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Preface

At CA Wallah by PW, our mission is simple—help CA Foundation aspirants prepare smarter with content that
is accurate, exam-focused, and easy to revise.

In a market filled with study materials, we are delighted to introduce the first edition of the CA Foundation
PW Scanner, a book designed to prioritize clarity, relevance, and practical utility—saving you time while
strengthening your exam performance.

This Scanner is the result of close collaboration between experienced subject experts, content developers,
reviewers, and faculty mentors. We also gratefully acknowledge the contribution of Mrs. Sangeeta Chetia
(Content Professor), whose subject expertise and dedication have been invaluable in enhancing the quality
and depth of this book. Together, they have distilled concepts into concise explanations, selected high-yield
problems, and curated exam-oriented practice that closely reflects real question patterns.

We believe in clear concepts + smart practice. The core objective of this Scanner is to give you an edge
by offering short, crisp, and high-quality content that’s easy to revise and practice. With a multi-pronged
approach—conceptual highlights, formula summaries, topic-wise MCQs from past papers, RTPs and MTPs,
ICAI Module questions, and quick chapter-wise tests—you’ll be able to revise rapidly while strengthening
accuracy, speed, and recall under exam conditions.

Designed as a compact revision and practice companion, this book works best when paired with your
regular study plan, especially for targeted last-stage preparation. Use the quick tests to check your readiness
and the smart hints to sharpen your problem-solving strategy.

Key Features
O Topic-wise MCQs from Past Papers, RTPs & MTPs
O Chapter-wise Quick Highlights (short notes & formulas)
O Answer keys with smart hints for better recall
O Quick tests after every chapter for self-assessment
O QR Code for ICAI Module Q&A

We hope this Scanner becomes a reliable, time-saving partner in your CA Foundation journey. Wishing you
focused preparation and great success!
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Nature and Scope
of Business Economics

QUICK HIGHLIGHTS

1. Positive vs. Normative Economics-Examples:

Positive Economics Normative Economics

The unemployment | The government should
rate is 6%. reduce unemployment

benefits.

A vise in fuel prices | The government should
leads to higher subsidise fuel to lower

transportation costs.
costs.
A rise in the The minimum wage

should be increased to
leads to job losses in | improve workers' living

minimum wage

some sectors. standards.

2. Nature of Business Economics (SPAM-
MINT- Love sir's way of learning):

& Business Economics is a Science

& Based on Micro Economics

@ Incorporates elements of Macro Analysis
& Business Economics is also an Art

& Use of Theory of Markets and Private
Enterprises

& Pragmatic in Approach

@® Normative in Nature
& Interdisciplinary in nature
3. Central Economic Problems:

1. What to Produce? (Deciding goods &
services based on limited resources.)

2. How to Produce? (Labour vs. Capital
Intensive technology choices.)

3. For Whom to Produce? (Allocating
goods & services among people.)

4. What Provisions are to be wmade for
economic Growth? (Saving & investing

for future growth.)

4. Definition of Types of Economies:

& Capitalist Economy: Private ownership,
profit-driven, minimal government
role.

® Socialist Economy: Government controls
production and collective ownership.

® Mixed Economy: Combined sector i.e.
mixture of both market economy and
planned economy.

5. Persons Behind Subjects (Fathers):
©® Economics: Adam Smith
@ Business Economics: Joel Dean

QUESTIONS
UNIT-I: INTRODUCTION

Introduction

1. wrote “An Inquiry into the Nature and

Causes of the Wealth of Nations”. [Dec.2023]
(a) Adam Smith (b) Pigou
(c) Marshall (d) Hicks

2. The word "Economics" owes its origin to the Greek
word 'Oikonomia’, which means: [Dec.2023]

(a) Commodity

(b) Household

(c) Price

(d) Consumer expectations



(

3.

In Economics, we use the term “scarcity” to mean:
[Nov. 2019]

(a) Absolute scarcity and lack of resources in less
developed countries

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

(c) Scarcity during times of business failure and
natural calamities

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

4. Human wants are ______ in response to satisfy
their wants. [CA CPT Nov. 2018]
(a) Unlimited (b) Limited
(c) Scarce (d) Multiple

5. Economic goods are considered scarce resources
because ______ [CA CPT May 2019]
(a) Inadequate quantity to satisfy the needs of

the society
(b) Not possible to increase in quantity
(c) Limited hands to make goods
(d) Primary importance in satisfying social
requirements
Meaning of Business Economics

6. _____ refers to the process of selecting an
appropriate alternative that will provide the
most efficient means of attaining a desired end,
from two or more alternative courses of action.
(a) Decision making
(b) Strategy
(c) Problem solving
(d) Effectiveness

7. Business Economics is also known as:

[CA CPT Nov. 2018]
(a) Applied Economics
(b) Managerial Economics
(c) Micro Economics
(d) All of the above
8. Concept of Business Economics was given by:
[CA CPT May 2018]
(a) Joel Dean (b) Alfred Marshall
(e). Adam Smith (d) L. Robbins
7\
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9,

10.

11.

12.

13.

14.

Business Economics is basically concerned with:
[Sep. 2024]

(a) Applied Economics
(b) Managerial Economics
(c) Micro Economics

(d) Macro Economics

Micro and Macro Economics

Sarah runs alemonade stall; her decision-making
process involves assessing the demand for her
lemonade, pricing strategies, and maximising
her profit within the limited scope of her small
business. Which level of the economy does
Sarah's lemonade stall represent?

[CA CPT Sep. 2024]
(a) Macro Economy
(b) Global Economy
(c) Micro Economy
(d) National Economy
Micro Economics does not study:

[CA CPT Dec. 2015]
(a) Consumer behaviour
(b) Factor pricing
(c) General price level
(d) Firms' equilibrium

Micro Economics is also known as .

