production, consumption and disposition 

(B) Production, consumption and investment 

(C) Production, disposition and distribution 

(D) Production, expenditure and disposition 

48. Calculate the net factor income from abroad from the following data: 
 

Particulars Amount (`) in crores 

NDPMP 10,000 

NNPMP 12,000 

Net indirect tax 400 

Depreciation 200 

(A) ` 2,400 crores 

(B) ` 2,000 crores 

(C) ` 3,600 crores 

(D) ` 1,800 crores 

49. If the GDP deflator is greater than 100, it indicates that: 

(A) Real GDP is greater than nominal GDP. 

(B) Nominal GDP is greater than real GDP. 

(C) Price levels are lower as compared to the base year. 

(D) Real GDP is equal to nominal GDP. 

50. Gamma Ltd., a South Korean company, earns profits from its manufacturing 

operations in India. How these profits will be reflected in the economic 

measures of both countries? 

(A) They will be included in India's GDP and South Korea's GDP. 

(B) They will be included in India's GDP but not in South Korea's GNP. 

(C) They will be included in India's GDP and South Korea's GNP. 
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(D) They will be included only in India's GNP. 

51. If national income increases from ` 500 crores to ` 2,500 crores due to an 

increase in investment of ` 200 crores, what will be the value of the 

Marginal Propensity to Consume (MPC)? 

(A) 0.90 

(B) 0.85 

(C) 0.75 

(D) 0.95 

52. The slope of the consumption function represents  . 

(A) Average Propensity to Save (APS). 

(B) Marginal Propensity to Consume (MPC). 

(C) Marginal Propensity to Save (MPS). 

(D) Average Propensity to Consume (APC). 

53. Who are the economists credited with pioneering National Income 

Accounting? 

(A) John Maynard Keynes and Milton Friedman 

(B) Simon Kuznets and Richard Stone 

(C) Adam Smith and David Ricardo 

(D) Paul Samuelson and Joseph Schumpeter 

54. If a country has the following economic data: GDPMP ` 2,000 billion, indirect 

taxes = ` 250 billion and subsidies = ` 100 billion, what is its GDP at Factor 

Cost? 

(A) ` 1,850 billion 

(B) ` 2,100 billion 

(C) ` 2,150 billion 

(D) ` 2,000 billion 

55. If the Average Propensity to Save (APS) of a household is 0.4, and their 

total income is ` 25,000, what is the total saving? 

(A) `15,000 
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(B) `10,000 

(C) `6,250 

(D) `12,500 

56. Which of the following is an anti-inflationary measure that puts downward 

pressure on aggregate demand, causing the economy to slow down? 

(A) Reduction in government spending. 

(B) Increase in government spending. 

(C) Decrease in interest rates. 

(D) Decrease in taxes. 

57. The advent of mobile phones, which led to a boom in telecom industry, 

exemplifies which external cause of business cycles? 

(A) Technology Disruptions 

(B) Technology Shocks 

(C) Technology Regulations 

(D) Technology Limitations 

58. Which of the following best describes the economic conditions during 

bad trade in a business cycle? 

(A) Rising prices and low unemployment rate. 

(B) Falling prices and high unemployment rate. 

(C) High consumer confidence and rising wages. 

(D) Increasing demand and production. 

59. Business cycles typically consist of which of the following phases? 

(A) Inflation, deflation, stagnation, growth 

(B) Expansion, peak, contraction, trough 

(C) Recession, depression, boom, stabilization 

(D) Peak, decline, recovery, boom 
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60. Which of the following is true about the duration and intensity of 

business cycles? 

(A) Business cycles have a fixed duration and intensity. 

(B) Business cycles exhibit the same duration and intensity across all 

economies. 

(C) Business cycles varies in duration and intensity, but they share 

common features. 

(D) Business cycles do not vary in duration or intensity. 

61. What does Article 275 of the Indian Constitution deal with? 

(A) Surcharge on certain duties and taxes for purposes of the union. 

(B) Statutory grants-in-aid from the union to certain states. 

(C) Grants for any public purpose. 

(D) Loans for any public purpose. 

62. Who introduced the concept of 'collective consumption goods, which 

later came to be known as public goods? 

(A) Milton Friedman 

(B) John Maynard Keynes 

(C) Paul A. Samuelson 

(D) Adam Smith 

63. If a government's revenue receipts for a year are ` 10,000 crore, capital 

receipts excluding borrowing are ` 2,000 crore, revenue expenditure is 

` 12,000 crore and capital expenditure is ` 5,000 crore. What is the fiscal 

deficit? 

(A) ` 5,000 crore 

(B) ` 7,000 crore 

(C) ` 10,000 crore 

(D) ` 9,000 crore 

64. Contractionary fiscal policy typically involves: 

(A) Increasing government spending and reducing taxes. 

(B) Reducing government spending and increasing taxes. 
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(C) Increasing government spending and increasing taxes. 

(D) Reducing both government spending and taxes. 

65. The government's use of proceeds from progressive taxes to supply essential 

food grains at highly subsidized prices to BPL households is an example of: 

(A) Allocation Function 

(B) Stabilization Function 

(C) Redistribution Function 

(D) Production Function 

66. The Right of Children to Free and Compulsory Education Act, 2009, which 

mandates free and compulsory education for every child between the ages 

of six to fourteen years, is an example of: 

(A) Government Intervention in the case of Merit Goods. 

(B) Government Intervention in the case of Demerit Goods. 

(C) Government Intervention in the case of Public Goods. 

(D) Government Intervention to correct Externalities. 

67. Alex has comprehensive car insurance, which covers the cost of repairs if 

his car is damaged in an accident. As a result, he drives more recklessly, 

knowing that his insurance will cover any damages, Over time, he gets 

into more accidents and files more insurance claims due to his careless driving. 

