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NATURE AND SCOPE OF ECONOMICS

pfective, Short Notes, Distinguish Between, Descriptive & Practical Gusslions
Legend

At N "
vo 3] Short Notes 1] Distingush mm"'“ﬁp'm \}]/Econr::-mhs Is the study of mankind In the ordinary business of life’ was

iven by:
B e S (a) Adam Smith
' e (o) Lord Robbins
e —— e -4};{{;2 {c) AMred Marshall
' N (d) Samuelson (1 mark)
F’ﬂ 7t 7t Answer:

________ B = P> {c) ‘Economics is a study of mankird in the ordinary business of life is
% the wallara definiion given by Allred Marshal.
AATANR

- ————e . — LA LT \[5[/111& branch of economic theory thal doals with the pruhrarn ol allocation
ol rosources is :
% {a) Micro Economics
) R {b) Macro Economics
MWM (c) Econometrics

e B e AR AT AT (d) Nona of these (1 mark)
M n-u Arats  Deces J.r-u hnlc .L-r.r O 17 wl wi ) Answer:

i ST (a) Tho study ol micro economics deals with how a producer allocates
his resources and fixes a price of his product for the oplimum
utllizallon of resources.

3f Capitalistic Economy uses

as pqncipaf means of allocating

rosouUrcas.
For detalled analycls Logln at www.scannerclasses.com {a) demand
_for ragistration and password sse first page of this book. (b) supply
(c) price
(d) all of the above T (1 mark)

Ll
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Answer: .

(€) QNm?':h;m? Is characterisod by absence of stale
i . is economy uses prico mechanism (forces al

and and supply) 1o solve tholr basic economic probloms,
Demand and supply both depend upon prica and theretore

_l:apflafi::ic e@conomy uses prico as principal moans of allocating
resources,

\[ystudy of how increase in the corporate Income 1ax rate will affect tho

natura! unemployment rate Is an example of : '

(a) Macro Economics

(b) Deoscriptive Economics

{c) Micro Economics

(d) Normative Economics

Answer:

{a) Macro cconomics studies tho economy as a whola. Thereloro,
increase in corporata income tax rale and s alact on

yment is al macro loval.

In wig“g:o ol economy do Consumars and producers make thelr

choicas basad on the markel lorces of demond and supply?

(a) Cpen Economy

(b) Controliad Ecmmr

g) Command Economy | Tad

Ea’:. Market Economy [{:o.p'\{r\_hﬁﬁf- eOmaay (1 mark)

M'r,:‘;-c.apﬂﬂ“ﬂic economy, producers mako their cholces based on

(d) ‘ot forces of damand and supply. Capitaiis! economy works
":Bar price maochanism | e, pricas a_ra_da!armtnnd by frea inteiplay
of domand and supply forces. A capilalist economy is also known as

=)zarkel Economy’.

(1 mark)

[ 4.930 | m [solved Scanner cA Foundation Paper - 4A (New Syllabus) |

|6} Undar a froo economy, prices are:
v (a) Regulated
{t) Determined lhrough free interplay of demand and supply
{c) Partty reguiatod .
(d) MNono of those
Anawer:

(b} Under treo economy (capitalist economy) prices are determined by
prico or market machanism i 0. thera i3 no authority to detorming
pricas but they aro dacided by lorces of demand and supply

[7}-Which of tho lollowing lalls under micro pconomics?

{a) National income

(b) Gonaral price lovel

(1 mark)

(c) Factor pricing
{d) Hatlgnal saving and investment (1 mark)
Answer: .
(c) Micro economics studies economic behavior of Individual
units. Pricing ol every lactor is micro concepl. k

i[8F In a lrea markel economy, when consumers incroase thelr purchase of
a goods and the level ol axcecds ____ lhen prices tond to rise ;
(a) domand, supply
{b) supply, demand
{¢) prices, demand
(d) prolits, supply
Answer:

(1 mark)

(a) In a markot (capitalist) economy pricas are dotorminaed by markat
forcos of demand and supply. When demand of goods incroases,
the supply romaining the same, the prices ol goods risos,
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[91 Under Inductive mathod, the logic proceeds from :

- (a) Genaeral to particulars
(c) Both (a) and (b) (1 mark)
Answer:

(b) Under inductive method, conclusions are drawn of the basis of

collaction and analysis of facts relevant to the inquiry. The logic

proceeds from particular to general, The generalizations are based
on observalion of individual examples. .
[10] According to Robbins, ‘means' are:

(b) Particular to general
(d) None

(a) Scarcg {b) Unlimited
(c) Undefined (d) Al of thesa (1 mark)
Answer:

{a) Robbins in his scarcity dafinition explains that there are unlimited

ends (wants) and limited means (resources). Resources are limited
in nature and have alternative uses.

J 2008 - JUuNE

_——

[11] Economics is the study of :

(a) How soclety manages its unlimited resources ’ .
(b) How to reduce our wants until we are satisfied :

(c) How sociely manages its scarce resources "
(d) How to fully satisfy our unlimited wants,

Answer:

(c) Society has scarce resources and unlimited wants. Economicsisthe

study of how lo manage the scarce resources to fulfill the unlimited

ends. Economics deals with how 1o make optimum utilization of
SCarce resources.

(1 mark)

— . AA (New Syllaby, \ :
[ [Chapter = 1] Nature and Scopa of Economics |m | 4.831 | [ 4.932 | m [Solued Scanmer CA Foundation Paper - 2 i

Mixed aconomy means :
\/[121'(3) Co-existance of small and large industries o ecoRD
(b) Promoting both agriculture and Industries in the & my
c) Co-existence of rich and poor
Ed; Co-existence of public and private sectors - (1 mary
Answer: _
(d) Mixed economy s characterized by lha_praaence of both 1;:11\:;;9 and
public sector: Under this economy pricas are determin th by
planning authority and market forces. * .

2008 - DECEMBER

‘EBJWI/-'O dafines Economics In terms of Dynamic Growth and Development}

(a) Robbins (b) Paul A Samusalson
(c) Adam Smith (d) Nope

(1 mark

Answer:

(b) Economicsinterms of Dynamic Growth and Development was given
by Paul A. Samuslson. Who states that “Economics is the study o
how men and society choose, with or withou! the use of money lg
enjoy scarce productive resources which could have alternative
uses, to produce various commodities over lime and to distribute

them for consumption now and in the fulure of amongst various
people and groups of society.

/
[14] A Free Market economy solves its Central Problems through
(a) planning authority (b) market mechanism

(c) both (d) none (1 mark)
Answer:

(b) A free market economy also known as a capitalist economy has ns
central planning autherity to decide what, how and for whom 1
produce. Such an economy uses the impersonal force ol the markel

demand and supply or the price mechanism to solve its centra
problems,

L

U
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115) Normative as

I 2009 - JuNE )

poct ol Economics is given by :

(b) Robbins
(d) Samuelson - (1 mark)

(a) Marshall

(¢) Adam Smith
Anawor:

(a) EOrmTIm aspact Ia concarnod with wallare propositions. Such
spect of economics Is prescriptive In nature and describes ‘whal
should be the thing'. Example, the question like what should be the
lovel ol national income, how the frults ol national product be

distributed amoeng peopla. In such an aspect of cconomics as given
~ by 'Alfred Marshall'. pess ’

[16} Which ona Is not the characlaristic of capitalistic uconor;\y?

(a) Profit motivo {b) Income Inequality :
(c) Free amployment (d) Collective ownership (1 mark)
Answor: . :

(d) The characteristic of collective ownership does not belong to
capitalistic aconomy. The charactaristic of collective ownership is
that of soclalistic economy where the entire control is of the
Govemment.

[47] Mixed economy means

rd

(a) All economic decislons are taken by antral Authority

(b) All economic decisions are taken by private enlreprenours

(c) Economic decisions are partly taken by the' state and parnly by
private entrepreneurs .

(d) None of these (1 mark)

Answer: ) ;
(c) Mixed economy is characterised by presence ol bolh private and

public enterprise. 1n this economy, tho government as well as private
enterprises oxist and hence economic decisions’ara lzken both by
govemment and private enlerprises.

2009 - DECEMBER

y}«dapila'lisﬁc Economy U303 as principal means of allocating

\ 10S0UICas.
(a) demand (b) supply .
{c) price {(d) all of tho above (1 mark)
© Answer:
Same as Answer 3

L[}D]’Economjc Problem arises when :

(a) Wants are unlimited

(b) Resources are limited

(¢) Alternative uses of resources

(d) Allol the above . (1 mark)

Answer:

(d) Economic problem arises when wants are unlimited, resources are
limited and resources have alternative uses. Thesereasons give rise
1o basic economic problems of “what to produce”, "How to produce”
and “For whom 1o produce®.

2010 - JUNE

l_zp]ﬂicro aeconomics is also known as

(a) public economics. (b) price limory.
(c) income theory. ‘ (d) demand theory. - (1 mark)
Answer:

b) Micro Economics is also known as Price Theory. (Sell Explanatory).

\ [21] A developed economy uses technique in production.
{a) labour intensive. (b) capital intensive.
(c) home-based. (d) traditional. (1 mark)

Answor: 1
(b) Developed Economles have more of technology so they use capital

intensive techniques In production to have minimum cost of
production. N
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I
\ I'L_’E',] Which ono is tho foature of Marshall's dolinition?
' (a) Limited ends.

(b) Scaice means.

{c) Study of wealth as well as study of man.

(d) Study of allocation of resources.

(1 mark)
Answer:

(¢) Alfred Marshall gave the definition of science of matarial well-being.

It is on one side study of wealth and on other and mora Important
sida study of man.

2010 - DECEMBER

[23] Which one in the following is not correct :
(a) There are limitod wants
(b) Means are scarce
(c) Resources have alternative uses
(d) Economics is scienca.
Answer: :
(a) According to two fundamental facts, human beings have unlimited
; wanls and the means ol salislying the wants are scarce.
(24) Micro Economics Is coricerned with;
(a) Consumer Behaviour, {b) Product pricing.
(c) Factor Pricing (d) All of the above.
Answer:
(d) Micro-economics is concerned with:
(i) Product pricing
(i) Consumer behaviour
(iiiy Factor pricing
(iv) Economic conditions of a section of the
(v) Study of firms
(vi) Location of an'lndustry

(1 mark)
(1 mark)

people

L i ¥ AT e e

2011 - June

|

B 1
W gave the positiva aspact of science? i
(a) Alfred Marshall (b) A.C.Pigou
(c) Adam Smith . (d) Robbins. (1 mark)
Answaor:
(d) A positive or pure science analyses cause and effect relationship
between variables but it does not pass value judgments. This

positive aspect of science was emphasized by Professor Robbins,
Mixed economy means :

(2) Coexistence of both private and public sector .

(b) Coexislence of poor and rich people

(c) Bath (a) and (b)

(d) None.

Answer:

(a) Mixed economy is an economy which includes the best features of
both controlled economy and market economy. The most important
feature of mixed economy is the co-axistence of both private and
public enterprises. -

\9’] Which of these is a part of micro economics?
. (a) Factor pricing (b) Nationa! Income

(c) Balance of payment (d) None.

Answer:

() h_:licm economics is the study of economic behaviour of an Individual,
firmor industry in the national economy. Itis the study of a particular
-:Jnit. Faclor pricing relates to pricing of individual factor and hence
, 18 asubject ol micro economics.
[%3] Which of these is an example of macro economics :
\/" (a) Problem of unemployment in India
(b) Rising price level in the country
(e} Increase in disparities of income
(d) All of above.

e

(1 ma_rk)

(1 mark)
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Answer:

(d) :: macro economics we study the economic behaviour of large
ggregales such as overall conditions of economy, total production
elc. Therefore, all thesae are a subject of macro economics.
—_—— X

2011 - DECEMBER

[29] In a capitalist sconomy the allocation of resources is performed by:

(a) Producers (b) Government

(c) Pianners (d) Price mechanism

Answer:

(d) A capitalistic economy has no central planning authority to decide
what, how and for whom to produce. Thus, the allocation of
resouréos is parformed by the marke! forces of demand and supply
known as price mechanism. .

[SGfWhlch of Ihe lollowing statements Is incarrect?,

e (a) Alfrod marshall propagatad the wealth definition of Economics
{b) L. Robbins introduced the “Scarcity” definition of Economics
(c} Samuelson emphasised upon the “growth* aspect of Economics

(1 mark)

(d) A.C Pigou believed In *wollare” aspect of Economics (1 mark)

Answer:

() Thio 'wealth’ definition of Ecanomics was given by Adam Smith and
JB Say:

“An Inquiry Into the nature and causes of the wealth of the
ations” — Adam Smith. .
" »Science which deals with woalth™ — JB Say.

43 q tuate in .
‘ IngGualities of Income do not parpetual
fo‘{ﬂ]‘{:)uqsonlalisn‘i (b) mixed economy
' {c) capitalism

(d) nono
Answer:

(a) A relative
aconomy.
equally, thus the

(1 mark)
oquality of income is an importanl feature af socialistic

basic causes of inequalities are removed.

Educational and other facililles are enjoyed more or less’

2012 - JUNE l

[32}¥hich of the following are the features of a mixed economy?
L (a) Planned economy

(b) Dual system of pricing exists

(c) Balanced regional development .

(d) All of the above. .

Answer: :

(d) An economy which incorporates the features of both capitalist and
socialist economies is called a mixed economy. It has the following
features — ’

(a) Mixed economy is a planned economy I.e. hera the governmant
has a clear and definite economic plan.

(b) In mixed economy the prices are determined both by price
mechanism and central planning authority. Hence dual system
of pricing exist. '

" {c) Therais a balanced regional development in a mixed economy
as the public sector enterprises will be set up in backward areas
for balanced davelopment. :

Hance, the answer will be all of these.

Mmali\m Economics Is based on: .

(a) Ethical Considerations (b) Facis and Generalisation

(c) Whatig? (d) Al of the above. (1 mark)

Answer: .

(a) Normative economics Is concerned with welfare propositions. It
states “what should be the things.” It does not deal with facts but
involves value judgmenis. The ethical aspect of economics is
normalive economics. For e.g. — What should be the wage rate
level? This is a normative statement. .

Dual system of pricing exist in:

(a) Free market economy -

(¢) Mixed economy

{1 mark)

(b) Socialistic economy

(d) None of the above (1 mark)
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Answer:

(c) Mixed economy is a type of economy which combines the featuras
of both capitalistic and soclalistic economy. In this economy, dual
system of pricing exist i.e. prices of essential commodities are
determined by the governmen! while of others is fixed by price
mechanism (by interaction of demand and supply)

. [35] In Inductive method, logic proceeds from:;

(b) Parlicular to General
{d} None of these.

(a) General to Particutar
(c) Both (a) and (b)
Answer:

(b) Under inductive method, conclusions are drawn on the basis of
collection and analysis of facts relevanl to the enquiry. Here Lhe logic
proceeds from particular to general. This means generalizations are
made based on facls collecled.

136] In a capitalist economy, allocation of resources is done hy

(a) Producers (b) Government

{c) Planners (d) Price mechanism

Answer:

(d) Ina capitalist aconomy there is no government intervention, In this
economy the resources are allocated based on the demand of the
consumers. Producers will produce those goods which are in
demand without thinking about the public welfare. Hence, this
economy is guidad by price machanism.

(1 mark)

" (a) Laissez laire

! 2012 - DECEMBER I

137} A Capitalist Economy follows the policy of :-
(b) Ragulated markels

(d) None ol tho above, {1 mark)

(c) Promoting public sector

Answer:
(a) Ona of the quiding principles ol capr!al[sllc economy is that the

economic systam should be free from government Intervention
and be driven by market forces. Laissez lalre means allow to pass.
Thus, capitalistic aconomy lollows the policy of laissoz — faire.

(1 mark) -

&
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}‘fconomics is the sclence ol choice making' it implies:-
(a) No choice is to be made

{(b) Choice 1o be made between alternative uses

(c) Choice 1o be made batween means and ends

(d) None of the above.

Answer: 3
{b) Robbins gave the lollowing definition of economics —
“Economics is the science which sludies human behaviour asa
relationship balwaen ends and scarca means which have alternative
uses”.
Thus, economics Is a sciance of choice which is 1o be made
twaen alternalive uses.

(1 mark)

[39],Ahich of the following is a paft of the subject matter of macro

economics?

(a) Study of firms

(b) Aggregate prolils of a firm

{c) Market demand for a preduct

(d) Nat national produc:!

Answer:

(d) In macro economics, we sludy the economic behaviour of 1arga
aggregates such as overall conditions of economy, total productiort
ele. Oul of the options given, only NNP siudies the national income
which is related with the entire economy,

(1 mark)

[40] A capitalist economy is by and large

(a) aclosed economy

(b) afree markel economy

(c) acenlrally controlled economy

(d) an economy in which a government neither collects any taxes nor
incurs any expendituro. (1 mark)

Answaer:

(b) A capilalist econcmy also known as free market economy has no
central planning authority 10 decide what, how and for whom 1o
produce. Such an economy uses the impersonal force of the markal
demand and supply or 1ha prico mechanism to solve its centra!
problems.
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[41] Deductive and Inductive methods are complimentary to each ather. Itis:
L " () Absolutely corract (b) Absolutely incorrect

(c) Partlally incorrect (d) None of the above.

Answer:

(a) Deduclive und Inductive methods are not mutually exclusive and are
used slde by side in any scientific inquiry. Conciusions drawn from
the deductive mathod of reasoning are veriied by inductive method
of obsarving concrate facts ol life. Thus, it can be said that
Daocductive and induclive methods are complementary to oach other

- is absolulely correct. .
[42} A freo markol economy’s driving lorce is:
| (a) Prafit motive”
,?{* (b) Wellare of tho people :
} {c) Rising.incoma nnd levels of living
|

(1 mark)

i

{d) None of the above. (1 mark)

Answer: .

(a) Free markot economy or capltalist economy is in which all the
means ol preduction aro ownad and conlrolled by private individuals
for profit. Thus, profit motlve is the driving force ol a free market
economy.

[43] *Economics is neutral between ends®, The statement Is given by:
" (a) L.Robbins  fg¢ & (b) Mrs. Joan
(c) Alfred Marshall £pey (d) A.C. Pigon.

Answer: .
(a) According to Prof, Lionel Robbins "economics is neulra! between

ends." Ends rafer to wants. Human wants are unlimited. Whon one

wan! is salisfied, other wants crop up.
[44] A system ol economy in which all the means of production are owned
and conlrolled by the private individuals for the purpose of prolit, Is

called:

(1 mark)

[4
j{n} Socialislic economics

[47

[Chapter = 1] Nature and Scope of Economics |m [ 4.841 | [(2342_| m [solued Scamner CA Fou
om (b) Capitalist Economy
Sai- JuNs ”"gﬁﬁ%‘?;my 4 (d) Allof the above. (1 mark)
Answer:

i in which all the means of

Capitalistic is an economic systrm in ' Y ;
i pro?!ud:'on are owned and controlled by private individuals for profit.
The gavernment do not interfare in the management of _oconomic

aflairs under this system.

2013 - DECEMBER

[45] Where does price mechanism exists? )
V,(a} Capitalist Economy (b) Socialist Economy
{c) Both type of economies (d) None of the above. (1 mark)

Answer: '

(a) A capitalistic economy has no central planning authority to decide
what, haw and for whom lo produce. This economy uses the
impersonal forces of the market demand and supply or price
mechanism to solve its central problems.

Economics which is concerned with wellare propositions Is called

(b) Capitalistic economics

{c) Positive economics (d) Normative economics (1 mark)

Answer: .

- (d) Normative aspects is concerned with wellare propositions. It
involves value judgemenlts. It is prescriptive in nature and describes
‘what should be thasthings'. For eg. what should be the level of
national income, what should be the wago rate.

Thus Normalive economlics is the correct oplion.
which among the following systems the ‘right 1o property’ exists

(a) Mixed economy

(b) Capitalist economy

(c) Socialist economy

(d) Traditional economy N (1 mark)
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Answer:

(b) Capltalism is an economic system in which all the means ol
production are owned and controlled by private individuals for profit,
The right of private property means that productive faclors such as

The owners of

Iika.

Thus option (B) is comrect.
[48] Positive science only explains

these factors are free to use them in the manner they

(a) What is? (b) What ought to be?
(c) What is ight or wrong (d) None of the above. (1 mark)
Answer: :

(=) A positive or pure science analyses causes and ellect relationship
between variables bult it does not pass value judgoment. It slates
what Is and not whal ought to be

- Thus, option (A) is correct.
148] Socialst Economy is also known as
“ ——{a) Mixed Economy (b) Planned Economy

(c) Capilalist Economy (d) None of the above.

Answer: d

(d) A mixed economy is a planned economy in which the government
has a clear and definite economy plan. )
Socialist economy is also known as centrally planned economy
because there Is central authority lo set and accomplish
socio-economic goals.

Thus, correct oplion is none of the above.

(1 mark)

2014 - June

[50] Who has defined economics as "Science which deals with wealth™ ?
"« (a) Adam Smith (b) Canon )

_ _(c) J.B. Say (d) A.C. Pigou (1 mark)

[[4.944 ] m [solwed Scanner CA Foundalion Paper - 4A (Now Syllabus)]

Answer:
(c) Many classical economists defined economicsinterms ol wealth, JB

Say is one of them. He said Economics is a "Sciance which doals
with wealth.”

s

land, factories, machinery, mines etc are under private ownership. ‘_.{51] Which of the lollowing is not a fealure of a capitalist economy?

(a) Right to private praoperty X
(b) Restrictions on consuners Right to choose
(c) Prolit motive
(d) Freedom of anterprise
Answer:
{b) The features of a capitalist economy are:
{1) The right of privata property.
(2) Freedom of enlerprise.
{3} Freedom 1o choice by the consumers.
(4} Profit molive.
{5) Competition.
{6) Inequalities ol incoma.
Hence, restrictlons on consumers righttochoose lsnotafeature
of a capilalistic economy.

(1 mark)

L/[52]4he_v term *Mixed Economy” denotes:

{a) Co-existence of both consumars and producers good's industries In
the economy. .
(b) Co-oxistence of both private and public sectors in the economy.
(c) Co-existence of both rural and urban sectors in the economy.
(d) Co-existence of both large and small Industries in tha aconomy.
(1 mark)
Answer: . : '
(b) The term "Mixed Econamy” denotes co-existence of both private
E public sectors in the economy. In fact, in a mixed economy,
there are three sactors of industries:
{a) Private sector
(b) Public sector
{c) Combined sector.
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nction of an enlrepranour Isto ___
(b) bear the sense of responsibility
{d) earn prolit (1 mark)

[E;],Tﬁo most important fu
v (a) innovate

(c) linance

Answer:

(a) Entreplrenaur is one of tha factor of production. He is the one who
co-or_dmata with othor lactors like land, labour, capital etc. Varlous
functions of entrepreneur are decision-making, managerial function,
organizational functions elc. while the most important function of an
entrepreneur is lo innovala.

[54] Under Induclive method logic praceeds Irom:

I,/ (a) Generalto particular (b) Positiva to normative
(c) Normative to posilive (d) Particular to general
Answer: _
(d) Under Induclive Melhod Conclusions are drawn on the basis of

callection and analysis of facts relevant to the enquiry. The logic in
this case proceeds from the particular to general.

(1 mark)

2015 - JUNE

' [55)The meaning of lime element in Econcmics is:

1._/ {a) Calendar lime

(b) Clock time . )
(c) Oparational time in which supply adjusts with the market demand
(d) None of tho above. (1 mark)

Answer: ) ) .
(c) Operational time in which supply adjusts with the marke! demand.

\_EE}'.C{iirv:anls of an individual are not of:

® [Solved Scanner CA Foundation Paper - 44 (Hev/ Syllabus) |

(a) Equal importance (b) Immediate imponance

(c) Fixed imporlance (d) Allcltheabove. - (1 mark)
- Answer:
(a) Allwantsof individuals are not ol equal Importance as all cannot be
fullilled.

57) is another nama ol production possibility curve.
{ _~T1a) Indillerence Curve (b) IS_O-P_rocl!um C_u_rve
(c) Transformation Curve (d) Diminishing Utility Cur\m{1 : |
Answer: .
(c) PPC also known as Production Possibility Curve, Production
Possibilily Boundary, Transformation Line/Curve.

2015 - DECEMBER

MO is the author of “The Nature and causes of waalth of Nation™?
{a) Karl Marx (b) Adam Smith
(c) JB Say (d) A C Pigou.
Answer:
(b) Science of wealth:
Although the activity of acquiring and increasing material wealth is
as old as civilisation, a disciplined study o! the wealth producing
aclivities commanced about 235 years back (in 1776) when Adam
Smith, the father of Economics, published “The Nature and Causes
of wealth of Nations™,
'[;)] Micro economics does not study
(a) Consumer behaviour
(b) Factor pricing
(c) General price lavel
(d) Firms equilibrium.

(1 mark)

"~ (1 mark)
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Answer: Answer: '

(c) Micro Economics is the study- of particular lirms, particular (d) A movement of point inside PPF to on the PPF indicates the actual
households, individual price, wage income, individual industries and growth in an economy and wherover thore is a decroase in
particular commodities. unemployment it shows that an ecpnomy is making progress
We mainly study the lollowing: towards growth by oplimizing ils full resources.

() Product Pricing
(i) Consumar Behaviour :
(i) Factor Pricing : 52015 - JUNE 1
(iv) Economic conditions of a section of the people ; ]
(v) Study ol firms |62} Micro Economics is the study of:
(vi) Location of industry _/ {2) Individual parts of the economy
|EQ)] Find oul the correct statement {b) The economy as a whole
' (a) Higher the prices, lower the quality demanded of a product area . (c) Choice making @
normative slatement (d) Development of the economy. (1 mark)
(b} Micro and macro-economics are interdependent Answer:
() In a capitalist economy, the economic problems are soived by (a) The term micro economics is derived from the Greek word mikros,
planning commission . meaning “small". In micro economics we sludy the economic’
(d) In deductive method logic proceeds from particular to the general.

behaviour of an individual, firm cr industry. In the national economy.

(1 mark)_ Itis thus a study of a particular unil rather than all the units combined.
Answer:

(b} Micro and Macro Economics are interdependent on each other

; ; | 2016 - DECEMB l
because they both play a vital and in most cases they play a | e R
complementary rcle Ex. National income cannot grow unless the ’

.
production in individual firms and faclories rises. _/183) According to
~L161) Which of the following illustrate a decrease in unamployment using the

"Economics is a Science which deals with woalth™.
ich of (a) Walker {b) Fairchild -
PPF? G (c) Adam Smith (d) J.B. Say (1 mark)
{2) A movemen! down along the PPF Answer:
() A rightward shift of the PPF d) According 10 J. B. Is a sci ] -
. {c) A movement from a point on the-PPF 1o a point inside the PPF () wealtn™. 9104, B. Say ‘Emnomlc_s 18, f,08Ca Which deaks with
{d) Amovement from 2 point inside the PPF 10 a point on the PPF.

[64] Freedom of choice is the advantage of
(1mark) /' (a) Socialism (b) Capitalism '
(c) Mixed Economy (d) Communism {1 mark)
Answer: ’

(b) Freadom of choices is the advantage of capitalism.
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[65] Definition of economics
» Jollowing aspect. Indicat
" (a) Scarce means

(c) Alternative uses

given by Robbins does not deal with ono of the
e that aspect.

(b) Limited ends

(d) Economics Is a science (1 mark)

Answer:
b) Definiti o .
® Gnd:I:: ?notlhemnqm;!;s given by Rabbins does not deal with limited
y i the definition. He deals with unlimited ends, L{;‘?

66] An economi ; 1
[66] omic system in which all means of production are owned and

L contro_r!ed by private individuals for prolit is called:
Ez}} E{;xe_l:;l Fconomy (b) Socialist Economy
apitalist Economy (d) Developed Economy (1 mark)
Answer:

(c) Capitalist economy is a system of ecoromy in which all means of
production are owned and controlled by private individuals for profit.

2017 - JuNE

[671 'n which of the following methods conclusions are drawn on the basis of
~~ collection and analysis of facts?

(@) Deductive method (b) Scientific method
{c) Inductive method . (d) Experimentalmethod. (1 mark)
Answer:

() Inductive Method: Under this method conclusions are drawn onthe
basis of collection and analysis of facts relevant to the inquiry. The
logic in this case proceeds from the paricular to general. The
generalizations are based on observation of individual examples.

Thus, option (c) is correct.

_b,;' [68] Which Economic System is described by Schumpeter as ‘capitalism in .
M& oxygen tent’? Coh‘t\ of men €O l'\URES'm. h_CkL
| (a) Laissez- Faire Economy  (b) Command Economy |C Y0y el

(c) Mixed Economy (d) Agrarian Economy. . (1 mark)

Answer:

(c) Mixed economy is described by Schumpeter as "Capitalism in the

* oxygen tent". According to him it is only a trick of the capitalists o
cheat the working class by offering them some temporary
advantages like social security, upliftment of the depressed casses

etc. Thus, option c is correct.

roduction Possibility Curve (PPC) is also known as:
{a) Indifference Curve (b) Supply Curve
{c) Transtormation Curve (d) Demand Curve. (1 mark)
Answer:

(c) Production-possibility curve is also known as transi_urmation curve.
Itis a graph that shows the ditferent rates of production of two _gopds
that an individual or group can efficiently produce with limited

productive resources.

[70)-The Central problem in every economic society is:
[ (a) To ensure-a minimum leve! of income for every individual.

{b) To allocata scarce resources in such a manner that socielias
unlimited wan's are satisfied in the besl possible manner,

{c} To ensura that production occurs in the most efficient manner.

(d) To provide job lo every job seeker. (1 mark)

Answer:

(b) Every economic system, be it capitalist, socialist or mixed, has to
deal with this central problem of scarcity of resources relative to
wanis for them. The central economic problem is further divided into
four basic economic problems.

These are:

(i) What o produce

(i) How to produce

(i) For whom to produce

What pravisions (If any) are to be made for economic growth?
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[71] Socialist Economy was propounded by:
V' (a) Karl Marx {b) Samuelson

(c) A.C.Pigou (d) Adam Smith (1 mark)
Answar:
/ (8) Karl marx gave the theory of socialist economy
[72] Concept ol Business Economics was given by:
v/ (a) Joel Dean (b) Alfred Marshall
{c) Adam Smith (d) L. Robbins (1 mark)
Answer:

.(3) Concept of Business economics was given by Joel Dean.
([78] *Features of the book wealth of nations™

{a) It was the first book user on economies

(b) It was created in 1776 -

(c) It was alsa known as ‘wealth of nations'

(d) All of the above.

Answer:

(d) Adam Smith was the father of Economics. He wrote the book ‘'the
Nature and causes of Weallh of Nalions' in 1776. This book was
also known as "Wealth of Nations'. He defined economics at ‘An

' inquiry cuts the nature and causes of wealth of nations’
[74] In India Mixed Econorny exists duo to:
b (a) coexistence of public sector and private sector

(b) individual farces of demand and supply

(¢) orders by government ,

(d) None of these, -

Answer:

{a) There are three types of economy. These are:
(a) Capitalist economy (private enterprises)
(b) Socialist economy (govarned by government)
(c) Mixed economy (public and private enterprises)
Mixed economy means where a co-relation or co-existencs of public
and private seclor. ’ -

(1 mark)

(1 mark)

\ _J?S/],Whiéh economic system Is described by Schumpeter as capitalism in the

" (b) Command Economy

&9

[77] Under inductive method logic proceeds from:
\_~"(a) General o particular

oxygenient?
(a) Laissez-faire Economy

{c) Mixed Economy
(d) Agrarian Economy
Answer: o
(c) Mixed Economy is described by Schumpler as ca;?nahsrn in oxygen
text’. According to him il is only a lrick of capitalism to cheat l_ha
working class by offering them some temporary advantages like
- social security, upliftment of depressed classes elc.
r’&apitallslfc Economy user as principal means of allocating
resources:
(a) doemand
{b) supply
-(c) price
(d) all of the above.
Answer:
(c) Price is principal means of allocating resources in capitalist while it
is not in socialist economy. Price Mechanism Is a characterist is ol
, capitalist economy, :

(1 mark)

(1 rmark)

(b) Positive to narrative

(c) Normative lo positive

(d) Parlicular to general )

Answer: )

(d) Inductive Method is a method which is based on facts and in this
method logic proceeds from particular to general. While deductive
rne_lhod based on assumptions and in this logic proceeds from
general to particular.

