Chapter 1 -NATURE AND SCOPE OF BUSINESS
ECONOMIC

1. Economists regard decision making as important because:

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

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

(c) Resources have alternative uses.

(d) All the above.

2. Business Economics is -

(a) Abstract and applies the tools of Microeconomics.

(b) Involves practical application of economic theory in business decision making.
(c) Incorporates tools from multiple disciplines.

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

3. What implication(s) does resource scarcity have for the satisfaction of wants?

(a) Not all wants can be satisfied.

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

(c) We must develop ways to decrease our individual wants.

(d) The discovery of new natural resources is necessary to increase our ability to satisfy wants.

4. Which of the following is a hormative statement?

(a) Planned economies allocate resources via government departments.

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

(c) There is a greater degree of consumer sovereignty in market economies than planned
economies.

(d) Reducing inequality should be a major priority for mixed economies.

5. In every economic system, scarcity imposes limitations on

(a) households, business firms, governments, and the nation as a whole.
(b) households and business firms, but not the governments.

(c) local and state governments, but not the federal government.

(d) households and governments, but not business firms.

6. Macroeconomics is also called——— economics.
(a) applied (b) aggregate
(c) experimental (d) none of the above

7. An example of 'positive’ economic analysis would be:

(a) an analysis of the relationship between the price of food and the quantity purchased.
(b) determining how much income each person should be guaranteed.

(c) determining the ‘fair’ price for food.

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

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

(a) Determining the GNP of India.

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

(c) Identifying the causes of inflation in India.

(d) Analyse the causes of failure of industry in providing large scale employment

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




(a) The pre-independent Indian economy, where most people were farmers.
(b) A mythical economy where everybody is a billionaire.

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

(d) None of the above

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

(a) The price of mangoes.

(b) The cost of producing a fire truck for the fire department of Delhi, India.
(c) The quantity of mangoes produced for the mangoes market.

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

11. The branch of economic theory that deals with the problem of allocation of resources is-
(a) Micro-Economic theory.

(b) Macro-economic theory.

(c) Econometrics.

(d) None of the above.

12. Which of the following is not the subject matter of Business Economics?
(a) Should our firm be in this business?

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

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

(d) How should we decrease unemployment in the economy?

13. Which of the following is a normative economic statement?
(a) Unemployment rate decreases with industrialization

(b) Economics is a social science that studies human behaviour.
(c) The minimum wage should be raised to * 200/- per day

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

14. Which of the following would be considered a topic of study in Macroeconomics?
(a) The effect of increase in wages on the profitability of cotton industry

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

(c) The effect of an increasing inflation rate on living standards of people in India
(d) The effect of an increase in the price of coffee on the quantity of tea consumed

15. The difference between positive and normative Economics is:

(a) Positive Economics explains the performance of the economy while normative Economics finds out
the reasons for poor performance.

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

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

(d) Positive Economics prescribes while normative Economics describes.

16. Which of the following statements is incorrect?

(a) Business economics is normative in nature.

(b) Business Economics has a close connection with statistics.
(c) Business Economist need not worry about macro variables.
(d) Business Economics is also called Managerial Economics

17. In a free market economy the allocation of resources is determined by
(a) voting done by consumers.

(b) a central planning authority.

(c) consumer preferences.




(d) the level of profits of firms.

18. Which of the following is considered as a disadvantage of allocating resources using the market
system?

(a) Income will tend to be unevenly distributed.

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

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

(d) Profits will tend to be low.

19. Which of the following statements does not apply to a market economy?

(a) Firms decide whom to hire and what to produce.

(b) Firms aim at maximizing profits.

(c) Households decide which firms to work for and what to buy with their incomes.

(d) Government policies are the primary forces that guide the decisions of firms and households.

20. Capital intensive technique would get chosen ina

(a) labour surplus economy where the relative price of capital is lower.
(b) capital surplus economy where the relative price of capital is lower.
(c)developed economy where technology is better.

(d) developing economy where technology is poor.

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

(a) Who produces what?

(b) When are goods produced?

(c) Who consumes what?

(d) How are goods produced?

22. Macro Economics is the study of

(a) all aspects of scarcity.

(b) the national economy and the global economy as a whole.
(c) big businesses.

(d) the decisions of individual businesses and people.