This scenario illustrates which of the following concepts? 

(A) Moral Hazard 

(B) Market Power 

(C) Lemon's Problem 

(D) Government Interventions 

68. Under Article 266(1) of the Constitution of India, which of the following is 

used in relation to all fund flows where the government acts as a banker? 

(A) Public Account 

(B) Consolidated Fund 

(C) Contingency Fund 
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(D) State Development Fund 

69.   is defined as the excess of total estimated expenditure over total 

estimated revenue and is the difference between all receipts and expenditures, 

both revenue and capital. 

(A) Fiscal Deficit 

(C)  Budgetary Deficit 

(B) Revenue Deficit 

(D) Primary Deficit 

70. The situation when the market does not supply products at all despite the fact 

that such products and services are wanted by the people is known as: 

(A) Temporary market failure 

(B) Complete market failure 

(C) Partial market failure 

(D) Relative market failure 

71. For initial deposit of `  6,00,000, the credit creation is calculated at 

` 50,00,000. What is Required Reserved Ratio (RRR)? 
 

(A) 12% 

(B) 10% 

(C) 12.5% 

(D) 8% 

72. Which of the following is not a quantitative tool as used by RBI to control 

the money supply in the entire economy? 

(A) Open Market Operations 

(B) Statutory Liquidity Ratio 

(C) Selective Credit Control 

(D) Cash Reserve Ratio 
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73. Which of the following statements are true in relation to the Crypto 

currency? 

Statement-I: These have achieved significant legislative recognition. 

Statement-II: These are not legally recognized in India as currency. 

Statement-III: These are not categorized as money. 

Statement-IV: In India, it serves as a legitimate form of payment for 

goods and services in the same way as traditional money does. 

(A) Statement I and IV 

(B) Statement I and II 

(C) Statement I and III 

(D) Statement II and III 

74. If the money supply is ` 1,000 billion and the monetary base is ` 200 

billion, what is the money multiplier (m)? 

(A) 5 

(B) 2 

(C) 10 

(D) 0.2 

75. What is the primary objective of monetary policy in most countries, 

including India? 

(A) To ensure a high level of government spending. 

(B) To maintain a balance between price stability and economic growth. 

(C) To promote export-led growth. 

(D) To control exchange rates at all costs. 

76. Marginal Standing Facility (MSF) Rate is the penal rate at which the Central 

Banks lend money to Banks, over the rate available under the Repo Policy. 

Which of the following are the correct options to calculate MSF Rate ? 

Option (1): MSF Rate Repo Rate + 1 MSF Rate 

Option (2): MSF Rate-Repo Rate-1 MSF Rate 

Option (3): MSF Rate = Repo Rate + 1 
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Option (4): MSF Rate Repo Rate - 1 

(A) Option (1) and (4) 

(B) Option (2) and (3) 

(C) Option (1) and (3) 

(D) Option (2) and (4) 

77. According to Friedman, how does the price level, as a determinant, affect 

the nominal demand for money? 

(A) It has no effect. 

(B) It is negatively related to the demand for money. 

(C) A rise in the price level increases the demand for money and vice 

versa. 

(D) A rise in the price level decreases the demand for money. 

78. When the speculative demand for money becomes perfectly elastic with 

respect to the interest rate, making the speculative money demand curve 

parallel to the X-axis, this situation is called a/an     

(A) Inflationary gap 

(B) Liquidity trap 

(C) Monetary expansion 

(D) Deflationary spiral 

79. Calculate Broad Money (M3) from the following data: 
 

Particulars (` in Crores) 

Currency with the public 2250 

Demand Deposits with the banking system 630 

Total post office deposits 478 

Time deposits with banks 535 

Savings deposits with Post office savings banks 312 

(A) ` 3,415 crores 

(B) ` 3,225 crores 

(C) ` 3,260 crores 
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(D) ` 3,420 crores 

80. Which monetary tool is used to check temporary liquidity mismatches in 

the market due to foreign capital flow? 

(A) Cash Reserve Ratio (CRR) 

(B) Statutory Liquidity Ratio (SLR) 

(C) Open Market Operations (OMO) 

(D) Marginal Standing Facility (MSF) 

81. ABC Ltd., a company based in Country 'A', imports machinery from Country 

'B'. Recently, Country 'A' introduced a measure that requires all importers to 

pay 25% of the total value of goods three months in advance before the 

goods arrive. Which measure has been adopted by Country 'A'? 

(A) Financial Measures 

(B) Price Control Measures 

(C) Measures affecting Competition 

(D) Government Procurement Policies 

82. Which of the following consists of a group of countries that have a free trade 

agreement among themselves and may apply a common external tariff to 

other countries? 

(A) Free-trade area 

(B) Regional Preferential Trade Agreements 

(C) Economic and Monetary Union 

(D) Trading Bloc 

83. Country 'X' has seen an increase in its Real Effective Exchange Rate (REER). As 

a result, Country 'X's goods are becoming more expensive for foreign buyers, 

and imports from other countries are becoming cheaper. What is the likely 

impact on Country 'X's economy? 

(A) Exports from Country 'X' will increase. 

(B) Imports to Country 'X' will become more expensive. 
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(C) Exports from Country 'X' will become less competitive. 

(D) Imports to Country 'X' will decrease. 

84. In which of the following forms of FDI, 100% investment is allowed under 

the automatic route for airport projects in India? 

(A) Greenfield investment 

(B) Brownfield investment 

(C) Joint venture 

(D) Subsidiary establishment 

85. Who proposed that a country should export goods in which it has the greatest 

absolute advantage and import goods in which its absolute advantage is 

comparatively less? 