(1 mark)
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_[78] Human wants are

Answer: _ _ e
(b) Business economy Involves theory of business with business
practices. (application of theory)

’ ich i i in Economics?
in response to satisfy their wanls? I.‘)&E‘I'Whlch is not included i

¥ (a) Unlimited . (a) Famiy Structure
(b) Limited ' (b) Managerial Economics
(c) Scarce (c) Micro Economics
(d) Mulliple (1 mark) (d) Macro Economics (1 mark)
Answer: . Answer:

(a) 'Hi{mgn beings have unlimited wants and to means to satisfy thesa
unlimited wants are relatively scarce’ form the subject matter of

(a) Family structure in no sense eflects economics therefore it is not

included in economics.
I/Business Economics involves the elements of.

_Economics. ‘._[}q
[79] Pfica Machanism is the main feature of which economy?
~ (a) Capitalistic Economy
(b) Mixed Economy
(c) Socialist Economy

(a) Micro Environment

{b) Macro Environment
(c) Baoth (a) and (b)

(d) None of the above
Answer:

: (1 mark)
(1 mark)

(d) Allof the above (¢) Business economics involves economy as a whole and therefore
Answer: ; . . elements of macro economics and micro ‘economics’ ara included
(a) Capitalism is sell regulating and works automatically through price 1 _
methanism. Mch economy market and government both play on imporiant role?
[80] Business Economics is also knowr as? (a) Mixed economy
- (a) Applied Economics - (b) Socialistic economy
(b) Managerial Economics (c) Capitalistic economy
c) Micro Economics (d) Business economy 1 mark
© (tmak)  Answer: (1 mark)

(d) All of the above

Answer: ; .
(b) Business economics also referred lo as managerial economics,

generally refers to the Integration of economic theory with business

raclice. . o
\[ﬂ[ﬁéﬁ;ess economy involves theoiy of Business economics with .
(a) Normative Economics

(b) Business practices - )
{c) Micro Economics

n 1 mark
(d) Macro Economics ( )

(a) The m.ixed economic system depends on market and gouts for
allocation of resources. Infact every economy in the real world
makes use of both market and gouts and therefore is mixed

. onomy in its natura.
85Which factor is included in business Economics?

(a) Business Economics is an art
(b) Interdisciplinary in pature
(c) Normative in nature

(d) All ot the above (1 mark)
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Answer:
{d) Factor of busingss economics are
1. Itis scionce
2. ltIs normative in nature
3. Itis Inter disciplinary In nature
4. ltis pragmatic in approach,
Therelore answer will be all ol the above.

(B8] Which out of these are the feature of capitalism?

(i) Prolit motive

(i) Human weltare

(iii) Work through price meachanism

(a) () and (ii)

() (ii) and (i) .

(c) (i) and (ii))

(d) Al of these.

Answer:

(€) Feature of capitalist economy
1. Prolit motive
2. Work through price mechanism
3. High degree of Operative efficiency
Therefore, human welfare is not a feature of capitalist economy.,

(1' mark)

o
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Unit 1: Law of Demand and Elasticlly of Demand
Demand and Law of Demand

Desire to ; )

o pcs oo ks e
; ime is knovm as Demand.

Demand per commadity reters to amount of the commodily which consumers

are willing and able to purchase N .
al
time. a particular price in a particular pariod of

Types of Demand: _

1. Individual and Market Demand:
The quantity of a commodity that an individual consumer is willing to
purchase at given price during given period of time Is known as
Individual demand.
T_olal quantity of commaodity that all the consumers are willing to buy al
given price during a given period of time.

2. Ex-ante and Ex-post Demand:
Ex-ante demand refers 1o the amouni of goods the consumers
wantiwilling/planned to buy during a particular time period.

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

donsumers aclually purchased during a specitied period.
Ex-ante demand can be less, more or equal to ex-post demand.

3. Joint Demand:
It refers to the demand for two or mare goods which are used jointly or
demanded together.
Example: Car and petrol, pen and ink, mobile and Sim card.

4. Derived Demand: -
The demand for a commodity that arises because of the demand for
some other commodity.
Example: Steel, bricks and Cements are derived from the houses or
other buildings. All the factors of production are derived demand.

.~

w Sylisbus) |

Demand: .
% gﬁ:;::"fzr goods that have multiple uses is called mutllplg or
composite demand.
Example: Eleclricity and Milk.
Eactors affecting Demand
1. Price of the commodily:
When the price of the commodi
whenthe price of the commodity
and demand are inversely rela
price demand.

P 1lIncreases

ty increase the demand decreases and
decreasesthe demand increases. Price
ted. This type of demand is known as

D | Decreases

P | Decreases D 1 Increases

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

Related goods can be classitied into two goods.
1. (a) Complimentary goods (b) Substitute goods

» |Goods that are used logether to Goods which satisty same
satisly a given want. type of demand and can be
used in place of one anothar.
eg: tea and coffee, cake and
pepsl. )
There is direct relationship
between demand for product
and price of its subslitute.

eg: car and petrol, gas and
gas stove.

» |There is an inverse relationship
between demand lor a good and
a price of ils component.

A
. -
D 5

)

Prico of prtrod
Price o coffea

Y
Y

Derrand for Car

Scanned by CamScanner



[ [Chapter = 2] Theory of Demand and Supply | [ 4.959 |

3. Consumers taste and Preference: :

Taste and preference depend on social custom habits of thé people,
fashion and the general lifestyle of the people etc. of lasle and
preference are strong for the product demand increases and.it taste and
preferences are weak and unfavourable for the product demand
decreases. ' .

4. Consumer Expectation regarding price in future
If consumer expects increase in price in future demand increases in
presenl. Il consumer expacts decrease in the price in fulure demand
decreases in present.

§. Consumer credit facllity

I credit facilily 1o consumers are available, demand increases. If credit

facility to consumers are not available, demand decreases.

Ex: Our leans are easily available in India that's why there ar@ so many

cars in India.

Income of the consumer

The relation bolween income of the consumer and demand can be

understood taking three types of commoditias.

(a) Normal goods: There are those goods the demand for which
increase with Increase in income of the consumer and decrease with
decrease in income.

Example: Fumnilure, Television and clothes.

(b) Inferlor goads: These are those goods the demand for which falls
withincrease inincome of the consumer and usas with the decreasa
in income of the consumer, there is a inverse relationship between
the income of the consumer and demand for inferior goods.
Example: Maize and Bajara

(c) Inexpensive goods of necessities: These are those goods the
demand for which increase in income upto a certain level and
therealler remains constant irrespective of the level of the increase.

This funclional relationship between demand and income is
known as income demand.
Example: Salt and Match box

6.

#

[[4.960 | m [solved Scanner CA Foundation Paper - 4A (New Syllabus)]

Factors affecting Market demand .

7. Slze and Composition of population
The population, size of a country datermines the number of consumers

and increase in the size of population the demand for commodity will
increase.

Composilion of populationrefers to the various aspects of population
like number of childrens, adults, males, females etc. of the number of
teenagers increases the demand for those goods that teenagers tends
to buy. .
Example: Jeans, cricket bat will tends to increase.

8. Government Policy: If Governmant increases indiract taxes, leads to
increase in price as a result demand decroase, z
It government incurred more expandilure on the construction of

roads, bridges etc. The demand for the goods needed for construction
will increase. :

Distribution of Income:

Case |; .
.Ifincome is distributed evenly there will be more demgnd for essential
goods. : . .

Case ll:

It income is distributed unevenly then these will be more demand on
luxury goods. A -

Demand Funetion '
The funclional relationship between the demand fora product and Iis factors
is known as damand function.

Law of Demand . =
It states that other things remaining constant, the quantity demanded of the

- commodity increases when its price fali and decreases when its price rises.

' Law of Demand explains the inverse retationship belween price and
quantity demanded.
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~ Assumption of Law of Demand
z:j:::z g; {Ic:lmed goads arg kept constan
8 commodity are k . :
opl constant,
Consumers taste and preference arg kept constant ”

Consumer's expeciali
clation regardi g
n
Consumer credit facility. ‘N3 price in tuture are kept constant.

Income of the consumer are kept constant.

Size and composition af
: Population are kept
Government Policies are kep! constant, i

Distribution of Income aro kept constant.

DONDO LN~

Exceptlon to the Law of Demand:
1. Arlicles of Smob appeal (Conspicuous Consumptlion)
The Law of Dem:_'md does not apply to the commodilies which servars
as status symbol increases social prestige all are a source of dlépiay and
nc.hness. example. Rich women would like to buy diamond at higher
price to show their richness.
2. Giffen goods: .
(i) Giffen good are those inferior goods an which consumers spands a
. large part of his income.
(i) Demand for which falls with the-{all in their prices.
“Example: Maize and Jawar.
(c) Expectations regarding fulure price: |
« |f prica of commodity is rising loday and it is likely to'rise mcre In
future then people demand more even at their existing higher price
and store it up. .
«  Similarly, when the consumer anlicipale a large fail in the price of
the commodity in Tuture, they which posipone their purchase even

if price falls today.

(d) Quality price relationship: ‘ . .
Somatime consumers lake price as a index of quality in such case

more of the goods may be demanded at a higher price. This is
known as Veblon effect. :

Example: Like Lux Premium, thore is not much diiforanct_a in Fux
Premium and Lux Internalional but a very huge ditference in Price.
Bul people will think that Lux International is more good asithasa
higher price.
(e) Change In fashion; ’ .
Whan a commodity goos out of lashlon, consumer will not demand even
when ils price is reduce.
() Emergency: =
Law of Demand may not hold good during emergencies like wars,
famines, drought, etc.

(g) Habitual goods: .
Il tha price of habitual goods increases, demand does not decreasa.

Example: Cigarettes, Wines.

Demand Schedule . )
It is a tabular stalement that shows diflerent quantities of commodilies

demanded al different prices during a given period.

Itis of two types:-

(a) Individual demand schedule: .
It is the table which shows various quanlities of the commodities
demanded at different pricas by a household/single consumer during a
givan period, .

(b) Market demand schedule:

It is the tablo which shows various quantities of the commodities
demanded al dilferant prices by all the household in a market during a
given period. ’
Individual demand schedule:

Prica Quantity demanded by Mr. A
10 5
20 4
30 3
40 2
50 1
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Market Demand Curve:

Quantity l '

ion
Itis a graphical representauo

Prico Quantity Quantity | Total consumers in a market.
Demanded by Demanded by Demandad by lavel by all the A )
Mr. A Mr.B Mr.C 73D Market Domad Quve -

[ 10 | 8 7 6 23 6 -

[ 20 ] 7 6 5 18 571 ;
30 6 2 3 13 4 - ' *
40 | 3 2 1 5 | g5

[ s0 ] 2 1 1 4 | 24

Demand Curve ) 1. o

Itis a graphical represantation of different qQuanlitly demandad at ui{forenf " »

prica level. . ' s o 3 1 2 2

1. Individual Demand Curve:: Quantity Donpndad
Graphicalrepresentation of different quantity demanded at ditferent price by M. AM. B&IW.C

level by a single censumer,

difterent quantity damanded at difforgy

E

. . N -4A N \ ;
M canner CA Oundnhon aper e I |
l 4.964 I. solped S . F Pap [ }-
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Reasons for Negatively Sloping
1. Income Effect:

in tho changa in the price of
Purchasing powar and ¢

"BETTER OFF
* On the ohe

lhe uniis ol a g

" Achange in demand on accaun of change in real incoms ras

*  When the price of tha commodit

dacrease and C(H".SUI'T‘“T red

mmodiy

: & s It PR ]
’ ponmedity gives g, Satistg ¢ Overy additional unt ¢
* Margina; Uity fajle wilh & slaciion,

Demand Curve

. y il
the commedity is known as incomo ',
Yy IAlls which results in increes!,

Onsumoey can buy more and consumet#

&N increase in pricy purchasing pr;
1925 the demand an feol "WOFISE':F%
l..
|3

Imal utility states that with an ins i

"I"'""MSG 'N consumption.

Scanned by CamScanner



[ 4.966_] m [ﬂma scanner CA Foundation Paper - 4A (New Syllabus}J
nd Curve and Shift In

[Chaplor = 2] Thoo =
%v of Demand and Supply |® [ 4.965 |

* A consumer i ;
: will maximis P i
equilibrium condition isg his satisfaction whan MU, = Prica lLa.

« I soller wants 1 m price of the
< 0 s | 3 i
Sy soll more he has to reduce the f1
3. Substilution affoct:

* Thoe substitulion q alalive pric 1
S effoct is a change | i ices 0 | ‘
i  in substitule

good has on the quality demandoc ikiipe erbett

Difference between Movement along the Demn

Demand Curve.
Movemant along the Domand
Curve

Wheon tho amountdemandad ol
a commodity changes as a
result of changa in ils own prico
and faclors remains conslant it

Shilt in Demand Curve

Whon tho amount demandad of a
commodily changes because ol
change In all factors other than the
own price of the commodily Is

«  Whentl d
the Price of the commaodily falis and prices of the substitute

remains unchanged it b i

_ ] ecomes relalivaly i

its substitute, o B

oéia::l::t:n.srlxlquancu_ demand for a commodity will incranse.

c plo: I the prico of tea falls and the price of coffee remains

;’amo then duman_d for tea increases then consumer will shilt there
emand from tea incroases then consumer will shift thero demand

from coliea to toa.

[ Price effoct_| = [Incomoe sffect | + [ Substitutior: effact |

Incrense In number of consumer’s

Whan the price ol the commodily falle the number of consumers
increases and which increases Ihe dumand for the commodity.

It happen becouse at a very high price only tew people can afford lo
buy thal commodity and when the price talls peoole with less incomo
will also be ablo to purchase that commodily, .

is known as movement alorg
the demand curvo.

known as shill in demand.

2. |1t is also known as change in
quantity darmnandned.

It is also known as change in
demand.

3. | Itis of two lypes.
(a) Extension of Demand

(b) Contraction of Domand

?Z‘A g

P
Pl

a}‘

D

It Is of two lypes.
(a) Increase in demand
(b) Decroase in demand

Jk D Dn
“ \

2o

.Q’//’.f

4 2

L.
r

Q O ¢
Ouantty derrmndod

5. Several uses of a commodity
Whan the prica of such commodities. eg: elaclricity and milk aro very

high, they will be use tor mare Imporiant purposes only,

G aQ 9
Quantity dermandad

And thera alter small quantity will be in demand but when the price
(all these commoditias will ha put te less important uses alco Inading

to an increasas in damand.
Example: Eloctricity will be usad mainly for lightming purpose if price

is high and if electricity will be used lor cooking and other purposes
also when its price talls

Diflerence between Extenslion of Demanri and Increase In Domand

Extansion of Demand |

Increase in Demanrd

1. [It relers to rise in quantity
cemanded of a good as a resul!
of fall in ils price.

It refers to the situation when|
consumer buy a larger amount of
commodity at the same price due to
change in other factors.
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2. |Price of the commodily|Other factors changes and price of
cecreases and other factors are |the commodity remains constant.
constant.

A Y ]
= D D \D
z N g £ \ N
A}
P "N Pl— x
P, = x .
\D'
S D S
g oo —>| o Q q, X
Quantty domandad Querety .

3. |Theme s 5 dowmward movernent

ja'ong the demard curve.

There is a rightward shilt in demand
curve.

Difterence between contraction of Demand and Decrease in Demand

Contracton of Demand

Cecrease in Demand

it refers 0

a fall n quanlity

demanaded of a good as a result
of risa in its price.

It refers to a situation whem a
consumer buy a smalier amount of
the commodity at the same point due
lo change in other factors.

2. |Progotthe commadty ncreases
2nQ othar tactors are conslant.

Otrer factor changas and price of tho
commodity remains same.

| A
; g R Cortracton of
~
= \ Derrerded
; AN
\n
R >

Q,
Quxrty Demenced

YJL D| D
\ Cecrease
g " in Derrand
=] \ .
Lo \\
b
\ D
DI
0 Q, o
Quxtity daredad

Elasticity of Demand

Meaning of Elaslicity of Demand . |
Itrefors to a dagree of responsivanaess of quantity demanded of a commodity
to a change in any of its detarminants.
Three main types of elasticities are:

1. Price elasticity

2. Income elasticity

3. Gross elasticily

{(a) Price Elasticity: .
It refers to degree of responsiveness of a quantity demanded of a
commodity to a change in price.
Symbalically: .
ep - Percentage change in quantity demanded
Percentage change in price
Degree/Classilication of Prlce elastlclty

1. Perfeclly elaslic demand. ap = =
2. Perfeclly inelastic demand. ep=0
3. Unitary elastic demand. ep=1
4. Greater than one/more elastic demand. ep>1
5. Lessthan onefless elastic demand. ep<t

Perfectly Elaslic Demand

When consumers are prepared lo purchase all that
particular price but nothing at
parallel to x-axis.

they can get af a
all at a slight higher price. Demand curve is
Y3y
8
&

P——n-—rou—_p
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Perfeclly Inolastic Demand: Grenler then One/More Elastic Domand:

i modity exceeds
:Tir::,n;z:n::z dn";"":.“dud ol a commodity does not respond to change inits  When tho percentage changein qt.:ﬂr}::vp(:icc'f:ﬂ"dﬂd ofacom Y
as . n -
paralled lo y-axis, ‘el of domand is equals to’ zero. Domand curve is  or more than percentage chango
YA o : A
D
[+ LI
i D
r! . ™~
o — '

= 4
A

Qunnwry Damariad

Unilary Elastic Demand: -
When the percontago chango in price of commodity causes an equivalent .. PAsTYEAR QUESTIONS AND ANSWERS

parcontage change in quantity demand. The demand curve is Rectangular —

hyperbola.

2018 - May

YA )

P ep=1 LL}}"HEgh priced goods consumed by status seeking rich people to salisfy

: : their need for conspicuous goods” is: o
FI 80\1 N (\(a] Veblen ellect (b) Bandﬂagon affect

VY {c) Snob effect (d) Demonstration effect (1 mark)
g ond. Answer:

. . ‘ Tl.%“{:(u) Veblen elfect was given t'Jy veblen. Hence, this is called veblen

ey >y elfecl, also known as prestige goads effect. Related to conspicuous

consumption. Veblen effect takes place as some consumers
. measure the utility by its price i.e. if price rises they think it has got
.o more utility s0, it is used by rich people 1o satiety their need.
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‘o MO~ IO

(a) elasticity at pointA=~,atB=>1,atC=1,alD=<l1andatE=0

"(b) elasticity at A=0, atB=<1,a1C=1,atD=>1andatE =0

(c) elasticityatA=0,atB>1,atC=1,atD=<1andalE=0 -
(d) Ncne of these. (1 mark)
Answer:

(a)

(a) When change of demand is greater than price change thén e > 1

(b} When change ol demand is less than price change thane < 1

(c) When change of demand is same as change of price then it is e =1

{d) When these is no change in demand as change in price thene =0

(e) When price is change slightly but demand change at high lhen itis
g=w

. {a) Indifference curve

%

Here, C shaws e = 1 by which we can prove lhat

C-‘sB:‘l-'AaB:m,B:}O » 1

D-re<1,E=»e=0

. [# Cardinal approach is related to: . N
(b) Equi marginal utility
(c) Law of diminishing returns  (d) Mone of these.

Answer:

(b) Marginal utility !hecry is given by Alired Marshall and he assume the
Marginal utility theory is related cardinal approach which means we
can measure ulllity in tarms of money and “Money is measuring rod
of ulility’ said by Marshall.

[4]" An Increase in demand can rasult from: -

(a) A decline in the market price

(b). An increase in income

(c) A reduction in the price of substitutes

(d) Anincrease in the price of complements.

Answer: .

(b) Price and Demand are inversely related as price rises. Demand falls
and vice-versa butincome and demand are directly related. As rise
in income increase the quantily demanded and fall in income
decrease the quantity dermanded.

(1 mark]

(1 mark)

. @zCross elasticity of perfect substitutes is

(a) Zero (b) Negative
{c) One (d) Infinity (1 mark)
Answer: !

(d) Whenthere ara perfectly substitutes available the cross elasticity of
these perfectly substitutes leads to infinity as rise in price of one
good will cause rise in demand of its substilutes Ex: If tea's price
rise the coffee’s demand rise as thesa both are perfectly substitutes.
Cross elasticity of complementary goods leads to zero.

[6] Supply is a concepl.

(a) flow

(b) stock

(c} tlow and stock, bolh

(d) qualitative

(1 mark)
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Answer:

(2) Surply rolors 1g »
sto . .
wWiling and ublo .«:“:.m“;l? oL@ good or sorvico that consumors are
atlow concem n; ll urehasn during n Grvon poriod of vmo. Supply is
day, por weel W-‘htu-mh]y Suppliod is o much por unit of Hme per

! AT PR .

YOur Itis rogulary going on supply means not

10 50'd bul also thesa which are in slock

. Only those Voo wingh
Crwat iype of oooas 5
S90S does domand falh with a 1se in ncome lovels of

households?

(@ Infonor goods
(&) Luneonos
Answer:

(L) Substiutes
(d) Nocositios (1 mark)
a) Infonor ;
: no‘o:)\ Q.CTQ‘J'“ are typo of goous which are not of goods quality and
O WIM D consuma them but circumstances lorco to one o
consume thom It ircome fises of households than demand for

tor .
‘nenar goods go down or elasticly lor those goods becemos
negatve,

1 AVhich econemist said that manay is the measuring rod of utility?

(a AC Prgeu‘ (b) Marshall
{2) Acam Smith (d) Robbins (1 mark)
Answer:

() Margnalutility theory is given by Altred Marshall and he assume the
Margnal utinty theory is related cardinal approach which means we
can measure tinty in terms of money and "Monoy is measuring rod
of Ltlty’ said by Marshall.

Clastcly between hwo points:

{a) pont elasticity

1) Cross elasticty

Answer:

(B) Wnen price elastaltyistobe found betwaen two prices or tao poin's
on 1he demand curve then o is not possitia to know that what price
and quantly shouxd be taken as basa. So, we use Arc elasticity
method 1o know base price and quantity.

(b) Arcolastcity*

(o) Nena., (% mark)

e
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] Inditforonco curvo Is L shapod then two goords will bo:
(a) Porloct substitute goods
() Substituto Goods
() Portect comgilornontary foods
{d) Complomontary goods
Answar:
‘.}pl"wrmn two goods aro perfect complementary goods lo.g. pru.nmr
and canridga), the Indittarenco curve will consist oltwo srrqght lmcf:s
with a right angle botwaen thom which is convex 1o the origin. or in
alhar words, it will bo L shapad. g

ho concept of consumor's surplus is darived lrom;

{0} The law of diminishing marginal utility.

(b) The law af oqual-rarginal ulility

(c) Tha law of diminishing returns

(J) Engel's law

Answor:

(n) Consumer surplus Is a surplus which a consumer would ba wiling
to pay rathor then go without a thing over that which he actually
doas pay. Consumaer surplus is given by Marshall and it s derived
frem = what a consumer is willing to pay - what he actually pays.

Whan supply curve shifts 1o the right thera is: :

{a) anincrease (b) expansion

{¢) contraction (d) decrease

Answer:

(a) When lhe supply curve shifl to the right due 1o change in one or
more lactors other than commodity own's price. Wa say that there

is increasa in supply and when supply curve shiit 1o lelt we say that
there is decrease in supply.

g m:lrk}

(1 mark)

(1 mark)

? {13} Short run price is also called by the name of;

. (a) Market price
(b) Showroom price
(e) Maximum retail price

(d) None of these. (1 mark)
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Answer:

(a) Short run price is also known market price and it is dotermine by
central them ol micro economic analysis, hence, micro economic
theory is also called price theory.

(14] When supply price increase in tha short run, the profit of the producer

(a) increases

(c) remains constant

Answer:

(a) Supply and price are directly related as supply increase, price
increase and price decrease, supply decrease. So, increase in
supply-price will increase the prolits of producer.

(b) decreases

{d) decreases marginally (1 mark)

201B - NOVEMBER

»

[¥3] When Price ol a commodity increases what will be the allect on Quantity

damanced?

(a) Increases

{b) Decreases

(c) Nochangs

(d) Mone ¢f lhese

Answer: -

(b) As perthe law of demand, olher things being equal, il the price of a
commeodity falls, the quanlity demanded of it will rise and il the price
of a commodity rises, its quanlity demanded will decline.”

(1 mark)

[16)'Accerding lo law of supply, change in supply is relaled to?

(a) Price of goods

(b) Price of related goods

(c) Faclors of production

(d) None of the above

Answer:

(a) The law of supply can be started as Other things remaining
constant, the quantity of a good ptoduced and offered for sale will
Increase as the price rises.

{1 mark)

S

e

In case of interior goods, with rise of income of consumes, demand of

goodwill?

(a) Increases

(b) Decreases

(c) Nochange

(d) None of the above

Answer:

(b) In General cases, as consumer Incomo rises they will prefer high
qualily goods and therefore, demand for Gillen goods will decrease,

In case of necessaries, consumes surplus is?

(a) Infinite :

(b) Zero

(c) Equals to one

(d) More than ong -

Answar: .

(a) In case of necessaries, the managerial ulilities of the earlier limits
are Infinitely large. In such case the consumer's surplus is always
Infinite.

-(1 mark)

(1 mark)

[19] When price cf a commodily Rises from 200 to ¥ 300 and Quantity

N\

supply increases from 2000 10 5000 units find elasticity of supply?
(a) 3.0 ;

R
(b) 2.5 3902, X LS
(©) 0.3 —op _2bPP
(d) 3.5 it 2 il (1 mark)
Answer:
Ag, p _ 3,000, 200
@) "% 2p ~ 2:000 * 700
=3.0.
[20] From the following data given below answer question 18 and 19-
Units Tu MU 7% ° w0
1 200 2070 e L 09
2 3&% 180
3 480 ao o 4 '
YW= 340 - ¢, <%0
= (00 ! )
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Total utility deriveg from 29 e

(a) 380
(b) 20
c) 100
(d) 280 .
Answer: (1 mark)
(a) TU=¥ mu
therefore, 380
[21] Marginal utility of 3 ynjt j
(2) 200 nitis?
(b) 280
Mel100.,
iidr}!s?voer' - “ rnark)
+/(b) MU=TU,-Tu,. 3 .
- Therelore, = 280, \90 unit
[22}YWhich Equation is corract—
“" (a) MUx _ Px
MUy Py
MUx _ Px
tb) .MT}' > P_y
MUx _ Px
© fauy < By _
MUx , Px-~ 1 K
(d) MUy = Py (1 mark)
Answer: )
(a) The law of utility states that consumer will be in equiibiium when
Mux _ P,
MUy PR

Y ]
[23] The scope of the indillerence curve shows consumer equiiibrium at po'nt

" whero MRS(yy) ;_; (Price line)

4978 |m ISo!ueb scanmer CA Foundation Paper - 4A (New Syllabus) |

&

JZ‘S

(

(a) Less than

(b) More than

{c) Equalto

{d) None of the above
Answer:

. ‘ P,
{c) Consumer will be in equilibrium only when MRS, i3 equal 10 F,

(1 mark)

(price line).

{'Which of the following Is not the property of indilference curve 7

(2) IC is convex 1o the origin _
{b) IC scopes downwards from left to right
(c) Two IC can touch each other

(d) IC cannot touch either of the axis
Answer:

(c) Propertias of Indifference curve are:

(1 mark)

1. Inditlerence curves slope downward to thing

2. Indifference curve are always convex to orgin.

3. Indilference curve can never inlersect each other

4. A highar Indilference curve represant higher level satisfaction
) 5. Indillerence curve will not touch either axes.
| In case of Normal goods, Rise in price leadsto ____ 7

(a) Fallin demand

{b) Rise in domand

{c) Nochange :

(d) ‘nilially rise then ultimately fall

Answer: . ’

(a) In general cases when price of commodilies rise, purchasing power
of customar will fall and therefore demand will fall,

Melhod of demand forecasting does not include?

(a) Mathematical method

(b) Barometric method

(¢} Expert opinlon method

(d) Stalistical method

. (1 mark)

(1 mark)
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Answer:
(a) Method of demand forecasting are:
Survey of buyer's. intentions
Collection opinion method
Expert opinion method
Statistica! melhod
Centrolled experiments .
Barometric method.
Thereiore Mathematical method is not a method of forecastlng

{2!] If price of the commodily increases, what will be the elfect on Quantity

demanded?

(a) Decreases

(b) Increases

(c) Nochange

(d) Cantsay

Answer:

(a) As per the law of demand, other things remaining canstant when
price of commodity tncreases quantity demanded decreases and
vice versa.

[26, An IC shows

(a) !ncreasing

(p) Decreasing

(c} Censtant

(d) Zero

Answrer:

(b) MAS is falling because as the consumar has more and more units
cf focd, he is prepared lo give up less and less units of commodity.

[29] Farecasiing of demand is the An and Science of predicting?

(2) Aciuzl demand of a product 2l same [ulure date

(b} Probable camand in future

(c) Tcta! demand in future

"(d) None of thesa.

PG

(1 mz_nrk}

MAS between the commodity?

S

(1 mark)

(1 mark)

\

Answrer:

(b) Forecasting in general. refers to knowing or measuring tho status or
nature of an event or variable before it occurs. Forecasting of
demand is the art and science of predicling the p[nbab[e demand lor
a product or a services.

] Addilion made to total utility refers to?.

(a) Total utility

(b} Average ulility

(e) Marginal utility

(d) All of the above.

_Answer: ’
() Marginal ulility is the addition madeo to total utility by the consumption
of an‘additional unit of a commodity.

[31] Elasticity of supply is zero means?

(a) Perfeclly inelastic
(b) Perfectly elastic
(c) Imperfectly elastic
(d) All of the above.
Answser:
(a) Elasticity of supply:
e > 1 - elastic supply
e < 1 = inelastic supply
e = 0 — Perfectly inelastic supply
e = = = Perlectly elastic supply
=1 = Unit elastic
merafo'e elasticity of supply is zero means, itis perfectly inelastic

suppiy.
\ﬁ a3

Af W,
:f.

7o

{1 mark)

(1 mark)
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(2]

V4

(3]

-

(4]

. D
Dernancl_ lora comrnodily refors tg -
(a) Desire for tha CoOmMmaoyit %
(b) Need tgr tha commod-tyy
(c) Ouanlily demundud ol that ¢ "
_\[dj Quanlily of the c o

. Ommodity
Particular perigg ol timg,
Suppose the prica of

personto ¥ 200 per barson. Tha theg
in prices has load 1o a fall in atten

persons 1o 200 Persons. What is h
movie? (Arc claslicily)

demandeqg al a cartain price during any
Movies seen at g theatre rises from ¥ 120 por
Iro manager observod that the rise
dance at a given movie from 300
8 price elasticily of demand lor the

Mg
() 05 o) 08 _. AL '%ﬁb
(c) 1.00 — (d) None of these. E-Q a
In case of an inferior good, the income olasticity of domand s :
(a) Positive (b) Zero
(r) Negalive . (d) Intinita

For what type of goods does demand fall with a rise in income levels
of households?
{2) Inferior goods (b) Substitutes
(c) Luxuries (d) Mecossities .
In case of Inferior goods like bajra, a fall in its price londs 1o :
(a) Make the demand remain constant
(b) Reduce the demand
(¢} “Tncrease the demand
(d) Change the demand In an abnormal way
Movement along the sama demand curve shows:
(a) Expansion of dcm:rinu
(b} Exparsion of supply _
[cj! E\:;;_gngic_}g -and contraction.of do:r;and__z
(d) increase end decrease of daman

L4.981 ] [3982 | m [Salued scamner GA Foundation Papor - 4A (Now Syllabus) |
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7

Tho price of hol-tlegs Incroases by 22% and tho quantity domandadl
lalls by 25% this Indicates that demand for hol dogs is ;

(n) Elaslic (b) Inolastic
““[c) Unitary elastic (d) Porocily olastic
[8] The quanlity domanded daoos not respond 1o prico chango and so the
N olaslicity is : *
(a)_Zero_, {b) Ono
(c) Infinite (d) Noneo

(9] Whatis an Engols curve?