[Nov. 2020]
(a) Public Economics
(b) Income Theory
(c) Demand Theory
(d) Price Theory
Economics is classified into ______
[June 2023]

(a) Normative and Positive

(b) Micro and Macro

(c) Internal and External

(d) None of the above

Which of the following is not the subject matter
of Microeconomics? [June 2023]
(a) Consumer Behaviour

(b) Foreign Exchange Rate

(c) Behaviour of Firms

(d) Location of Industry

Business Economics



15.

16.

17.

18.

19.

20.

21.

Which of the following is used for the allocation

of resources? [Nov. 2019]

(a) Micro Economics

(b) Macro Economics

(c) Econometrics

(d) Descriptive Economics

Which of these is a part of Microeconomics?
[CA CPT June 2011]

(a) Factor pricing (b) National Income

(c) Balance of payment (d) None of the above

The study of the behaviour of different individuals

and organisations within an economic system is

called? [July 2021]

(a) Industrial Economics

(b) Macro Economics

(c) Micro Economics

(d) Welfare Economics

Which of the following is not a subject matter of
Microeconomics?

(a) The price of mangoes

(b) The cost of producing a fire truck for the fire
department of Delhi, India

(c) The quantity of mangoes produced for the
mango market

(d) The national economy’s annual rate of growth
India’s employment rate increased in March 2023

as compared to March 2022. The study of this

aspect comes under [Dec. 2023]
(a) Microeconomics (b) Macroeconomics

(c) Price Theory (d) Market Economics

Which of the following is not a study of Macro-
Economics? [July 2021]
(a) Consumer behaviour

(b) National Income

(c) General Price Level

(d) Level of employment

Which of the following is the subject matter of
Macroeconomics? [June 2024]
(a) Behaviour of firms

(b) Factor pricing

(c) Overall level of savings and investments

(d) The economic condition of a section of people

Nature and Scope of Business Economics

22.

23

24.

25.

26.

227/:

28.

A study of how increases in the corporate income
tax rate will affect the national unemployment
rate is an example of: [Nov. 2019]

(a) Macro Economics
(b) Descriptive Economics
(c) Micro Economics
(d) Normative Economics

.Which one of the areas comes under

Macroeconomics?

(a) Product pricing

(b) Consumer behaviour
(c) The general price level and interest rates

[Jan. 2021]

(d) Economic conditions of a section of people
The Finance Minister was discussing the balance
of trade and balance of payments.

This area comes under: (January 2025)
(a) Micro Economics (b) Macro Economics
(c) Capitalist Economy (d) Mixed Economy

Nature of Business Economics

Which of the following is an example of a
normative statement? [Jan. 2025]

(a) The demand for a good will increase if its
price decreases

(b) The government should increase taxes on
liquor to reduce its consumption

(c) A decrease in interest rates will lead to an
increase in investment

(d) An increase in government spending will
reduce the unemployment rate

Positive statements concern what is; normative

statements concern:

(a) What was

(b) What is the normal situation

(c) What will be

(d) What ought to be

Normative science suggests which of the

following? [June 2022]

(a) What should be (b) What to produce

(c) How to produce  (d) When to produce

What s the nature of business economics, which

is an applied branch of economics? [June 2024]

(a) Itis positive in nature

(b) It is normative in nature

(c) Itis neutral in nature

(d) Itisboth positive as well as normative in nature

o
7



29,

30.

31.

32.

33.

34.

Mr. X has been given a task to segregate normative
and non-normative statements. Help him identify
which of the following is a normative economic

statement. [June 2024]
(a) Pollution levels are rising day by day because
of urbanisation

(b) The part-time working hours of students
should be increased to 25 hours per week

(c) Due to the increased number of cars on the
roads, people will be stuck in traffic jams

(d) The government has allotted a major portion
of revenue to defence

Which of the following does not describe the

nature of business economics? [Jan. 2025]

(a) Itis normative in nature

(b) Itis abstract and purely theoretical

(c) Itisanart

(d) Itincorporates elements of Macro Analysis

Business Economics is pragmatic in approach

because of which of the following causes?
[June 2022]

(a) Based on assumptions

(b) Tackles practical problems

(c) Considers profit only

(d) Considers internal value

Under pragmatic approach, Microeconomics is

abstract and purely in nature and takes ____
assumptions. [June 2024]

(a) Practical, Unrealistic

(b) Practical, Realistic

(c) Theoretical, Unrealistic

(d) Theoretical, Realistic

Which of the following is not a correct statement?
[June 2023]

(a) Business Economics is a normative science

(b) Business Economics is an art

(c) Business Economics is based largely on
Microeconomics

(d) Business Economics does not incorporate
elements of Macroeconomics
Which of the following is not a correct statement?
[June 2022]
(a) Business economics is a normative science
(b) Business economics is an art

¥ N\
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35.

36.

37.

38.

39.

(c) Business economics is based largely on
microeconomics

(d) Business economics does not incorporate
elements of macroeconomic analysis
Rama: My corn harvest this year is poor.

Manoj: Don’t worry. Price increase will compensate
for this fall in quantity supplied.

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

Bharti: The Government ought to guarantee that
our income will not fall.

In this conversation, the normative statement is

made by: [Jan 2021]
(a) Rama (b) Manoj
(c) Meera (d) Bharti

Business economy involves the theory of
Business economics with
[CA CPT Nov. 2018]

(a) Normative economics

(b) Business practices

(c) Microeconomics

(d) Macroeconomics

Which of the following is not within the scope of

Business Economics? [Nov. 2019]

(a) Capital Budgeting

(b) Risk Analysis

(c) Business Cycles

(d) Accounting Standards

Which factor is included in Business Economics?
[CA CPT Nov. 2018]

(a) Business economics is an art

(b) Interdisciplinary in nature

(c) Normative in nature

(d) All of the above

Business economics is pragmatic in its approach

because? [July 2021]

(a) It tackles practical problems which the firm
faces in the real world

(b) It tackles practical problems which the firm
faces due to WTO policies

(c) Ittackles practical problems which the firm
faces due to a lack of directors

(d) Business economics is abstract and purely
theoretical

Business Economics



40. Which of the following enables application of

economic logic and analytical tools to bridge the
gap between theory and practice?