(A) Adam Smith 

(B) David Ricardo 

(C) Eli Heckscher and Bertil Ohlin 

(D) John Maynard Keynes 

86. An anti-dumping duty is a protectionist tariff that a domestic government 

imposes on imports that it believes are priced below 

(A) Production cost 

(B) Export price 

(C) Fair market value 

(D) Import duty 

87. Which of the following is NOT an example of Technical Barriers to Trade 

(TBT)? 

(A) Eco-labelling 

(B) Quality standards 

(C) Import quotas 

(D) Organic certification 
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88. A U.S. based cell phone service provider expands its operations in India by 

offering the same telecommunication services as it does in the U.S. This 

type of investment is an example of: 

(A) Horizontal direct investment 

(B) Vertical investment 

(C) Conglomerate Investment 

(D) Two-way direct foreign investment 

89. The government of India has imposed tariff on steel product as under: 

5% ad valorem or 800 per tonne, whichever is higher. It is an example of: 

(A) Mixed Tariff 

(B) Compound Tariff 

(C) Ad valorem Tariff 

(D) Bound Tariff 

90. Which of the following is not the advantage of a fixed exchange rate 

regime? 

(A) An increase in speculation on exchange rate movements. 

(B) Enhances international trade and investment. 

(C) Avoids currency fluctuations and eliminates exchange rate risks. 

(D) Enhances the credibility of the country's monetary policy. 

91. Which of the following was NOT the focus of the monetary and financial 

sector reforms? 

(A) Reducing the burden of non-performing assets on government 

banks. 

(B) Restricting foreign investment in banks. 

(C) Introducing and sustaining competition. 

(D) Deregulating interest rates. 
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92. What type of economy is described as prevalent in ancient and medieval 

India? 

(A) A predominantly agricultural economy 

(B) A self-reliant and prosperous economy 

(C) A heavily trade-dependent economy 

(D) A barter-based economy 

93. Foreign Investment Promotion Board (FIPB) was abolished in May 2017 

and which of the following replaced it? 

(A) Foreign Investor Promotion Portal (FIPP). 

(B) Foreign Investment Facilitation Portal (FIFP) 

(C) Foreign Direct Investment Portal (FDIP) 

(D) Foreign Direct Investment Promotion Portal (FDIPP) 

94. The  includes a stable and transparent tax structure, better tax 

compliance, reduction of subsidies and encouragement of private sector 

participation. 

(A) Fiscal Reforms 

(B) Capital Market Reforms 

(C) Trade Policy Reforms 

(D) Monetary and Financial Sector Reforms 

95. Which of the following sectors has recently been included under the PLI 

Scheme? 

(A) Automobiles 

(B) Textiles 

(C) White goods (Air conditioners and LED lights) 

(D) Pharmaceuticals 

96. Which facility was provided to industry groups to allow flexibility and 

rapid changes in their product mix without requiring a fresh license? 

(A) Open General License (OGL) 
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(B) Broad-Banding 

(C) Special Economic Zones (SEZs) 

(D) Export Promotion Policy 

97. Which scheme aims to increase water use efficiency at the farm level? 

(A) Agricultural Mechanization 

(B) Paramparagat Krishi Vikas Yojana (PKVY) 

(C) Per Drop More Crop (PDMC) 

(D) Agri Infrastructure Fund 

98. What is the full form of PMI? 

(A) Prime Management Index 

(C)  Purchasing Managers' Index 

(B) Purchase Management Index 

(D) Property Managers' Index 

99. Which of the following is the aim of the National Manufacturing Policy? 

(A) To increase the share of manufacturing in GVA to 27% by 2027. 

(B) To increase the share of manufacturing in NDP to 27% by 2027. 

(C) To increase the share of manufacturing in NNP to 25% by 2025. 

(D) To increase the share of manufacturing in GDP to 25% by 2025. 

100.The reason for introduction of 'Kisan Rail' is: 

(A) For taking initiative towards transportation of perishable goods to 

market. 

(B) For improvement in farm produce logistics. 

(C) For creation of start-up eco system in agriculture and allied sectors. 

(D) For taking initiative to formulate a comprehensive policy framework 

for logistics sector. 
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Answer Key 
 

1. (D) 2. (B) 3. (A) 4. (C) 5. (D) 

6. (B) 7. (B) 8. (B) 9. (C) 10. (C) 

11. (D) 12. (C) 13. (A) 14. (B) 15. (B) 

16. (D) 17. (C) 18. (A) 19. (C) 20. (C) 

21. (B) 22. (C) 23. (C) 24. (B) 25. (C) 

26. (C) 27. (B) 28. (A) 29. (A) 30. (C) 

31. (B) 32. (D) 33. (C) 34. (A) 35. (C) 

36. (A) 37. (A) 38. (C) 39. (A) 40. (C) 

41. (C) 42. (C) 43. (B) 44. (C) 45. (A) 

46. (D) 47. (C) 48. (B) 49. (B) 50. (C) 

51. (A) 52. (B) 53. (B) 54. (A) 55. (B) 

56. (A) 57. (B) 58. (B) 59. (B) 60. (C) 

61. (B) 62. (C) 63. (A) 64. (B) 65. (C) 

66. (A) 67. (A) 68. (A) 69. (C) 70. (B) 

71. (A) 72. (C) 73. (D) 74. (A) 75. (B) 

76. (C) 77. (C) 78. (B) 79. (A) 80. (C) 

81. (A) 82. (D) 83. (C) 84. (B) 85. (B) 

86. (C) 87. (C) 88. (A) 89. (A) 90. (A) 

91. (B) 92. (B) 93. (B) 94. (A) 95. (C) 

96. (B) 97. (C) 98. (C) 99. (D) 100. (B) 
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MAY 2025 

PAPER – 4: BUSINESS ECONOMICS 
 

All Question are compulsory. 