(a) Another namo of demand curvo :
__(b) Curve showing Lioth demand & supply curves )0 dax QQ nd 8 mCGE

(c) Curve namod aller Lord Engel

(d)~AT e
[10] Which tacter generally kaops
- low:

(a) Variaty ol uses for that goods

(b) Its low price
~{c) Close substitutes for that qgoods

(d} High praportion ot the consumer's income spont on it
In case of a straight line dumand curve moating the two axos, the price

the prico-elasticity of demand for 2 goods

(1)

1 elasticity of demand at tho mid-point of the lina veould bo :
(@a) 0 o) 1
(c) 1.5 (d) 2-

[32] An increase in demand can result from:

{a) A decline in tho markat prico

(b)_An incrrase in incoma

(c) A reduction in the price of substitutes
/

(d) Anincrease in the price of complements

\/{ 13] Computs income elasticity I demand increases by 5% andincome by 1%,
la)-5— (b) 155 -
(c) 0 (d) None
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]14] For a commodity with a unitary elastic demand curve if ine price of the

commodity rises, then the consumers lotal expendilure on this

commodily would :

{(a) Increase {b) Dacrease

|[c] Remains constant (d) Either increase or decrease
[15] Whrat is the value of elasnc:‘y ol gemand if the demand for the goods is

parlectly vlastc?

(a) 2 {b) 1

(v) Infinity (d) Lessthan0

[16] Wnit s the original price of a commodity when price elasticity is 0.71
__~ and demand changes lorm 20 units to 15 units and the new price is

" (a) Changeinthe price ¢! commodity

[23] The demand of vihich type of goods do not decrease with increase inp

price
(2) Comlforis (b) Luxury
{c) Necessities (d) Cazpital goods

[24] Increasé in Price from ¥ 4 10 2 6 then decrease in demand from 15 unig

" 10 10 unils. Wnat is the price elasticity. (Foint elzstizyy) |
(2) 0.55. (o) 5
(c) -1.5 (6 2 [

[25) Expansion & contraction of Demand curve 0cours due 10:

(b} Change in price of substitute or complementary goods

1107 [Foim eiastidty! (c) Change inncome
(a) 215.4 (b) 718 () None :
.{cl 120 (0) 28 C.H=z S = }51 Elasticity between two points: :
{17] I the price of any complement goods rises : T (2) Point elasticity (b} Arc elasticity
© (a) Demand cuive shifts to left (i ) 20 (c) Cross elastcity (¢) Hone ]

(b) Demand curve shills to right
(c) Demand curve moves downwards
{d) Demand curve moves upward
[18] Cross emstcity of demand in Monopoly market is :

f

> {z) Elastc (b) Zero 1 p - w By 4
(c) Infate () One t4.911C -3 = S,
[19] Whnat s income clasticity of demand, v&‘nnnccmech:ngn ;2& and

- cemand ¢hanges by 40%
(a) 112 (@) 2 .
() 0.33 (d) Mone M7 = 1434
[20] i demand 1s parallel to x axis, what wil! be the nature cf ele_tury"
i (a) -‘e"-’.-:tn,' clastic (b) Inslastic

i'ar

(¢} Elactc {(d) Highty elastic X Eluy

[21] Gittan Para:or 1s an exception of R
(2) Demana (b) Supply o
(c) Production (d) Utiity

[22]) Law ¢! demand is a

(2) nuanilatve satement
(c) Botn(a) é (b)

(b) qualtative siatement
(d) I-‘ypolhatfca!

{U.-'l) "’7 [’.:,_J

|28

[27] V/nen price remzains constant and quantty cemanded changss, then e |
s elasticty of cemana will be:

(a) Venicallo X aris (b) Horizonizlto X aris |
(c) Einzr(a)or{t) Tdj None T 1
emand of 2 commedity depends upon:
(a8} Price (n) Income
(=) Price of related good [d; Llictthe .;bo-.-c

- 43- o0 ¢ _[28]In casa of substitute goods. CrosS €SIy 5 _ - .‘
vy

{7} negalve
(€} pastve

(9; zere |
(c) naneoftnesa 5

[30] The prices of a commodity ware increased from T 210 2 6. A 2 rest

demand cecrsatec from 15 ueits 1o 10 units. Wnat is the price

elasticity? (Point eizstcty;
la) C.65 (b) 033 |
{d) 1.5 5

|

c) 1.00
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omand for electricity power is elastic because . '

[31) Other things remaini
maining constany, j 1ha price of the infarior goods A38| D
(a) itis available at a very high price.

decrnases lhen wh 1
at wil
(a) Demand increasps Ibe the offect?
{(b] Demand decreases . . (b) itis essential for life.
¢) Quantity demanded i (c) it has many uses .
ed = —==
(d) Quantity demand dn:'cmases - -—(d) it has many substitutes.
(32] Wnen a&‘mﬁmi—ia—f—“ﬁ'— [39) If income of @ person increases by 10% and his demand for goods
U7 Caleulate price olasti it . 1he demand rises from 100 15 units. ~  increases by 30%, income elasticity willbe___.
(a) 1.5 Cily of demand. (Point elasticity) (a) equaltoone. (b) less than one.
—(&) o5 (b) 3.5 ¢ s {c) moro than one. (d) none of these.
el o (d) 2 e oy xS L}gt}] IA case of lixury goods, the income elasticity of demand wilbe___-
. [23] Cross elasticity of perfect substitules is: " ; (a) zero. :
(a)- Zoro (£) Megative (b) negative but greater than one. -
(c) Ona @) lnfinity = -3 (c)_positiva but greatar than one.
. [34) Mnat is Engel's Curve? o7 TNy = ] [d) positive but less than one. _ -
= - a [ straight line demand curve meeting two axis. the prce
(a) Curve showing three demand curve y In case o g _ .
(b) }*ia_-"r!cﬁ aller.E gel o g:stlc:ty cif demand at the point where the curve meats y- axis wou'd
(c) Both (a) and (b) \/ (a) zero. (b) greater than one. '
Vs (d) None : (c) less than ong. (d) infinity.
./ _135] A consumer spends ¥ 80 on purchasing a commodity when ils price is ‘}52] Calculate income elasticity for the household vihen the income of the
3:1:.- 7" 21 per unit and spends T 96 when the price is ¥ 2 per unit. Calculate household increases by 10% and the demand for cars rises by 20%.
W the price elasticity of demand. {17 L - _f(a) +2. (b) -2
W Aa2) 0.2, (b) 0.3 {c) +5. ‘ (d) -5. . '
| oy () 05 wﬁflhub?mmﬁd.ty whose demand is associated with the name of Sir
ho orh i ises from ¢ 120 to T 200, the demand falls Robert Giffen? .
‘95] When 2’10 p”cg 031 g:rdfjogg?c:%:lsﬁ::ig 0? demand. (a) Necessary geod. (b) Luxury good.
Irom 200 to 200. Galeulate PIEE \F o o (c)_Infarior good.. (¢) Ordinary good.
Ea] ;gg Tone ' yﬁﬁ expansion and contraction of demand
c) 5. _— : (a) demand curve remains unchanged.
[37] I the prica is decroased from 11012% E:u;l?cﬁur:;modiw bl:ll the ql-_laﬂllw (b) demand curve changes. |
o sama price ela ¥ (c) slope of the demand curve changes.
b) O : {d) both (a) & (c) above. .
[45) Certain goods for which Quantity demanded decreases when Income

gamandad remains th

(a) 1 (@) none '
= Increases arecalled _______. ,
(b) inferior goods

(a) superior goods
~(d) conspiclous goods

(c) 8 :
™ 1f ! g
(c) preslige goods
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[4€) When prica 1aﬁs by 5% and demand increases by 6%, then elasticity of  [54] If the price elasticity of demand Is zero, the shape of the curve will be:

{ demandis . v (a) Horizontal _ (b)Y Vertical
_(a) elastic (b) inelastic (¢) Sloping downwards “(d) None of these.
“{6) unitaryelastic " (d) zero. [55) It @ 20% fall in price of a commodity brings about a 40% increase in ils
[47] Cross elasticity of complementary goods is : v demand, then the demand for the commodity will be termed as:
o (a) Positive _ (b) Negative (a) Inelastic __(b) Elastic .
{c) Infinity " (d) None of these. (c) Highly elastic “(d) Perfectiy elastic.
148] Demand of i-pod increases from 950 to 980 and income increases from (56} Expansion and contraction in demand are caused by:
- 9,000 tc 9.800. What is income elasticity? 2 rﬁ: 0 {(a) Change in income of buyer
(a) 0.53 _(b) 0.35° 27 = TIYTY (b) Change in taste and preference of buyer
(c) 0.43 (d) None. ! '1 :‘:e"f a r ' (c) Change in price of the  commodity __

[49] Contraction of demand resulls due lo ~—{d) Change in price of related goads. - "
(a) increase in price of goods

i _ b . = [57]A!a1i in price of nom:jal goods leads to:
D) decrease in no. of producers : =AM (@) Shiltin demand curve
(c) decrease in outpul of sellers’ '1 K (b) Fallin demand - .

(d) decrease in price of goods. TR (c) A rise in consumer's real income
(50) Bricks for houses is an example of which kind of demand? *{d) A fallin consumer's real income.

¥, (a) Composite (b) Gompetilive [58] A 10% increase in the price of tea rasulls is an 8% increase In the
(c) Joint (d) Derived. " demand for colfae. Cross elaslicity of demand will be :
[51] Normal goods have______. (a) 0.80 . b) 1.25 .
/" (a) zero income elasticity (b) negative income elasticity (c) 1.50 ' (d) 1.80.

{c) positive income elasticity (d) infinite income elasticity

[59] When the total expenditure incurred by the consumers on a commoddly
152] In which of the following cases the demand for goods tends to be less |~

due to_a change is its price remains the same, then the elasticity o!

-~ elastic? X demand lor that commaodity will be:- .

(2) Good is necessary (a) Zero _{b) One__

(b) Time period is shorler (c) More than one * (d) Lessthanone

(c) Number of close substitutes is less [60] What will be the price elasticity if original price is ¥ 5, original quantity is
{d) Al of the above ~ 8 units and changed price is T 6, changed quantity is 4 units:

{53]Which ot the following elasticity of demand measures a movement along _ (a) 25 . (b) 2.0

the demand curve rather than a shift in the curve? , (€ 1.5 (d 1.0 ]
(a) Income elasticity of demand ) _[61) Original price of a commodity is T 500 and quantity demanded of that s
(b) Price elasticity of demand - 20 kgs. i1 the price rises to ¥ 750 and the quantity demanded reduces
"[c] Substilution el‘as‘icity of demand ) . ? - 10 15 kgs. The price slasticity of demand will be:

(d) None of these. (a) 0.25 ..(b)_0.50

4 . {c) 1.00 (d) 1.50

L
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» [2] The demand for factors of production is —

(a) fundamental demand b i

(c) market demand "'{d} ey
\\:\ [63] Cross elasticity of demand betw o
= (a) Vary high (b) Verylo

(¢} Infinity. (d) Zez N

o {64) What is the elasticity between m

een two perfect substitules will be

[Chapter = 2] Theory of Demand and Supply jm | 4.990 |I solved Scanner CA Foundatlon Paper - 4A (New Svllabusjj_

[70] Generally, whenincoma of consumer incroases, he goes in for S.UFIBI!OT
©  goods,leadingloa fall in demand for inferior goods. It means, income
elasticity of demand,of superior goods.

(a) less than1 {b) unitary
(e) zero T T (d) negative

-

id .)11] if the quantity demanded of X commodity increases by 5% when the
iaht i . id point and u int
straight line continuous demand curve ? pper exramo polnt of &

(a) Inlinite

b) Z
(c) Greaterthan oneg _ i

d
[65]P (d) Less than one

L

What will be lhe price elaslicity of demand ?

rice of Tiffin Eo?( is T 100 perunit and the quantity demanded in market  [72] Which amon
!s 1.25.090 U-"l‘llS. Company increased lhe price o ¥125. Due o this (__~~
increase in price, quantity demanded decreases'to 1,00,000 units.

price of Y commodity increases by 20%, the cross-price elasticity of
demand between X and Y commodity will be:
{a) -0.25

(c) -4.00 (d) 4.00

gst the following is the right formula for calculating price
elasticity of demand using ratio method?
(a) (AQ/AP) x (P/Q

(b) (AP/AQ) x (Q/F)
“~(e) (AQ/AP) X (QIP) (d) (AP/AQ) x (1/P)
(a) 1.25 _ (b) 0.80 (78] Straight ine demand curve at the point of meeting the x-axis will indicate
(c) 1.00 "(d) None of the above. A elasticity coefficient Equal to .
, [65] The price of a commodity decreases from 10 to 8 and the quantity (a) one * (b) infinity
. vemanded of it increases from 25 lo 30 units, then the coelficient of {c) zero. (d) more than one .
price elasticity will be —— Fnest. 20 [Y l‘,-p'i'\'-;\{ ¢ . .7  [74)Changesin the quantity demanded in response 1o changes in the price
(a) 1.00 _(b) -1.00 w7 e v of same commedity is called: L
© 1.5 (d)y 15 il PN {a) change in demand _ (b)_change in quantity demanded
. [67] Which statement is true about ‘“Mﬂ?ﬂ"ﬁ"ﬁ? o -’3 . = (c) income demand ~(0) cross demand
(a) Income rises, demand rises 5
(b) Price rises, demand rises !

(c) Price falls, demand falls
_(d)_Price falls, demand rises . -
_ [68] Which of the following is not 2 determinant of demand ?
b= (a) Consumer's iastes and prelergnc:es
_ (b) Quality supplied of a commodity

(c) Income of the consumers

(d) Price of related goods -
[69) A demand curve paraliel to the Y-axis implies:

(a) Ep=0__ (b) Ep=1

c) Ep<1 (d) Ep>1

] [75] Other things being equal, a fall in the price of the complementary
N goodwill cause the )

/ of the other to rise.
(a) price (b) supply :
pﬁﬁ(% demand . (d) utility
rizontal demand curve parallel to X-axis shows that the elast
|5 demand is: ' ol
' (a) zero

(b) equalto unity
9 greater @) infint.
[f }'!ﬂ _d:cr:;::e;;nce ::éa commodity increases from¥ 8o ? 9, its demand
- o, by 10%. The price elasticity of demand for the commodity
(a) 08
(© 1.0

Pt (c) greater than unity

(b) 0.9 .
(d) 1.1 5
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(78] Which ono of the foliowing is correct about the price elasticity ofdemand  [85) A perfectly inelastic supply curve will ba:

of of a commodity? " (a) Parallel to X axis (b) Parallel to Y axis
{a) 1t romains same under all situations (c) Downward sloping ~(d) None of these .
{b) It has sevoral degrees/nature /las] I the supply of a commodity is perfectly elastic, an Increase in demand
1 {c) Itremains unallected by the prico of any othar commodity ~will result in; ,

—{d) Itis an immeasurable concept.
[79] Tho supply of a good refers 1o :
(@) Actual production of goods
(b) Total stock of goods

(a) Decrease In both price and quantity at equilibrium

(b) Increase in bolh price and quantity at equilibrium ‘

{c) Increaso in_equilibriurn quantity, equilibrium_price remalning
S TR _quantity, equison b |

~——""constant —
(c) Stock available for salo ‘ : (d) Increase in equilibrium price, equilibrium quantity remaining
(d)- Amount of goods olfered for sale at a particular price per unil of constant .
" time (87] When change in the quantity supplied Is proportionate to the change
_[80) Increaso or Docrease In Supply means: ~~ ‘inthe price, tha producer is said to have - ’
<" (a) Shiltin Supply curve i (a) perfoctly elastic supply  (b) relatively clastic supply
(b) Movemont along semo supply curve ) (c) unitary clastic supply _ (d) periectly inelastic supply
(c) Bo'h (a) and (b) . (88] ~Expansion in supply refers to a situation when the producers are
(d) Neither (a) ar (b) | villing to supply a:
I181] It supply curve is Partaclly Inelastic, the supply curve Is: (a) Larger quantity of the commodily at an incieased price . .
(4) Verical (b) Horizontal ~(b) Largerquantityof the commodity due to increased taxation on that
, {e) Upward sloping - (d) Downward sloping commaodity
)62] When supply price increase in the short run, the profit of the preducer (c) Larger quantity of the commodity at the same price
. (d) Larger quantity of the commodity at the decreased price
_ (a) Increases (b) decroases [89] When supply Is perlactly inolastic, elaslicity of supply is equalto:
(c) temains constant (d) docreasos marginally A (@) +1 (b) o,
,[113] A change in the supply of a commodity along with same supply curva {c) .1 () Infi

. (d) Infinity )

[90] I there is an improvement in the technology, :
(a) the supply curve shifts 1o the left

(b)_the supply curve shifls to the right

(c) quantity supplied increase

(d) Both (b) and (c)

[91] I the price of apples risaes from ¥ 30 per Kg 1o ¥ 40 per Kg and the

may occur due to:
(2)_Change in the price of tHe commodily
Changa in the prices of rolated goods -

{c) Change in the futura expaclations about the price of the goods l
{d) Change in the cost of inputs

[B4] Whatis tho elasticity of supply, when price changes from T 1510 ¢ 12
. and supply change from 6 units 1o 5 units? 4

- L supply increases from 240 Kg to 300 Kg. Elasticity of su ly Is :
! (a) 0.77 © (b) 0.87 (a) 0.75 (b) 0.5$ ke
; (c) 0.833 . {d) 058 - " (c) 0067 (@ 007740 x.«_?‘_f_
= “t "
= = 2 _ Ly
A o 2y
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* (c) Its slock available for sale
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A horizontal supply cu ings about a 10% fall in quantity supplied, in
Tt nva paraliol to the quantity axi i It @ 20% fall In prico brings about X

L.as:_ln ty of supply is heiguantyy a¥s inglesthailne 1 .00] sucha ca;;s alasticity of supply will bo equal to:

ta) Zorn b) Infinite 7 () 20 b).{

(€} =gqualtoone eyt

d) Greaterthan zerobutloss than one (@) 1.0 : (@ 1.5 i
Supply refers to Wi " ) . ; - _the supply of a commodity is 10,000 kg par
period of time: Y SuPpliod ata particular prica for a parteular [101] :szpr‘i:: l?\fr::uiss:?r: :g prico mpp 30 per kg, increases tho supply
(a) True (b) False . of the commodity to 12,000 kg per week. The elasticily of supply will 1
(€) Partly true (d) Neno ba: . ~-DOo00O- X--S“S*‘fr"
Increase or decrease in supply means: (@) 0.75 _(b)_100 - :3}.' MO, > P
{a} Change in supply due to change in its own price (c) 1.50 (d) 1.75 N o =
() Change in supply due to change in factors othar than its own price (102] Short run price Is also called by the namo of _“==__. . ' 4
(c) Both of above - - ' (_~-- (a) markel prica— (b} showroom price
(d) MNone of above “(¢) maximum retail price (d) none of these. .
VWren Supply Curve shiftsto the right therois__-_____inSupply.  [103] If & 20% fall in the price brings about a 10% fall in the quantity
(a) anincrease (b) expansion ¢ supplied, then the elasticity of supply will ba equal to:
(c) contraction (d) cecrease. ; (a) 2.0 _(b 0.5 '
} Elasticity of supply is delined as responsiveness of quantity supplied {c) 1.0 (d 1.5
cfagocdlochangein_____ . [104] Eiasticity of supply is greater than one whon:
(a) price of concerned good. _{b) price of substitute good " " (a) Proportionate change in price is ‘more than the propcrtionate
{c) demand {d) none. ' SR

change in quaniily supplied
The supply of the commaoadity implies? (b) Proportionata change in_quantity supplied is more_than the
(a) Total Output during a specilied pericd .~ preportionata change in price
(b) 1ts total stock y : {c) Charige in price and guantily supplied are equal
(¢) Aiiof tha above
JlOSJ Supply refors 10 which of the following?
- (a) Total stock of the goods

(b} Stock of the goods available for sale

(&) Wls Quanlity Olfered lor salo at a particular piice p2r unt: of time
Supply of a commodity is a : .

(a) stoch concep!

(b) fiow concept

tock ora i X - _(c) Quantity of a good ollered for salo a1 a particular price
~(¢) both stock and flovs concep reta ke

(d) Quantity of a good actually sold,
{d) whole sale concep! ) [106] After redching saluration point consumption of additional units of
The price of mangoes Increases from ¥ 30 per kilogrem lo ¥ 40 per ~“  commodity causes
kilogram and the supply increases from 240 kilograms the 300

as {a) Tolal utility to fall and marginal utility to increase
kilograms. What will be the elaslicity of supply for mangoes? (b). Total and marginal utility bath to increase
(a) —0.67 (b) +0.67

y o 1Y __{c)_Total utility %o fall and marginal ulility to become negative
[c') -077 .'if_l_)‘j_wﬂ.ff?- "'_ QC" e '3 0 (d) Total utility to become negalive and marginal utlliiﬁgt%'ﬁn_‘ :
=0T -o 'ﬁguo’
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[107] Ela ticity of supply is greater than ono when ' [114) When the price of tha commeodity increases frem ¥ 200 per uni lo
(a) Proportionate changa in price is greater than tho proportionate = 2 250 per unit and consequantly tha quanlity supplied rigas from 1004
change in quantity suppliad units to 1100 units. What will ba the coa'ficient of elasticity of suppty?
(b). Proporlionate change in ‘quantity supplind Is more than the (a) 4.0 (b) 0.4
~  proportionate change in price . {e) 5.0 “(dy o5 i
(c) Changa In price and quantity supplied are equal s [115] The Supply Curve shills to the right becausa ebi, _ I
(d) All of the above. ¥ (a)* Improved technology N, —
; [108] As tne price of a commodity incroases, nermally, its supply: “(b) Increased price of lactors of production  ——Z" V&0
L (a) Decreases (b) Remains unchanged {c) Increasad excise duty S P
(c) Increases_ (d) Cannol be determined. {d) Al of the above.
[109] If equilibrium is present in a market then it can ba said that: {118) The supply ol a good refors to
L (a) Tha price of the product will tend to rise LA (a) Stock available for sale
(b) Cuantity demandead equals quantity supplied __ (b) Toial stock in the warehouse
~“(e)” Cuantity demanded exceeds quantity supplied {c} Actual production of the gootis
(d) Quannty supplied exceeds quantily demanded. (d) Quantily of the gnod offered. ler salo ala parucular price par urd
(110} Supplyisa_'_____concept. .~ “oftime. ~ CEE— T e
S (@) How (b) stock 2
(c) flow and stock, bo!h (d) qualitalive ! ANSWER I
[111] Elasticity of supply is measured by dividing the percentage change in
¥ quantity supplied of a goad by:
{a) Percentage change in incorme 1 ]2 [®]3 | |4 ([@]|5 ][] 6|
(b) Pnrcn_n!agu_changa in price .7 (2) B {(a) g9 by | 10 | (b) 11 {b) 12 | (b)
~{c)” Percentaga change in quantity demanded of goods
(d) Percentage change in taste preferonces. 13 | (@ |14 1 () | 15 | (@ | 16 | (a) [ 17 | (&) | 18 | (B)
[112] Increase in supply denotes a shifl in the supply curve 1o the right. If 15 | (b) {20 | (&) | 21 |(a) [22 (b)) |23 | (c) | 24 | ()
. thare is an increase in supply without change in demand, equilibrium
prico will _ and lhe quantity demanded will go up. 25 [ (a) | 26 | (b) } 27 | (D) | 28 | (d) | 22 [ (¢} [ 30 | {a)
(@) tall- (b) remain constant 31 | (d) |32 | (a) | 33 | (0} | 384 | (c) | 35 [ (c) | 36 | (b}
Tc) increase . (d) pecomes zero.
_[113] Which among the fallowing is not a determinant of supply? 37 | () | 38 | () | 39 | (c) (40 | (c) [ 41 { (d) | 42 | (3
(a) Price of the commodity concerned 43 [ (c) (44 | (d) | 45 ((b) | 46 | (a) | 47 | (b) | 48 | {b)
{b) Prices ol tha factors of production r -
(c) State of lechnology used in the production process - 49 | (@) | 50 | (d) | 51 |(c) |52 |(d)|53][(b)]|54]1b)
{d} Customs and the trad: hons inthe socmty S5 | (b) [ 56 ! (c) | 57 {(c) | 58 |[(a) | 59 | (b) | GO | {a)

—
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H PAST YEAR QUESTIONS AND ANSWERS

2007 - FEBRUARY

%5 - NOVEMDER

(1) .. shows Ihe overall oulput gencrated at o given lavol of input:

{n) Cost lunction

{b) Production function

(t) 1SO cost

(¢) Marginal rale of technical substitulion

Answer:

(b) Production funclion states the rolationship betwaen inputs and
outpuls genorated.

[2] W LAC curve falls as output oxpands, thisisdueto ___
‘" (a) law o! diminishing returns (b} economics of scale

(c) law of variablo proportion  (d) dis-economics of scale (1 mark)

Answer: '

(b} Inthe long run, when output expands lotal cost first increases, then
becomes conslant and finally decreases.
When output expands, and cost curve lalls il is tho first stage of

raturns to scale which occurs due to economics of scale.

A

{1 mark):

[4]-Tho marginal preduct curve Is above lhe averaga product curva whan

tho avorage product is:
(a) Increasing
{c) Constant

Answier: .
, (a) Marginal product and average product are so related that when

. avaerage product increases, MP increasas at a fastor ralo and culs
AP at its Maximum and when AP falls MP falls as a faster rate. So
the marginal product curve Is above average product curve when AP

is increasing.

{b) Decreasing

(d) Mona (1 mark)

¥
N"‘ X
0 -~
Amount of w
Variable Faclor

) -/[‘31- Isaguants are equal to: .

(a) Product Lines JE] Increas ng returns to scale can be oxplained in tarms of:

(1) Total utiity lines

(c) Costlines

(d) Revenue lines

Answer: :

(a) An consist ¢f altemative combinations of inpul to produce a given
quantity of output and producl lines are lines representing various
combinations of factors of production to produce a given oulput.

(1 mark)

(3) extemal and¥rternzl esonoinies

{v) External and intarnal dis economias

{c) External oconamics and intarnal dis economies

{d) All ot these

Answer:

(8) Increasing relumns to scale i.o. When oulput increasas more than the
increase in inpul. 1t occurs due 1o external and internal economics.

(1 mark)
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‘/rq/ Anisoquantis __ 154 . :
(a) convex an ISQ cost line at equilibrium point:
(c) tangent (o) concave .
~ Answer: (d) perpendicular (1 mark)

{c) An iso cost is tan
defines the Bquilib%?unnt-ll:gzméau ost Ling. This paint of tangency
an unalternable point 7% 8 lirn. A ighes ieadlant shiows
resources. Henco an | and a lower one shows under utilized
2 oquilibrium position, T o 90 costine as tangent s the
_ /fﬁ At the point of inflexion; the marginal product Is;
' (a) Increasing (b) Decreasing.’
(c) Maximum (d) Nepative
Answer:
(c) Paint of inflexion is a point In the ftirst stage of law of variable
proportion i.e: When MP becomes maximum. At this point the slope

(1 mark)

ol TP changes.
1L
- TP- =
m_&..
o w "
Amount of Variable Facior

118

7 ' [Chapter = il -
3.1
1Theory of Frqdu:llon |m[4.1001] [4.1002 |m |Sa{veb Scanner CA Foundation Paper - 4A {(Now Syllabus) l

.

[8)#Diminishing marginal retums implies:
\/ Ia) Decreasing average variable costs
(b) Decraasing marginal costs -
(c) Increasing marginal costs
(d) Decredsing average fixed costs
Answer: . -
(c) Keeping other things constan!l when marginal costincreases with a

considerable increase in variable factors, the marginal product
declines. This is the second stage of law of variable proporiicn or the

stage of diminishing returns.

(1 mark)

2007 - AUGUST

Il the marginal product of labour is helow the averaga producl of labour.
1t must be trua that:

(a} Marginal product of labour is negalive
{b) Marginal product of labour Is zero

(c) Average product of labour is falling

(d) Average product of labour is negative
‘Answer:

{c) SameasAns. 4 _

(1 rna;'k}

2007 - NOVEMBER

[10] Law: of variable proportion is valid when:

- (a) Only one input is fixed and all other inputs are kept variable
(b) All factors are kep! constant )
(c) Allinputs are varied in the same proportion
(d) None of'these i
Answer: '
(8) Law of variable propertion occurs in short run, Short run is a period

datined when only ona input is fixed and all ather inputs are kept

(1 mark)

variable.
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is called:

(a) Marginal Ravenue
(¢) Aveorage Revenue
Answer;
(8) Marginal revenug may be defined as an addition made to the total

revenue by selling one more unit of g commodily. Nt is the
incremental change in total revenue,
MR.,.=TR, - TA.,.,

! 2008 - FEBRUARY ‘,

[12] Inzteasainail input leading to less than Proportionalincrease in output
is called : ' T

(a) increasing retums to scale

(b} Oecreacing returns to scalg

(c) eonstant returns to scala )

{d) both increasing and decreasing retumns to scale

Answer:

(b) Dscreasing retumns to scale is the stage when the increase in
Quipwt is less than the increase in input, this occurs due internal
and exiernal diseconomies.

[13] Consier the foliowing combinations of inputs and outputs:

(b) Marginal Change

(d) Average Change (1 mark)

(1 mark)

This produstion technology satisfies
Latmyr Capital Output

5 10 1

5 12 2

7 14 3

8 16 4

e 18 5

10 20 6

oundatlon Paper - 4A (New § "“"ki

F
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[11] Changeintolalrevenue dus to incremental change in quantity supplied’

(a) Increasing returns to sc:;f:a
{(b) Diminishing returns to s

1 I ollow easing relumsigg..
o i initi following by decreasing o
{d)- Increasing retumsinitially, h b

g?sl:atr;e given production technology the Increase in ingus |

i tput,
onate to the increase in ou
prop&g; anincrease of every 1 unit of labour and 2 units of cay,
the output increases by-1 unit.
Hegce, it is the case of constant returns to scale as both fyy
and variable factors are changing (all factors are variable),

2008 - June

]

L-’I”} During II™ stage of law of Oiminishing returns: -

[15] Consider th
o

() MPand TP is maximum
(c) AP [s negative
Answer:

(b) During the second stage of Law of Diminishing Returns (.e.l
of Variable Proportion) both MP and AP arg decreasing beca:s

atthis stage the oplimum combination betwean fixed and vari
factors have bean attained i i

starts decreasing. At this s
diminishing rate j.g. MP ang
following table:

(b) MP and Ap are decreasing
(d) TP is negative (1 max

Labour
n u Total Output Marginal Product
1 100
i ¥ 100
3 240 [ go
Q
o~
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What is th , .
(a) 80 © total output, when 2 labour are employed? Marginal cost Is the addition made to the total cost by production
(c) 180 (b) 100 of an additional unit of output: . éOO 2200
o ' (d) 200 {1 mark) Additional Cost ;2400
(c) ercn 1 unit of labour s emplayed TP = 100, MP = 100 when 2nd Additional quantity produced = 20 units - 10 units
unit of labour is employed MP = g0 | s MP = =10 unils
product is B0, . = 8. addition made to total mG : _1
Total product when 2 | - o 2 ,
OR abours are employed is 100 + 80 = 180. _ 0 pEcs TEC
MP, =TP, - T.P,, : (1 si Average Fixed Cost =220 - Q
80 =TP, - 100. - +/  Quantity Produced = 10 unils : 20 = Jlic.‘
TP2 = 80+100 =180. . What will be the Average Fixed Cost of 20" unit? E =Y g
~ [16] Who has given the concept of Innovalive Entrepranaurship? * (@) T 10 (b) ¥ 20 ) W
|7 (a) Robbins (b) Adam Smﬂ?-l P (c) 25- @ None  fif" ¢ = 200 (1 mark)
(c) Schumpeter - (d) Sweezy (1 mark) Answer: o O
Answer: . . (a) Average lixed cost (AFC) Is the total fixed cost divided by the
(c) The concept of Innovative Entrepreneursnip was given by ’ number of units produced i.e. AFC = ——=
Schumpeter. o

T Where Q s the number of units produced

' i TFC ' =T 20 x 10 units
2008 - DECEMBER =200
: Q =10 units

-

: AFC = 200
[17] AT 10units  Total Cost— . 7200 20
'/,, 20 units  Total Cost— Y600 . . : ' . =%10
Lo Marginal Cost =7 Since AFC steadily falls as output increases hence for 20th unit AFC
(a) 50 . (b) 40 : _isT10. - _
(c) 30 @ 400 (1 mark) L[/1‘3]"':’1.'hal is Production In Economics:
Answer: {a) Creation / Addition of Utility
(b) Given Original total cost =T200 (b) Production of food grains
Original quantity produced =10 unils (¢} Creation of servicas
New total cost =T 600 (d) Manufacturing of goods : (1 mark)

New quanlity preduced ' = 20 units
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Answer:

() In Ecenomics, by producticn we mean the process by which man

utilizes or converts the resources of nature, working upon them so

&s lo make tnem satisfy human wants. The salislying powver of

goods and services is called utility. Hence we can conclude that,

production can also be defined as creation or addition of utility.
{20] Extemal Economies of Scale are obtained by:

) (a) afirm (b) a group of firm -
(c) Small Production (d) Society (1 mark)
Answer:

(b) External Economics of scale accrue to firms as a result of
expansion in the output of whole industry and they are not
dependant on the output level of individual firms. Thay ara external
in the sanse they accrue to firms not becausa of their internal
situation but frem outside i.e. expansion of the industry.