[June 2023]
(a) Macroeconomics

(b) Microeconomics
(c) Business economics

(d) Traditional economics

41. The nature of business economics is:

[Nov. 2020]
(b) Pure science

(d) Independent

(a) Positive in nature

(c) Pragmatic

42. Which of the following is an example of a

normative statement?

(a) The government should increase taxes on
liquor to reduce its consumption

(b) The demand for a good will increase if its
price decreases

(c) A decrease in interest rates will lead to an
increase in investment

(d) An increase in government spending will
reduce the unemployment rate

43.

Which of the following does not describe the
[Jan., 2025]

(a) Itis abstract and purely theoretical

nature of business economics?

(b) Itis normative in nature
(c) Itisanart

(d) It incorporates elements of Macro analysis

Scope of Business Economics

44. Which one of the following is not a scope of

45,

business economics? [Dec.2023]
(a) Demand forecasting & analysis

(b) Cost and production analysis

(c) Profit analysis

(d) Capital budgeting

Which one of the following is not the scope of

business economics? [July 2021]
(a) Cost standards

(b) Cost analysis

(c) Demand analysis

(d) Inventory management

UNIT-II: BASIC PROBLEMS OF AN ECONOMY AND ROLE OF PRICE MECHANISM

Basic Problems of an Economy

46. "For whom to produce?" refers to:

(a) Export or domestic market decision

(b) Deciding the allocation of goods among
different people

(c) Choice of production technique
(d) Deciding which goods to import

47. Which of the following is not one of the four basic

economic problems of an economy? [Jan 2025]
(a) What to produce?

(b) Where to produce?

(c) For whom to produce?

(d) What provisions are to be made for economic
growth?

48. The central economic problem of an economy

arises due to } [July 2021]
(a) Scarcity of resources relative to the wants

(b) Co-existences of private and public sectors

Nature and Scope of Business Economics

49,

50.

(c) Govt. interference in economic activities

(d) Federal structure of the Constitution

In which type of central economic problem, an
economy must decide whether more Indian
electric toys should be produced and how many

units of each toy should be produced?
[Dec. 2023]

(a) How to produce

(b) What to produce

(c) For whom to produce

(d) What provision should be made for economic

growth

What implications does the resource scarcity of

the economy have? [Dec. 2023]
(a) Political problems
(b) Economic problems
(c) Geographical problems
(d) Cultural problems
> X
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51.

52,

53.

54.

55.

56.

57.

Which of the following is the central problem of
the economy? [June 2023]

(a) Scarcity of resources

(b) Unemployment

(c) Poverty

(d) Inflation

The ‘Central Economic Problem’ does not deal

with which of the following economic problems?
[July 2021]

(a) What to produce?

(b) How to produce?

(c) For whom to produce?

(d) Where to produce?

Which of the following refers to the sum total of

arrangements for the production and distribution
of goods and services in society? [June 2023]

(a) Economic System

(b) Business System

(c) Capitalist Economic System
(d) Socialist Economic System

Capitalist Economy

“Buyers ultimately determine which goods and
services will be produced and in what quantities.”
The given statement is the meaning of:

(a) Consumer sovereignty

(b) Planned economy

(c) Freedom of economic choice

(d) Freedom of enterprise

The capitalist economy uses ______ as principal
means of allocation of resources. [Nov. 2019]
(b) Demand

(d) None of the above

and

(a) Price
(c) Supply

In capitalistic economy,
more.

will be
[Nov. 2020]

(a) Equalities, non-exploitation

(b) Inequalities, exploitation

(c) Exploitation, equality

(d) Non-exploitation, inequalities

An economy is called capitalist economy, when
____ isgiven. [Jan. 2021]
(a) Right to private property

(b) Freedom from government interference

(c) Freedom of business choices

(d) Discrimination

7\
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58.

59.

60.

61.

62.

63.

64.

An economic system in which all means of
production are owned and controlled by private
individuals for profit is called? [June 2023]

(a) Free economy

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

A laissez-faire economy is also known as:

[Jan. 2021]

(a) Capitalist economy
(b) Socialist economy
(c) Mixed economy
(d) Communist economy
Capitalist incentives for the system offer ______
incentives for ______ [Jan. 2021, June 2024]
(a) Efficient, business decisions
(b) Efficient, government decisions
(c) Efficient, non-government decisions
(d) Efficient, economic decisions
Capitalist economy solves its economic problems
through which of the following? [June 2023]
(a) Central Planning Authority
(b) Price mechanism
(c) Administered prices
(d) Voting done by customers
Exploitation and inequality will be morein____.

[CA CPT May 2019]
(b) Capitalism
(d) All of the above
Ina____,theproduceris free to set up any type of

firms to produce goods and services of his choice.
[Dec. 2023]

(a) Socialism
(c) Mixed Economy

(a) Capitalist economy

(b) Command economy

(c) Centrally planned economy

(d) Planned economy

Price in a capitalist economy is determined by:
[Sept., 2024]

(a) Small private firms

(b) Big corporates

(c) Market forces of demand and supply

(d) Government

Business Economics



65.

66.

67.

68.

69.

70.

"Buyers ultimately determine which goods and
services will be produced and in what quantities."
The given statement is the meaning of:

[CA CPT Sep. 2023]

(a) Planned economy

(b) Consumer sovereignty

(c) Freedom of economic choice
(d) Freedom of enterprise

Socialist Economy

Under which of the following economies,
consumers have the limited freedom of choice?

[June 2023]
(a) Social
(c) Capital

(b) Mixed

(d) Restricted

The concept of a socialist economy was
propoundedby .