Time: 2 Hours                                 Marks: 100 
The microeconomic theory mainly does not deal with which of the following 

issues: 

(A) Stage of business cycles 

(B) Demand analysis and forecasting 

(C) Production and Cost Analysis 

(D) Inventory management 

2. Which of the following is not correct about business economics with 

reference to economics? 

(A) Business economics helps in proper decision making in a particular 

business entity. 

(B) Business economics has a narrow scope in comparison to economics. 

(C) Economics is an applied branch of business economics. 

(D) Business economics includes the analysis of micro level issues like 

demand, supply etc. 

3. Command Economy is another name for: 

(A) Capitalist Economy 

(B) Socialist Economy 

(C) Mixed Economy 

(D) Macro Economy 

4. Which of the following is not a merit of Capitalist Economy? 

(A) Faster economic growth 

(B) Collective ownership 

(C) High degree of operative efficiency 
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(D) Incentives for innovation and technological progress 

5. An economy exists on which of the following two facts? 

(A) Human wants are limited and the resources are unlimited. 

(B) Human wants are limited and the resources are scarce. 

(C) Human wants as well as resources are unlimited. 

(D) Human wants are unlimited but the resources are relatively scarce. 

6. Commodities for which the quantity demanded rises only up to a certain level 

of income and decreases with an increase in income beyond this level are 

called: 

(A) Normal goods 

(B) Inferior goods 

(C) Essential goods 

(D) Luxury goods 

7. Highly priced goods are consumed by status seeking rich people to satisfy 

their need for conspicuous consumption. This is called: 

(A) Demonstrative effect 

(B) Bandwagon effect 

(C) Snob effect 

(D) Veblen effect 

8. An expectation that price will fall in future will lead to: 

(A) A downward movement along the same demand curve 

(B) An upward movement along the same demand curve 

(C) Rightward shift of demand curve 

(D) Leftward shift of demand curve 

9. A consumer buys 100 units of a goods at a price of 6 per unit. Suppose 

price elasticity of demand is-3. At what price will he buy 80 units? 

(A) ` 5.8 

(B) ` 6.2 
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(C) ` 6.4 

(D) ` 6.75 

10. If total revenue of goods increases with an increase in its price, demand 

for the goods is said to be: 

(A) Elastic 

(C) Inelastic 

(B) Unit elastic 

(D) Infinitely elastic 

11. Which of the following statement is not true while determining price 

elasticity of demand? 

(A) Goods which have close or perfect substitutes, have highly elastic 

demand curves. 

(B) The greater the proportion of income spent on a commodity; 

generally the lesser will be its elasticity of demand. 

(C) Necessities are generally price inelastic. 

(D) The more possible uses of a commodity, greater will be its price 

elasticity. 

12. When two goods are complementary, the cross elasticity between them is: 

(A) Infinite 

(B) Positive and large 

(C) Zero 

(D) Negative 

13. When total utility is increasing at decreasing rate: 

(A) Marginal utility is equal to total utility. 

(B) Marginal utility is decreasing but remains positive. 

(C) Marginal utility becomes negative. 

(D) Marginal utility is equal to zero. 
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14. Due to an increase in price of product X from 100 to 110 quantity supplied 

increases from 150 units to 200 units. Calculate elasticity of supply using 

arc-elasticity method. 

(A) 2.3 

(B) 3 

(C) 3.33 

(D) 3.5 

15. The rate at which a consumer is prepared to exchange goods X and Y, 

holding the level of satisfaction constant is called as  . 

(A) Indifference curve 

(B) Marginal rate of substitution 

(C) Diminishing marginal utility 

(D) Consumer surplus 

16. The form of capital which performs its function in production in a single 

use and is not available for further use is termed as: 

(A) Fixed capital 

(B) Circulating capital 

(C) Real capital 

(D) Intangible capital 

17. Survival, growth and expansion come under which of the following 

objective of an enterprise? 

(A) Organic objective 

(B) Economic objective 

(C) Social objective 

(D) National objective 

18. The minimum quantities of various inputs that are required to yield a 

given quantity of output is termed as: 

(A) Demand function 
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(B) Supply function 

(C) Production function 

(D) Investment function 

19. Which of the following is not true about relationship between average 

product and marginal product? 

(A) When average product rises as a result of an increase in the quantity 

of variable input marginal product is more than the average product. 

(B) When average product is maximum, marginal product is equal to 

average product. 

(C) When average product falls, marginal product is less than the average 

product. 

(D) When average product is negative, marginal product becomes zero. 

20. Total product starts declining in which stage of production? 

(A) Stage 1: The stage of increasing returns 

(B) Stage 2: The stage of diminishing returns 

(C) Stage3: The stage of negative returns 

(D) It may decline in any stage of production 

21. Returns to scale refers to: 

(A) Changes in output as a result of proportionate change in one of the 

variable factors of production. 

(B) Changes in output as a result of proportionate change in all factors of 

production. 

(C) Changes in output as a result of proportionate change in any two 

variable factors of production. 

(D) Changes in output as a result of variation in factor proportions. 

22. Linear Homogeneous Production function is another name for  . 

(A) Law of variable proportion 

(B) Constant returns to scale 

(C) Increasing returns to scale 
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(D) Decreasing returns to scale 

23. Budget line or budget constraint line which shows the various alternative 

combinations of two factors which the firm can buy with given outlay is called: 

(A) Isoquant 

(B) Indifference curve 

(C) Isocost line 

(D) Iso-product curve 

Use the following data to answer question 24-
25: 

 

Output (Q) 0 1 2 3 4 5 

Total cost (TC) ` 200 ` 310 ` 410 ` 500 ` 604 ` 710 

24. The Average Fixed Cost of 2 units of output is: 

(A) ` 85 

(C) ` 110 

(B) ` 100 

(D) ` 205 

25. Diminishing marginal returns start to occur between units: 

(A) 1 and 2 

(B) 2 and 3 

(C) 3 and 4 

(D) 4 and 5 

26. Calculate Marginal Revenue (MR) when Average Revenue (AR) = 45 and 

price elasticity of demand (e) = 3. 