' ! 2008 - JunE ] _ )

/-[211 it a firm's output is zero, then:
(a) AFC will be posilive

(b) AVC will be zero _
(c) Both of (a) and (b) (d) None of (a) and (b)
Answer:

(c) Average fixad cost may be expressed as:

(1 mark)

output is zaro, average fixed cost is posilive as fixed cost is
incurred gven if no urils are produced.

Average variable cost may be expressed as variable cost per
unit produced. When the firms oulput is zero, there will be no
variable cost hence average variable cost will be zaro.

[22] Functions of the entreprenaur ara: :
i {2) Risk bearing
(b) Initiating a business enterprise and resource co-ordinating
(c) Introducing new innovations

(d) Allof the above (1 mark)

Fixed cost divided by the number of units. When tha firm's

| 4.1008 | m [Solwed Scammner CA Foundation Paper - 4A (New Syl!a_l@

Answer:

(d) Enlrepreneur has also been called the organisar, the manager or
risk taker, The task of entreprensur is 1o iniliale production wark
and to bear lhe risk involved. An enlrepreneur performs lhe
following functions:

(i) Initiating a business enterprisa and resource co-ordination
(i) Risk bearing or uncertainty bearing.
(iiy Innovation '
[23] Law of diminishing returns is applicable in:
\.~(a) Manufacturing industry

(b) Agriculture

(c) Neither (a) nor (b)

{(d) Any sconomic aclivity at a point of lime.

Answer:

(d) Law of diminishing returns states that as more and more factors of
production are emeployed, the tetal production lirst increases then

evontually declines. This law applies to all aconomic aclivities at
some point or other.

(1 mark)

2008 - DECEMBER

[24] Labour force wants more .
(a) facility ‘ {b) leisure
(c) benefit (d) all of the abave
Answer: . ‘
(b) Labour is one of the factors of production. A labourer has lo make
a choice between hours of labour and hours of leisure. Labour
force prelers to have more of rest and leisure than earning money.

[25] Production activity in the short run is analysed by:
(a) Returns to scale (b} Economies of scale

(c} Law of variable proportion (d) None of these

-

(1 mark)

(1 mark)
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Answer:

(¢) Shortrunis a time period when only one lactor is fixed and rest all

are variable. Law of variable Proportion operates in the short run.

Therelore, in shor run p
g ' produciion activity Is analysed by thls law.
; [26] - Increasing retums to scale occurs due to; 4 N

~" (a) Economies of scale (b) Specialization

(c) Indivisibility of factors (d) All of thesa

rk
Answer: (1 mark)

(d) Increasing retums 1o scale occurs when the outputincreasas more
* than the increase in input. This oceurs due 1o economies of scale
also it occurs due to indivisibility of factor and retums to scale may

also increase because of greater possibilities of specialization of
land and machinery.,

[27] Law of diminishing retums is applicable In

(a) only manufacturing industries.

(b) only agriculture.

(c) neither in agriculture nor in Industrles.

(d) in all economic activities after a limit.

Answer:

{d) Law of diminishing rolums states that as more and more factors of
production are employed, the lolal product first increases and then
eventually declines. This law applias to all economic activities alter

_-a limit,
[28]-Law of increasing retums Is applicable becauss of
~" (a) indivisibility of factors. (b) specialization.

(c) economies of scale. (d)} both (8) & (b) above.

Answer:

(d) The two causes of Law of Increasing Relums are:
(A) Indivisibllity of Factors.

(B) Division of Labour and spacialization.
Hence both options A and B are comrect.

.

(1 mark)

[4.1010 | = [solved Scanner CA Foundation Paper - 4A (New Syllabus) |

[29) When outpul decroases :Jy 20% dua to increase in inputs by 20%, this
giscalledthelawol ______. )
?;:)Iglncreasing returns to scale. (b) dacreasing retums lo scale.
(c) constant returns to scale. (d) none of the above. (1 mark)
Answer:
(d) Law of constant retums states that with increase In input the output
also increases in the same proportion.

However in the given question the output Is decreasing by 20%
due 1o increase in Input by 20%. This is not the case of Constant
Returns 1o scale. This is neither the case of Increasing retums to
scale nor Decreasing retums to scale hence the answer would be
none of the above. *

I 2010 - DECEMBER

[30] In the first stage of law of variable proportions, total product increases

atthe 7
(a) decreasing rate
(c) constantrate
Answer: i
(b) The law of Variable Proportion states that as we increass the
quantity of one Input which Is combined with other fixed inputs, the

MP of variable input eventually declines. It is divided into three
stages (laws) are:

{) Law of increasing retums
(i) Law of decreasing retums
- (lii) Law of negative retumns

(b) Increasing rate

(d) bothaandb. (1 mark)

-
(1 mark) U431] What will be the total product when two labourers are hired according

to the lable given Below? .

No. of I;bourers Total product Marginal product
1 350 5
2 KO 32% '
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(a) 68O (b)y 580
{c) 350 (d) 230 (1 mark)
Answer:
(b) TP, =TP,, + MP,
=350+ 230
=580

j Which function shows relationship between inpul and outpul?

(a) Consumption function

(c) Production funclion

Answer:

(e) Production function states the raolationship belween inputs and
oulpul i.r. the maximum amount of oulput that can be produced

wilh given quantities of inputs under a given state of technical
knowledge.

(b) Investment function

(d) Cost function {1 mark)

2011 - June

>, [33] External economics are enjoyed:

(a) By largo producers only
(c) Both (a) and (b)
Answer:

(c) External economics aro thoso economics which accrue tolirms as
a resull of expansion in the oulput of whole induslry and they are
not dependent on the oulpul level of Individual firms. External
econumics are enjoyed by large producers.

(b) As firm expands

(d) None of above. {1 mark)

F

-

i20i2 - JUNE !

[34] The Law of Diminishing Relums is applicable in

(2) only manufacturing industries
(b) only Agriculture
(¢} neither in Agriculture nor in industries

(d) all Economic activities after a point. (1 mark)

1351

/1351

Answer:

(d) Law of diminishing returns occurs in the short run and states that
as more and mora units of variable factor are employed to a fixed
lactor total product first increases and then eventually declines,

This law occurs on all economic activities aller a point of lime
because after reaching an oplimum combination the lactors
becoma over ulilized and lead to lesser production.

The concepl of Aeturns to Scale is related with:

(@) Very short period

(b) Short period

(c) Long period

(d) None of above.

Answer:

(c) Long Run refers to the lime period when all the factors change and
no factor is lixed. .

‘When all inputs are changed in the same proportion, it leadsto a
changa in scale. Therefore, raturns to scale occurs in the long run.

The luncticn of an entreprenaur Is:

(a) Initialing an enterprise and resource coordination

(b) Risk bearing

{c) Introducing innovalions

{d) All of the above.

Answer: . .

(d) An entrepreneur is a person who combinas all factors of
production, bears risk and iniliatus the process of production. An
entrepreneur performs the following functions:

(a) Initiating a business and resource coardination
(b) Risk bearing and uncortainty bearing
{c) Taking innovations

(1 mark)

{i mark)
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139
-

Which of the following i not
_ achar sl
(a) Itis afree gilt of naturg wetoritics of Land?

(b) Itis a mobile factor of production
{c) Ntis limited in quantity

(d) Its productive power is indestructible,

Answer: (1 mark
(b) i;:l?;zraolia?‘??ummn should have following charactaristics lo be
1. ltis afree gilt of nature
2. ltis stricily fimited in quantity
3. ltisindestructible
4. It cannot be shifted from one place to anolher.
- 5. ltis a spacilic factor of production

A production function is defined as the relaltionship between
(a) the quantity of physical inputs and physical output of a firm
(b) slock of inputs and stock of outpul

{c) prices of inputs and output

(d) price and supply of a firm. _ (1 mark)

Answer:

(a) Production function states the relationship between Inputs and
oulput i.e. tha maximum ameount of outpul that can ba produced
with given quantities of inputs under a given state of technical
knowledge. )

Production activity in the short period is analysed with tha help of:

(a) Law of variable propartion {b) Laws of retums to scale

(c) Both {a) & (b) (d) Noneoftheabove., (1 mark)

Answer: . )

(a) Production function states the relationship betwean Inpuls and
outputs. ‘The production aclivity can be Ip short run or long run.
Short pariod is that period cf tima which is too short for_alflrm to
install a new capital equipment to increase production. This s done
vihen the law of variable proportion is derivad.

[2.1014 ) m [sofved scanner CA Foundation Paper - 4A (New Syllabus

2013 - JUNE

w[dﬂ’{ Which of the following is the reason of the working of law of increasing
relumns?
(a) Fullér utilisation of fixed faclors
(b) Indivisibility of the ’iado?laho
c) Greater specialization o ur
Ed]] All of the above. (1 mark)
Answer: .
(d) The causes of law of increasing returm are:
— Indivisibility of factors.
— Division of labour and specialisation.
When variable factor is increased, fuller utilisation of fixed
factar becomes possible and it results in increasing retumn.
Hencae, all of the above are tho reasons of working of law of
increasing return.
[41]-External economies can be achieved through:
(a) Foreign trade only :
(b) Supericr managerial skill
(c) Extension of transport and credit facilities
(d) External assistance. (1 mark)
Answer:

(¢) External economies of sczle are those which accrue 1o fisms as a
result of expansion in the output of whole industry. These are
available to one or more of the tirm in the fo:m of —

(i} Cheaper raw materials and capital equipment
(i} Technologica!l external economies
(i) Development of skillad labour
(iv) Growth of ancillary industries
(v) Better transportation and marketing facilities. Thus, extemal

economies can be achievedthrough extension of transpor and
. credit facilitios. - >
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is related with:

[45] The concept of retums to scale

[42]- External Economies arise due lo:

'~ (a) Growth of ancillary industries - (a) very short period (b) short pariod
(b) High cost of tachnologios : (c) long period (d) none of the above. (1 m}
(c) Increase in the price of factors of production Answer:
(d) None of the above. (1 mark) (c) Long Run refers lo the time period when all the factors change angq
Anmaer: no lactor is fixed, when all inputs are changed In the samg
(a) External economies arises due to following reasons: proportion. it loads to a change in scale. Therefore, returns to scaly'

() Cheaper raw materials and capital equipment occurs in the long run.
‘ Thus, option (c) Is correct.

(i) Technological external economies

(i) Development of skilled labour [46] In Cobb-Douglas production function, two inputs are:

(iv) Growth of ancillary industries & (a) Land and Labour (b) Labour and Capital

(v) Better transportation and marketing facilties. (c) Capital and Entrepreneur (d) Entrepreneur and land (1 mark)
Answer:

| -
I 2013 - DECEMBER (b) Cobb-Douglas Production function applies not to an individual fim
but 1o the whole of manufacturing. In this case, outpul ks
manufacturing production and inputs used are labour and capital,

B {ial Innovation theory of entrepreneurship is propounded by:

(a) Knight (b) Schumpeter
(c) Max Weber (d) Peler Drucker . (1 mark) 2014 - JunE
Answer:
{b) The concept of innovative Entrepreneurship was propounded by :
Schumpeter. [47] Which one of the following Is not a characteristic of land?
) il (a) A free gift of nature

[44] Production function is:

{(a) Purely a lechnical relationship between Input & output (b) Its supply is fixed

(b) Purely an economic relationship between input & output (c) An active factor of production
(c) Both the lechnical & economical relationship between input & (d) It has ditterent uses. (1 mark) |

output Answer; |
(d) None of the above. (1 mark) (¢) As a theoretical concopt, land has the following characteristics: |
Answer: . (1) Land Is Nature's gift.,
(a) Production tunction states the relationship between inputs and (2) Supply ol land is lixed.

output i.e. the maximum amount of output that can be produced (3) It has Indastructiblo powers,

with given quantities of Inputs under a given state of technical (4) Itis a passive factor.

knowledge. (5) Ithas different uses.

Hence, land is not an active factor of production, thus option (¢) s

Thus, production function Is purely a technical relationship

between input & oulput. the correct answer

:
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An Entreprencur undarnas
o g , flakes which cne of .
{2) Initating a business the foliowing tunctions?
(=) Rskor : bm‘g resource co-ordination
<} Innovatons

() Al cf the above.

Herce, ogton (d) i.e. ali of the

2bove is the corect
W 3 werw 10 nezease his p ot et

procuction, Hariharan a manufacturer of
=es, rereasss all the lzaciors of procuction in his unit b)’ 100%. But
&5 end ¢l the year, he finds that instead of an increase of 100%, his
procioction has increased by only BO%.
B ocerating in this case?
(2) rerzasing retums to scale (b) Decreasing returns Lo scale
[z} Coostantretumstoscale (d) None of the above. (1 mark]
Answer: :
(b) Wiren cutpest increasas in a smalier proportion with an increasa in
21 mputs, decreasing retumns 1o scale are sald 1o prevail. In this
case, inpuls ars increased by 100% in comparison 1o outputs
whieh are increased by E0%.
Hercs, option (D) is correcl.

2014 - DECEMBER !

(5%, Linwar homogeneous production function is based on:

-

retumns 10 scale (b) Decreasing retums to scale

(z) Increasing (@) Nono of the above

(c) Constart returns 10
Answrer: )
(c) Linear homogeneous production function Is based on constant
retums 1o scala. It occurs when the inputs increass by some.
wopmbnammoomnmsoknaas&sbyﬂmmmbn.

VWnich law of returns to scale ‘_/.[

~—=P20™ 3.1) Theory of Production|m [4.1017] [2.1018 | @ [sofued Scmner CA Foundation Paper
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2015 - JUNE
_—

%)

Which of the following statement is true In relation to an 1ISO-Quant
?

{C]a-)m;?rapresants those combinations of two factors of production that
will give the same level of output )

(b) It represents those combinations of all the factors that will give the
same lavel of output

(c) It siopes upward to the right

(d) It can touch either axis.

Answer:r

(a) An iso-quant represents all those combinations of two factors of
production which are capable of producing the same level of output.

Production is defined as:

(a) Creation of matter

{b) Creation of utility in matter

(c) Creation of infrastructural facilities

(d) None of the above,

Answer:

(1 mark)

(1 mark)

-(b) By production we mean that process by which man utilises or

converts the resources of nature, working upon them so as to
make them satisty human wants. :

Long peried production function is related to;

(a) Law of variable proportions

(b) Laws ol retums to scale

(c) Law of diminishing retums

(d) None of the above. 1
Answer: (+'marg

(b) Long period production function is related to law of returns to scale
which relale to the long-pariod production function by changing one
or moare of its factors.Long period production function Is related to

law of retums to scale which relate to the long-period prod
) uction
tunction by changing one or more of its factors.
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[54] The conclusion drawn from Cobb-Douglas production function is that

labour contributed about_______ and capital about ofthe Increase
in the manufacturing production.
F " 11
bR N b) =,=
&) 23 ®) 33
" 3
(c) Ry (d) None of the above. (1 mark)
Answer: .
(a) Cobb-Douglas production function states that labour contributed
about m__._ and capital about m__: of the inctease in the

manufacturing production Q = KL* C'" _
Where ‘Q" is output, ‘L' the quantity of labour, 'C' the Quantity
of capital, ‘K" and ‘a’ are positive constants.

2016 - JUNE 7_ .

[5

e
-

5} 1SO quants are also known as:

(a) Produclion possibility curves

(b) Indifterence curves

(c) Production indilference curves .

(d) None of the above.

Answer: '

(c) 1SOquants are also known as production indifference curves. They
show all those combinations of different factors of production which
gives the same output to the producer. ISO quants are similar to
indifference curves of the theory of consumer behaviour.

(1 mark)

(56]

7
/

g

58]

Hurnan capital rolers to:

(a) Savings by individuals

(b) Mobilisation ol savings

(¢) Human skills and abilitios

(d) Productivo investment. (1 mark)

Answer: :

(c) Human capital refers to human skill and ability. This Is called
human capital bacause a good deal of investment has gone into
creation of these abilities in human.

Tha Law of Variable Proporlions Is associated with:

(a) Short period

(b) Long period

(¢) Both shorl and long periods

(d) Neither short nor long period.

Answer:

(a) The law of variablo proportions examines the production function
wilh one factor variable, keeping quantities of other factor fixed.
This law operates in the short run when all the factors of production
cannol be increased or decreased simultaneously. In other words,

. it refers to input-oulput relationship.

Which one of the following statements is not correct?

(a) Land has indestructible powers

(b) Labour is mobile

(¢} Capiltal is natura's gift

(d) Land is a passive laclor.

Answer:

(1 mark)

(1 mark)

(c) Capital has been righlly defined as ‘produced means of

production’. If has been producad by man by working with nature.
Therefore, capital may well be defined as man mads instruments
of production, Example: machine, toals, instruments, factories elc.
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2016 - Decempen |

industries in the Uniled States-ol America.

(a) manufacturing

(¢) consumer

Answer:

(a) A famous statistical production function is Cobb-Douglas
production function. Paul H. Douglas and C.W. Cobb of the U.S.A.
Studied the production function of the American manufacluring
industries. In its original form, this production function applies not

Answer: S e
'. Jid) Marginal product of the third unto_Fpu TP
- [58" Which of the following is ?( = TP, - TP, ey Vg~ 12
Y (@) s perishable o' characteristic of labour? = 550 - 350 ( 20 @ - 200
| (b) It has weak bargaining powar - = = C
| (c) Labour and Laboyr power cz '
! : ‘ annot be seperated ' 1So
| (d) Labour is not mobilg - | - -
1 Answer: (1 mark) 2017 - JUNE -—__--'""__,.:
| (d) Labour is not mobile, ; )
*‘r is mobila, ©- This s nota characteristc oflabour. Labour (63)° The famous Cobb-Douglas production function is based on studies of
i

. _I80] Whicn.among the following is not a characteristic of Land?
(a) Itis an active factor

(b) It has variety of uses

(c) Its production powers are indestructible

(d) lls supply is limited

Answer:

(a) Land is a passive factor ol production, It is not a aclive factor.
[61] When avarage product rises as a result of an increass in the quantity

(b) construclion

(d) aviation. * (1 mark)

(1 mark)

_ o inal product ls: loan individual firm but to the whole of manufacturing in the United
y 0 VTE”E‘ ?t aclor, mirg"“‘; p’t" UG 152 ~ States. Thus, option (a) is correct.
; _ E;} M?)L:: lhoa:vtfvrsgaé gr;rolg:ucl ‘/[641 In Economics, entire process of is nothing but creation of

; ulilities in the form of goods and services.
{a) consumption
(c) exchange
Answer:

| {c) Less than average product
(d) Becomes negative

| Answer: )
: (b) When average product rises as a result of an increase in the

(b) production
(d) distribution.

(1 mark) (1 mark)

3
h

|
i
]
i
!
i

1

-
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r
:
g
:

B

-

quantity of variable factor, marginal preduct is more than average
producl.

[62] Suppose the first four units of a variable input generate corresponding

e

total output of 150, 200, 350, 550. What will be the marginal product of

" the third unit of Input?

(b) Production is nothing but tho creation of utilities In the form of
goods and services. For example, in the production of a woolen
suit, utility is created in some form or the other. Firstly wool is
changed into woolen cloth at tho spinning and weaving mill (utility
crealed by changing the form) then it is taken 1o a place where it

b) 100 is to be sold (ulility added by transporting it). Since woolen clothes
;' (a) 50 ( bt (1 mark) are used only in winler, it will be retalned until such time when then

| (©) 150 (d) ) they are roquired by purchasers(time utility). In the whole process

" —-‘—-"—-.' i

»services of various groups of paople are utilized (as that of mill
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workers, shopkeepers, agents efc.) to contribute o the
anhancement of utility. Thus, the entire process of production Is

nothing but creation of form utility, place ulility, time utility and/or .

personal utility.

2018 - MAY 1 '

_85] Cobb Douglas function is given by Q = KL* C* U
(a) It = +B > 1, increasing retums
(o) if ~ + B> 1, increasing retums to scale
(c) if =+ P <1, diminishing retumns
» (d) if =+ P =1, decreasing retums to scale. (1 mark)
Answer: . S
(b) Cobb-Douglss function is given by Paul H. Douglas and C.W. Cobb
of "U.S.A. studied the production of Amarican Manufacturing
industries. They describe that oulput is manufacturing and input are
labour and capital. It Is given by Q = K L* C'"¥ {, a + b > |,
; increasing retumn lo scale.
. /[55] Production is defined as:
(a) Creation of matter
{b) Creation of utility in matter
(c) Creation of infrastructural facilities

(d) None of the above. (1 mark) )

Answer:

(b) Man cannol create matter. Man can create.only ulility in matter. -

Production should not be taken as crealion of matter but it is taken
as creation of utility in matter. .
For Example: \When man produces a 1able, he does not create lhe
maller of which the wood is composed of. He only transforms wood
into chair and utility to wood which did not have ulility before.
_[67] The conclusion drown from Cobb Douglas production function Is that
_~ . labour contributed about = __and capital about __!._ of the increase
in the manutacturing production.

[6B] At the point of inflexion, the marginal product is:

" (a) Increasing (b) Decreasing
(c) Maximum (d) Negalive (1 mark)
Answer:

[69] isoquanla's are equal to:

[70] Increasing retumns to scala can ba explained in terms of:

P L
© 1_:% (d) None of the above. (1 mark)
Answer:

(a) As Cobb-Douglas function is below:
Q = K Ll C{'I -}

Which shows that labour produces 3/4™ and capital produces 1/4 of
the increase in manufacturing production s

(c) Point of Inflaxion Is a point where marginal product is at maximum.
First marginal product utility increase then reach at maximum points
which is point of intloxion and then decrease. Marginal product can
be negative.

(a) Productlines (b) Total utility lines
{c) Costlines (d) Revenue lines (1 mark)
Answer:

(a) Isoquants are similar to Indifference curves of theory of consumar
behaviour, An Isoquants represents all those combinations which
are capable of producing same level of output. Production
indifference curve is another. Name of isoquants as it represents
product lines.

(a) External and internal economics

(b) External and internal diseconomlas

(c) Extemal economies and internal diseconomies

(d) All of these, ' ’ (1 mark)
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Answer:

a) | i
. mﬂg::;’;“?r:a;;um 10 scale means inctease in output is greater than
erlemal and i:"!.ﬂ and increasing retum 1o scale causes due 10
causes o ernal economies while decreasing retum to scale
St 42 1o external and intemnal dise conomies.

2018 - NovEMBER

[71] According 1o Cobb-Douglas production function, will get rolumis

- o scalo?
(a) Constant
{b) Diminishing
{c) Increasing
(d) Any of the abave .
Answeoer:
(s) According to Cobb- Douglas production function is stated as
0 i KLlc(I aj
When 'Q" is oulput , 'L’ is the quanlily af labour and 'C’ the quanlity
ot eapital, "K' and 'a’ are positive conslants,
. [72] Which of Ihe following statoment about factors of production is not true?
~ (a) Land is a passive laclor
(b) Land is a free gill of nalure
(c) Land’is immobilo
(d)} Land is porishabla
Answer:
(d) Characteristics of land are
1 Land is a freo gilt of nature
2. Supply of land is lixed .
4. Land is permanent and hus‘ indestructible power
4. Passive lactor

5. Land in Immoblls. )
Therefore, land Is not perishable and (d) oplion will the answar,

(1 mark)

o

(1 mark)’

THEORY OF PRODUCTION AND COST
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PAST YEAR QUESTIONS AND ANSWERS l

2006 - NOVEMBER

[1] Opportunity cost is:
-~ (a) Direct'cosl
(c) Accounting cost

(b) Total cost

(1 mark)
Answer: ’
(d) Opportunity cost is the cost of the next best alternalive forgone. It's .

the cost of foregone opportunity.
_~ [2] Asoutputincreases, average fixed cost:
(a) Remains conslant (b) Starts falling

(1 mark)

{c) Startrising (d) None

Answer: N

(b) Average fixed cost Is expressed as :
AFC = Fixed Cost

" No. of units produced

Fixed cos! always remains lixed. It does not increase wilth an
increase in output. So the average fixed cost falls as more and more
units are produced as the fixed cost remalns the same. )

/.[3] Average lixed cost can be obtained through :

_TFC _EC
(a) AFC == (b) AFC= =5
= E = lc
(c) AFC BC (d) AFC U . (1 mark)
Answer:
Total Fixed Cost

Average fixed cost =
(@ ge No. of unils produced

(d) Cost of foregone opportunity A

In given Question,

AFC = Average fixed cost

TFC = Tatal fixed cost .
TU = Tolal no. of units produced.

2007 - FEBRUARY

(4]

"

(5]

AFCcurve is:

(a) Convex & downward sloping
(b) Concave & downward sloping
{c) Convex & upward sloping

(d) Concave & upward rising

Answaer:
(a) Average fixed cost always decreases with an increasa in output so

the AFC curve is convex and downward sloping.
A firm’s average fixed cost is T 20 at 6 units of output what will it be at
4 units of output?
T¢ =120 :

{a) T60
T40 - "
ﬁswar: BT = o2 39
TFC =

b) AFC= —— =~ _
®) No. of units -
TFC

20= 5

So Total fixed cost = 20x 6
=¥120.
So Average Fixed Cost of 4 units of output

TFC
AFC= ———~
G No. of units

AFc=1i_° =230

(1 mark)

(b) T30
" (d) Y20
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(6)- U-shaped averago cost ¢
L~ (a) Law of increasing c-osutwe b beagom
| Eb]) :.aw of decreasing cosy
c) Law of constan returns t
o
' (d) Law of variable proponionsma
Answer: ‘
(d) Average Gost curve is U sha
~In the first slage T.
becomes constant a
Hence, it gives a U

(1 mark)
ped duo to law of variabla proportion.

nd finally T. P docreases and A C increases.
shape to the average cos! curve. .

Y ‘e

N

2007 - May

[7]. - When shape of average cost curve is upward, marginal cost :
L7 (a) Must be decreasing (b) Must be constant

{c) Must be rising (d) Any of these
Answer: . .
(c) Average cost and marginal cost are so related that when average
cost falls, MC falls at a faster rate, when AC rises, MC culs AC at

+ its minlmum.
-~ 5o when AC curve Is upward MC must be rising.

/lB]/ If total cost at 10 units is T 600 and ¥ 640 for 11th unit. The marginal

costof 11th unitls:
(a) ¥20
(c) 240

(b) T30
(d) ‘T 50

P increases so AC decreases, then TP <

{1-mark)

,‘
' %-ﬂmaoq of Cost|m [4.1029 ] Ml Solved Scanner CA Foundstion Paper - 4A (New llabus

Answer:

(c) Marginal Cost, = TG, - TC,.4

= =TCy, -TCyy.y -

= 640 - 600
=740
Marginal cost of 11th unit Is T 40,
[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

Answer:

(a) Economic cost take into account accounting (explicit) cost and In
addition to this it also includes amount of money the entrepraneur
could have eamed if he had invested his money and sold his
sarvices and other factors in the next best alternative use.

(1 mark)

In a nutshell:

Economic Cost = Implicit cost + Explicit cost

OR = Accounting cost + Implicit cost

OR = Accounting cost + opportunity cost
2007 - AugusT

(1 mark) /Gl/wnfm of the following cost curves Is never ‘U* shaped?

(a) Average total cost curve
(c) Totalcostcurve
Answer:

(d) Total fixed cost refers to the cost which remains same even if the
production total increases, Fixed cost has no eftect with an
Increase or decrease in production. Examples of such cost are rent
of factory, electricity charges, elc. Since lixed cost always remains

consta i i
oone nt so the fixed cost curve Is not U shaped but it's a stralght

(b) Marginal cost curve
(d) Total Fixed costcurve (1 mark)
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[11] Suvooose, the total cost of production of commodity Xis € 1,25,000. Out
cf s cost implicit cost is T 35,000 and normal profitis T 25,000. What
wil ba the expact cost of commodity X?

{a) S0.000 (b) 65.000
(c) 80.000 (d) 1.00,000 (1 mark)
Answer: B
{b) Total cost = T 1.25,000 250 = J 3asw
Impixct cost = ¥ 35,000
NRorma! protit = T 25,000
BExpistcost =7
Total cost = Explicit Cost + Implict Cost + Nomal Profit

1,253,000 = SExpiict Cost + 35,000 + 25,600
Expict Cost = T 65,000

121 Wratis the tctal cost of production of 20 units, it fixed cost is ¥ 5,000
and van a:xe cost s T2-7
{a) 5.40 (b) 5,040
{c) .'..9-3-0 (d) 5.020 (1 mark)
Answer: .
{b) Total Cost = Fixed Cost + Variable Cost
T5000-20x2.
=35,020

2007 - NOVEMBER *

[13] Extemal ecoromies accrue dueto_ -
(a) increasing retums to scale (b) increasing retums to factor
(c) law of variable proportion (d) low cost (1 mark)

-

L [Chapter = 3.2) Theory of Cost /W [4.1031]  [4.1032 | [Solved Scamner CA Foundation Paper - 4A (New Syllabus
Yoa Answer:
(a) External economics accrue to firms as a result of expansion o
—— € output of whola industry. Increasing returns lo scalo occurs duet

external economies.
[14] “At which point does the margipal cost curve intorsect the average
" variable cost curve and short run average total cost curve?
(a) At equilibrium points (b) At their lowest points
(c) Attheir optimum points (d) They don'tintersect at all
(1 mark)

Answer:

(b) Marginal cost curve and average cost curve have a tendoncy that
when AC curve falls, MC curve falls faster when AC curve rises MC
curve rises on a faster rale and MC curve culs the AC curve at its
minimum (lowest point).

" Y,

-~
47
-

»
—

o - %

[15] Implicit cost may be dafined as the:
.~~~ (a) Costs which do not chango over a period of time

(b) Costs which the firm incurs but doesn't disclose

(c) Payment to the non-owners of the lirm for the resources

(d) Money payment which the sell employed resources could have
earned in their bes! alternative employmant (1 mark)

Answer:

(d) Implicit cost is the cost ol sell employed resources.

Itis the cost of inputs owned by the firms and used by the fim

in its own production process.
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Implicit cost Includosg;

{(a) roturn on
businoss morfey investad by the entrepraneur in its own

(b) rant of solf ovmad building of

F % = 3.2] Theory of Costm [4.1033 ]

the entreproneur ‘.,

]

2008 - FEBRUARY

(16] Afirm's average lixed cost Ig T
~  fixed cost at B units:
(a) T60O

40 at 12 units, What will be the average

(b) T70
(c) T 00 (@) T80 (1 mark)
Answer:
(a) AFC = TFC
Nao. of units produced .
40= 1FC

TFC=40x 12 =7 480
Avaraga lixod cost of 8 unita:
TFC 480
AFC = Fo o units produced 8 v 60.
[17} Relurns to scale will sald to be In operation whan quantity of :
s (a) All inputs are changod
(b) All Inputs aro changed in already eslablished proportion
(c) Allinpuls are nol changod
(4) Ono input is changed while quantity of all other Inpuls remain the
8amo {1 mark)

Answor:

(b) Returns lo scale comas Into operation when all inputs whether.

fixod or variablo are changed in same proportion i.o. the scale of
productlon changos.