(a) Alfred Marshall

(b) Joel Dean

(c) Albert Einstein

(d) Karl Marx and Fredric Engels

The economic system in which production and
distribution of goods are aimed at maximising

the welfare of the community as a whole is
known as [July 2021]

(a) Capitalism

(b) Socialism

(c) Mixed economy

(d) Communist economy

Which of the following statements is not correct?
[June 2022]

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

(b) Economicinequalities lead to wide differences
in economic opportunities for people

(c) Economic instability is very common under
capitalism

(d) Freedom of enterprise is one of the main
characteristics of a command economy

Which of the following is one of the merits of

socialism? [June 2023]

(a) Importance given to personal efficiency

(b) Importance given to productivity

(c) Incentive for economic decisions

(d) Rapid growth and balanced economic
development

Nature and Scope of Business Economics

71.

72.

73.

74.

75.

76.

77:

In a socialistic economy, the allocation of
resources is done by: [June 2022]

(a) Market prices

(b) Consumer preferences

(c) A central planning authority

(d) The level of corporate profits

A socialist economy is called as which of the
following? [June 2022]
(2) Command economy (b) Military economy
(c) Behavioural economy (d) Applied economy
_____involves the predominance of bureaucracy

and resulting inefficiencies and delays.
[June, 2022]

(a) Socialistic economy

(b) Capitalist economy

(c) Mixed economy

(d) Free market economy

In which economy, the material means of
production, i.e. factories, capital, mines, etc., are

owned by the whole community represented by
the State? [Sept., 2024]

(a) Socialist Economy
(b) Capitalist Economy
(c) Mixed Economy

(d) Communist Economy

Mixed Economy

Co-existence of public and private sectors is the
feature of . [Jun. 2021]

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

sectors of

[Jan. 2021]

In a mixed economy, there are
industry.

(a) Two
(c) Four

(b) Three

(d) Five

Which of the following statements is correct?

[June 2022, July 2021]

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

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

(c) A capitalistic economy is not always a ‘golden
path’ between a mixed economy and socialism

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

¥ N\
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19.

44.

ANSWER KEY

6.(a) 7.(b) 8.(a)) 9.(b) 10.(c) 7
16.(a) 17.(c) 18.(d) 19.(b) 20.(a)
26.(d) 27.(a) 28.(b) 29.(b) 30.(b) |
36.(b) 37.(d) 38.(d) 39.(a) 40.(c) |
46.(b) 47.(d) 48.(a) 49.(b) 50.(b) |
56.(b) 57.(a) 58.(b) 59.(a) 60.(d) |
66.(a) 67.(D) 68.(b) 69.(d) 70.(d) |
76.(a) 77 (a) ‘

HINTS & SOLUTIONS

(@) 2. (b) 3. (b) 4. (a) 5.(a)
(c) 12.(d) 13.(b) 14.(b) 15.(a)
(c) 22.(a) 23.(c) 24.(b) 25.(b)
.(b) 32.(c) 33.(d) 34.(d) 35.(d)
.(c) 42.(a) 43.(a) 44.(d) 45.(a)
.(@a) 52.(d) 53.(a) 54.(a) 55.(a)
.(b) 62.(b) 63.(a) 64.(c) 65.(b)
.(c) 72.(a) 73.(a) 74.(a) 75.(b)
(a) “An Inquiry into the Nature and Causes of the

Wealth of Nations” was written by Adam Smith.
This book, published in 1776, is considered one
of the founding works of classical economics.

. (b) The word ‘economics’ owes its origin to

the Greek word ‘Oikonomia’, which means
Household. It refers to the management of
household affairs in ancient Greece.

(b) The study of India’s employment rate and
how it has changed over a period is a part of
Macroeconomics. Macroeconomics looks at
economy-wide phenomena, such as changes
in unemployment, national income, rate of
growth, and gross domestic product.

(d) Capital budgeting is not typically
considered a part of business economics.
Business economics mainly focuses on factors

2 O 33

>\

49.

50.

like demand forecasting, cost and production
analysis, and profit analysis. Capital budgeting,
although important in business decisions, is
more related to financial management.

(b) The central economic problem of deciding
whether more Indian electric toys should
be produced and how many units of each
toy should be produced falls under what to
produce. This problem deals with determining
which goods and services should be produced
in the economy:.

(b) The resource scarcity of an economy has
economic implications. Scarcity of resources
means that there are limited resources
to satisfy unlimited wants, leading to the
fundamental economic problem of allocation
and necessitating choices and trade-offs.

-
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Chapter Wrap-Up Test

This is a 20-minutes test. Read each question
carefully and attempt all.

(b) The scope of Business Economics
includes production analysis, cost
analysis, pricing analysis, and profit

1. In which of the following situations does management

scarcity arise?
(a) Supply of resources > Demand for

(¢) Business Economics is limited to the
study of economic conditions in a single

resources industry
(b) Supply of resources < Demand for (d) The scope of Business Economics
resources excludes the study of external economic

(c) Supply of resources = Demand for

resources
(d) None of these

.Which of the following statements is
incorrect?

(a) Business economics is a normative in
nature

(b) Business economics is closely related
with statistics

(¢) Business economics only considers micro
variables

(d) Business economics is also called
Managerial economics
. Business Economics depends heavily on the
techniques of:
(a) Micro Economics
(b) Macro Economics
(¢) Normative Science only
(d) Economics Discipline only
.To reduce pollution, the Government

should impose heavy penalties on polluting
vehicles. This is a statement.

(a) Subjective
(b) Negative
(¢) Positive
(d) Normative

.Which of the following statements
accurately represents the scope of Business
Economics?

(a) Business Economics only deals with the
analysis of supply and demand in the
market

Nature and Scope of Business Economics

10.

factors influencing business

. How does Business Economics differ from

traditional Economics?
(a) It focuses solely on theoretical models

(b) It emphasises practical application for
business decisions

(¢) It ignores economic principles
(d) It only studies government policies

. The problem of ‘what to produce’ relates

to:

(a) The distribution of produced goods and
services

(b) The technique of production to produce
good

(¢) The distribution of income among factor
owners

(d) None of these

. The questions like “What? How? and for

whom?’ arise due to the existence of
(a) Scarcity of resources

(b) Capitalism

(¢) Government control

(d) Inequality of income distribution.