(A) ` 15 

(C) ` 30 

(B) ` 25 

(D) ` 135 
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27. Which of the following is not a feature of perfect competition market? 

(A) Very large number of sellers 

(B) Homogeneous products 

(C) Inelastic demand 

(D) Firms are price takers 

28. A firm should not produce at all if: 

(A) AR is greater than minimum AVC 

(B) AR is equal to ATC 

(C) If its total variable costs are not met 

(D) AR is greater than ATC 

29. Which type of markets allocates productive resources to producers and 

helps ensure that those resources are used efficiently? 

(A) Product markets 

(B) Factor markets 

(C) Local Markets 

(D) Retail markets 

30. The firm will be making maximum profits by expanding output to the 

level where: 

(A) Marginal revenue is greater than marginal cost 

(B) Marginal revenue is equal to marginal cost 

(C) Marginal revenue is less than marginal cost 

(D) Marginal revenue is equal to average cost 

31. What will happen to the equilibrium price and equilibrium quantity when 

demand increases and supply decreases? 

(A) The equilibrium price rises but change in equilibrium quantity is 

uncertain. 

(B) Both equilibrium price and equilibrium quantity falls. 

(C) Both equilibrium price and equilibrium quantity go up. 
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(D) The equilibrium quantity increases but the change in equilibrium price 

is uncertain. 

32. Suppose that a sole proprietor is earning total revenue of 120,000/- and is 

incurring explicit cost of 95,000/-. If the owner could work for another 

company for 30,000/- a year, which of the following statement is false? 

(A) The firm incurred an economic loss of ` 5,000/- 

(B) The firm is having accounting profit of 25,000/- 

(C) Total economic costs are 30,000/- 

(D) The total accounting costs are ` 95,000/ 

Use the following data to answer question 33 
and 34: 

 

Quantity 0 10 20 30 40 

Total Cost (in `) 100 220 320 410 510 

33. What is the average variable cost when 20 units are produced? 

(A) ` 5 

(C) ` 11 

(B) ` 10 

(D) ` 16 

34. Between 10 and 20 units, what is the marginal cost per unit? 

(A) ` 10 

(B) ` 20 

(C) ` 100 

(D) ` 220 

35. Which of the following is not a feature of the monopoly market? 

(A) Single buyer of the products 

(B) Barriers to entry 

(C) No close substitutes 

(D) Market power 
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36. Which of the following is not a condition for price discrimination? 

(A) The seller should have price setting power. 

(B) The seller should be able to divide his market into two or more sub 

markets. 

(C) The price elasticity of the product should be different in different sub 

markets. 

(D) It should be possible for buyers of low-priced market to resell the 

product to the buyers of high-priced market. 

37. Under second degree price discrimination, different prices are charged for 

(A) Each individual consumer 

(C)  Customer segment 

(B) Location 

(D) Different quantities sold 

38. Kinked demand curve model of oligopoly is also called: 

(A) Sweezy's Model 

(B) McKinsey's Model 

(C) Oskar's Model 

(D) Neumann's Model 

39. Assume that when price is 30 the quantity demanded is 19 units and when 

price is 28 the quantity demanded is 20 units, what is the marginal revenue 

resulting from an increase in output from 19 units to 20 units ? 

(A) ` 10 

(B) - ` 10 

(C) ` 20 

(D) - ` 20 

40. The oligopoly market in which few firms come to a common 

understanding with each other in fixing price or output or both is called: 

(A) Pure Oligopoly 
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(B) Collusive Oligopoly 

(C) Partial Oligopoly 

(D) Syndicated Oligopoly 

41. During the upswing phase of business cycle, the involuntary 

unemployment is   . 

(A) Highest 

(B) Almost Zero 

(C) Lowest 

(D) Not affected 

42. The level of national income and expenditure declines rapidly during 

which phase of the business cycle? 

(A) Upswing 

(B) Downswing 

(C) Recovery 

(D) Trough and Depression 

43. In all kinds of businesses, the different phases of business cycle generally 

occurs as: 

(A) Having perfectly timed cycles 

(B) No fixed time cycles but are regular 

(C) Boom have longer period than Depression 

(D) Depression have longer period than Boom 

44. An indicator which gives information about the rate of change of the 

expansion or contraction of an economy is called  . 

(A) Leading Indicator 

(B) Lagging Indicator 

(C) Both Leading and Lagging Indicator 

(D) Co-incident Indicator 
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45. There is a war going between Country A and Country B for last two years. Now 

in the current year both countries have signed a peace agreement and 

war has come to an end. Now both countries have started to rebuild the 

losses caused due to war out of their own funds. Which type of cause of 

change in business cycle is this for Country A? 

(A) Internal Cause 

(B) External Cause 

(C) Both Internal and External Cause 

(D) This is not a cause of change in business cycle 

46.  Which of the following organisation is responsible for the compilation of 

National accounts statistics? 

(A) Central Statistical Organisation (CSO) 

(B) Directorate of Economics and Statistics (DES) 

(C) Ministry of Finance of Central Government 

(D) Reserve Bank of India (RBI) 

47. Which of the following is not a significance and usefulness of the National 

Income estimates? 