[4.1034 | m [Solwed Scanner CA Foundation Paper - 4A (New Syllabus) |

(18 _Which ol the following curves never touch any axis but is downward?
\

{b) Total cost curve
(d) Average variable cost curve
* (1 mark)

(a) Marginal cost curve
(c) Average lixed cost curve

Answer:
(c) Avarage fixed cost curve never touches any axes but it slopes

downward. Average fixed cosl can naver be zero evenif there isho
produclion so it can never touch any axes. AFC falls when outpul
increases as lixed cost is always fixed. Hence, the curve is
_downward sloping.
[19|/v.r’hich of the following is known as Envelope curve?
(b) AFC curve
(d) TFCcurve -

(- (a) MC curve

(c) LAC curve

Answer:

() Long run average gost curve Is called enveloping curve as i
envelops all'short run average cost curves (SAC curves are
tangent to LAC curve) ’

Y 4

(1 mark)

3

! 0 . X

2008 - June !

/[/20] A firm producing 7 units of oulput has an average total cost of 2 150

and has to pay ¥ 350 to its fixed factors of i
production, How
- average total cost is made up of variable cost? e
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(a) T 200 (b) T50 (a) 140 (b) 120
(c) T 300 (d) T100 (1 mark) (c) 50 (d) 40 (1 mark)
Answer: ; ' . Answer:
(d) ATC= —1C (a) Lethe total cost of producing 4 units be X x
) No. of unils Marginal Cost = ohangein Total Cost
150 = I7£ 9 ~ Changein Total Quantity
. - _ X-80_
Total cost of 7 units = 150 x 7 = 1050 i Tk
Fixed Cost = ¥ 350 ! x-80 _
Total cost = Fixed Cost + Variable Cost 2.
1050 = 350 + V.C. . =x-80=60
Sc variable cost of 7 units = 1050 - 350 = T 700 =% =60+ 80
Average variable cost of 7 units = 720 — 7 400 =140
7 ’ 7 [23]\,~ OUTPUT(Units)  TOTAL COST
[21] Afirm’s average fixed cost is T 20 at 6 tinits of output. What will it be at V4 20 ] 30
- 3 units of output? 1 40
(a) T80 (b) T30 2 50
(c) T 40 (d) T20 (1 mark) 3 60
Answer: ) Find Average Fixed Cost of 3 units
. _ TFC (a) 10 (b) 30 :
(€) Average fixed cost = o roniTE (©) 65 (d) 60 (1 mark)
20 = Eg : Answer:
[ (a) Average Fixed Cost
T.F.C.=20x6=3120. r = AVBfag_zFi%?dCDBt= 30 _z10
: . - FC ~ _ 120 _ antity 3 :
Average lixed cost of 3 units of output = Totaluniic - 3 =%40. [24) Long run does not have:
- i - . - (a) Average Cost (b) Total Cost
l 2008 - DECEMBER a {c) Fixed Cost (d) Variable Cost (1 mark)
Answer:
534 (c) Long run is a period of time during which the firm can vary all its
‘. [22] Caleulale total cost of 4 units : inputs, unlike shorl run in which some inputs are fixed and other
RS Units Total Cost (]) Marginal Cost () are variable. In other words, in short run the firm is tied with a given
2 80 40 plant, in the long run the firm moves from one plant to another, 5¢
4 . 30 long run does not have any fixed cost.
')..'\.‘J
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2009 - June | . 2] Tho total cost incurred for 10 units s 400 and 20 units s T 800. Find
| the marginal cosl.
. ~125] Wmich of the foliowing ey (a) ¥ 400 () *40
al A g curve Is not U shaped? - ¢) 2200 (d) 720 (1 mark)
: Fris (b) AVC An ’
c) MC swer: ‘
Answer: (d) TC. (1 mark) (b) Variabla/Marginal cost may be expressed as :
(8) Fixed co P Diflerence in cost/dilference In units
andther :'I J‘%rr;alns f mc:d Irrespective of number of units produced In the given case, 460
' verage lixed cost keeps on dacreasing as more and . - ?_800 -T400 _ ¢ - !'do £ unit.
more unils are produced. Due 1o this, the average fixed Eost curve Margial.cost 50-10 10 . °Pe
ahways slopes dowmward throughout its length and it is not of U
shapq. 1
) I 2009 - DECEMBER
C
o (28] Which one of the following Is correct?
S " (a) AFC=AVC +ATC (b) ATC =AFC-AVC
T \ {(c} AVC = AFC + ATC (d) AFC =ATGC-AVC. (1 mark)
AFC Answer: . ) .
OUTPUT (d) Total cost of a business Is the sum of lotal variable cost and total
V. . ! fixed cost. Symbolically, TC = TFC + TVC. Simllarly, average fotal
/' (26} From the following dotails, find out tho average variable.cost of 10 cost s a sum of average variable cost and average fixed cost i.e.
- unlgltn B : o ¥ 20 . ATC = AFC + AVC. This formula can also be expressed as:
PUT : . AFC=ATC-AVC
Totalcost: T200 -  T400 Te00 [29].-Calculate AFC ol 3 units from the lollowing dala:
(a) 7 40 (b) T20 ' Unit 0 1 2 3
(c) 2200 (d) T 400 (1 mark) Totat Cost 30 .40 50 60
AnEwaT: Difference in cosl G (b) 15
. anit = c) 10 d
(b) Variable cost per Unll = Frrerencain units produced (A,),,w": {dy:8 . (1:mek)
_ 2400 -T200 _ ¢ 50 por unit (c) Fixed cost is the cost incurred even when no production is done,
g ) . whoreas costincurred on production of units is called variable cost,
Varlable cost of 10 unis =¥ 20 x 10 = 200 . Tolal cosl is the summation of fixed cost and variable cost.

200
Therofore, average variable cost = 0 " 20
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in the given case, at 0 unis of output, the total cost is T 30. " Answer: '
This toial cost comprises of only fived cost and not variable cost as (d) At zero units of output TC=FC (since TC=FC+VC)
no unis are produced, So FC= 20,
Fived cos! always remains same, irespective of the number of At 2 units of output: TC=50 and FC=20 so
unps. variable cost = Total cost — Fixed cost
Tharetore, average fixed cost of 3 units will be: 50- 20= 30
AFC= . 1EC - [32] The total cost of production of 10 units is ¥ 200. When production is
! No. of umits « increased to 20 units its total cost bacu'nes X 600. What will be its
FCot3unis = 130 _» ) marginal cost.
AFC of 3 units Tk X0, @) 400 (b) 40 _
3] Fo AFC o 3 units : (c) 4 (d) 30 (1 mark)
) unh 0 1 2 3 : Answer: ,
B Tata! Cost 15 25 35 45 (b) Marginal Cost is expressed as:
(8) & o 10 - Ditferenceintotal cost
{c) 15 (©) 25 (1 mark) Difference in total units
Answor: : .. 1600-3200 _ 2400 .
{8) Fooo ooS!remains sams, i'.'res;»x:?ve of tha level of output 20-10 10 :
In the JQivan 2ass, fxad cost =T 15 — T 40 per unit.
¢ 3 unis = 2ol fixedeost _ T35 133} units 0 1 2 3 4
e T ™ — Total Cost 20 30 40 45 50
A C o Sunks =TS \What will be the AFC a! 4 units of output.
() 2 (b) 3
(c) 2 (d) 5 (1 mark)
2010 - duws Answer:
. (d) Average fixed cost is expressed as:
. e
57 uh:‘:;' et TVC I we Procuce 2 wbs? = T"‘gj:ﬂ?s‘ = 413,‘:15 =35 per unit.

o 2D

3'.' :::‘

Fr s e ) o) 05 10 - D= B
= - (1masy | 2010-Deceusen |

[3%] Paymen: mada to outsiders for their goods and services are called:

= (2) Opponunity cost (b) Real cost
(c) Expici cost (d) Implicitcost - (1 mark)
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Answer:
(€) Explicit cost

ang char - i .
Cfl'.‘\..‘t.:ct::.?:? m“d_e by the entrepreneur to the suppliers ol various
raw mater "?C:“‘“" E.g. wages o workers employed, prices for the

TSNS, fuel and power used, rent for hired building, interest

N Cr merey derrowed tor coing business etc. These costs are
nouced in cost of orocuction.
(381 Direcr Costis also known as -
(2} Incirect Cost )
(<} Copenunity Cost
Answer:

“(b) Traceable Cost
(d) Accounting CoslL (1 mark)
(B) ircirs<t cestalso known as nen-traceable cost. Traceable cost also
.- *-"C\;H?"_.f; @rect cost Accountng cost also known as explicit cost.
@&l A frms ARC s T 200 at 10 units of cutput what will be it at 20 units of

cuIpur’? &Y \
(= S0G (o) 300 ) —
=y, 1t (@ 200 < (1 mark)
Answers
- AEC = TG
COuzput
MNow, TEC for 10 units of cutout =200 x 10 = 2000
- 2FCirzowniss = 229 = 500
=3 Lm;rx;rﬁesz’soca!edb;:ﬂer.aw:—d .
~ [2] el prie (@) mnl".al pr&:a_
-} zomirEsiessd prce (¢) wholsszals price. (1 mark)

/ [5) Lorg P prioe 1S 2550 Wnown 25 Normal price

"5!_" Wi wil pe e AFC of 2 units ecoordng 1o the 1zble given below :
=" O 0 . -

Tow Cos (n T} 529 683 €30

(25 105 (0) 135

1z 7255 (€) 220 (1 mark)

(or Accounting cost) takes care of all the payments

g

] 4.10a2 | m [solved Scamier CA Foundation Paper - 4A {New Syllabus) |

Answer:
(d) TC a1 0 Units of output = Y 580
-TFC =1 %80 son
1 -—'_-n_:._ =K =2
_\}-/,. AFC = Output > 30
T§9] Fixed cost is known as cost.
(a) prime (b) supplementary
(c) overhead (d) direct (1 mark)
Answer:

(c) Fixed cost is also known as ovarhead cost since il continues to
p exist even il the operalions are suspended. For example rent of
ﬂ\ 7 lactory. .
[40) Average Revenue Curve Is also known as i
(a) prolit curve. {b) demand curve.
(c) supply curve. (d) average cos! curve.
Answer: )
, (b) Average Revenue Curva is also known as Demand Curve.

(1 mark)

[41] Supply curve remainingunchanged, anincrease in demand will lead lo.
(2) A fall in price {b) Arise in price
(c) No change in price (d) Anincrease in supply. (1 mark)
Answer:

(b) An ir_ncrease in demand without a change In supply leads to a rise
in price and quantity. :
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[ 20 - g Answer:
20———————-” o ' {b) Long run s the period of time during which the lirm can vary all of
- ’ ' its inputs. In other words, In the long run all factors are variablo and
42] Find out AFC ol 3 unit : /". no iadﬂr is 'lxed
\_/ '[ ! Unit 0 1 2 3 A45] What is the total cost of production of 20 units, if fixed cost is T 5,000
cTC 300 1,000 2000 3,000 and variablo cos! is 32/-7
(a) 100 (b) 200 (a) 5,400 (b) 5,040
(c) 300 (d) 400. (1 mark) (c) 4.960 (d) 5.020
Answor: ) Answer:
‘ﬂ’ Augyago lixad cosl {AFC} Tﬂ‘al Fixed.cost Same as Ans. 12
No. of units

Total fixed cost = ¥ 300 ) 2011 - DECEMBER

~ AFC for 3 units = % =T 100

-)461 What will be the AFC of 3 units of Output as per lable given below?

% Heonce, AFC for 3 units Is T 100 Qutput 1 2 3
[43] Unns 0 1 2 . . Total Cost (in T) : 39-0 1.000 2,500 3,000
580 1,200 1,500 ) {a) 100 (b) 1,000
Caiculata AFC at 2nd unit of output {c) 200 (d) 400 (1 mark)
(a) 235 {b) 290 Answer: |
(c) 310 (d) 920. . (1 mark) (a) Total Fixed Cost =T 300

Total oulput = 3 units

Answer; T
_ Tolal Fixed cost < 300 _
| (b) Average lixed cosl (AFC) = ~No_ ol crils— - AFC = O "3 T100
Inthe given case, fixed cost = ¥ 580 s [47) What vil ba marginal cost of 67 units of production accounting to the
« AFG ot 2 unit = 280 _ ¢ 299, tabla given below :
‘ 5 Units of Prcduction 0 10 25 a7 67
[44] Inthe long run all factors are — Total Cost 160 200 300 500 1,400
(a) Fixed ] .
(b) Variable ' (@) 10 | {b) 20
(c) Allfactors remain unchanged . (c) 30 . (d) 50 {1 mark)
(d) None. (1 mark)
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Answer: ’

¢) Cha ] . Answer:
@ cna:gg :2 LOf?[;cos! = 1400 ~ 500 =7 900 | (d) Total Fixed Cost (TFC) =% 20
_ nits of production = 57 — 37 = 30 units Total units of output (Q) = 4 units
-~ MC per unit = £hange in Total Cost _ 900 -7 Fc= JFC _ 20 _g5.
48] Which of ~ Changeinunits  ~ 30 < 0 Me=g = T"
i /1481 (@) Iivo the following is known as Envelep Curve? _.gj}’sfpposethetctalcost of production of commodity 'X'is ¥ 1,25,000 Out
(b) Av"’ag“ variable cost curve of other cost implicit is 35,000 and nomal profit is ¥ 25,000 what will
© L erago latal cosl curve . be the explicit cost of commodity 'X'?
ony run average cost curve (a) 60,000 (b) T 85,000
g’l Short run average cost curve (1 mark) (c) 290,000 (d) 780,000 (1 mark)
. Answer: ' Answer: .

(c) Ifis afirm has a choice thata plant can be variad by infinitely small | . (b) Explicit Cost = Total Cost — Implicit Casl — Normal Profit
grada!tlnns sothat there are infinite numbar ol plants corresponding =1,25,000 — 35,000 — 25,000 = ¥ 65,000 .
to which there are numerous avarage cost curves. In this case, the '
Long Run average cost Curve will be a smooth curve enveloping 2012 - JUNE
all ihese short run average cost curves. Thus, Long Run average -

_ cost curve Is also known as envelope curve. . A g
& The average lixed cost for producing an output of & units of a product V[ﬁ’t'l/ What will be the total fixed cost for the production of three uniis as per
& by a firm is ¥ 30. The same cosl for producing an output of 4 units will the details givan below:
be? . - [ Uniis 0 1 2 3
(a) 50 (b) 45 TotalCost | 620 | 940- | 1555 | 3670
i (c) 25 (d) 20 - (1 mark) - (a) 620 (b) 640
Answer: _ ' (c) 1115 ' d) 2650 1 mark
i (b) Total lixed cost = 30 x 6 =¥ 180 . Answer: S @ { ;
4 - . AFC.for 4 units of outpul = Tgc = %0 =345 (a) rixed coAsit is the cost which remains fixed even if the total output
- s zero. Also, :
é (50] Given : Total Cost = Fixed Cos! + Variable Cost
. C/"Ouiput 0 4 8 At zaro units o! oulput, variable cost viill be zeré.

Total Cost R) 20 24 48 ' 620 = Fixed Cost + 0

;}, What will be the AFC of 4 units of Output So lotal fixed cost = ¥ 620.
g @) 2 {g) g * (1 mar) Fixed cost remains constant irrespective of units of output,
5 () 4 : (d) N Hence at 3 units of output also total fixed cost will be T 620.
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{53) Costin terms ot pain, discomfort, disability involved in supplying the

various {actors of production by their owners are termed as

(a) social cost {b) explicit cost

(c) real cost (d) implicit cost

Answer:

(c) Real cost relers to all those payments which are made o the
{zctors of preduction to compensate lorthe efforts, pains, exerlions
or sacrifices suffered by tham.

Real cos! = ellonts, pans, exerions and sacrifices of labour
and capital - wan and abstinence of entrepreneur.

Real cost is the cost in terms of pain and sacrilice made to
preduce goods and services. It includes the cost of producing
gonds and services as well as the cost of all resourcas used and
tha cos! of net employing those resources in alternative uses.

{1 mark)

[5-‘-] Which af trhe lollowing is known as the Envelope Curve?

{a) Average varnable cost curve

(o) Average total cost curve

(c) Leng run average cost curve

(d) Shart run a.verage cost curve.

Answer:

(c) Leng Run Average Cost Curve (LAC) is a U shaped curve. When
LAC curve is declining it is tangent to the falling portions of the
s."-.cr: run cost curves and when LAC is rising it 1s tangent to the

wng partions of the short run cost curves. In simple words, long
run a,-. 2ge cost curve envelops all the shart run cost curves and
henca is known as the envelope curve,

(1 mark)

Output
U551 The cost of resources owned and employed by the entrepreneur
himsell in his business is termed as coslL
(a) explicit (b) implicit
{c) fixed (d) wvariable. (1 mark)
Answer:

{b) Implicit costs are the cost for wh:ch payment in money terms is not
mace. These ara the cost of lactors owned by the entrepreneur
himself and employed in his own business. For e.g. An
entreprensaur uses his cwn land for production. Il he would have
rented that land he would have earned rent. So the cost of using
his own land in the business is knowm as the implicit cost.

158].-A firm wiill close down in the short period o its average revenue is less

than its:

(a) Average cost

(c) Marginal cost

Answer:

(b) A firm should closa down in the short run if it is not able to recover
its variable cost. Afirm shall continua to run if it is not abls to mee!
its fixed cost cecause it may recover it in future. But variable cost

15 incurred to meet tha payment of raw matenal, labour ete. which
should be met otherwise the firm should closa down.

{b) Average variable cost

{d) Average fixed cost (1 mark}
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(/{57] A tirm'’s total cost is 200 at 5 unjy
output. The marginal cost of pro

s of output and 220 at 6 units of
ducing 6th unit of output will be

@ 220 t) 120
Anssiay: (d) 320. (1 mark)
(a) Marginal Cost, =TC, - TC,.,
= TC‘ o TC‘_|
=TC,~TC,
=220 -200
p =T 20 per unit .
[58] Consider the {ollowing data -
7 Unitlsofoutput: 0 1 2-3 4
Tolal Caost : 25456085105
The Averaga Variable Cost (AVC) for an output of 4 units will be :-
(a) Y20 (b) T30 .
(¢) T25 (d) T26 (1 mark)
Answer: - in Total Cost
_ erence in Total Cos!
(a) VCP.u. = Difference in units produced
_105-25
4-0
= LP = ?_ 20 p.u.
VC of 4 units =20 x 4 =T 80 .
~AVC = 370 =%20
159} The change in total cost due to oneé unit change in the oulput is called
~/ ) cosl. -
(a) marginal (b) averag

(c) average variable (d) average fixed

(1 mark)

Answer:
(a) Marginal cost is the addition made 1o the total cost by production
/  of an additional unit of output.

[50]/ When AC curve is rising, the MC curve must be

toit.
equal (b) above
{(g: bglnw (d) parallel. (1 mark)
Answer:

(b) When the AC curve rises as a result of an increase in output, MC

" is more than AC i.e. MC curve is above AC curve.
}VT he Avarage fixed cost for producing an output of 6 units ofa pt:oduci
by a firm is T 30. The same cost for producing an output of 4 units will

be ¥
(a) 50 (o) 45
(c) 25 (d) 20 (1 mark)
Answer: _—
F
®) AFC= No. of units * .
- JFC
5]

- TFC =30 x 6 =180
So, AVC for 4 units of output = .!%.9

=345

2013 - JuNE

L4

[62}-Which of the following cost curve will s
'—} touch the x-axis? lope downward and does not

(a) Average cost curve
- (b) Marginal cost curve .
(c) Average variable cost curve
(d) Average fixed cost curve. (1 mark)
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Answer:

(d) The total tixed cost is a constant amount, i.o. it is lixed in nature.
Average fixed cost will steadily tall as outputincroases. Therelore,
it we draw average fixed cost curve it will slope downwards
thioughout its length but will not touch 1o x-axis as AFC cannot be
o,

Suppesa the total cost production of a commaodity *x' is T 1,25,000 oul

of which Implont cost is T 35,000 and normal prolit is T 25,000, What

would be the exphicit cos? of commaodity x? '

{8) T 90,000

(b) ¥ 65,000

{¢) ¥1,00,000 (d) T 60,000 (1 mark)
Answer: )
(b) Tolal cost =11,25,000

Imolicitcost =T 35,000

Nomal profit =% 2,50,000

Explict cost =9 .

Total cost = Explicit cost + Implicit cost + Normal protit

1.25,000 = Explicit cost + 35,000 + 25,000

Explicit cost = 1,25,000 - 35,000 - 25,000

= 65,000

In which of the followin:

g casoes opportunity cost concept applies?
(a) Resources have alemative uses

() Resources have limited uses
(¢} Resources have no use

(d) None of tha above.

Answer; b

(a) Opportunity cost refers to the cost ol opportunity forgone involving
4 comparison between the alttemative chosen and the alternative
lorgone. It refates to the sacrificed altemativas.

Thus, Cpportunity cost concept applies where the resources
have altemative uses.

(1 mark)

[65]) Direct costs are also known as

(b) indirect costs
(d) real costs,

(a) traceable costs
(c) opportunity costs
Answer:

(n) Direct costare costs that aro readily identified and are traceable |

a particular product operation or plant. It is also known a
Traceable Cost. X

(1 mark

2013 - DECEMBER i

[86] Which st

alement among below is correct in reference in Average Fixed
Cost

(a) Never becomes zero (b) Curve never louches x-axis

(c) Curve never touches y-axis (d) All of the above. (1 mark)

Answer:

(d) Averago fixed cost nover louches any axis but it slopes downward,
Average fixed cost can never be zero evon If there is no production
sa it can never touch any axis. AFC falls when oulput increases as
fixed cost is always fixed, :

Thus option (d) is correct.

2014 - June I

_/[B?] Marginal cost chg

nges due to change in = .

Ea} total (b) fixod cost
c) average
i g (d) variableg (1 mark)
(d) Marginal cost s the addition magg
. e 10 the tota| he
g;z?ulflign o:y atr;‘ additional unit of oulput. It g Indapenzzitl gfyﬂi:ad
. on @ variable costs whi i
the level of output in a short run, N hanges wits @ changs in
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jsa] A lirm produces 10 units of

1 200 and with a fixed 8 commodity at an average tolal cost of

Cost of ¥ 500. Find oul the component of

average variable cost in th H

{a]) 2300 ° Imaqlb?sttéoo

{c) T150

Answer: . £ =i e

(c) Average total cost of 1 unit = T 200
Total cost al 10 units = 200x10=22,000 .
~ Tolal fixad cost = T 500 '
= Tolal variable cos! = total cost - toal lixed cost
=2,000-500="1T1,500

- Variable cost of 1 unit = 1%39 =7 150

= Hence, component of average variable cost in the tolal cost is
¥ 150, .~

[4.1054 | ® [solved Scanner CA Foundation Paper - 4A (New Syllabus) | .

Answer: . .
() Fixed Cost of producing 50 unlts is T 1,000 and the lixed cost of

producing 100 units will also bo the same Le. T 1,000.

. The Averago Fixed Cost of 100 units .

AFC — Fixed Cost _ 1,000 _#4p

) Quantity 100

@,A‘E'ompany produces 10 units of outpu! and incurs ¥ 30 per unit as
variable cost and ¥ 5 per unit of fixed cost, Whal will be ils tolal cost of

producing 10 units?

{a) T 300 -{by T35
(c) T305° (d) T 350 {1 mark)
Answor:

(d) The lotal cost of producing 10 units ia:
Total Cost — Tolal Fixed Cost + Tolal Var. Cost

" Ave rage total cost to a firm is T 600 when it produces 10 units of output B ;g i :53501 030
and T 640 when the output is 11 units. The MC of the 11th unitis : 7350
(a) ; ;4010 Eg; : 154&0 (1 mark) . [72]’6n the basis of the following data what will be the marginal cost of the
fffl!lswer' : ' . ~— " 6th unit of outpul? )
(d) Average total cost of 10 units of output = Z 600 Outpul 0 1 2 3 4 5 6
Average lotal cost of 11 units of culpul = T 640 Total Cost 240 | 330 | 410 | 480 | 540 | 610 | 690
.. Marginal cost o 11™ unit = Total cost of 11 units - Total cost of 10 (in¥)
units : (a) 2133 (b) 275
= (640 x 11) - (600 % 10) (c) T8O (d) T 450 (1 mark)
= 71,040 Answer:
{c
f Qutput | Total Cost Marginal Cost
2014 - DECEMBER | 0 240 0 i
. , Is T 250 and fixed 1 330 80
t of producing 50 units of any commodity
7ol 2;:;?593 ?oosoo. Eﬂ.fhat will be the average fixed cost of producing 100 2 410 80
units of the commodity? (b) 730 3 | 480 70
EZ‘; e (d) T05 (1 mark)
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4 540 60
5 610 70
6 690 80

[72] The positively sloped (rising) part of the long run averaga cost curve
indicates working of the

(a) diseconomles of scala
(c) constant returns to scale
Answer:

(a) The positively sloped (rising) part of the long run average cost
curve indicates working of the diseconpmies ol scale. Because
rising LFAC and diminishing returns to scale result from intemal
and external diseconemias of scale.

[74] Average fixed cost curve Is always:
" (a) Declining when oulput increasos

(b) U-Shaped, if there are increasing retums to scale '

(c) U-Shaped, if there are decreasing roturns to scale

(d) Intersected by marginal cost at its minimum polnt

Answer: .

(a) Average fixed cost will steadily decline as output increases, If we
draw an AFC it will slope downwards throughout its lenglh but will
not touch the x-axis as AFC can't be zero, .

[75) {Pl'annlag curve s related to which of the following? ' ’
\ / (a) Short run average cost curve
(b) Long run average coslt curve

(b) increasing retums 1o scale
(d) economies of scale (1 mark)

(1 mark)

(c) Average variable cost 1

(d) Average total cost.

Answer:
(b) Long rango average cost curve is often called a planning Curve
becausa a lirm plans te produce any oulput in long run by choosing

a particular plani In the long run and the average cosl curve
corresponding to the given oulpul.

[76] Usingthe lollowing data find outthe marginal cost (MC)-of tha sixth unit
|

ol output:
Qulput 0 1 2 3 4 5 6 7
Total 48 | 73 | 94 | 114 | 130 | 148 | 168 | 189
Cost
(a) 24 (b) 16
(c) 20 (d) 21 (1 mark)
Answer: - 8
Me = 21C o MG, =TG- TC, ,
@ MC="] MG -1, -Tg,
MC =168 - 148
=20 Y
[ oecomen ]
Solve question no. 77 given below the following table:
Output (Units)  TFC MC
(in %) (in%) i
0 500 = ‘EE’Q
1 500 400 4
5 n 00 1600 3 N
\_@,lal asto\r}’“ be marginal cost, whon output s 5 units?
(b} 400
(¢ S0 (d) 600, (1 mark

Scanned by CamScanner



C-ors y =TFC+TV.G
=500 + 1,600
— I1
T.F.C=500 T.V.Clor 1 unit 30!:?0
T.C. for 1 unit = 500 + 400 = 800
= 1200 _ 5,
i i 4 - ‘
/[73] Diminishing marginal returng implies
(a) Decre

asing average variable costs
(b) Decreasing marginal costs

(c) Increasing marginal costs
(d) Decreasing fixed cosls,
Answer:

(c) It states that as one input variable Is increased there is a point at
which the marginal increase In outpul increase and then bagins to

decrease, leading to the increase in the marginal cost with every
additional unit.

[78] ' When the output of a firm increase in the short run, its averaga lixed
g cost . '

(a) Increases
_(c) Remains constant

(1 mark)

{b) Decreaces
(d) First declines and thon rises,
' {1 mark)
;:;5;::::9 TFC is a censtant amount, AFC will steadily fall as output
increases. e ?
{€0] Which of the following cost curves is never ‘U shaped
(a) Average cost curve
"(b) Marginal cost curva
(c) Average variable cost curve

(1 mark)
(d) Average fixed cost curve.

Answer:

(d) Average fixed cost curve is never "Ur shaped bacauso It slopes
Downward through its length and never touch X1 axis.

2016 - June |

1] Fixed cost curve normally:
() Starts trom the origin
(c) Is vertical line
Answer:

(d) Fixed cost are those cost which are Independent of output i.a, they

do not change with changas in output, Thus, fixed cost curve
normally is a horizental line.

&, ATational producer will produce in the stage in which marginal product

(b) Is U shaped

(d) Is horizontal line. (1 mark)

is positive and :

{a) MP > AP (b) MP =AP

{€) MP < AP (d) MPis zerB. (1 mark)
Answer:

(c) A rational producer will
product is posilive and
increase the average p
/’ol labour stightly.
' 4931 The vartical diflerence

produce in the stage in which marginal
MP<AP. As in this case a producer could
roduct of labourl by docreasing the quantity

betwaen TVC and TC curves Is equal to;

{a) M (b) AVC
le) TFC {d) None of the abave, (1 mark)
Answier;

(c) Total cost of a business is the sum of 1otal

variable cost and total
lixed cost or symbolically TC = TFG + TvC
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TC
.r-leEl'Cl'Ei e
<+— Totd Cost
- To= foed Cost i
g £ o
0 X

The1otz! variable cost curve rises upward showing thereby that
25 output increases, 1ot2l variable cost increases. This curve starts
from the origin which shows when output is zero, variable cost are
a'vo nil. The 192! cost curve thus has obtained by adding vertically
the total fized cost curve and the total variable cost curve.

(a,} V/nat happens 10 marginal cost when average cost increases?

s

h -

(2) Marginal cost is below average cost

(o) Marginal cost is above average cost

(c) Marginal cost is equal to average variable cost

(d) Marginal cost is equal 1o average cosl.

Answer:

(b) The relationship botween marginal cost and average cost Is the
eome as that between any other marginal average quantitias when
avaraga cost rises as a result of incraase fn'0u1pul marginal cost
is mora than the averago cosl.

(1 mark)

[esﬁ If the market price of good is more than the opporlunity cost of

._/

producing it, then:
(a) The market price of the product will increase in the long run
(b) Producars will increase supply in the long run

(c) Resources will flow away from production of the gocd, causing
supply to decline with the passage of time

(d) The situation will remain unchanged as long as supply and demand
remain in balance. (1 mark)

Answer; .

(b) If the market prica of good is more than the opportunity cost of
producing it then producer will increase supply in long run that is
the amount of a good or services that producer are willing and able
to offer to the market at various prices during the time.

Izms - DECEMBER I

[ae] Afimm has variable cost of ¥ 1,000 at 5 units of output. I fixed costs are

4

S

% 400, what will be the average total cost at 5 units of output?

* (a) 380 (b) 600

(c) 280 (d) 400 (1 mark)
Answer: *
(¢) Variable Cost =¥ 1,000 at 5 unit

Fixed Cost =T 400

Total cost = Variable cost + Fixed cost

- =‘{,000 + 400

=1,400 al 5 unit.

~ Average total cost = 1—%‘—0 .

=2 280
7( The average total cost of producing 50 unils is 2 250 and total fixed

cost s T 1,000. What is the average fixed cost of producing 100 units?

(a) & {b) 30
(c) 20 (d) 10 (1 mark)
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ot So Units = 1 i
TFC =T 1,000 | 250 (30 Whatwillbe AVC in the production of 3 units according to the following
cost data?
AFC ot 100 units - 1,000 Production (units) 0123 -
100 Total Cost 3) 140‘,236;]10"3&0
: =T 10 ‘(a) T80 (b) T 100
= \\he_n average fixeq Costis ¥ 20 ay (c) T110 (d) T 240 (1 mark)
_°  Aunias of output? 6 uniits of output, what will it be at Answer:
:(:; :ig ®) 230 (.,_,WCJ_\C!}Qchrcgaao;mo_z_;g,ao
Answer: @ 20 (1 mark)  [91]./The costs which remain fixed over certain range of output but suddenly
(®) AFC =20 at 6 units of o u‘/ g-lrr:‘;ﬁ:d'-‘&w higher level when production goes beyond a given limit
- TFC «=20x6 (a) Variable cost (b) Semi- variable cost
=120 (c) Stair- step variable cost  (d) Jumping cost. (1 mark)
AFC at 4 units of output Answer:
=120_¢s4p
4

23] Modem industrial units face
<" 1achnclogy of production.