23. Freedom of choice is the advantage of -
(a) Socialism (b) Capitalism
(c) Communism (d) None of the above

24. Exploitation and inequality are minimal under:
(a) Socialism (b) Capitalism
(c) Mixed economy  (d) None of the above

25. Administered prices refer to:

(a) Prices determined by forces of demand and supply

(b) Prices determined by sellers in the market

(c) Prices determined by an external authority which is usually the government
(d) None of the above

26. In Economics, the central economic problem means:

(a) Output is restricted to the limited availability of resources
(b) Consumer do not have as much money as they would wish
(c) There will always be certain level of unemployment

(d) Resources are not always allocated in an optimum way

27. Which of the following is not one of the features of capitalist economy?
(a) Right of private property




(b) Freedom of choice by the consumers
(c) No profit, No Loss motive
(d) Competition

28. There is need of economic study, because -
(a) The resources are limited

(b) The wants are unlimited

(c) The resources are unlimited

(d) Bothaand b

29. The benefit of economic study is -

(a) It ensure that all problems will be appropriately tackled
(b) It helps in identifying problems

(c) It enable to examine a problem in its right perspective
(d) It gives exact solutions o every problem

30. The managerial economics -

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

(c) Trains managers how to behave in recession

(d) Provides the tools which explain various concepts

31. Which of the following statements is correct?

(a) Micro economics is important for study of a particular household and a particular firm
(b) Macro economics is important for study of economic conditions of a country

(c) None of the above

(d) Bothaand b

32. Mr. Satish hired a business consultant to guide him for growth of his business. The consultant
visited his factory and suggested some changes with respect to staff appointment, loan
availability and so on. Which approach is that consultant using?

(a) Micro economics (b) Macro economics

(c) None of the above (d) Both(a) and (b)

33. Profit motive is a merit of
(a) Socialism (b) Capitalism
(c) Mixed economy (d) None of the above

34. Which of the following statements is/are correct regarding business economics?

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

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

(c) Business economics takes a pragmatic approach towards facilitating an

integration between economic theory and business practices.

(d) All the above.

35. Unlimited ends and limited means together present the problem of
(a) Scarcity of resources (b) Choice
(c) Distribution (d) None of the above

36. What is the merit of Capitalism?

(a) It promotes self-interest & economic growth.
(b) It leads economic balance in the country

(c) It leads to equitable distribution of wealth.




(d) It leads to equitable distribution of wealth

37. Normative economics is also known as -
(a) Prescriptive Economics

(b) Positive Economics

(c) Applied Economics

)
(d) None of these
38. Who defined Business economics in terms of the use of economic analysis inthe formulation of
business policies?
(a) Adam Smith (b) Robbins
(c ) Joel Dean (d) Alfred Marshall

39. The choice between labour- and Capital-intensive techniques is related with:
(a) What to Produce?

(b) How to Produce?

(c) For whom to Produce

(d)AIl of the above.

40. Which of the following is NOT a central issue in macroeconomics?
(a) How should the central bank of a country fight inflation?

(b) What is responsible for high and persistent unemployment?

(c) How do tax changes influence consumers' buying choices?

(d) What factors determine economic growth?

41. Which of the following matters is/are fundamentally connected to economic analysis?
(a) Economic prosperity

(b) Higher standard of living

(c) Changes in price of a commodity

(d) All of the above

the effect of the tax on incentives to work
the “fairness" of the tax

43.1In a market economy, resource allocation is primarily determined by:
) Central planning by the government

b) Consumer demand and supply in the marketplace

) The decisions of a few large corporations

d) International trade agreements

44. Which of these countries is a purely socialist economy?
(a) USSR (b) China
(c ) Vietham (d) None of these

45.1In a capitalist economy, profit is socially desirable because it:

(a) reallocates wealth from small firms to large firms.

(b) attracts resources to the most desirable types of production.

(c) allows firms to operate at higher levels of cost.

(d) permits firms to hire more workers and there by reduces theunemployment rate.

46. What social function is served by profits in a capitalist economic system?
(a) Taxes on profits support government programs.
(b) They provide an incentive for the reallocation of resources.




(c) Profits allow individuals to accumulate wealth and engage in capitalinvestment
(d) Profits result in higher levels of employment.

47. Positive economics means:

(a) Does not depend on market interactions,

(b) only looks at the best parts of the economy.

(c) Examines how the economy works (as opposed to how it should work)
(d) is very subjective.