(A) Businesses use it to forecast the future demand of their products 

(B) To identify the sector wise composition of national income 

(C) To assist in making policies related to inflation 

(D) To assist in making policies related to population growth 

48. Considering the data given in the table below calculate the Inflation rate 

of year 3: 
 

Year Nominal GDP Real GDP GDP Deflator 

0 900 900 100 

1 1200 1000 120 

2 1500 1200 125 

3 1800 1250 144 

4 2000 1600 125 
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(A) 13.19% 

(B) 15.20% 

(C) 19% 

(D) -19% 

49. Which of the following defines the Gross National Product (GNP) of a country 

under the concept of National Income? 

(A) It is market value of all final economic goods & services produced within 

the domestic territory of a country including Net Factor Income from 

abroad. 

(B) It is market value of all final economic goods & services produced within 

the domestic territory of a country excluding Net Factor Income from 

abroad. 

(C) It is production cost of all final economic goods & services produced 

within the domestic territory including depreciation. 

(D) It is production cost of all final economic goods & services produced 

within the domestic territory excluding depreciation. 

50. The Gross Domestic Product at Factor Cost (GDPFC) is calculated by which 

of the following formula (Here GDPMP is Gross Domestic Product at market 

prices): 

(A) GDPFC = GDPMP + Net Factor Income from Abroad 

(B) GDPFC = GDPMP + Net Factor Income from Abroad - Depreciation 

(C) GDPFC = GDPMP-Indirect Taxes + Subsidies 

(D) GDPFC = GDPMP + Indirect Taxes – Subsidies 

51. Which of the following is true about the basic price in the determination 

of National Income? 

(A) Basic Price = Factor Cost Subsidy Manufacturing Taxes + 

Manufacturing 

(B) Basic Price = Factor Cost - Depreciation 

(C) Basic Price = Factor Cost + Net Factor Income from Abroad 

(D) Basic Price = Factor Cost + Production Tax + Production Subsidy 
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52. Which of the following is an indicator of the standard of living of a 

country under the concept of National Income? 

(A) Personal Income 

(B) Disposable Personal Income 

(C) Per Capita Income 

(D) GDP at factor cost 

53. The amount of money in the hands of the individual that is available for 

their consumption or savings is known as 

(A) Private Income 

(B) Per Capita Income 

(C) Disposable Personal Income 

(D) Personal Income 

54. Which of the following is included in the calculation of Personal Income 

under the concept of National Income? 

(A) Unemployment Compensation 

(B) Retained Earnings 

(C) Indirect Business Taxes 

(D) Contribution towards Social Security 

55. Which of the following is true in relation with Private Income under the 

concept of National Income? 

(A) It is personal income adjusted by inflation rate. 

(B) It is personal income less personal income tax. 

(C) It is the income (both factor & transfer income) accrued to private 

sector from all sources within the country only. 

(D) It is income (both factor and transfer income) accrued to the private 

sector from all sources within and outside the country. 

56. In the preparation of state income estimates, certain activities like 

railways, banking, insurance etc. that cut across state boundaries, and 
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thus their economic contribution assigned to more than one state are 

known as  . 

(A) Central Sectors of economy 

(B) Supra Regional Sectors of economy 

(C) Tertiary Sectors of economy 

(D) Secondary Sectors of economy 

57. Which of the following is not a sector to be included in the three sector 

model of Keynesian theory of Income determination? 

(A) Household Sector 

(B) Business Sector 

(C) Foreign Sector 

(D) Government Sector 

58. Under the Keynesian theory of National Income determination, which of 

the following term is given to the demand for money? 

(A) Investment multiplier 

(B) Liquidity preference 

(C) Aggregate demand 

(D) Marginal Propensity 

59. Under the Keynesian theory of determination of national income, the 

assumption is that the consumption increases with an increase in 

disposable income but the increase in consumption will be   the 

increase in disposable income. 

(A) Equal to 

(B) Opposite to 

(C) Greater than 

(D) Less than 

60. Which of the following is true in respect of relation of Marginal Propensity 

to Consume (MPC) and Marginal Propensity to Save (MPS) as per the 

Keynesian theory of determination of National Income? 
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(A) MPC = MPS 

(B) MPC+MPS = 1 

(C) MPC+MPS = 0 

(D) No relation exists between MPC and MPS 

61. Which of the following is one of the key functions of fiscal policy and 

aims at eliminating the macroeconomic fluctuations arising from sub optimal 

allocation of resources? 

(A) The Allocation Function 

(B) The Redistribution Function 

(C) The Stabilization Function 

(D) The Utilisation Function 

62. Which of the following statement is true in respect of Social cost? 

(A) Social Cost = Private Cost + External Cost 

(B) Social Cost = Private Cost + External Cost - Total Negative 

Externalities 

(C) Social Cost = Private Cost + External Cost-Government Taxes 

(D) Social Cost = Private Cost + Total Negative Externalities - 

Government Taxes 

63. Which of the following is not a characteristic of Public Goods? 

(A) Non-rival in consumption 

(B) Indivisibility 

(C) More vulnerable to externalities 

(D) Excludable 

64. What does the term "lemon" means in the model of "Lemons problem" 

developed by "George Akeil of" in relation to used car market:- 

(A) Only good quality used cars 

(B) Both poor and good quality used cars 

(C) Average quality used cars 
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(D) Scrapped used cars 

65. The statutory disclaimer that "Mutual Fund investments are subject to market 

risks please read the offer documents carefully before investing" is which of 

the following type of government intervention? 

(A) Government intervention to correct externalities. 

(B) Government intervention for equitable distribution. 

(C) Government intervention to correct information failure. 

(D) Government intervention in case of public goods. 