{a) U shaped () L shaped
{c) Dish shaped (d) J shaped.
Answer:

{b) | shaped cost curve.

id exist only when the stale of
a cost curve cou y .
!ed\go?:gypf:mhs constant but, the empirical evidence shows

in the run.
that the state of technology changes long

Therefore, modem industrial units face 'L’ shaped cost curve

than ‘U’ shaped cost curve.

(c) STAIR-STEP VARIABLE COSTS are the costs which increase in
a stair step fashion Le. they remain fixed over certain range of
output; bul suddenly jump to a new higher leve! when output goas
beyond a given limit. Eg. Fixed salary of foreman will have a

sudden jump il another foreman is appointed when the output
~~ CT0Sses a particular limit,

- . et .
dueto in their -/192] A firm producing 9 units of output has an avaerage total cost of T 200

and has 1o pay ¥ 630 to its fixed cost of production. How much of the
averaga tolal cos! is madae up of variable cost?

(a) T 150 tb) T 130 '

(c) 70 (d) T 300 {1 mark)
Answer:

(b) Variable Cost = Total Cost - Fixed Cosl
= (200 x 9) - 630
=1,170

. TVC _1,170
AvC - = = 1070

{1 mark)

=T130
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{83] The cost of one thing in lerms of alternative given up is known as:
(a) Opportunity Cost (b) Roal Cost
(¢) Production Cost (d) Physical Cost.
Answer:
(a) Opportunity costis concerned with the cost of forgone opportunity;
it involves a comparison between the policy that was chosen and
the policy that was rejected.

For example, the opportunily cost of using capilal is the
intarest that it can eam In the next best use with equal risk.

(\ mark)

| 2017 - DECCMDER

]
’ [94] In the short run, when the output of a lirm increases, its averaga lixed
-’ cost

(a) Remains constant

(b) Decreases .
(c) Increases

(d) First decreases and then rises

(1 mark)
Ansvier:

(b) Yes in the shon run, when the output of a firm increases its
average lixad cost decreases. Whan the output Is 100 units tho

AFC willba T 20. And now if tho outputincreases to 200 units, AFC
will be T 10. Henco, cost docroases.

;.. 195]-Wnat wi'l be average variable cost of producing 5 units of blankals as
" perdetails given in the following tablo?

Elankaots 0 1 2 3 4 5
Total Cost (in¥)1,6500 2,575 3,800 4,500 5,300 6,000
(a) T 500 (b) T750
(c) 7900 (d) 1,000 {1 mark)
Answer:

(c) Averags vartable = Diltference in Total Cost
Differantinunits

5-0
_ 450
5

=T 900 per unit -
{96] Which ot the following is/are example(s) ol an economic cost?
/ (a) wage paid to labourers
(b) raw matarials purchasa cost
(c) interest paid on short term loan
(d) all of the ahove.
Answor:

(d) Economic cosi = explicit cost + implicit cost.

Explicil cosi refers lo lhose costs only which Involve cash
payments of the entrepreneur of tha firm,

Implicit cost refers to Lhe amount of money the entreprencur
could have eamed if he had invested his money and sold his own
servicos and other factors in the next bes! alternatives.

(1 mark)

2018 - May |

. 197] Opportunity Cost is:
(a) Marginal cost
{c) Total lixed cost
Answer:

(b) Variable cost

(d) None cf these. (1 mark)

(d) Opporiunily Cost of a given activily dafinad as the value of next
best aclivity and it Is not rolatad with any cosl. It means sacrifico of

one good for another good to giva satisfaction to sall. o
The *law of diminishing retures applies to

(a) the short run, but not the long run
(b) the long run, but not the shor run
(c) both the short run and the fong run
(d) neither the shart run nar the long run

el

<
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IMinishin
as in short ryn <O retum apo;
un a fiy Phlies 1 gy,

changes by in Iongarill do ont run
- cannot increasg in s N both
Linear hornoganous r on run w
(@) Increasing

but not in long run
@ char 3¢ Vhile variable cost
anges. Supply/Production

fe is loss or profit.
Is based on

J

_ relurns o l;:::g?n Wacton
(b) Decreasing elums o g y

() Constant retums g scaf:le

(d) None of the above, . :
Answer: e
(c) Linear Homogenous

Production
scale because oulpu 13)ha

N sed on constant return 10
t increase in the

to scale for lifetime.
{100] Wnich of the followin

gcurveisnot U Shapad? )
. (a) AFC (b) MC
{c) AVC (d) TC (1 mark)
Answer: :

(r) AFC is the cost obtained by dividing total fixed cost by the number
. of units of output.

TFC (Total Fixed Cos!) | )

Q (No.of units of output) .
TEC can never be U-shaped as it will fall as lotal output increases
and will not touch the X-axis. It can also never be zero.

AFC =

same way as increase in L

“‘Iﬁ-u it 0 1 2
nr
TC 580 1200 1500
Calculated AFC at 2™ unit of oul{;;t;t.zgo
Ea; i?g (d) 920 (1 mark)
(5 @
e —— e ——

[4.1066 | m {solved Scanver CA Foundation Paper - 4A (New Syllabus) ]

Answer:

{b) Here: 580 is a fixed cost because It will ba incurred whether firm
produces or not. So, it is fixed cost,
We know

AFC = TEC
AFC =7, TFC=580,Q=2
So, ’

_ 580
AFC = )

=290 ’
‘Which of the following curves never touch any axis but is downward
(a) Marginal cost curve
{b) Total cos! curve
(c) Average lixed cost curve

(d) Average variable cost curve
Answer:

(1

(1 mark)

(c) Average fixed cost is a curve which cannol touch any axis so, it
can never ba zero, When total production increases then average
lixed cost steadily falls but never touch axis.

* [103] External economies accrue dueto

(a) Increasing relurns to scale (b) Increasing retums to factor

(c) Law of variable proportions (d) LOW cost (1 mark)

Answer: :

(n) Increase retumn to scale means when thers is a increase in output
is more than increase in input or in other words incraase in, output

> increase In Input and there are some lactors or exlernal
economies which tends to increasing return to scale.

[104) Afirms average fixed cost is 2 20 a1 6 units of output what will be at 3
units of output? : LI )
(a) 260 (b) T30
{c) 240" (d) T20

(1 mark)
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Arswer: [107] The cost of one thing in terms O::,rﬁ:d'mm
(c) Averagm fixed cost is 20 at 6 units and what will be at 3 units? < "(a) Real cost (@) Physical cost (1 may
AFCat6units =20 (c) Opportunity cost
AFGS Junks = _239‘5 a?’;woc&,m:ymu the cost which means the mdbes.'.rc_w”i
=240 r sacntcmgolona_gmm'n‘;:’:}mr' Of OUtpUt bet surscen,
as we AFC is cecreasing steadily by increasing total production. ’jma]Tnemsmh:d\u?mm!u?da'm .laugo = Aot
So. AFC at 3 units is 40 and at 6 is 20. jumps to a new higher leve! when procuction @ L K
[105] Which of the following is comect? are called: .variablo cost
(a) AFC = AVC + ATC (a) Variable cost (b) Semi- P
(c) Stair-step variable cost (d) Jumping cost 2y

() ATC= AFC-AVC
{c} AVC = AFC - ATC
(¢) AFC = ATC - AVC
Answer:
(d) Averzge fixod can be obtained in two ways:
(a) AFG = TFC _ Total Fixed Cost
Q No. ef units of output *
(z) AFC = ATC - AVC .
VWhere, ATC = Average total cost and AVC = Average variable
cost. :
(€} When two goods are perfect complementary goods, the
inci*ference curve will consist of two straight line with a right
ang'e ban! which is convex to tha origin or in other words, it will

(1 mark)

be L shaped.
[108] The verica! ditference between TVC and TC curves is equal to:
{a) MC (b) AVC :
/() TFC (d) Noneof the above. (1 mark)
Answer:

(¢) Total Variable Cast (TVC) and Total Cost (TC) is differences of
TFC (Total Fixed Cost) Formula Derived Is:
TC=TvC + TFC
TC-TVC=TFC
This Is vertical difference between Total Variable Cost and Total
Cost.

Answer: v
(c) There are so many types of variable cost and these are:
(a) Variable cost or pure Variable Cost )
(b) Semi-Variable or mixture ol fixed anc Variable cost.
(c) Stair-step Variaple cost which means the cost which remasy
fixed lor a long time but suddenly jumped 10 a new higheries
when production goes bayond a given Emit.

2018 - NOVEMBER

{109] The slope of Average Fixed cost curve is?
\f (a) Falls from left to right

(b) Rises from leh 1o right

(c) Parallel to x-axis

(d) Paralle! to y-axis

Answer:

(8) Shape ol Average Fixed Costis hyperboia i

to right but does nat loud\xa.xiszme renlne ki it

(1 m=t
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[Chapter = 3.2) Theory of Cost |m [ 4.1069 ] [&1071]!'&1@3%&&%&0_”3&-_4&@’_'2&@

7100 Price of & commodity i best expressed as

[111]) Accounting cost is

{2} Exchangs value
0} Cost of goods soid
{c) Proosston cost
{g) Nommnalvale
Answer:

{2) Prize of commodry is expressad as s exchange valus as s the e

price 21 which it will be sold or purchased.
of Economic cost

(2) Egualto

(p) Less than’

{c) More than

{d) Not inziuded

Answer:

(b) Accomthgcos!isexplmms:andecnnmtoosﬁsapitﬁncos:
+ Nationa! cost therefore, accounting cost is less than economic |
cosl

1 When AC Curve is 2t minimum then MC Curve is ?-

(2) Minimum then AC Curve

(b) Equals to AC Curve

(c) Above AC Curve

(d) Less then AC Curve

(‘:)I When average cost is minimum, L!Cﬂ;rjsngqﬂ ;mmrﬂ Ac. In other

its minim .
word. MC curve &= qu?,‘:;gnalmpwsents profit maximisation

(1 mark)

{1 mark)

[113] Which of the following

—

" condition?

(a) MC=MR
() MC > MR
(c) MC < MR
(d) None.

(1 mark)

[115) Issues requiring decision ma
" (a) How much shoukd be the opti

Answer:
(a) Prof2 will be at maximum level when marginal Reve

marginal cost therefore, it is able 1o cover its cost
econcmy.-

nue is equal lo
and survive in

(1mak)  [114]MC curve of a fim in a perfectly competitive indusiry depicts?

{a) Demand curve
(b) Supply curve
(c) Average coslcurve
(d) Total cost curve
Answer:
(b) MC curve is rising upward in a competifive
depicts supply curve.
king in the context of business are:
mum output at what price should the

(1 mark)

marksg! therefore, it

firm sell?
(b) How will the product be placed in the market?
(c) How 1o combat the risks and uncertainties involved?
(d) All of the above.

Answer: .
(d) Allthe given options are required for making business decisions in
context of business therefore, answer will be (d) all of the above.

(1 mark)

[116) Law of production does not include?

(a) Retums to scale

(b) Law of variable proportion

(c) Law of diminishing retums to a factor
(d) Leas! cost combination factors

Answer:
(d) Least cost combination factor is not included in faw of production

function.

(1 mark)

o
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4 MEANING AND TYPES OF MARKET

PAsST YEA.R QUESTIONS AND ANS\WERS I
Unit: 1 Meaning and Types of Market — e —

Marks of Obj ective, Short Notes, Distingulsh Between, Ceseriptive & Practical Questions
Legend '

Fz \ hod N '« s X ‘ i
Oblaclmg Short Notes Distinguish |\ "\ Descriptive y3d Practical y,wnich of the fallowing is not an essential condition of pure competition?
, 9 A . : (a) Large number of buyers and sellers .

2006 - NOVEMBER

' ;. 3 | (b} Homogeneous product
} 33 (c) Freedom of entry )
T RS A . e S el v+ WM — _-.%_,_ (d) Absence of transport cost . (1 mark)
P % Answer:
i : %"ﬁ@r (d) Pure comipetition is a part of perfect competition. The essential
é 1. R e ——— A A conditions of pure competition are:
. 757517375 (a) Large numbar of buyers and sellers

' {b) Homogeneous products
IR (c} Freedom of entry and exit of firns.
‘. % 2007 - FEBRUARY
o-—— -— =r

~¥a T T —T T T
JreH D ArotS Dx13 e D=¥W A7 Ox17

L w
i \-[2]/ Undar which of the following forms of market struclure doas a firm has
. no control over the price of its product :

(a) Monapoly (b) Oligopoly
For detailed analysis Login al www.scannerclasses.com (c) Monopalistic competition  (d) Perfect competition (1 mark)
for regisiration and password see first page of this book. Answer: :

(d) Perfect competition is a price taking firm. The prices in such &
market are delermined by market forces of demand and supply.
Neither the buyer nor the saller can influenca the prices.

41071
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(3] Given the retation MR = P [1-%] if @1, them

(8 MR>0
{c) MR=0
Answer:

(e) MR=P [9_;‘1]

b

(b)) MR<0
(d) Mone (1 mark)

C
fte>1 2
The relation °—;‘wﬂlbepos§ﬁve.

| _ [4] Profits of the firm will be more at :
(a) MR=MC
{b) Additional revenue from
(c) Both of above
(d) None
Answer: ) .
(c) Prafits of the firm are maximum at profit maximization level ie.
MC=MR, Additional revenue from extra unil equals its edditional
cost. - . )
[5) What should fim do when Marginal revenue is greater !han marginal
< cost? o . -
a) Firm should expand O
}h] Efiect should be mado to make them equal
(c) Pricas should be coverad down
(d) Allof these - f

Answer: o Is greater than margiral cast, thé producer

revanu
(8) mﬁ";’:pfgmmm as It Is profitable for the firm to expand output.

extra unit equals its additional cost

(1 mark)

{1 mark)

2007 - AUGUST

. —————

(6) Jnder monapoly price discrimination _depends upon :
L (a) Elasticity of demand for comquny
(b) Elasticity of supply for commodity
(c) Size of markel ;
(d) Al of above
Answer: . ]
(8) Monopoly has aleatura ol price discrimination L.e. charging dclli erant
prices from ditferent customner. It depends upon the elasticity of
demand of various customers. Difference in clasticity forces the
- monopolist to charge ditferent prices from different customers.
.Firms in a monopolistic market are price :
(a) takers (b) givers i
(c) .makers (d) acceplors (1 mark) .,
.Answer: sk .
(c) Inamonopoly market the prices are decided by the monopolist. H
is the maker of the price. Buyers cannot Influence the prices.

2007 - NOVEMBER

. [B'] Market which have two firms are known as :

‘.~ (a) Oligopoly (b) Duopaly
{(c) Monopsony (d) Oligopsony (1 mark)
Answer: :
(b} Duopaly is composed of two words - "Duc” and *Poly”. Duo means

two and "poly” means seller. Hence, duopoly Is a market where
there are two sallers.

(1 rmark)
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—_—
2003 - Fe=ruaRyY

I3l Mercechist can determine ¢

(z) Prea (b) Output
(=} Etrer price or cutput (d) Mone (1 mark)
Answrer;

(¢) Merepeist frm is the price maker firm. In this market only the
sefler can nfluence the prices. Ha can determine either output or

ores.
<110 MRefnhunitisgvenby :
z; TR,/TR,, () TR, + TR, ,
= TR, -TR, (d) Alotthese (1 mark)

Mua'gr.ﬂr?maﬁmwdﬁonmamtommmmby

Frocucieg one more Lnit of a commodty. N is expressed as:
R =TR -TR,,

ZHE - e

/;'.:1 T mareet giructure in which the number of sellers is small and there

= ries dependanos N decision making by the firms is known as
(3] Perfet competton

) Olgrooaiy
ley Vereooy
2} Voreoriste competition (1 mark)
Anrvwer:
=) Olgugoly is ofien described as “competition among the lew”. It is
raracerzed by small number of seliers who are interdependent
/B desiuon making,
ligj 17 perlsct competsion, sinca the tim is a price taker, the
/' 2 ttrac ine -

’,_

curve

| 4.1076 | ® [Solwed Scanrer CA Foundation Paper - 4A (New Syllabus)]|

(a) marginal cost

(b) total cost

(c) total revenue

(d) marginal revenus (1 mark)
Answer: :

(d) Ina perfect competitive market, the prices of all the firms are sama.

Hence, there is no change in marginal revenue and the MR curve
is a straight lina.

I2ﬂ11 -Juns

[13) Gven the relation MR =P 1- 3).ire <1, then

(a) MR <0
(b) MR>0
(c) MR =0
(¢) None of these.
Answer:
(8) IMA=P(1-1/e)ande <1
Lets assume e = 0.5
putting it in the formula we get ) )

"' -58)

MAR=-P
So MR will always be less than zero.

(1 mark)

2012 - Jule

|

ng monopolist the condition for equilibrium Is:
(b) MR, =MR,

(d) All of the above.

[14] For a discriminati
o (a) MR>MC
(c) MR, =MR,=MC .(1 mark)

Scanned by CamScanner



[4.1078 | m [soled Scammer CA Foundation Paper - 4A (New Sylisbus) |

1 i - -
Chapter ‘.1]]&3:;.‘““71?“ of Lark ‘].14.1077_'
Answer: ' .

c) Cne of me & - : '

4 wkz,dg;:';mf Conestions of price discrimination is that the

subyrark e 2bie 10 Gvide his marker o two or more

price 7o, E margnal revenus in both markets are derent then
rfﬁtﬁwfﬁm.mmﬂﬂLﬁermmm
e pt =l markat which gses more margnal revenue. Suppose

* MATEL A 55 more than market B. So the seller vl tanster
¥ DX00Uets from market B to market A Due to this the prices of
l_ﬂ:ﬁ’&i _B vl riss and A vl fal, Gradually the MR of B will starnt
Freasing. He il qoatinue to transfer un#s from B to A Ll the
margnal revenue from both markets become equal. After this point
it will be no longer proftabla to transfer units and hence the
position of equilibrium will be when
MR, = MR_ = MC

{15] Averzge revonua curve is also known as:

(a) Profit curve (b) Demand curve .

(c) Supply curve (d) Averagecostcurve. (1 mark)

Answer: )

(b) In perlect competition market the sama price prevails throughout
the markat. Since the price is constant hence the demand of the
commaodty determines tha lotal revenue and average ravenue.
Due 1o this reason the A.A. curve can also be called as the
daemand curve. y

A

¥

PA=AN=M

2013 - JuNe

(18] Gwen, AR = 5 and Elasticity of demand = 2 Find MR.
S (a) +25 () -25

(¢) +1.5 (d) +20 (1 mark)
Answer:
. . :C p.1
(0 v Anx 1 MR=5xe-1
8 4.
2-1 1
=5* 73 =9% 2 =2-5
=+25 2 —

Henca, option (a} is the correct answer.

2013 - DECEMBER

[17] - H a seller obtains ¥ 3,000 after selling 50 units and T 3,100 after selling
_~~ 52 units, then marginal revenue willbe '

. (a) t59.62 (b) T 50.00 .
(c) T60.00 ' (dy T59.80 ! (1 mark)
Answer: .

(b) S.P of 50 units = T 3,000
S.P of 52 units = ¥ 3,100 .
S.P of additional 2 units =¥ 100 & marginal revenue of 1 unit.

C = .E_O =3 50.
2 ' |20
. Thus, option (b) is correct. =
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I 2014 - JunE

[18] A firm will close down in the short period, if its AR is less than :

(a) AC (b) AVC
(c) MC (d) None of the above {1 mark)
Answer:

(b) In short run, if the firm is able to meet its VC and a part of fixed
cost it will try to continue production in the short run. If it recovers
a part of FC, it will be beneficial o continue production. However,

it a firm is unable to meet its AVC, it will be herler for it to shut
down.

|2016- June - i ' .

{19] Which one of the Tol!owlng axpressions Is corract for Marginal

Revenue?

(@ MR= AR[—;]' (b) MR ='Tnn— TR,

(c) M %Tc? (d) MR = T_c? (1 mark)
Answer:

(c) Marginal revenue is the rate of change in total revenue resulilng
from the sale of an additional unit. .

_ ATR
MR= 3G
Where MR is marginal revenue

TR is total revenue
Q is quantity of commodity sold
A stands for small change.

[ 4.1080 | m [solved Scanner CA Foundation Paper - 4A (New Syllabuni|

2016 - DECEMBER J

[20]

The market for ultimate consumer is known as: -
(a) Wholesale market :

(b) Regulated market

(¢) Unregulated market

(d) Retail rnarket

Answer:

{d) The market for ultimate consumer is known as retail markat_

(1 mark

2017 - JUNE

|

([21]

[22)

For a firm to become profitable it should expand output whenever:

(a) Marginal reveriue 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 avaerage cost.

Answer:

(c) 1twiil be profitable for the firm to expand output whenever margina
revenue is greater than the marginal cost, and to keep on
expanding oulput until marginal revenue equals marginal cost. Not
enly marginal cost should be equal to marginal revenue, ils curve
should cut marginal revenue curve from below.

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) Whoiesale market and retail market

(d) Local market and national market.

(1 mark)

“ (1 mark)
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Answer:
(a) On the basis . .
ot of nature of transactions markat may be classified |2018 NOVEMBER

a. Spot' Market: Il refars to those markets wh‘uro goods are
* physically transacted on the spot,
b. Future Markot:

contracts of a future dala.

(23]

-

_l24]

H 2018 - May |I

In very short period market;

(a) Supply changes but demand remains same
(b) Supply changes but price remains same
(c) Supply remains lixed

(d) Supply and demand both changes (1 mark)

Answer:

(c) In very short period market, it Is not possible and easy to increase
the supply as [t is very difficult ta install new machinery or increase
more labour go, in this market supply Is fixed. This Iea_ds to only

/ profits commodities llke vegotables flower, fish, eggs, fruit, milk etc.
"which are of perishable nalure are examples ol very short period

markel.
A firm will clos
(a) AC
(c) MC

3’:;5::?;; short run, fixed cost is fixed and variable cost is not fixed and

less thanits average variable

nue or tolal revenue is : r

: avera?ﬁ;?‘\:zriable cost then firm has lo close down ils business

EOS‘ ?ursao no one want 10 suflor losses by increase cost than
eca

revenue.

o down In the short period, if its AR Is less than:
(b) AVC

(d) None of the above, (1 mark}

(
Itis related to those transaction which Involves

[25) Which of the folloving is correct?

(a) MR =AR (o -1)/e
(b) MR = AR (g +1)/e
(c) MR = AR (1-e)/e
{d) None ol the above
Answer:

(8) MR. AR and price elascity of demand are uniquely related 1o one

another through the formula, MR = AR x e_;1' therefore (a) is the -3

(1 mark)

correct option.
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.

PAST YEAR QUESTIONS AND ANSWERS

4

- — R %A
T T
= ST, S . . e E— ————y I'& =

dmd D= AmtS Dec1S JmM O Ael?7 D=7 - e

For detailed analysis Login at www.scannerclasses.com
for registration and password sec first page of this book.

4,1083

Detormination of Prices e
) 2006 - NOVEMBER
Marks of Objective, Short Notes, Distinguish Datween, Descriptive & P [+
) - ., A& 1] For maximum profit, the condition Is ;
: e : - E%3 v (a) AH =AC (b) MR=MC
o ) _ =5 (c) MA= AR {d) MC=AR (1 mar
Answer:

(b) Profit maximization level of a firm is the lavel at which its marging
rovenuo is equal fo marginal cost. The condition lor maximum proft
is: MC = MR.

2007 - May

. 2] Equilibrium prico may be determined through: )

(a) Only demand .
{c) Both demand & supply
Answer:

{c) Equilibrium price is the price of a product when its damand equals
supply. The point of intersection of demand and supply curvesisthe
equilibrium price,

(b) Only supply

(d) None (1 mark)

Equilibrium price involves both demand and supply,
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If price is forced
besaidthar o2 below CQuilibrium price hen consequenlly it ca
n
E:; 3?;?? 2 Poly oxists. (5) Excoss o
or mand oxi
Answer: ®) @ Noi -

her @ nor®) (1 mark)

2007 - NOVEMBER

[4]
v

—]

An increase in supply with unchanged demand leads to :

(a) Rise in price and fall in quantity

(b) Fallin-bolh price and quamlt‘y

(c) Rise in both prico and quantity

(d) Fallin price and rise in quantity

Answer: - iromailing
increase in supply. deman 1 the same,

["’) :senﬁ;t;o;? li:aa;ood decreases and quantity demanded increases.

It lsz\ddent {rom the foliowing diagram:

(1 mark)

of Prices | m ™ |Solved scanner CA Foundation Paper - 4A (New Syllabus) |

Y

N 2R

e
Py #
- r
Py

2008 - FEBRUARY I

\I5]"In the long run ;

(a) Only demand can chango .
(b) Only supply can cha nge '

{c) Both demand and supply can change -
(d) None of these .

Answer:

(c) Long run Is the period when both buyers and sellers get sutlicient

time to adjust their demand and supply. Hence, both demand and
supply can change in long run. : i

lt‘l mark)

L/’fﬁ] Condition lor-prodl.icer equilibrium is :

(@) TR=TVC (b) MC=MR
() TC=TAC (d) None ol these (1 mark)
Answer: J
(b) Conditions for producer's equilibrium are -
a. MC=MR

b. MC should cul MR from below.
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(a) 220 . (b)y T19

12010 - June I : ' (€) 210 (d) 201 (1 mark)

= Answer: . )
[¥] Anincrease in supply with demand remaining the same, brings about. {c) The marginal revenue resulling from an increase in outpl{t from g
{8) Anincreasein equilibrium quantity and decreasein equilibrium price. units to 10 units is T 10.
(b) Anincrease in equilibium price anddecrease in equilibrium quantity. . -~ * Prica Quantity Revenue
(c) Decrease in both equitibrium price and quantity . | - - 3 ) 9 180
(d) Naone gf these. i (1mark) . . .
o & . Y ! ' - 19 10 190
Answer: < \

(a) WhenYhers is an increase in supply, dsmard remaining the same; | -
the equilivium prica.ol good decreases and equilibrium quantity _ _

.Meases. Itis avldt_an;l Imm the following diagram. o

Ko ol

', - Marginal Revenue is [190 - 180] - 10. .

V‘;:..'. Y LA 4 . : S A T - . e L. .
By (AT Dy D - e 8 Q[Gﬁ.Fm the following table, what will be equilibrium market price?
1 © %P " Price (in7)- Demand (Tonnes  Supply (Tonner
A per annum) per annum)
ey 20 ; 1 . 500 200
- _ : 2 450 250
P1- _ R '3 400 300
. ' S/ q - 350 350 :
. , 5 300 400 @ .
6 -250, 450 -
0 7 200 500
_ S 8 150 . 550
Y - ) ) ! . (a) 22 (b) 3 _ .
2014 - DECEmBER 1 ) o) T4 (d) t5 (1 mark)
= 3 * Answaer: ‘ .
I_IBI Whnen the ?rim of acommodity is ¥ 20, the quantity demanded is 9 units (©) Eguilib;lum Market price is ? 4 because at thls price derand and
" andwhenils price is ? 19, the Quantity demanded is 10 units. Based on price are equal so market price will tend to settle at this figure.

this information what will be the marginal revenue resulting from an
increasa in output from 9 units to 10 units?

[ 1
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I 2017 - DECEMBER ‘ ' Answer: ) ) .
(n) Under first degree price discrimination, the monopolist separates

. the market into each individual consumer and charges them 1!19
prica they aro willing and able to pay and thereby extract the entire’

consumer surplus.

_. [10] W the price of a commodity is fixod, then with every increase In its sold

quantlity the total revenue will

0‘_ . B - and the margingl revenug wil Therelore, (a) is the correct aption, Individual capacity.
i (a) increase, alsoincreasa  (b) increase, remain unchanged (13] What is the shape of monopolist Average Revenue Curve?
(c) increase, docline (d) remain fixed, increase. (1 mark) - (8) Falls from lefl to right
Answer: ) \ (b) Is parallel to X — axis
(b) It the price of a commodity is lixed, then with eve (c) Is parallel to ¥ —axis :
) ' ry increase in its 3
sold quantity the total revenue will increase and lhe marginal (d) Rise from lefi to right (1 mark)
revenue will remain unchanged. As marginal revenue is tho change Answer: . .
intotal revenue. Resulling from the sale of an additional unit of the (8) The shape of monopolist average revenue curve falls from left 1o
commodity. © right. .

&] Whal is the shape of perfectly competitive Average Revenue Curve?
(a) Parallel to X axis
(b) Parallel to Y axis

2018 - NOVEMBER

4 (c) Fallfrom left to right . .
: d) Rise from lalt to righ mark
[11] If supply decreases and demand remains constani, then equilibrium Lr,nsv‘rl:i RREBRES Snn @ y
f price will be? : " (a) Curve of avera i
L ge revanue is parallel to X axis as par perfect
(a) Increases ) ) compelition markel. Pe

(b) Decreases
(c) Nochange . .
(d) Become Negative (1 mark)
Answer: . s .
(a) When supply falls and demand remains constant, ihen there will be
excess demand in the economy and in arder to meet the demand
lhe price of the commaodity will‘ rise _(rncroase]. ‘
[12), According to pigou, first degroe price discrimination charges price 19:
" (a) Individual capacity
" (b) Quantities sold
(c) Location
(d) None of the above

[ AR

-

(1 mark)
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PAST YEAR QUESTIONS AND ANSWERS

-

=

2006 - NOVEMBER

(1] A compatitive firm in the short run incur, lossas. The firm continues

(2]

+ production, if;

(@) P> AMC (b) P=AVC

(c) P«AVC (d) P>=AVC (1 mark)
Answer:

(d) In short run if the compalitive tirm s Incurring lossas thon it wil
conltinua production only it its prica is groater or aqual lo average
variable cost. If price is less than variable cost it means nelther the
fixod cost nor the varlable cost can bo oouorod In such a situation,
the producer shall stop production.

Undor __ markot condition, firms make normalproms in the long
run:

(a) porfect compaetition (b) monopoly

(c) oligepoly (d) none {1 mark)
Answor:

(a) Partect competitive market Is characterized by free entry and exit of
firms. In the long run if the tirm makas profit, more seller enter the
industry and hencae the profits are reduced 1o the equilibrium lovol.
I thare are losses, thon and more lirms loave thq Industry rosulling
into Increase in profits to the equilibrium level, Hence, compatitive
lims always incur norrnal prolits,

Scanned by CamScanner



3 Amoncpotist is

[Chaptar =4 Unn- 3

l

Price g D
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(2a) Hsoutput is m am?;"
(5) He charges a high pr

y bl ' €qual to marginal revenue (1 mark)
(d) i’l'g: ’:;;lelzﬁhon level is the |eyel at which

“ i“;"q:‘“-’-‘-"‘ of the following market structure AR of the firm will be equal
z) Mon Monopolisti iti
L;i‘iﬁ (@ Porton e Compation

(d) In perfect competition fims are prica taker, Hence. they offer same
pnce ie. the prices are same throughout the market. Since the
prices are same or the AR and MR are also equal.

[5] Under Monopolistic competition the cross elasticity of demand for the
- product of 2 single ﬁnnwousdbo:b} —_—
(z) Infinite . Ed} High lastic
lc) Highly inelastic
Answer: o
(b) In case of mon
d#ferentiated and all t!:e!?f g
hence it has highty elastic

(1 mark)

i competition, the products are less
lsﬂcam:i:'. a[:: closa substilutes ol one another

cross elasticity.

u " | 41088 | m [ Sofved Scanmer CA Foundation Paper - 4A (New Syllabus)|

(6] When AR =2 10 and AC = 2 8 the firm makes :
(a) normal protfit (o) netprofit

{c) gruss profit (d) supernormal peofit
Answer:

(d) A firm makes normal profit when AC = AR .
In the given question AR =10 and AC =8 ie. averago revenue is

greater nan average cosl. So the firm makes super normal profit.
(Prefit abova normal prolit is super normal prot 1).

{1 mark)

2007 - AugusT

[7] What are the conditions for the long run equilibrium of the competitive

firm?