. Positive economics deals with:

(a) What is

(b) What ought to be
(¢) Both (a) and (b)
(d) None of these

is outside the domain of Macro

Economics?

(a) Consumer behaviour

(b) National income

(¢) Economic growth

(d) Balance of payment and trade

7 \
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11.In a Socialist Economy, who primarily

makes the decisions about what to produce,
how to produce, and for whom to produce?

(a) Private individuals and businesses

(b) Market forces of supply and demand
(¢) Central government planning agencies
(d) International organisations

12. A system of economy in which all means

of production are owned and controlled by
private individuals for the purpose of profit
is called:

(a) Socialistic economy
(b) Capitalistic economy
(¢) Mixed economy

(d) All of the above

13. Which of the following is not a characteristic

of a capitalist economy?

(a) Right to private property
(b) Freedom of enterprise

(¢) Consumer sovereignty

(d) Combined sector

14. Who controls economic activities under

centrally planned economies?
(a) Industrialists (b) Private firms
(¢) Government (d) Consumers

15.In a mixed type of economy, the price

mechanism is found.:

(a) Dual price system

(b) Market driven system

(¢) Administrative price control
(d) None

16. Business Economics (s an art because:

(a) It teaches us to do

(b) It provides practical solutions to various
economic problems.

17.

18.

1aq.

20.

(¢) It is practice of knowledge

(d) All the above

A mixed economy to solve its central

problems relies on:

(a) Economic planning

(b) Price mechanism

(¢) Price fixing

(d) Both (a) and (b)

Capital-intensive technique would be chosen

n a:

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

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

(¢) Developed economy where technology is
better

(d) Developing economy where technology
IS poor
Adwministered prices are:

(a) Prices set by an external authority,
typically the government

(b) Prices set by market demand and supply
forces

(¢) Prices set by sellers in the marketplace.
(d) Prices set by entrepreneurs
In a command economy, who primarily

decides ‘how to produce’ goods and
services?

(a) Individual consumers
(b) Private businesses
(¢) Government planners
(d) Foreign investors

ANSWER KEY
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Theory of Demand

and Supply

QUICK HIGHLIGHTS

1. Law of Demand Examples:

& If a cinema hall reduces ticket prices,
more people attend the movie.

& When the price of a popular smartphone
drops due to a discount, demand
increases.

2. Exceptions to the Law of Demand (with
Reasons) Examples:

a. Giffen Goods (Inferior Goods with No
Close Substitutes)

¢ Example: If the price of grains (like
bajra) rises, low-income groups may
buy more because they can’t afford
better substitutes like wheat.

¢ Reason: Higher price forces people to
spend more on essentials, reducing
their ability to buy substitutes.

b. Veblen Goods (Prestige or Luxury
Goods)

¢ Example: A rise in the price of Rolex
watches makes them more desirable
among the wealthy, increasing
demand.

¢ Reason:  Higher  prices  signal
exclusivity and status.

¢. Future Price Expectations

¢ Example: If consumers expect gold
prices to rise in the future, they buy
more even if prices are already high.

¢ Reason: Fear of higher future prices
makes people buy now.

d. Necessities Inelastic

Demand)

¢ Example: Medicines like insulin
are bought in the same quantity,
regardless of price changes.

¢ Reason: Life-essential goods have
no substitutes, so demand remains
constant.

3. Interpretation of the Numerical Values of
Elasticity of Demand:
a. Perfectly Inelastic Demand (E, = O)
¢ Example: A diabetic patient will
buy the same quantity of insulin, no
matter how much the price increases.
b. Unitary Elastic Demand (E, = 1)
¢ Example: If a coffee shop raises prices
by 10% and experiences exactly a
10% drop in coffee sales.
¢. Perfectly Elastic Demand (E, = =)
¢ Example: A street vendor selling
bottled water at 320, if he increases
the price to 321, customers will
switch to another vendor selling at
320.
d. Elastic Demand (E, > 1)
¢ Example: If the price of movie tickets
decreases by 10% and ticket sales
increase by 30%.
e. Inelastic Demand (E, < 1)
¢ Example: If petrol prices rise by
20%, demand might fall by only 5%
because people still need to drive.

(Goods  with
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4. Measurement of Elasticity on a Linear & The elasticity is high as we move to the
Demand Curve — Geometric Method.: upper segment of the demand curve.

& The elasticity becomes smaller as we
move down the curve.

5. The Relationship between Price elasticity
and Total Revenue (TR):

Elastic Unitary |Inelastic
Elastic
P Price TR TR TR
o increase |Decreases |remains |Increases
3N same
. Price TR TR TR
decrease |Increases |remains |Decreases
same

Quantity
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6. Exceptions to the shape of Indifference Curve:

® Perfect Substitutes: Indifference curves
are straight lines, not convex.

& Perfect Complements: Indifference
curves are L-shaped.

7. Consumer Equilibrium  under Ovrdinal
Approach:

® Meaning: A consumer attains his
equilibrium at the point where the
budget line is tangent to IC, and this
point gives maximum satisfaction to
the consumer.

U

® Condition: i .
U

8. Consumer Equilibrium under the Cardinal
Approach:

® The consumer (s at equilibrium (one
good) where the Marginal Utility of the

commodity = Price of the commodity
7

or UUU
& The consumer is said to be in equilibrium
(two goods) under the condition

i

9. A Few Examples of Vertical Supply Curve
(Perfectly Inelastic Supply):
& Total land area in a country.

® Original artwork (e.g., Mona Lisa) and
Antique items (e.g., vintage coins, rare
stamps).

& Perishable Goods in the Very Short Run

® Natural Resources (like minerals already
extracted).