66. Article 112 of Indian Constitution provides that in respect of every financial 

year the President shall cause to be laid before both houses of the 

parliament a statement of estimated receipts and expenditure of the 

government of India for that year. This statement is referred as: 

(A) Budget 

(B) Annual Financial Statement 

(C) Statement of Income & Expenditure 

(D) Interim Budget 

67. Which of the following information regarding the receipts and expenditure 

of the Government is not presented in the budget documents? 

(A) Budget estimates of Current financial year 

(B) Budget estimates of the Ensuing financial year 

(C) Revised estimates of the Ensuing financial year 

(D) Actual expenditure and Income of Current financial year 

68. Which of the following is the nodal department for overseeing the public 

financial management system in the Central Government? 

(A) NITI Aayog 

(B) Department of Revenue under Finance Ministry 

(C) Department of Expenditure under Finance Ministry 

(D) Reserve Bank of India 
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69. During the Budget proceedings, the speaker of Lok Sabha once the prescribed 

time is over, puts all the outstanding demand for grants, whether discussed 

or not, to the vote of the house, this process is known as: 

(A) Cut Motion 

(B) Presenting the appropriation bill 

(C) Outcome Budget 

(D) Guillotine 

70. Which of the following is not true regarding the fiscal policy of 

Government? 

(A) It is deliberate policy of Government. 

(B) An economy producing full employment does not require 

Government action in the form of fiscal policy. 

(C) Taxation policy is part of Fiscal policy. 

(D) Fiscal Policy is supply side policy. 

71. What is the term Y represent in the expression Md = k PY? 

(A) Real National income 

(B) Price level 

(C) Money supply 

(D) Interest rate 

72. Banks availing Marginal Standing Facility Rate can use a maximum of how 

much percentage of Statutory Liquidity Ratio Securities? 
 

(A) 1% 

(B) 2% 

(C) 3% 

(D) 4% 
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73. Calculate currency with Public from following Data (` in lakhs) 
 

Notes in Circulation 2,59,121 

Coins in Circulation 23,345 

Cash on hands with Banks 19,009 

Coin on hands with Banks 909 
 

(A) 3,02,384 

(B) 2,62,548 

(C) 2,53,876 

(D) 2,15,858 

74. Liquidity trap occurs when: 

(A) Interest rates are high, and people prefer bonds over cash balances. 

(B) Interest rates are near zero, and people prefer holding cash over 

bonds. 

(C) Inflation rates are high, reducing purchasing power of money balances. 

(D) Central banks increase CRR drastically. 

75. What is the likely impact of an increase in the Time Deposit to Demand Deposit 

(TD/DD) ratio on the banking system and monetary expansion? 

(A) It leads to higher availability of free reserves and consequent enlargement 

of volume of multiple deposit expansion and monetary expansion. 

(B) It reduces the availability of free reserves, thereby restricting the 

process of monetary expansion. 

(C) It has no impact on the banking system as time deposits and demand 

deposits are interchangeable. 

(D) It directly reduces the money supply as time deposits are not considered 

part of the money supply. 
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76. Broad money includes currency deposits with an agreed maturity of up to 

  years, deposits redeemable at notice up to   months and 

repurchase agreements, money market fund shares/units and debt security 

up to     years. 

(A) 3 years, 6 months, 3 years 

(B) 2 years, 6 months, 2 years 

(C) 3 years, 3 months, 3 years, 

(D) 2 years, 3 months, 2 years 

77. Which of the following is NOT included in MI? 

(A) Currency with the public 

(B) Demand deposits with banks 

(C) Time (term) deposits with banks 

(D) Other deposits with RBI 

78. Which of the following is NOT one of the four determinants of the 

Friedman's demand for money? 

(A) Nominal Demand for money is a function of total wealth. 

(B) It is positively related to price level P, if price level rises the demand 

for money increases. 

(C) Nominal demand for money falls if the opportunity costs of money 

holding declines. 

(D) Nominal Demand for money is influenced by inflation. 

79. Which of the following is NOT a quantitative tool of monetary policy? 

(A) Cash Reserve Ratio (CRR) 

(B) Statutory Liquidity Ratio (SLR) 

(C) Open Market Operations (OMO) 

(D) Liquidity Adjustment Facility (LAF) 

80. Which of the following expressions is true? 

(A) Reverse Repo Rate = Repo Rate - 1 

158



SUGGESTED ANSWER 

  

SUGGESTED ANSWERS SUGGESTED ANSWERS 

   

 

 

(B) Reverse Repo Rate = Repo Rate + 1 

(C) Repo Rate = Reverse Repo Rate - 1 

(D) Repo Rate = 1- Reverse Repo Rate 

81. In the Theory of Comparative Costs, which of the following statements are 

true? 

I. It is based on money cost which is more realistic 

II. It is Positive in Nature 

III. It is Normative in nature 

IV. Do not take into account the factor price differences 

(A) I and II are correct 

(B) III and IV are correct 

(C) II and IV are correct 

(D) I and IV are correct 

82. The value of the product or service is enhanced as the number of 

individuals using it increases. What effect is this? 

(A) Veblen Effect 

(B) Bandwagon Effect 

(C) Income Effect 

(D) Snob Effect 

83. What is the Ad valorem tariff? 

(A) The fixed amount of money per physical unit or weight of commodity 

imported or exported. 

(B) A fixed time period for tariff application per calendar year. 

(C) The duty levied as a fixed percentage of the value of the traded 

commodity. 

(D) A flat rate imposed regardless of the product's value. 
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84. A tariff that is set so high that no imports can enter is known as   

(A) Prohibitive Tariff 

(B) Bound Tariff 

(C) Escalated Tariff 

(D) Variable Tariff 

85. Which of these countries is part of the USMCA Agreement? 

(A) Mexico 

(B) Malta 

(C) Malaysia 

(D) Mongolia 

86. Which one of these is the main reason why GATT lost its relevance by 

1980? 