(@) LMC=LAC=P {b) SMC =SAC=LMC

(c) P=MR (d) Aliof thase (1 mark)

Answer: ,

(d) In the long run, a competitive will be at equilbrium at
LMC=LAC=P
(Wnen leng run marginal cost, long run average ccst and price are
equal)

Also in long run in ihe firms operating under pedect compatition is
efticient at point E' where P = MR
and SMC = SAC = LMC.

Ya
e
% e
3 p B/ 7 eamaw
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4 M LK
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[8]

Kinked demand curve hypolhesis Is given by:

(a) Alired marshal {b) A.C Pigou

(c) Sweezy (d) Hicks & Allen (1 mark)

Answer:

(c) Kinked Damand hypothesis was given by Sweezy, an American
economist.

2007 - NOVEMBER

&)

Supernormal profits occur, when :

(a) Total revenue is equal to total cost

(b) Total revenue is equal to variabla cost

(c) Average revenue is more than average cosl

(d) Average revenue is equal to average cost (1 mark)

Answer:

(c) Supernormalprofits are the prolils over and abova the narmal profit.
Mormal profit is included in the cost of the product (This profit is*lor
recovering the fixed cost). Il the product is sold above ils cosl
supernormal prolits occurs. In other words, when AR > AC,
suparnormal prolits oceurs.

- [10] If under perfect cornpetition, the price line lies below the average cos!t

curve, the firm would : _
(a) Make only Normal profits (b) Incur losses
(c) Make abnormal profit (d) Profit cannot be delermined
(1 mark)
Answer: )
(b) In the perfect competition if the price line (AR and MR curve) are
below AC curve so the firm incurs losses i.e. AR or MR is less than
AC.

M MC AC
c \
Losses P=AR=MR
P
B E
0 a X
Cutput

2008 - FEBRUARY I

[11] The MR curve culs the horizontal line between Y axis and demand
"curve into:
(a) Two unequal parts
(b) Two equal paris
{c) May be equal or unequal parts
(d) None of these (1 mark)
Answer:
(b) The slope of average revenua curve is twice the slope of marginal
revenue curve hence MR curve unils it into two equal parts.

Y,

s

1 -
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() duopoly marke, ® IS obsarvoq in

(€) competitive b :
Answer: market :dl "l'i_Onopoly mariket
{d) Inoligopoli ) oligopoly market, (1 mark)
istic :
time. They tlcll_‘rctiduslmsnncesmmainshcky rinl Y
gecllning cost The-;? a-nﬁa infrequently av?:r:n|1le;rb:r?e:urraac:amo%
emand curva intexibiliies tead 1o ki
! ki
demand curv, 00" Oligopolistic mﬂfs 5:;5: l?x‘nl:g?i
d
KINK
; &
| P
c
E
D
OuTFUT N

[13] Competitive firms in tha long run earn:

(a) Super normal profit (b) Normal profit
(c) Losses (d) None
Answer:

(b) Same as Ans. 2

2008 - JuNE I

[14] For a monopolist, the necessary conditicn for equilibrium Is:

{1 mark)

(a) P=MC (b) P=MR=AR
(c) MR =MC (d) None (1 mark)
Answer:
(c) A firm is in equilibrium when:
MC = MR "

[15]

(6]

.

A firm will shul down in the short run it :

(a) Itis suffaring a loss

(b) Fixed costs oxcaeds rovenue

(c) Variablo cosls excaed revenues

(d) Total costs oxceed rovenues

Answer: .

(c) In the short run il the firms will bo in break even point when
variable cost = revenues. Whon variable cost is abovo revenues it
means (hat the firm can nolther recover its variable cost nor fixod
cosl. With this situation, the producer cannol survive for a long 8o
he may shut down.

is the price at which demand for a commodity is equal 1o its

(1 mark)

supply :

(a) Normal Price
{c) Short run Price
Answer:

(b) Equilibrium Price

{d) Secular Price {1 mark)

. {b) Equilibrium price is the price al which demand al a commaodity is

equal to its supply.

L\

Q
Point E Is the equilibrium price.
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Answer:
- Decsms -
!2003 CEMSER (c) Monopolistic markets have a characteristic of produg

dillerenliation which is the most promineni feature of such a lom
of market where firms'do not produce [dentical goods. Thaey tather
produce different varioties of a commedity which. are closeg
substilules of each other.

[17] CPECisan oxzmplo.ot g
(2) Monopalistic competition  (b) Monopoly

(c) Ofigopoly d) Duopo © (1 mark
Answer: : = poly (1 mark) [21] Which of these are charactoristics of Perfect Competition.
(c) OPEC [Organisation for Petrole Exporting Countries] i (a) Many Sal_rars&BuyBrs (b) Homogeneous Product
e s ic o B B {c) Free Entry and Exit (d) Allof the above (1 mark)

exampla of oligopoly market because there are few seller for
petroleun in the world. .
[18] __ is aideal Markel
(al Mor.opoly

Answer: i -
(d) Under pertect competition there are large number of buyers and
sellers. A particular buyer has a negligible role o datermine the

{b} Monopolistic _ . price. ‘
(c) Periect Competition ' The product sold under this type of marke! structure Is a
(4) Otgopoly . (1 mark) homoger_‘nous product i.o. all unils cf a good are identical colour,
Answer: . : shape, size or packing of the product of each seller, Lastly, there
(c) Perlectly Competitive Markel is an ideal Market becauss it is is no legal or social restriction upen the entry df new lirms into the
characterized by many sellers selling identical products to many industry. The choice of entering or leaving an induslry lles on
buyers and there is a freedom of entry and exit. - ]'I'he:r:jdt;‘:::l;? 2"“50 f olicendivis: .
[18] Under which Market Situation demand curve s linear and parallel to X [ ! urve of oligopoly IS -
axis . {a) Horizontal (b) Vertical
{a) Ferect Compatiticn (b) Monopoly (c) Kinked ' (d). Rising left lo right (1 mark)
' oy n Answer:
! i I 1 mark .

f:i s:i:“omr‘s’ ¢ Competition  (d) Oligopoly ( ) (c) Inmany oligopalistic industries, prices remain sticky or inflexible for
(8) Under Perfect competition demand curve Is Linear and parallel to :i,',?cgﬁ lb";?.;;f;s Ejrt:rae "Eldlgr-r:aassi.sbeﬁlﬂcrga”y ﬁ’dfpfali::;?g ?J!; '22
X axis because there are huge number of buyers selling the same i YPOITiana. emand curve of

commodity al a panticular price and as a result each buyer and al:gop_ory market has a ‘Kink al_l‘he Ia\{el of the prl_wa:!:ng prices.
. sa!‘e.:r - trensa.clions in the market at a prevailing price The kink is:II itr:lrmed at the prevailing price level. It is because 1Ihlz
gt o : i ’ segment of the demand curve above the pravailing price leva
[20] ::?';,h :‘;‘ ;k g;tor::v:rmiraclunsh{irf Egn:oﬁlﬁiﬂerenmbon? highly elastic and the segment of the demand curve below the
- Perlect Compatiti = - - .
St . ; ; prevailing prico level is inelastic.
() Monopolistic Competition  (d) Oligopoly (1 mark) Therefore, the demand curve formed under en ofigopolistic market
Is kinked. :

Scanned by CamScanner



P T T ——

[Chapter = 4 Unit: 3] priee e
: 3] Price Outp
St

[23) MR Curve = AR = Deman
dC

() Perfoct Compatition ur\’?bis a feature of which kind of Market?

(c) Monopolistic ) Manopoly

Answer: (d) Otigopoly

(a) In parect competitio
; ien,
which average revenu all the goods are sold at a sing'e price, by
arice i detemicied tu | (AR) equals marginal revenua (MR). This
and supply and l:. by the industry through the forces of demand
iIs price is adopted by tha firms. All the goods are

sold at a prevailing i
price in the market by which
each level of quanlity sold. resiket AR equals MR of

2009 - JUNE i

(24] In the long-run monopolist can:
(a) Incur losses
(c) Wants to shut-down

{1 mark)

(b) Must eam super normal profits
(d) Eams only normal profits.

- {1 mark)
Answer:

(b) Long run is a period long enough lo allow the monopoiist to adjust

hig plant size or use/his existing plant at any level that maximizes

his profit. In the absance of competition the moiapalist noed not

produce at the optimum lovel.
Theretore, tha monopolist will not continue it he makes losses in
the long run. He will continue to make supar normal profits evon in
the long run as enlry of outside fim is b!gckad.

The demand curvo of the firm and induslry wili be samo in which form

of market :
(a) Monopolistic Compolition
(c) Monopoly -
Answer: -
-as@ of monopoly
© :::r?ls only one galler In the mar
the firm and industry aro same-

(25}

{b) Perlact Competillon
d) (1 mark)

(d) Oligopoyy.

arket, the firm and the industry are same as
ket. Henca the demand curve of

41102 | [Sofued Scaner CA Foundation Poper 2A (Now Syllabus)|

26] Otligopoly having identical products is:
(28] (a) Pure oligopoly (b) Imperf.ecl oligopoly
. {c) Prica leadership (d) Coliusion.

Answer:
(n) Oligopoly is @ markat situation when there are few sallers In the

market. When the sallers in the market sc!ll homogonaous
products, such oligopoly is termed as pure oligopoly.

(1 mark)

2009 - DECEMBER

[27]The demand curve of oligopoly is :

(a) Horizontal (b) Vertical )
(z) Kinked (d) Rising loft to right
Answer:

(c) Same as Ans. 22
[28) Demand curve is equal to M. R. curve ir. which market?

{a) Qlgopoly (b) Monopoly

(c) honopolistic Competition (d) Perect Competition (1 mark)

Answer:

(d) :n alperfocuy competitive mzarket, al! units ara priced al the same
avel.

Therelcre, P = MR = AR. Since overy demand curve is the average
revenue curve, so in a perfecily compelitive market, the demand
curve is a straight line paraliel to X axis, i.e. demand is perfectly
alastic.
[29] Kinked damand hypothesis is designed 1o explain

oligapaly.

(a) price and output determination

(o) price rigidity .

(¢) collusion between firm

(d) all of the abave

in context of

(1 mark)
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. Answer:

(b) Kinked demand hypothesis is designed to explain the rigidity of
price under oligopolistic markel. it helps toda:ermma the price and
output of tha firm.

[30] Price discrimination can take place only in -

(a) moncpolistic competition  (b) oligopoly

(c) perfect co-r-pvm»on (d) monopoly

Answer: .

(d) Price discrimination refers to charging ditferent prices from different
customers. This is a leature of monopoly, as this situation is
possible only in case of monopoly as there is only one seller in the
market and there is no cornpelition.

I 2010 - JuNE !

[31] In otigopoly, the kink on the demand curve is more due lo

(a) discontinuity in MR.

— (b) discontinuity in AR.

(c) Futfilment of the assumption that a price cut is followed by others
and a price increase by a firm is not followed by others,

(d) price war amongst the firms.

Answer:

(c) Incase of oligopoly there is a 'kink’ on the demand curve because

the Segment of demand curva above prevailing price is highly
elastic and segment of the demand curve below prevailing price
level is inelastic.
The reason for the above is that the oligopalist believes if he lowers
the price balow prevailing level its competitors will follow him but if
he raises the price above the prevailing level, its compelitors will
not follow him

(1 mark)

(1 mark)

[32) Price Discrimination is possible only when.

(a) Selleris alone. )

{b) Goods are homogeneous, .

(c) Market is controlled by the government.

(d) None of the above.

Answer:

(a) [n case of price discrimination there is a condition thal the seller
should have some conlrol over the supply of his product lLe.
monaopoly power in some fonm is necessary (not sulficlent) to

N discriminale prico.
So it can be said that in order to have monopoly power the seller
should be alone to exercise price discrimination,
[33] Which of the following is not the featura of an imperfect compatillon?
(a) Product differentiation. (b) Few sellers.
(c) Homogeneous products, (d) Price wars.
Answer: .
(c) Features of imperiect competition are:

(i) Large number of sellers,

(i) Product differentiation

(i) Freedom of Entry or Exit

(iv) Non-price competition.

[34) Price taker fims_____ | '

(a) do not advertise their product because it misleads the customers.

(b) advertisa their products to boost the lovel of demand.

(c) do not advertise but give gifts along with the sold itemns to attract

i cuslomors.

(d) donotadvertise because thay can sellas much asihey wish at the
prevailing price. (1 mark)

Answer:

(d) Incasa of perfect competition firms are price takers which need not
advertise their products because they can sell as much as they
wish at the prevailing prices. .

(1 mark)

(1 mark)
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(c) !-'ronopoiis‘tic competition,

(d) Otgopoly,

Answer:

(d) Oligopoly is a market

price rigidity which hel,

firm.

| 2010 - DECEMBER I

[38) When elasticity
Revenueo will ba
(a) equal o one.
(c) less than one.
Answer:

{d) MR=AR

e-1

Where, & =1

MR=0

Answer:

discrimination, hence
competitiva tirms.

"MR=ARI1-1-aR |0
..MH-ARI - AH[1

(1 mark)

Tucture having few seflers characterized by
Ps to determine the price and output of the

st

ol demand is Equal 1o one in monopoly, marginal

(b) greater than ona.
(d) zero. . (1 mark)

7] Which one of the following statement is Incorrect? .

(a) Competitive firms are price takers and not price makers.

(b) Price discrimination'is possible in monopoly only.

c) Duopoly may lead to monopoly. . ) -
Ed)) Co:np;;li!ivo firm ahways seeks to discriminate prices. (1 mark)

(d) Monopoly control over the product gives rise to price-

it can take place only in monopoly and not in,

[38] Under which of the following markst structure AR of the firm will be

equal to MR? _ )

(a) Monopoly (b) Monopolistic Co;npaﬁncn

(c) Oiigopoly (d)} Perfect Competition (1 mark)
. Answer: .

Same as Ans. 4
[38] Tooth pasle industry is an example of

{a) monopaly _ (b) monopolistic competition
(c) oligopoly (d) perlect competition. (1 mark)
Answer:

(b) Moncpolistic competition is a market in which many sellars oftering
differentiated products to many buyers Example- Toothpaste
industry where product differential is only slight, and the degree of
control over price is only some.

[40] OPECisan example of : ’

(a) Monopolistic competition (b) Monopoly

(c) Oligopoly (d) Duopoly (1 mark)

Answer: '

(c) Same as Ans. 17

[41] Monopolistic Competitive firms

(a) are small in size (b) ha\m‘ small share in total market
(c) are very large in size (d) ‘both (A) and (B) (1 mark)
‘Answer: )

(d) Monopoliskc competitive firms are small in size as compared to

monopolies and every monopolistic competitive firms have small .
share in the total market Example - Soap industry -

[42] The price discrimination under monopoly will be possible under which . ~
of the following conditions? ; -

(a) The seller has no conltrol over the supply of his préduc:t
(b) The marke! has the same condition all over

(c) The pr!ce elasticity of demand is different in different markets
(d) Tho price elasticity of demand Is uniform, ' (1 mark)
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Answar:
(c) Conditions for price discrimination under monopoly are:
(i) soller should have control over tho supply of his product
(ii) seller shou'd be able to divida his markel inlo sub-marke!s
(iii) price elasticity o! product should be differant in diflerent
markols -
{iv) nol possiblo for buyers of low-priced market to resell the
product fo the buyers of high priced market,

2011 - JunE

|43] Qligopoly having Identical products is known os
(a) pure oligopoly {b) collusive oligopoly
(c) independent bligopoly (d) none of these.
Answer; . :
(0) Otigopoly having identical products is known as pursa oligopoly. For
example-aluminium indusiry.
(44] Which of these is the bes! example of aligopoly?

(1 mark)

(a) OPEC (b) SAARC .
(c) WTO (d) GATT. (1 mark)
nswer:

(s) Oligopoly is dalined as ‘competition among fev/. In other words
vhen Ihere are lew sellers in the market selling homogenaous or
dilterentiated products, ofigopoly is said 10 exist.

OPEC (Qil and Patroleum Exporting Countries) is lhe best example
ol oligopaly. ’
[45] Monopolist can fix him price of goods whose elasticity Is

(a) Iessthan 1 (b) morethan1 ~

" (c) eclastic (d) inalastic.

(1 mark)
Answer:

(a) Monopoly Is a situation when there is a single seller in the market.

Here the firm is the price maker. The price elasticity damand lor
monopolist is less than one hence he can fix price of the goods
whose elasticity Is less than one.

[46] Kinked demand curve is observed in ;

(a) duopoly market

(c) competitive market
Answer:

(d) Same as Ans. 12 ;

(b) monopoly markel

{d) oligopoly market. (1 mark)

” [47] Pertectly competitive firm faces:

(a) Perfectly elastic demand curve

« (b) Perfectly inelastic demand curve

(c) Zero

{d) Negative.

Answer: )

(a) Firms in a compalitive market are price takers. This is becausa
there are a large number of firms in the market wha are producing
identical or homogeneous products. As such these firms cannot
influence the price of their products and hance they have a
pariectly elaslic demand curve.

{1 mark)

'D=AR=MR

mQ—X70

QUANTITY

2011 - DECEMBER

[48] In perfect Comgpelition when the tirm is a price taker, which curve
amang the following will be a straight ling?
(a) Marginal Cost (b} Average Cost
(c) Total Cost (d) Marginal Ravenue

(1 mark)

149
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(3a) Market (b) Indvidua! Seller

Firm's Demand Curve Under Perlect Compelition

[48] “Price _Discrimhation' €an be bes! exercised
(@) oligopoly

(b)
(©)
(d)

Answer:

(b)

by the Seller in

monopoly

moenopolistic competition
perfect competition (1 mark)
Price discrimination cannot persists under perfect compelition
because the seller has no influence over market determined rate.
Price Discrimination requires an element of monopoly so that the
seller can influence the price of his product.

[50] In Oligopoly the kink in the demand curve is more due to

(a)
(o)
(c)

(d)

discontinuity in MR

discontinuity in AR . .

fulfilment of the assumotion thata price fzllis followed by the other
and a price increase by a fims not tollowed by the other

price war among the firms ; (1 mark)

m[41109] [a.1110 |m [solved scamer CA Foundation Paper - 4A (New Syliabus)|
(d) Ina peres compe
margnal revenue

Answer:

(c) Inoligopoly, the kinked demand curve is based on tho assumption
that
Each oligopolist bolioves that il he lowers tho price below the
prevailing level, its compaotitors will lollow him and will accordingly
lower the prices, whereas if he raises the price above the prevailing
lavel, its compaotilors will not lollow its increase in prico. This
feature gives a kink shape to the demand curve.-

[51] A firm encounters *shut down" paint when i .
{a) marginal cost equals the prica of the profit maximising lavel of output
{b) average lixed cost equals the price at the profit maximising lovel of

outpul :
(c) average variable costequals the price althe profit maximising level
of output
(d) average talal cost equals the price at the profit maximising lavel of
. output (1 mark)
Answer:

(c) A firm reaches a shutdown leve! when it is not being able to meet
its variable cost. This means thal the firm will not be able to make
paymant to labour, raw material suppliers etc. In such a situation,
the lirm will not be abls to recover its variable cost even in the long
run. Hence at this staga the firm should stap production and shut

. down, .

[52] Under which market Condition firms make only nommal prolits in the long
run? .
(a) Oligopoly (b} Monopoly
(c} Monopolistic compeatition  (d) Duopoly | (1 mark)
Answer:

(€} In short-run, fim eam super-nommal profits In the monopolistic
compelition thus giving incentives 10 new firms to enter the
industry. As more firms anter, profits per firm will go on decreasing
as the total demand will be shared among large number of lirms.

This will happen till a!l the profits are wiped away and all the firs
eam only normal profits.
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[53] In monopolistic competition excess capacily in the firm

(a) always exists (b} sometimes exisls

{c) never exists (d) nona of tho above

Answer:

(8) An individual firm In the long run Is in-equilibrium pusltion ata
position where it has excess capacity. Thus, the firms in
mongepolislic compelilion are not of oplimum size and lhere oxisw
oxcass capacily of production with each firm.

{1 mark)

2012 - JuNE

|54] Selling ‘costs have 1o be incurred in case of:

{a} Parfect Campetilion {b) Monopolislic Competition

(c) Monopaly {(d) None ol these.

Answer:

(b) Non price compelition is an essential fealure ol monopolistic
compelition, Here the firms compete nol on basls of price but on
other factors such as aggressive markeling, product development,
alter sale services elc. Hence Incurring of selling cost Is an
essenlial feature ol monopolislic competition. =

[55] In markel, the price und oulput equilibrium Is determined on the basis

[+1

(a) Total reveriue and lolal cost

{b) Total cost and marginal cost

(c) Marginal ravenua and marginal cost

(d) Only marginal cost. '

Answer:

{¢) For the condition of equilibrium two condilions are necessary —
() Marginal revenue should ba equal to marginal cost.

(i) Marginal cost curve should cut MR Iram balow.

Hence, equilibrium is determined on the basis of marginal cost and

marginal ravenue,

D

(1 mark)

(1 mark) |

| 2012 - DECEMBER

[56) A perlect market Is characterised by :-
{a) Existence of larga number of buyers and sallers
(b) Homogenous producls '
(c) Perlect knowledge of the market
(d) All of the above.
Answer:
(d) A perlect market has following characteristics :
1. Large number of buyers and sellers
2. Homogeneous products ®
3. Free entry and exil Perfect knowledge of the market
5. Movement of goods Irom one centre to another
* 6. Uniform price.
[57] Which of Ihe following is not a feature of oligopoly market?
{a) Interdependence of the firms in decision makmg
(b) Price rigidity
{c) Group behaviour .
(d) Existence of large number of firms.
Answer:
(d) Oligopoly is described as 'competition among the tevr. It has the
{ollowing characteristics:
1. Interdependence ol lew lirms in decision making -
2. Grealimporiance of advartising and selling cost, firms compate
on non-price basis. :
3. Group behaviour.
[S8]) A monopolist can fix:
{(a) Both pnice and output
. (e) Neither price nor output .
Answer:
(a) The term ‘monopoly’ means ‘alons to sell’. in a monopaty markel
there is only one firm producing or supplying a product. Thus, the
monopolist is frea 1o determine both his price and output.

(1 mark)

(1 mark)

(b) Either price or output

(d) None of the above. (1 mark)
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=5] Ina 2
=€l periectly competitive market, the demand curve of a firm is:-

(a) Elastic {b} Peﬂecdye!asﬁc

c) I ;
(© ‘5:‘5"': (d) Perecty inelastic (1 mark)

(b) g-:‘::-h:a Competitive market are price takers. This is because
Foe;v’a e a large number of firms in the market who are producing
i tical or homogeneous products. As such these firms cannot

.rr"::erm the prica of their products and hence, they have a
periectly elastic demand curve.

D=AR=MR

mO=X70

QUANTITY

50} In a competitizé market, if pace excaeds Average Variable Cost (AVC)
s remains less than Average Cost (AC) at the equilibrium, the fim is:
(2) Making a profit
(b} Pianning toquit ]

{c) Experiencngloss burt shouid c_mtinup production
(d) Experiencing loss bul should discontinue production.
Answer: i o .
(c) The firm can be in an equilibrium position and still make !osses.
Wnen the fem is able tomeatits VCand a paﬂCﬂFC,ﬂw:I“ try to
continue production in short run. it it recovers a pan of FC, it will be
beneficial for it to continue production because FC are already
incurred 2nd insumacasa.hwirlbeabhtoraowerapanof

(1 mark)

m." exceeds the AVC but remains less than AC at
Thes, mptmhawwm market, the firm Is experiencing loss
wmwﬁhuepmd”:l_ N

| | ]5[:@ Scanner CA Foundation Paper - AA (Now Syllnbl.E]J

2013 - JUNE
{61) Price under perfect competition is da!erm'mad by the
(a) firm (b) mdt._ls‘lry
(c) government (d) sociely. (1 mark)
Answer:

industry consist of a large number of independent firms, having
(b-) gj-rl'lumberr}clf faclories, firms or mines under s control. Each su¢h
unit in the industry produces a homogeneous product so lpa! there
is compelition amongst goods produced by ditferent units called
firms. When the total output of the industry is equal to the total
demand, we say the industry Is in equilibrium, the price prevailing
is equilibrium price. Tnus it can be said that price under perlect
competition is determined by industry.
[62) Uncer monopoly, which of the following is comect:
(a) AR and MR both are downward sloping
(b) MR lies haltway between AR and Y-axis
(c) MR can be zero or even negalive
(d) Al of the above.

(1 mark)
Answer:

(d) The relationship between AR and MR of 2 monopoly Tirm can
stated as follows:

() AR and MR are both negative sloped {downward sloping)
curves.

(ii) MR curve lies half way between the AR curve and Y axis, i.e.
itculs the horizontal line between Y axis and AR inlo two equal
parts.

(ii) AR cannot be zero, but MR can be zero or even negative.

Thus, all of the above st1tements are correct monopoly
[63] Non-price competition is very popular in: i )

(a) Monopoly market .

(b} Monopolistic competition

(c) Oligopolistic markel

(d) Perfect competition. (1 mark)
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Answer: !

- (b) In a monopolistically compelilive market, seller iry to compele on
basis other than price, as for example aggressive advertising,
product develepment, beller distribution arrangements, efficient
after-sale service, and so on. A key base of nan-price competilion
is a deliberate policy of product differentiation.

(64] In the 'kinked-demand' curve modol, the upper portion of the demand
curve is:
(a) Elastic

| (b) Inelastic

(c) Perfeclly Elastic

| (d) Unitary Elastic.

| Answer:

J (a) The demand curve faced by an oligopolist accarding lo kinked
demand curve hypothesis, has a ‘kink' at the level of prevailing
price. It is because the segment ol the demand curve above the

‘ prevailing prico level is highly elastic and the segment of the

! demand curve below the prevalling price level is inelastic.

[65] Equilibrium price for an industry in  perfect competition is fixed

through. .

(a) Input and Qutput

(b) Market demand and market Supply _

(c) Market demand and firms supply :

{d) None of the above. : : (1 mark)

Answer: '

(b) Firms in a competitive market are price takers. This is because
there are a large number ol firms In the market who are producing
identical or homogeneous products. As such these firms cannot
influence the price in their individual capacities. They have lo
accept the price lixed (through Interaction of market demand and

supply) by the industry as a whole. 1

(1 mark)

2013 - DECEMBER

L

(66] In a perfectly compotitive market, il MR is greater than MC, then a firm

should— )
(a) Increaso its production
(c) Decreasa ils sales

Answer: .
(a) Ina pereclly competitive market, if MR is greater than MC, there

is always an incentive for the lirm to expand its produclion further
and gain by sale additional units.
Thus. the lirm should increase its production if MR is greater than
MC. . '
(67) Kinked demand curve is relaled to which market struciure

(a) Oligopoly (b) Monopaly

(c) Monopsony (d) Monopolistic compatition.

(1 mark)

(b) Decrease its production

(d) Increase its sales (1 mark) -

Answer:

{a) Inoligopolisticindustries prices remain sticky or inflexible for along
lime. They tend lo change infrequently even if in the face of
declining cosl. These inflexibilities lead to kink shape of the

*demand curve.
Therefore, oligopolistic markels have kinked demand curve.

\r - ]
d

moO=>171
o

Thus, oplion a is corract,
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[68] In the long run & monopolist always earns
(a) Normal DIfDII'I : {b) Abnormal prafit
(c) Zero prolit (d) Loss
Answer:

(b) Long runis a period long enough to allow the monopolist to adjust
h!s plan_i size or use his existing plant at any lavel that maximizes
his prolit. In the absence of competition the monopoiist need not
produce at the oplimum level. .
Therelore, the monopolist will not continue il he makes losses in
the long run. .

He will continue to make super normal prolits abnormal even in the
long run as entry of outside firm is blocked.
Thus, option b is correcl.

[69] Under which of the following torms of market structure does a lirm has
a very considerable control over the price of ils product?
(a) Monopoly ’

(b) Monopolistic Competition

(c) Oligopoly ;

(d) Perfect Competition

Answer: . . )

(a) In monopoly since there Is a single saller and thera is only one lirm

producing and supplying a product. Each firm is a price maker and
is in a position to determine price of its own product.

(1 mark)

(1 mark)

2014 - JUNE .
—
[70] One.of the essential conditions of Perfect Competition is :

{a) Product differentiation

llers and few buyers .
EE% g:;:ryoj:; price for identical goods at any one time .
(d) Multiplicity of prices {or identical product at eny ona lime

{1 mark)

| 4.1118 | ] | Solved Scamier CA Foundation Paper - 4A (New Syllahﬂ

Answer: ;

(c) Incaseof perfect competition, the commodity or the goods are sold
at uniorm price throughout the market at any given point of lime.
In other words, all lirms individually are price takers; they have 1o
accept the price determined by the market forces of demand and
supply.

{71] The demand curve of an oligopblist is :

(a) Determinate (b) Indeterminate

(c) Circular (d) Vertical

Answer:

(b) When an oligopolistic lirm changes its price, its rival firms will
relaliate or react and change their prices which in turn would affect
the demand of the former firm. Therefore, an oligopolistic firm ~
cannot have sure and delinite demand curve, since it keeps
shitting as the rivals changes their prices in reaction to the price
changes made by It.

_ Hence, option (b} Is correct.
[72] Abnormal profits exist in the long run anly under

(a) perfect competition {b} monopoly

(c) monopolistic competition  (d) oligopoly

Answer;

(b) Abnormal profits exist in the long run only under monopoly. He will
connnu_e to make supernormal profits even in the long run as entry

. of outside firms is blocked.
Thus, option (b) is correct.
[73] The disliriction between a single firm and an Industry vanishes in which
of the following markel conditions?
(a) Perfect Competition
(¢} Pure Competition
"Answer;
(d) Inamonopoly market, there is on
- @ product. This single firm con
there is no distinclion betwesn
market or monopoly.

(1 mark) .

(1 mark)

{b) Imperfect Competition

(d) Monopoly (1 mark)

ly one firm producing or supplying

g!itutes the industry and as such
tirm and industry in a monopolistic
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[74] Salling outlay is an essential part of which of the following market

situations?

" {(a) Perfect Competition (b} Monopoly

(c) Monopolistic Competition (d) Pure Competition,

Answer: .

(c) Ina monopolistically compelitiva market, sellars try 1o compele on
bases of salling cosVoutlay. Sellers atlempt to promota thelr
product not by cutling prices but by incurring high expenditura on
publicity and advertisement and salos promoting techniques.
Thus, selling outlay is an essential part of monopolistic compelitive
markel.

[75) The Kinked demand curve model explains the market situation

(b) Dilferentiated Oligepoly
{d) Price Rigidity

(a) Puro Oligopoly

{c) Collusive Oligopoly (1 mark)

. Answer:

(d) Inmany oligopolistic industries prices remain sl'icky or inflexible for
a long time. They tend to change inlrequently, even in the face of
declining costs. The most popular explanation given for this price
rigidity is the kinked demand curve hypothesis given by Paul A.
Sweezy. . .

[76] For price discrimination to be successtul, the elasticity of demand for the

commeodity in the two markets should be :

(a) Same (b) Ditferent ' .
(c) Constant (d) Zero (1 mark)
. Answer:

{b) Conditions for price discrimination:
(i) Seller should have some conlrol over the supply of his product.

(i) Seller should be able to divide his market into two or more
sub-markats. ' :

(i} Price-elasticity of the product should be diflerent In different
sub-markel.

{iv) It should not be possible for buyers of low-pricad market to
resell the product to buyers of high-priced market.

(1 mark)”

[ 4.1120 | m [ Solved Scanmer CA Foundation Paper - 4A (New Syllabus)
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[77] Tha firm in a perfeclly competilive market is a price taker. Tha

deslignation as a price taker is based on the ass umption that: .

(a} The firm has some but not complete control ever ils product price

(b) There are so many buyers and sellers in the markat that any ong

" buyer or seller cannot affect the markot

-{¢) Each firm producas a homogeneous product

(d) There is easy éntry Inta or exit from the market place.

Answer: .

(b) The tirm in a perfectly compelitive market is a price laker. The
designation as a price taker Is based on the assumption thal there
are large number of buyers and sellers who compels among
themselves and thelr number is so larga that no buyer or selleris
In a posilion fo influence tha damand or supply in the market.

[78] A market structure in which many firms sell products thal are similar and

{1 ma)

identical is known as -

(b} monopoly

(¢} perfect competition (d) oligopoly

Answer; .