QUESTIONS

UNIT -I: LAW OF DEMAND AND ELASTICITY OF DEMAND

Basics of Demand

1. The term ‘demand’ refers to: [Dec. 2021]
(a) Demand of money

(b) Need for the commodity

(c) Need for services

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

2. The quantity demandedisa ____.

(a) Flow

(b) Stock

(c) Single isolated purchase

(d) Concept without reference to time

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

(a) Desire

(b) Means to purchase

(c) Willingness to use those means for that
purchase

(d) All of the above

Theory of Demand and Supply

Determinants of Demand
(short trick to learn-TIPPER A CNG)

4. Which is not an important factor that determines
demand? [Dec. 2021]

(a) Price of commodity

(b) Disposable income of consumer
(c) Tastes and preferences of buyers
(d) Educational qualification of buyers

5. Price of goods expresses value of .

[June 2023]
(a) Exchange (b) Cost
(c) Demand (d) Fair
6. Which of the following will affect the demand for
non-durable goods? [CA CPT May 2019]

(a) Disposable income (b) Price
(c) Demography (d) All of the above
7. What is not a determinant of demand?
[Jan. 2021]
(a) Consumer’s expectations
(b) Consumer’s tastes and preferences
(c) Income of the consumers
(d) Prices of unrelated goods

N
(13)
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10.

11.

12.

13.

14.

. The term “Ceteris Paribus” refers to .

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

. Goods which are inferior, with no close substitutes

easily available and which occupy a substantial
place in consumer’s budget are called

goods. [July 2021]

(a) Speculative (b) Prestige

(c) Conspicuous (d) Giffen

In case of Veblen goods, the demand curve is:
[June 2022]

(a) Horizontal

(b) Vertical

(c) Upward sloping to the right

(d) Downward sloping to the right

Highly priced goods are consumed by status
seeking rich people to satisfy their need for

conspicuous consumption. This is called as:
[July 2021]

(b) Snob Effect
(d) None of these

(a) Veblen Effect
(c) Helen Effect
Name the term which refers to the demand for
consumer goods which is decreased owing be

the fact that others are also consuming the same
commodity.

(a) Halo effect

(b) Snob effect

(c) Veblen effect

(d) Demonstration effect

Consumption of high-priced goods by status

seeking rich people for conspicuous consumption
is called as . [June 2024]

(a) Snob effect

(b) Bandwagon effect

(c) Demonstration effect

(d) Veblen effect

Increase in price of pulses leads to increase in

demand of green vegetables. The pulses and
green vegetables are [June 2023]

(a) Substitutes

(b) Complimentary goods
(c) Normal goods

(d) None of the above

¥ N\

(14,

)

15.

16.

17.

18.

19.

20.

“High priced goods consumed by status seeking
rich people to satisfy their need for conspicuous
goods” is: [CA CPT May 2018]

(a) Veblen effect

(b) Bandwagon effect

(c) Snob effect

(d) Demonstration effect

Which of the following is the price at which the
quantity demanded of a commodity is equal to
the quantity supplied of the commodity and there

is no unsold stock or no unsupplied demand?
[July 2021]

(a) Selling price
(b) Asking price
(c) Future price
(d) Market clearing price

The Law of Demand

What are exceptions to Law of Demand?
[Jan. 2021]

(a) Law of Diminishing Marginal Utility

(b) Substitution effect

(c) Conspicuous goods

(d) Different uses

When Price of a commodity increases what will

be the affect on Quantity demanded?
[CA CPT Nov. 2018]

(a) Increases

(b) Decreases

(c) No change

(d) None of these

An increase in the demand of computers, other
things remaining same, will:

(a) Increase the number of computers bought

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

(c) Increase the price of computer

(d) Increase the price and number of computers
bought

In case of normal goods, rise in price leads to

? [CA CPT Nov. 2018]

(a) Fall in demand

(b) Rise in demand

(c) No change

(d) Initially rise then ultimately fall

Business Economics



21.

22,

23.

24,

25.

26.

227/

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

(a) Increase the number of cameras bought

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

(c) Increase the price of cameras

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

Comforts lies between:

(a) Inferior goods and necessaries

(b) Luxuries and inferior goods

(c) Necessaries and luxuries

(d) None of the above

[f price of the commodity increases, what will be

the effect on quantity demanded?
[CA CPT Nov. 2018]

(b) Increases
(d) Can’tsay

(a) Decreases
(c) No change
Due to increase in price of coffee, the demand

for tea increases. The two commodities under
consideration are: [June 2022]

(a) Substitute goods

(b) Complementary goods

(c) Unrelated goods

(d) Producers goods

The demand for petrol decreases due to increase
in its price, it is termed as: [June 2022]
(a) A decrease in demand

(b) A change in demand

(c) A contraction in demand

(d) Anincrease in demand

Which of the following is not an exception to the
law of demand? [June 2022]
(a) Giffen goods

(b) Speculative goods

(c) Conspicuous goods

(d) White goods

Suppose the demand for automobile decreases

due to increase in price of petrol. Both the goods
are: [July 2021]

(a) Perishable

(b) Complementary
(c) Substitute

(d) Normal

Theory of Demand and Supply

28.

29.

30.

31.

32.

33.

34.