(A) Efforts at liberalising agricultural trade were successful. 

(B) International investments did not expand substantially. 

(C) GATT was a treaty. 

(D) There were inadequacies in institutional structure and dispute 

settlement system. 

87. The most controversial topic for Doha Development Agenda was 

(A) The Labour Welfare 

(B) World Peace 

(C) Globalization 

(D) Agriculture Trade 

88. Match the following: 
 

Table A Table B 

(a) Has a long term interest and is 

invested for long 

(i) Foreign Portfolio 

Investment 

(b)  Speculative in Nature (ii)  Foreign Direct Investment 
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(c) Help developing countries benefit 

fully from global trading system 

(iii) Free Floating exchange 

rate system 

(d) Government and central banks do 

not participate in the market for 

foreign exchange 

(iv) World Trade Organisation 

(A) (a)(ii), (b) - (i), (c) - (iv), (d) - (iii) 

(B) (a)(i), (b) (ii), (c) - (iv), (d) - (iii) 

(C) (a)(ii), (b) - (i), (c) - (iii), (d) - (iv) 

(D) (a)(i), (b) (ii), (c) - (iii), (d) - (iv) 

89. An investment in which one investor establishes a business activity in a foreign 

country which is different from investor's main business activity but in some 

way supplements its major activity is called   

(A) Horizontal direct investment 

(B) Vertical investment 

(C) Conglomerate type of FDI 

(D) Two way direct foreign investment 

90. An appreciation of currency or strong currency makes the domestic 

currency more   therefore it can be exchanged for a   

amount of foreign currency. 

(A) Weaker, smaller 

(B) Valuable, larger 

(C) Weaker, larger 

(D) Valuable, smaller 

91. Which of the following are fiscal reforms? 

i. Ensuring better tax compliance 

ii. Reinvestment of funds in more profitable options 

iii. Encouraging private sector participation 
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iv. Thrust on curbing government expenditure 

(A) Only i and iii 

(B) Only i, ii, iii 

(C) Only i, iii, iv 

(D) Only i, ii, iv 

92. Which of the following best describes the pre-British Indian economy ? 

(A) Dependent on imports for goods 

(B) Self-sufficient villages and cities which were centers of commerce 

(C) Focus on industrial production 

(D) Dominated by foreign trade 

93. The trade policy reforms include  . 

(A) Inclusion of licensing restrictions for imports 

(B) Removal of licensing procedure for imports 

(C) Complication of tariffs. 

(D) Inclusion of quantitative restrictions on imports and exports 

94. Which initiative by NITI Aayog aims to promote electric vehicles? 

(A) E-Amrit 

(B) Shoonya Campaign 

(C) Methanol Economy Program 

(D) India Policy Insights (IPI) 

95. The early liberalization and reforms started in India in  . 

(A) 1980s 

(B) 1970s 

(C) 1960s 

(D) 1990s 
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96. What percentage of India's population depends on agriculture for 

livelihood as per latest estimates? 
 

(A) 18% 

(B) 25% 

(C) 47% 

(D) 60% 

97. Which government scheme focuses on providing financial support to 

farmers suffering crop loss or damage? 

(A) PM KISAN 

(B) Pradhan Mantri Fasal Bima Yojana (PMFBY) 

(C) Soil Health Card Scheme 

(D) Paramparagat Krishi Vikas Yojana (PKVY) 

98. Which regime replaced the Foreign Investment Promotion Board (FIPB)? 

(A) SEBI 

(B) FIF Portal 

(C) NITI Aayog 

(D) DPIHT 

99. What was India's rank in 2022 as per Global Innovation Index? 

(A) 81st 

(B) 40th 

(C) 63rd 

(D) 25th 

100. Which policy replaced the Merchandise Exports from India Scheme (MEIS) 

in 2021? 

(A) NDAP 

(B) GST 

(C) PLI Scheme 

(D) RoDTEP 
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MCQ Correct 

Option 

MCQ Correct 

Option 

MCQ Correct 

Option 

MCQ Correct 

Option 

1. (A) 26. (C) 51. No correct 

option 

76. (D) 

2. (C) 27. (C) 52. (C) 77. (C) 

3. (B) 28. (C) 53. (C) 78. (C) 

4. (B) 29. (B) 54. (A) 79. (D) 

5. (D) 30. (B) 55. (D) 80. (A) 

6. (B) 31. (A) 56. (B) 81. (B) 

7. (D) 32. (C) 57. (C) 82. (B) 

8. (D) 33. (C) 58. (B) 83. (C) 

9. (C) 34. (A) 59. (D) 84. (A) 

10. (C) 35. (A) 60. (B) 85. (A) 

11. (B) 36. (D) 61. (C) 86. (D) 

12. (D) 37. (D) 62. (A) 87. (D) 

13. (B) 38. (A) 63. (D) 88. (A) 

14. (B) 39. (B) 64. (B) 89. (B) 

15. (B) 40. (B) 65. (C) 90. (B) 

16. (B) 41. (B) 66. (B) 91. (C) 

17. (A) 42. (D) 67. (D) 92. (B) 

18. (C) 43. (B) 68 (C) 93. (B) 

19. (D) 44. (D) 69 (D) 94. (A & B) 

20. (C) 45. (B) 70 (D) 95. (A) 

21. (B) 46. (A) 71. (A) 96. (C) 

22. (B) 47. (D) 72. (A) 97. (B) 

23. (C) 48. (B) 73. (B) 98. (B) 

24. (B) 49. (A) 74. (B) 99. (B) 

25. (C) 50 (C) 75. (A) 100. (D) 
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