(c) Perfect competition is a markat where firn sells homogenous
product that are similar and identical in nature. .

[79] A firm having kinked demand curve indicates that:
() IMthe firm reduces the price, competitive firms also reduce the prica

(i) Wihe fim increases the prica, competitive lirms also increasas the
prica

{iii) 1f the firm reduces the price, competilive firms do not reduce the

(a) monopolistic compatition
(1 mark)

price
(iv) Ifthefimmincreases the price, competitive lims do not increase the
price .
(a} Only (i) above
(c) Both (i) and (iv) above

(b} Both (i) and (iv) above
(d) Both (i) and (jii) above (1 mark)
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(b) Inaifirm having kinkeqy
reduces, the price ang
butifthe firm increases
the price.

_ So optien B is Correct answerje Bo
0 Price discrimination will not be protil'at-)le
In different markets '

lﬁzmand cqr}'e indicates that, the tirm has
b Competitive firm also reduces the pricg
@ price, competitive firms do notincrease

_'.h (i) and (iv) above.
it the elasticity of demand is

(2) E.m-‘form (b) ditferent
fc) iess (d) zero (1 mark)
Answer:

(a) Price discrimination is a method of pricing adopted by the

monaopolist in order to earn abnormal profits. It relers to the *

practices ol charging diflerent prices for different units of the same
commaodity. Thus, it will not be profitable, it the elasticity of demand
is uniform in different market.
1] In the long run, which of the following statement is true for a firm in a

perfectly competitive industry?

(2) It operates at its minimum average cost

(b) The price is more than the average hxeq cost

(c) The margina! cost is grealest than marg[nalrevenua

(d) The fixed cost is lower than the tota! variable cost

Answer: _
(a) Inthe long run, :
wastage of resources I.
so as to produce that
minimum.
Thus, we can say’lhat a
operates at its minimum avi

{1 mark)

re used at full capacity, so tha] there {s‘no
P ae. MC = AC. The firm adjusts its plant size
level of output at which the LAC Is the

erago cost.

firm in a perfectly competitive industry -

' 4.1122 I ] [ Solved Scanner CA Foundation Paper - 4A (New Syllabus)l
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[82] The lirm will attain equilibrium at a pointwhere MC curvecuts
from below. ‘

(a) ARcurve

(c) AC curve

Answer: .

(b) The MC curve cuts MR curve from below. In other words, MC
should have a positive slope.

[83] In a monapoly markel, 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. (1 mark)

Answer:

(a) The monopolist or the producers in a monopoly market may use
their monopolistic power 1o realize maximum revenue and may
also adopt price discrimination. Therefore they have control only
over price of the commodity.

[84] One of the following is not correct about perfect competition:

(a) Purchase and Sale of homogeneaus goods

(b) Existence ol marketing costs

{c) Absence of transportation costs

(d) Parfect mobility oi factors of production.

Answer:

(b) Perfect competition has following fealures:

* Large number of buyers and sellers of a commodity
Hemoneneous Product
Perfect Knowledge
Freedom of Entry and Exit
No Extra Transport Cost
Independent Decision Making
*  Perfect Mobility

(b) MR curve

(d) AVC curve. (1 mark)

(1 mark)
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[85] Kinked demand curve under oligopoly is designed to show:
(a) Price and output determination
(b) Price rigidity
(c) Prico leadership
(d) Collusion among rivals.
Answer:
(b) Kinked demand curve hypothesis has a ‘kink’ at lhe level of the
prevailing price. This kink is formed to show price rigidity.

(1 mark)

2015 - DECEMBER

[86] "I am making a loss, but with the rent | hava to pay, | can't allford to shut
down at this point of time.” If this entrepreneur is altempling to maximize
prolits or minimize losses. :

(a) Rational, if the firm is covering its variabla cost
{b) Raticnal, il the firm Is covering its lixed cost

{c) Irrational, sinco plant closing is necessary to eliminate losses
(d) Irrational,’since fixed costs are eliminated if a firm shut down.

(1 mark)
Answer:

(a) A point of operation wharae a firm is indifferent between continuing
operation and shulting down temporarily. Tha shutdownpoint is the
combination of oulput and price where a firm earns just enough
ravcnua 1o cover its tatal variablo costs.

[87) Kinked dermand curve Is the damand curvo of

(a) Porfact Compatition (b) Monopoly |

(=) Monopolistic Competition (d) Nonoe ol the abova.

Answar: '

(d) Kinked demand curvae Is the darmand curve of aiigopoly.

[88) Price disarimination will ba profitable only if the elasticity of darnand In
differert markaels is

(a) Uniform

{c) Less

(1 mark)

(b) Diftarem

(d) Zaro {1 mark)

)

Answer:

(b) Price discrimination willbe profitable only if tha elasticity of demand
in dilferont markets Is differont because Monopolist fixes a high
price for his producl for those buyers whose price Elasticity of
demand for a producl is less than one. This implies that when the
monopolist charges a higher prica from them, they do not
significantly reduce 1heir purchases in response to high price.

- [89] Undor which of-the following form ol market struciure does a firm have
no contro! over the price ol its production?
(a) Monopoly (b) Monopolislic Competition

{c) Oligopoly (d) Perfect Gompetition. (1 mark)

Answer: .

(d) In perfect competition, a firm has no control over the prico of its
product because there are large numbar of sellers and each seller
produces such a small share of the tolal output so that any change
in his output will not have a signilicant effect on the market price
and thare are largo number of buyers so that no buyar can change
ils output by its individual action. Tho firms are said to be ‘price
takers’. -

[90) . isthatsituation in which a firm bases its market policy, in
parl on the expected behaviour of a lew close rivals.

(a) - Otligopoly (b) Monopolistic Compelitlon
(c} Monopoly (d) Perfect Competition. {1 mark)
Solve the question'No. 81, 92 and 93 on tho baso of tollowing figure:

P

Gt

Hi

. -,

J+

Q
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Answer:

[e1

(s) Oligopoly is a mark in whi
STNTTS o o et slr:ucturs in Iwhlch there is interdependence
Ll 'r! making. This is because when the number of
subltr i aw any changae in price, output or product by a
. ! have a direct effect on the fortunes of the rivals, who will
en ratal:_ate by changing their own price. .
in the above figure, curve E is the firm's
(a) Marginal Cost Curve (b) Average Cost Curve
(c) Demand Curve (d) Marginal revenue Curve.
(1 mark)

2016 - JUNE

[94] The price efasticity ol demand |

or a product is infinite under:
(b) Monopolistic competition

{a) Perfect competition
{d) Oligopoly.

(c) Monopoly

Answer: )
(a) The price elasticity of demand for a product is infinite under

perlect competition as there are large number of buyers and
sellers who compate among themselves and their number is 50
large that no buyer or seller is in a position to influence the

(1 mark)

Answer:
(c) Curve-E is Ave . demand or supply in the market.
) il Curv: rage Revenue curve which is also known a8s  [95] Comparing a Monopoly and Competitive firm the Monopolist will:
(€2] Above f . \ {a) Produce less and sell at a lower price
igure fEPfESGH sa (b) Produce more and sell at a lower price
(a) Monopaolist o (c) Produce less and sell at a higher price
Eb) ::gr[ec"y competition |n'clus!ry (d) Produce zero and sell at a lower price. (1 mark)
c) Perlectly competitive firm Answer:
(d) None of the above. (1 mark) (c) Monopoly is an extreme form of imperfect competition with a
Answer: single 'sellar ‘nl a product which has no close subslitute as
(a) Given curve is Monopolist curve because: compared with the perfectly compelitive market. In perfact
() AR and MR are both negatively sloped f:ompetmcn. average and marginal revenue are identical but this
(i) MRcurve lies half-way batween the AR curve and the Y-axis. ;s r]ot the case in monopoly as monopalist knows that if he wishes
i.e. it cuts the Horizontal line between Y-axis and AR into two o increase his sales he wf!l have to reduce the price of a product.
b al pans. ) " Tnus, produce less at a higher price at times.
(i) AR cannol be zero, but MR can be zero or negalive. [96] :;h}e iagsoc;%ior 1Ih? ELT_I-ted d:mand curva is that:
5 < marginal revenue curve is curve igopolis fave that competilors will follow output in
(93] :;}abgve figure, firms g b) A [ but nol output reductions. P R
: b) the oligopolist beli th i i ice i
(d) B (1 mark) gop ieve thal competitars wiill follow price i
i:) S\EEY' ) but not output reductions. o F aeanss
(cr]l Marginal revenue curve is curve F because it lies hall-way (c) g:gcglrr‘c_;;pohst believe that competitors will follow price cuts but not
he Y-axis. i :
petween the AR curve and t i i 1
(d) the oligopolist believe that competitors will 1allow price Increases

but not output increases. (1 raark)
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(97)

(98]

Answer: B

() Tho reason for the Kinked Demand curve s that the oligopolist
beliove that compatitors will follow prico cuts but not prico risos.
This Kink is formad at a provailing price laval. This is because the
sogment ol the demand curve above the prevailing price loval is
highly olastic and tho segment of tho demand curve below tho
prevailing prico lovel Is inolastic.

A discriminating monopolist will charge a higher price in the market in

which the domand for its productis __ |

(a) highly elastic " (b) rolalivaly elaslic

(c) rolativaly inelaslic (d) paorfactly elastic.

Answer:

(c) A discriminaling monopolist charge a higher prico in a markol
which has a rolalivoly in alastic domand, The markel which is
highly rasponsive to prica changos is charged lass. On the whaole,
tho monopeolist benalils from such discrimination. )

It & lirm uncdlar monopoly wants to sell moro, its average rovenue

curve will be o _ lino.

(a) horizontal (b) vertical

(¢) downward sloping (d) upward sloping

Answer:

(c) It afirm undar monopoly wants 1o sell more, iis average rovenue
curve will be a downward sloping line becausa tho seller chargas
a singlo price for all units he sells, averaga revenue per unil is
idontical with prico, and thus the markaet domand curve is the
avorago rovonuo curve lor the monopolist,

(1 mark)

(1 mark)

rzols - DecEMBER

(99]

Who sols the prico of the product under parfect compaetition?
(n) Government (b) Consumars
(c) Sollors (d) Both buyers and collers (1 mark)

[4.1128 |m [solved scanner CA Foundation Paper - 4A (Now Syllabus)

Answor: =
(d) Prico of the product under perfact compolition is set by both

buyars and sellors.

[100] Which is the first order condition for tho firm to maximise tho profil,

(101)

(102)

(103)

(a) AC =MR () AC=AR
(c) MC=MR (d) MR =AR (1 mark)
Answer:

(€) The first order condition for the firm to maximiso the prolits is
when marginal cos! is equal lo the marginal revenuo.

Whichmarket has the conceptol  ‘group’ oquilibrium in the long run?

(n) Oligopoly (b) Monapoly

{c) Monopoalistic compeliion (d) Perect compelilion.

Answor:

(c) Intha long run monopolistic competition has the concept of group
equilibrium. Group equilibrium represents tha price and outpul of
organizations having close substitutes.

Which ol the lollowing is incorrect?

(a) Even menopolistic can earn lossos.

(b) Firms in perlect competilive market Is prico takar.

{c) Itis always benelicial lor a tirm In a perfoctly competitive market
to discriminative prices.

(d) Kinked damand curve is related 1o an oligopolistic markel.

(1 mark)

(1 mark)

Answer:

(¢} Itis always benelicial for a firm In a perfoclly compelitive markel
to discriminato prices. This statemont is incorract,

Avarage ruvanuo curve is also known as:

(a) Peotit Curvo (b) Demand Curve’

(c) Average Cosl Curve (d) Indifferance Curve

Answer:

(b) Average Ravenue curve Is also known as Demand Curvae.

(1 mark)
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(104] Which is not charaey

r aristic of m
(a) The firm is prico taker °

(b) Thereis a single {irm
(e) The firm produc
(d) The oxistence
Answer:

(2) A monopoly is not a rico lak i :
Price discrimInalion |s prgfi!ahle c:::I;-} ::r?us'”ca maker
(a) Diffarent markeis ar I

| © kept separate

(b) Distance belwean the consumer and

(c) Elasticity of demand in difforant mark

(d) Tho consumers arg segregated on
use of the commaoadity,

Answer:

nopoly?

98 a unique product
of some advertising. (1 mark)

the markel Is more

ols Is dilfarent

he basls of their purpose ol
(1 mark)

(¢) Price discrimination 'is profitable only whon alasticity of domand
in dilterant markets Is different,

2017 - JuNE

[108]

When the industry is dominated by ono larga firm which [s considarad

.as tho leader of the group, Ihe market is described as:

(a) Open oligopoly

(b) Perfact oligopoly

(e) Parlial oligopoly

(d) Organised oligopoly.

ol agrds i : try Is dominated by ona large

() (?Iigopo!y ls_pe;rélrr:;i‘;:;“d":: Ilggtlizc:yupon as the leador of ll:m
firm Which I?j minating tirm will be the price leader. In partial
g:};:g.o?;h'?'haumnrkot will ba conspicuous by the absence of prico
o A

leadarship.

{1 mark)

(107)

[108]

1109

~{d) none of the above.

N New Syllabus)
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Which amongst the following is not an objective of price discrimination?
(a) To hold the extra stock;
{b) To earn maximum prolils
{c) To enjoy economies of scalg )
(d) To secure oquity through pricing.
Answer: . )
(a) The objectives of price discrimination are here under:
10 earn maximum profit
to dispose oll surplus stock
to enjoy economies of scale
to capturo foreign markel
to sccure equity through pricing
Thus, oplion (a) is the correct answer,
Which of the following statement is not correct?
{a) Under monopoly thero Is no difleronce between a firm and industry.
(b} A monopolist may restrict the output and raisa the price.
(c) Commodities oHered for sale under a

(1 mark)

LI

parfect competition will be
heterogeneous.
(d) Product ditferentiation Is pecullar to monopolistic compatition.
. (1 mark)
Answer;

() Commodities offerad for sale under a perlect compatition will be
homogenous. There are large number of buyers and seliars who
compete among themselves and their number is so large that no
buyerorsellerisina position to influence the demand and supply
in the market being the commodity dealt in it is homogonuous, in

!ha sanse lhat the goods produced by difterent firms are identical
In nature.

Under perfect competition firm Is descr
(a) price taker and not price maker
(b) price maker and not price 1aker
(c} noither price maker nor price taker

ibed as:

(1 mark)
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Answer:
(a) Under perfect competition firm is described as price takers and

not price makers. This is because there are large number of firms
in the market who are produéing identical or homogenous
products. As such these firms cannot influence the price in their
individual capacilies. They have to accept the price fixed (through
interaction of 1otal demand and total supply) by the industry as a
whole.

[110] 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 Compelition
(c) Qtigopoly (d) Perfect Competition. (1 mark)
Answer: 4

(d) Under perfact competition, a firm have no control over the price
ofits product. Firm have to accept the price as given and as such
they are price takers rather than price makers. They cannot
increase the price individually because of the fear of losing the
customer to other firms,

Thus, option (d) is correct.

—'_——-_—-__— '
2018 - May
e —————

[111] Condition for equilibrium of firm:
(a) MR = MC
(b) AR =AC
(€) MC curve cuts MR curve from below
(d) Both (a) and (c) (1 mark)
Answer:
(d) Conditions tor Equilibrium of firm are;
(i) :‘.:grginal fevenue should be equal to marginal cost l.e, MR =

) MG curvo shouid cut MR curve from belgw 0. MG shouid
have positive slope. Hence both conditions,

™
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[112) What is/ are fealure (s) of oligopoly
(a) Kinked Demand curve
(b) Cartel
(c) Downward sloping demand curve
(d) Both (a) and (b) are correct

Answer:
" (d) Oligopoly is type of market in which there are only few buyers and

sellers (generally 2 to 10) and it was so many fealures also and

these are as follows:

(a) Cartel

(b) Kinked Demand Curve

(c) Inter depence

(d) Group Behaviour -

(e) Importance of advertising and selling costs
[113] Monopaly is undesirable due to:

(a) It has prices higher than competitive firms

(b) It produces less output than competitive firms

{c) It discriminates on prices

‘ (d) All of the above.

Answer:

(d) Monopoly means where only one seller exist and take all the
profits. It has some leatures from his point of view and
undesirable also from Public point of view these are:

(a) Price Discrimination
{b) Produced less output than competitive firms

(1 mark)

) (c) Prices higher, than competitive firm (1 mark)
[114] In long run equilibrivm undue perfect competition is/are satisfied by
which condition .
(@) MC =MR .
(b) AC = AR
() CMC=LAC=p ' :
(d) All of the above, ' (1 mark)
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Answer:;

(d) Equilibrium pointis
Conditions given

[f) Marginal Cost = Marginal Rovenuo or MC = MR
(b) Average Cost = Average Revenuo or AG = AR

(€} Long run Marginal Cost =
LMG = LAG = p Long Run Average Cost = Prico or

[115] Inthe long run monopolist
(a) Incur losses
(c) Wants to shut down

ludgedin long wun when tharo is/aro following

(b) Must earn supor normal profits
.(d) Eams only normal prolits.
(1 mark)
Answer:
(b) Monopoly means one saller and many buyars. Monopoly is kind
of market in which seller is known as monopolist and as his
*business gross for long time then he not only earns normal profits

but also abnormal profits and which is known as super profits. So,

the must eam super normal prolils in long run.
[116] The demand curve of the firm and Industry will be same in which form
of market: :

(a) Monopolistic cqmpatition (b) Perfect compatition

{c) Monopoly (d) Oligopoly

Answer: :

(c) Demand curve of firm and industry will same in monopoly market
as price set by industry and firm bhave to choose that level of
output which yields maximum proms_. )

[117] Which of these is the best example of oligopoly?

(1 mark)

(b) SAARC .
£ BETame
a';sgl?s:::poly market is type of market in which there are only 210 10

sellers.

For Ex: OPEC, cold-drink seller, water supplier etc.

(118] Inaporfoctly competitivo markel, it MR is greater than MC, than & firm

should:

(n) Increase Its production

{c) Decronso its salos

Answer: _

() In a porfect compaetition market, when firm increasa its oulput or
production then the reason s ils Margina! Revenue/Average
Revanue is greater than Marginal Cost/Average Cost.

Equllibrium price for an Industry in prefoct competition is fixed through

(a) Input and output

{b) Market demand and market supply

{c) Markel demand and firms supply

(d) None of the above.

Answer:

(b) Equilibrium is thal price at which both demand and supply are
equal and therefore, no buyer who v/anted to buy at that price
goos dissatisfied and none of the seller Is dissatisfied that he
could not sell his goods at thal price. Equilibrium price in perfect
competition is fixed through Market Supply and Markel Demand.

[120) A competitive firm in the short rum Insure losses. The flirm continues

(b) Decroase its production

(d) Increaso its sales (1 mark)

[119]

(1 mark)

product'fon, if:

(a) P > AVC (b) P=AVC

(c) P<AVC (d) P2 AVC (1 mark)
Answer:

(d) Firm continues production if price Is greater than or equal fo
average variable cost bul price Is lass than average varlabla cost
then firm will incur definitely losses which leads to closure of firm.

[121] Market form in which there Is only one buyer and one seller Is:

(a) Oligopoly (b) Duopoly
(¢) Bilateral Monopoly (d) Monopsony (1 mark)
2 Answer: :
(c) Monopoly Is type of market in which there are only one seller and
one buyer. . '
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Trs e e of i Tormroaste o e, in Inda is best described as:
g, Fetern ' T g6
1%, Worvgrivir
1) Mervrrivstren Y rngattyg
2] Teypariae
Lriverer:
(B Vrwvgriny
SATITAGT st Lo Torannaste Industrias.
S R s main ealures of which markeot?
(%) Gugariy
10, Wesvrrisur -
o) Dsrreningtng Mearapoly
1) Prrleet cormputting
Anseree;
(B) 10 ersmivgrdsts; commgetitivg marent tharg arg larga numbar of
i EGlar aach selling differantiatod product,

nzz;
(1 mark)

e bas ofereniatod produds with close

(1 mark)'

e =

rrpere 5
[124] Yireerirrarvest is ha vy 7 singite aalier and single Buyor?
1a) gty :
(hy Wemvigraniy
(2] Eisterat Veesgnily
(e3) Vet oA thee nbersg ) (1 mark)
Answer;
(e) [iataral Mhemiagiety Is & marve) structurs In which thare s only a
Mg beiget sl i osingle sellar Le, I is 8 combination of
(RAs g A f INEM ] B0e) B IOONOESONY Markel,
(V28] e Lorg; c1ue gusrtizey AN G Markol Incurs

() Meernal groin

(t) Griguerenenzt profi
Iy lLnsses

() Constant Fatuens

(1 mark)

Answer: . :
(a) Inlong run, firms will ‘jjust be earning norm.}il profit becaus_e if in
short run they earning supemormal profit new firms will pg
attracted and supply will rise which lead to fall in prices and vice

versa, ) .
[126) Which one of the lollowing is not the fealure of Oligopoly?
(a) Interdependency
(b) Seliing cost
(c) Free Entry
(d) Mona of tha above/ group behaviour

Answor: .
(c) Fealura of oligopaoly are:

1. Strategic Interdepence

2. Importance of advertising and selling cost

3. Group behaviour.
Therefore, free ontry is not a fealure of oligopoly market.

[127] Price loadarship s the characlerislic of

. (1 mark)

(a) Oligopoly
(b) Monopoly :
() Paoroct compelition i
(d) Discriminating Monopoly X : (1 mark)
Angwoer:

alow cost firm or it can

(n) Pricaloadorahip can bo by dominant firm,
] bo baromatric prica loadorship,
[128] MR Curve in porfoct compotition Is
(a) Parallal 1o X- axis
(b) Parallol 1o Y- axis

0

(c) Fall from loft to right
(d) Rizo from loft 1o right (1 mark)
Answvior;

. (r) MR curvo In porfoct compolition [s parallel to x-axls. Bacause a
portactly compotitive firm s o prico 1akor and facos a horlzontal
demand curvo, ity MC curvo Is also horlzontal and coincldos with
s AC curva,
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{bg MR can be
(¢) MR slopes downward frq
(d) MR Curve is be o
Answer; below AR e
(b) Properties of MR is:
() WhenTRis maxim
{_ii) MR can bg nega
(i) MR slopes dow
(iv) MR curve is bel
. Therefore, (b)isthec
{130] Which out of these are no
(2) Homogeneous
(b) Large number of buyer and sellers
(c) Free entry and exit
(d) Selling cost.
Answer:

(d) Feature of perectly compelilive markat
1. Large number of buyers and sellers
2. Products are homogenous in nature
3. Firms are {ree to center and exit
4. Consumer have perfect knowledge.

Therefore selling cos! is not included in perlectly competitive
market

lelt 10 righl
Urvg

(1 mark)

mum, then MR 15 zaro
tive

Nward
oW AR curve
orrect oplion, be

cause MR can be negative.
L a feature of pe

lect competition?

(1 mark)

[131] Which of the following statement is correct?

(a) Price rigidity is an important feature of monopoly
(b} Selling cos! are possible under perfect competition
¢) An induslry consists of many firm _

‘[d]} Under pe:!yam compstition factor of production do not mov:a “Z‘:E;
as these are legal restriction (1m
itmwar: ion do nol move (reel

ition factor of production y
@ g: ?!?c:r';e;eeﬁle;gﬂpeas‘#icﬁon. Therefore this is correct slatement.

o
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[Chapter = 5] Business Cyc

PAST YEAR QUESTIONS AND ANSWERS

2018 - MAY

[1] Rampant unemployment is found in:
(a) Boom (b) Recovery
{(c) Contraction - (d) Deprassion

Answer:
(d) Because very much unemployment is seen in depression.

[2] According to which economist trade cycle is a purely monetary for

(1 mark)

phencmenon

{a) Schumpter (b) Pigou

(c) Hawtray (d) Marshall (1 mark)

Answer:

(c) ‘Trade cycle is purely Monetary phencmenon’ is said by one and
only Hawtrey .

[3] Greatest depression suffered by economy in which year.
(2) 1924 (b) 1930
(c) 2008 (d) 2009 (1 mark)

Answer
(b) 1230 is a year in which greatest depression suffered by economy

[4] Last stage of recession Is called:

(a) Depression (b) Recovery

(c) Slowdown (d) All of these. (1 mark)

Answer: '

(a) Deprassion is the last slage of recession and not slowdown and
recovery .

(5]

[6]

(8]

- Syllabus)|
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tion in labour supply would cause outputto

In the long run, a reduc

and the aggregate price level to .
(a) fall; rise (b) f:all, fall o
(c) rise, fall (d) .nse, rise. (1 mark)
o 1 fm supply of labour then it will cause fall in

(a) If firm in long run, reduce

output whereas rise in aggre
Which of the following macro ecol
an index of leading economic indicators?

a) Employment (b) .Inflation )
:c)) Ree:jl in){srest ratas - (d) Presidential investment (1 mark)

Answer:

(d) The variables that change before the real output changes are called'
leading indicators’. They often change prior to large economic
adjustment. It will include residential investment as one of its

gate price.
nomic variables would you include in

variables.
Induslries that are extremely sensitive to the business cycle are the

(a) durable goods and service sectors

(b) non durable goods and service seclors
{c) capital goods and non-durable goods sectors
(d) capital goods and durable goods sectors

Answer:
(d) Capital goods and durable goods both are of same nature i.e. long

term period. These both goods are exiremely sensitive to the
business cycle. Without these business can not go smooth by.
An economic variable that moves In the opposite direction as aggragate
economic activity down In expansions, up in contractions is called.

(a) procyglical (b) counter cyclical
(c) acyclical (d) aleading variable (1 mark)

Answer:
(b) An economic variable that moves in the opposite direction as

aggregate economic activity (down in expansion and up in
confraction) is called counter cyclical

(1 mark)
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[8] How many phases .
(@) Four are their in business cycle?

(b) Five
(c) One
(d) Many
Answer:

(a) Business cycle has 4 Phases: e .
. » expansion, peak contraction, trough.
[10] The world economy suffered the longest, de ke
2 . deepest and most wide d
?‘B,Dl;ﬂgsgtd’un of the 207 century during? - sproa
a “
(b) 1928
(c) 1930
(d) 1932 . ' (1 mark)
Answaer:
(¢) The world economy suffered most widespread depressionof the 20™
Contury during 1930s. It started in US.
(11] Business cycle is contagious and
(a) Local
(b) Regional
(c) Natlonal (1 mark)
(d) International
Answer:
(d) Business
world.
[12] Which External Factor affoct tho business cycle?
a) Populalion growih
{b; Variation In government 5p0 nding
(c) Monay Bupply
{d} Macro economic policies
Answer: Ich affe
(a) Population growih Is the factor Wh

(1 mark)

In character?

cyclo s International in character as it eflocts all ovor the

. (1 mark)

¢is business cyclo.

[Chapter =
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[13] Which internal factor alfect the Business cycla?

(a) Fluctuations in investment

(b) Natural factors

(c) Technology shocks

(d) Population growth

Answer:

(a) Fluctuations in Investment is the Intemal lactor which affect
business cycle.

[14] Whose statemant out of these is false?

(a) Hawtrey — “Trade cycle Is purely Monetary phonomena®

(b) Keynes — *Fluctuations in aggregata Demand”

(c) Pigou — “Fluctuations in investment®

{d) Schumpeter - “Innovations® (1 mark)

Answer: )

(c) According to Pigou, modem business aclivilles are based on
anticipation of businass community and are affected by waves of

- oplimism or pessimism.
[15] When once peak Is reached, increase In dernand is salted, then
phase begins?

(a) Trough

(b) Contraction

(c) Expansion

(d) Trend {1 mark)

Answer:

(b) Once peak is reached, Increase In demand Is halted and starl
dacreasing In cerlain sectors and therofore, phase of contraction
begins.

{16) Fashion Retaller is business of?

(a) Cyclical businoss

(b) Sun rise business

(c) Sluggish business

(d) Nono of thesa (1 mark)

Answer: ~ .

(n) Business whose forlunes aro closely by related to the rates of
aconomic growth are refarred to as cyclical business.

(1 mark)
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[17] Features of business cycles include?

(a) Discuss periodically
(b) Have four different phases
(c) Originate in free Marke! Economy
(d) All of the above.
Answer:
(d) Fealure ol business cycle are:
1. It occurs periodically although thay do not exhibit same regularity
2. They have lour distinction phases.
3. It occurs in free market economy.
4. It is pervasive in nature
Therefore, (d) is the right option all of the above.

(1 mark)

PRACTICE QUESTION OF MCQ

[1] The four phases of the businaess cycles are:

[2]

(3]

" {c) Peak, depression, trough and boom

(a) Peak, recession, trough and depression
(b) Peak, recession, trough ar.d boom -

(d) Peak, deprassion, burst and boom
Answer:

{b) Peak, recession, trough and boom
Great Depression occurred during:

(a) 1930 *(b) 1947
(c) 1857 (d) 2000
Answer:
(a) 1930

Internal causes of depression includes:

(a) Fluctual in investments (b) Monay supply
(c) Psycholegical factors (d) Allof these
Answer:

(d) All of these

| fgfuch Scanner GA Foundation Paper - 4A {(New Syllub@

(4]

(5]

(6]

7

(8]

{9]

External factors for depression does not Include:
(a) Population growth (b) Technology shocks
(c) Macro economic policles  (d) Postwas roconstruclipn

Answer:

(c) Macro economic policles
isthe measurable econamic factor ihat changes balore

economy starts to follow a particular pattern or lrend:

(a) Leading indicator (b) Lagging indicator

(c) Concurrent indication (d) Caincident indicators

Answer:

(a) Leading Indicator '

The Rhythmic fluctuations in aggregate ecenomic aclivity over a period
of time are called:
(a) Business cycles
(c) "Both (a) and (b)
Answer:

(c) Both (a) and (b) ) '
Accordingto »modem business aclivilies are basad on
the anticipation of business communities and are atfected by waves of
optimism and pessimism:

(b) Trade cycles .
(d) None of these

(a) Pigou (b) Hawtrey

(c) Keynes (d) Schumpeter

-Answer:

(a) Pigou

According to trade cycles occurs as aresull of innovation

which takes place In the system from time to time:

(a) Pigou (b) Hawtrey
{c) Keynes (d) Schumpster
Answer: .

(d) Schumpeter

Variables that change after real output changes are:
(a) Leading indicators (b) Lagging Indicators
(c) Coincident md:caturs (d) None of these
Answer: :

(b) Lagging indicators
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@) Troug e _ { busi ;:yc!e is known as:
i highest point of business :
it o 2‘*@"’2% L \ (b) Peak
) Dty v {c) Trend {d) Boom
oloe by ) Answer:
[11] Industries which are ]

extreme . . ' " (b) Peak
(2) Non durable goods ¥ Sansiive to business cyces includes: [17] During the slow down of economy,
(D) Sarvice Sector

(c) Capital goods and @ "
() MNeone of these Soods
Answer:

(c) Capital goods and durabla cost
Peaks and troughs of the
{a) Tuming points

{e) Equitbrium points

!

business cycles are known collectively as:
(b) Indicators

(a) GDP is increasing al fast rale

(b) GDP is increasing at slow rato

(c) GDP is decreasing at last rale

{d) All of these

Answer:

(b) GDP is increasing at slow rale

The economic boom s characierised as pariod when:

: (a) Rising employment
Answer: @ raction (b) High demand of imported goods
¢ ; {¢) Increase in investments
(8) Tuming points. {d) All of these
[13] During recession output: : " Answer:
(a) Fais (b) Rises : (d) All of these
() Expands (d) None of these. [19] Which macro economic variables are excluded from leading economic
Answer; indicalors:
[a) Falis

a) Industrial production
[14] Business cycles ganerally originate in: ) Ec; Money sugp'ry
(a) Free market economies  (b) Imperfect economies Answer:
(c) Developed nations (d) Low growth economies , (a) Industrial production
Answer: 20

When aggregate economic activity is deciining, is the phase of:
(a) Free market economies (a) Expansion

(b) Residential investment
(d) Inventory investment

. (b) Conlraction
[15] Atthe time of Grea! Depression ol 1930, GDP (ell around: () Recovery (@) Trough

(a) 14% (b) 15% Answer:

(c) 20% (d) 25% b) Contraction

Answer: .

(b) 15% L+
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