Which of the following statements is not correct?
[June 2022]

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

(b) Conspicuous goods exhibit positive
relationship between price and demand

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

(d) Law of demand states inverse relationship
between price of a commodity and its
quantity demanded

Which of the following is an exception to the law
of demand? [Dec.2023]
(a) Substitute goods

(b) Marginal utility

(c) Conspicuous goods

(d) Cross elasticity of demand

For what type of goods does demand fall with a

rise in income levels of households?
[CA CPT May 2018]

(b) Substitutes
(d) Necessities

(a) Inferior goods
(c) Luxuries
A situation where after a price decrease, more

units are sold causing increase in revenue is
called as which of the following? [June 2022]

(a) Price effect (b) Quantity effect

(c) Income effect (d) Substitution effect

Price effect is described as which of following?
[June 2023, June 2024]

(a) Income effect + Veblen effect

(b) Substitution effect + Veblen effect

(c) Income effect + Substitution effect

(d) Veblen effect + Demonstration effect

In case of inferior goods, with rise of income of

consumers, demand of good will?
[CA CPT Nov. 2018]

(b) Decreases
(d) None of these

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

(a) Increases
(c) No change

(a) Horizontal

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

(d) Upward-sloping to the right

> \
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35.In case ______ there is an inverse relationship

between income and demand for a product.
[CA CPT May 2019]

(a) Substitute goods
(b) Complementary goods
(c) Giffen goods
(d) None of the above
36. If the demand of Bajra decreases due to decrease
in its price then Bajra is a: [June 2023]
(a) Superior good (b) Inferior good
(c) Necessary good (d) Luxury good

Expansion and Contraction of Demand

37. Movement along the same demand curve
represents: [June 2023]

(a) Change in demand
(b) Change in quantity demand
(c) Increase in demand
(d) Decrease in demand

38. When the price of an apple is ¥120 per kg, Ram
buys one kg of apples at that price. Now, other
things remain the same, but the price of apples

falls to X90 per kg. Now Ram buys 2 kg of apples.
[t is called: [Nov. 2020]

(2) Demand schedule

(b) Market demand

(c) Contraction of demand
(d) Expansion of demand

39. ______ refers to a change along a curve i.e.
movement from one point to another on the same
curve.

(a) Expansion/Contraction of demand
(b) Increase/Decrease in demand
(c) Shift of demand curve

(d) None of these

40. In case of goods, the expansion in demand
due to a price fall will take place only if the
substitution effect outweighs the income effect.

[Dec. 2021]

(b) Necessaries

(a) Inferior goods

(c) Giffen goods
41. Movement along the demand curve may be due

to z

(a) Expansion of demand

(b) Contraction of demand

(c) Increase/Decrease in demand

(d) Both (a) and (b)

(d) Luxury goods

¥ 3
@

Increase and Decrease in Demand

42. Leftward shift of demand curve of coffee
represents: [June 2023]

(a) Decrease in demand
(b) Increase in demand
(c) Contraction
(d) Expansion
43. Aleftward shift in the demand curve may be due
to:
(a) Fall in income
(b) Fall in the price of substitute
(c) Decrease in population
(d) Any of the above

Price Elasticity of Demand

44. If both the total revenue of a product and price
are moving in the same direction, demand is:
[Dec. 2023]

(b) Perfectly inelastic
(d) Unrelated

45. At 35 per unit, Ram supplies 500 units of
commodity X. At what price, 650 units of X should
be supplied at the unit elasticity of supply?

[Dec. 2023]

(a) Elastic
(c) Inelastic

(@) 3.5 (b) 4.5
(c) 6.5 (d) 7.5

46. The price of a commodity decreases from
%10 per unit to ¥5 per unit and the quantity

demanded increases from 20 units to 40 units.
The Coefficient of Price Elasticity will be

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

47. The demand for the commodityis_____ when a
consumer is a habitual consumer. [June 2022]
(a) Relative elasticity
(b) Inelastic
(c) Unit elasticity
(d) Perfectly elastic

48. Identify the factor which generally keeps the
price elasticity of a good low? [Jan. 2021]
(a) Variety of uses for that good
(b) Very low price of a commodity
(c) Close substitutes for that good

(d) High proportion of the consumer’s income
spent on it

Business Economics



49.

50.

51.

52.

53.

54,

55.

Calculate the price elasticity of demand, when
the price increases from 320 to 322 and quantity
demand falls from 300 to 200 units (Midpoint

Method). [June 2024]
(a) 4.2 (b) -4.2

(c) 4 (d) -4

The price of a good decreases from 380 to 340

per unit. If the price elasticity of demand for the
given product is 1.5 and the original quantity is
20 units, then the new quantity demanded will
be: [Dec.2023]

(a) 15 Units (b) 35 Units
(c) 18 Units (d) 48 Units
Calculate the price elasticity of demand if the

household increases his demand for commodity
X from 80 units to 100 units and price of a

product et X decreases by 10%.  [Dec. 2023]
(@) 2.5 (b) 0.4

(c) 10 (d) 1.25

There is decrease in price of LED TV after budget

announcement from 360,000 to ¥50,000. As
a result of which demand for it has increases
from 1,500 units to 2,000 units. The elasticity of

demand for LED TV willbe ____. [June 2023]
(a) 1.27 (b) -2

(c) 0.63 (d) 0.67

For which of the following product elasticity of

demand is highly elastic?
(a) Salt

(b) Life-saving medicines
(c) Water

(d) Jewellery

[July 2021]

The price of commodity X decreases from 10
to 8, owing to which its demand increases from
100 to 120 units. Calculate the price elasticity of

demand. [June 2022]
(@) ()1 (b) 1

(c) 0.8 (d) 1.2

If price decreases from X 80 to ¥60 and elasticity

of demand is 1.25, then: [CA CPT May 2019]
(a) Demand increases by 25%

(b) Demand decreases by 25%

(c) Remains constant

(d) None of the above

Theory of Demand and Supply

56.

57.

58.

59.

60.

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

(a) It has several uses

(b) More substitutes for the product are available
(c) Itis an expensive commodity

(d) Itis considered a necessity by its buyers

If the price of a gel pen increases from 340 to

%50 and in response to this the quantity demand
decreases from 25 units to 20 units. The coefficient

of price elasticity will be: [June 2023]
(@) 1.2 (b) -1.25
(c) 0.8 (d) -0.8

The price elasticity of demand for X is 1, and

the original quantity demanded of X is 90 units.

If the price of X decreases from 3300 to 3180

per unit, calculate the new quantity demanded.
[Nov. 2020]

(a) 36 units (b) 120 units

(c) 126 units (d) 144 units

Mr. Z went to a stationery shop to buy pens. The
price of pen decreased from %5 to 3 per unit. If
the price elasticity of demand for pen is 2.5 and
the original quantity demand for pen is 20, then
how much is the new quantity of demanded?

[June 2024]
(a) 10 (b) 40
(c) 30 (d) 20
A
A
[
B
8
E C
D
(0) L
Quantity
[CA CPT May 2018]

(a) Elasticity at pointA=o,atB=>1,atC=1,at
D<=1andE=0

(b) Elasticity at A=0,atB<=1,atC=1 at
D=>1landE=wo

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

(d) None of these

> \
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61.

62.

63.

64.

65.

66.

>

.
<@

The price elasticity of demand at the midpoint
of the straight line demand curve under point
method is [CA CPT May 2019]

(@) 0 (b) 1

(c) >1 (d) <1

Point elasticity is useful for which of the following
situations?

(a) The bookstore is considering doubling the
price of notebooks

(b) Arestaurantis considering lowering the price
of its most expensive dishes by 50 per cent

(c) Anauto producer isinterested in determining
the response of consumers to the price of
cars being lowered by 3100

(d) None of the above
Which of the following method is used to

calculate elasticity of demand when price and
quantity demanded are large? [June 2023]

(a) Zero elasticity

(b) Cross elasticity

(c) Point elasticity

(d) Arc elasticity

The price of a commodity decreases from 3200
to ¥120 per unit. If the price elasticity of demand
for this commodity is 2 and the original quantity

demanded is 60 units, calculate the new quantity
demanded. [July 2021]

(a) 48 units

(b) 100 units

(c) 108 units

(d) 120 units

The demand for a generic good like soap and for
Lux soap are _____respectively. [July 2021]
(a) Elastic and elastic

(b) Inelastic and inelastic

(c) Inelastic and elastic

(d) Elastic and inelastic
Income Elasticity of Demand

If the percentage change in demand for good X
is —-2.5% and the percentage change in income
is 5%, then the income elasticity of good X will
be__ , and the good X is treated as___.

[Dec.2023]

67.

68.

69.

70.

71.

(a) -0.5, normal goods
(b) -0.5, inferior goods
(c) 0.5, normal goods
(d) 0.5, inferior goods

Which of the following formula can be used for
calculation of income Elasticity of Demand?

@ N -
D

() N -

© N -

(d) None of the above
Income elasticity of luxury goodsis___ .
[Nov. 2019]
(a) Zero
(b) Positive and greater than one
(c) Positive and lesser than one
(d) Negative and greater than one

Suppose there is an increase in income by 15%,
which increases demand by 30% the income

elasticity of demand will be . [June 2023]
(a) 0.67 (b) 0.5
(c) 2 (d) 1.0

The quantity purchased remains constant
irrespective of the change in income. This is
known as:

(a) Negative income elasticity of demand

(b) Income elasticity of demand less than one
(c) Zero income elasticity of demand

(d) Income elasticity of demand is greater than
one

Dinesh’s annual income increases from Rs
3,00,000 to Rs3,60,000. Accordingly, he increases
his purchases of commodity X from 50 to 60
units. What is the Dinesh’s income elasticity of
demand for commodity X? (use Arc elasticity

method) [Dec. 2023]
(a) 0.5 (b) 1.0
(c) 2.0 (d) Zero

Business Economics



72.

73.

74.

75.

76.

77.

The average income of residents of two cities A
and B and the corresponding change in demand
for two goods is given in the following table.
Which of the following statements is true?

% % Change % Change in
City Increase inDemand Demand for
in Income for Good X Good Y
A 12 6.5 -2.3
B 9 5.6 1.6

(a) Both goods are normal goods in both cities
AandB

(b) Good X is a normal good in both cities; good
Y is an inferior good in city A

(c) Good X is a normal in both cities; good Y is
an inferior good in city B

(d) Need more information to make an accurate
comment

In the case of inferior goods, the income elasticity

of demand is: [Jan. 2021]

(a) Positive (b) Zero

(c) Negative (d) Infinite

Cross Elasticity of Demand

Cross elasticity of perfect substitutes is:
[CA CPT May 2018]
(a) Zero
(b) Negative
(c) One

(d) Infinity

When two goods are unrelated then cross
elasticity of demand willbe _____. [June 2023]
(@ o0 (b) 00

(01 (d) (=)

The quantity demanded of coffee increases by 2%

when the price of tea increases by 8%, the cross
elasticity of demand between two products are

. [July 2021]
(a) +0.25 (b) -0.25
(c) -0.4 (d) +0.4
If the quantity demand of coffee increased by

8% the price of tea increase by 25% the cross
elasticity of demand between coffee and tea is
[June 2024]

Theory of Demand and Supply

78.

79.

80.

81.

82.

83

(a) -0.32
(c) 3.125

(b) 0.32

(d) -3.125

The cross elasticity between personal computers
and software is:

(a) Positive

(b) Negative

(c) Zero

(d) One

The price of 1 kg. of tea is ¥30. At this price, 5 kg.
of tea is demanded. If the price of coffee rises

from X25 to X35 per kg., the quantity demanded
of tea rises from 5 kg. to 8 kg. The cross price

elastic of tea is [Jan. 2021]
@1 (b) 0.5
(c) 1.5 (do

Advertisement Elasticity

Advertising elasticity of demand is typically .
[June 2022]

(a) Negative
(b) Zero

(c) Infinity

(d) Positive

What will be the advertisement elasticity?

% Change in Demand =30%
% change in Price = Nil
% change in advertisement =25%
Expenditure

(@) 1.2 (b) 0.83

(01 (d) 25

If the advertisement expenditure on commodity
X increases by 20% and demand for it increases
only by 5%. The advertisement elasticity of

demand for X commodity is: [June 2022]
(a) 0.25 (b) -0.25
(c) 4 (d) -4

. 