48. Scarcity of resources exit at:
(a) Micro level (b) Macro level
(c ) Micro as well as Macro(d) None of these

49. The Characteristics of Production Possibility Curve:
(a) Slopes downwards from left to right

(b) PPC is concave to the origin

(c) Both A and B

(d) None of these

50. Problem of choice is the basis of:
(a) Economic Problem (b) Social Problem
(c ) Political Problem (d) None of these

51. The regulatory mechanism of the market system is:
(a) Self interest

(b) Private property

(c ) Competition

(d) Specialization

52. 'Economics is the study of mankind in the ordinary business of life was given by
(a) Adam Smith (b) Lord Robbins
(c) Alfred Marshall (d) Samuelson

53. The branch of economic theory that deals with the problem of allocation of resources is
(a) Micro economics  (b) Macroeconomics

(c) Econometrics (d) None of these

54. Capitalistic Economy uses __as principal means of allocating Resources
(a) demand (b) supply

(c) price (d) all of the above

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

(a) Macroeconomics

(b) Descriptive Economics

(c) Microeconomics

(d) Normative Economics

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

(a) Open Economy (b) Controlled Economy

(c) Command Economy (d) Market Economy

57. Under a free economy, prices are:

(a) Regulated

(b) Determined through a free interplay of demand and supply
(c) Partly regulated




(d) None of these

58. Which of the following falls under microeconomics?
(a) National income

(b) General price level

(c) Factor pricing

(d) National saving and investment

59.1In a free-market economy, when consumers increase their purchase of a goods and the level
of__exceeds then prices tend to rise :

(a) demand, supply (b) supply, demand

(c) prices, demand (d) profits, supply

60. According to Robbins, ‘means’ are:
(a) Scarce (b) Unlimited
(c) Undefined (d) All of these

61. Economics is the study of

(a) How society manages its unlimited resources
(b) How to reduce our wants until we are satisfied
(c) How society manages its scarce resources

(d) How to fully satisfy our unlimited wants

62. A mixed economy means :

(a) Co-existence of small and large industries

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

(d) Co-existence of public and private sectors

63. Who defines Economics in terms of Dynamic Growth and Development?
(a) Robbins (b) Paul A Samuelson
(c) Adam Smith (d) None

64. A Free Market economy, solves its Central Problems through
(a) planning authority (b) market mechanism

(c) both (d) none

65. Normative aspect of Economics is given by :

(a) Marshall (b) Robbins

(c) Adam Smith (d) Samuelson

66. Which one is not the characteristic of a capitalistic economy?
(a) Profit motive (b) Income inequality

(c) Free employment  (d) Collective ownership

67. Mixed economy means

(a) All economic decisions are taken by the Central Authority

(b) All economic decisions are taken by private entrepreneurs

(c) Economic decisions are partly taken by the state and partly by private entrepreneurs
(d) None of these

68. A developed economy uses technique in production
(a) labour intensive (b) capital intensive
(c) home-based (d) traditional

69. one is the feature of Marshall's definition?
(a) Limited ends
(b) Scarce means




(c) Study of wealth as well as study of man
(d) Study of allocation of resources

70. Which one in the following is not correct :
(a) There are limited wants

(b) Means are scarce

(c) Resources have alternative uses

(d) Economics is science

71. Who gave the positive aspect of science?
(a) Alfred Marshall (b) A.C. Pigou
(c) Adam Smith (d) Robbins

72. Which of these is an example of macroeconomics:
(a) The problem of unemployment in India

(b) The rising price level in the country

(c) Increase in disparities of income

(d) All of the above

73.In a capitalist economy the allocation of resources is performed by:
(a) Producers (b) Government
(c) Planners (d) Price mechanism

74. Which of the following statements is incorrect?

(a) Alfred Marshall propagated the wealth definition of Economics
(b) L. Robbins introduced the 'Scarcity' definition of Economics
(c) Samuelson emphasized upon the "growth" aspect of Economics
(d) A.C Pigou believed in the 'welfare' aspect of Economics

75. Inequalities of income do not perpetuate in
(a) socialism (b) mixed economy
(c) capitalism (d) none

76. Which of the following are the features of a mixed economy?
(a) Planned economy

(b) Dual system of pricing exists

(C) Balanced regional development

(d) All of the above.

77. Normative Economics is based on:
(a) Ethical Considerations

(b) Facts and Generalization

(c) What is?

(d) All of the above

78. A Capitalist Economy follows the policy of:
(a) Laissez-faire

(b) Regulated markets

(c) Promoting public sector

(d) None of the above.

79. "Economics is the science of choice-making’ implies:-
(a) No choice is to be made

(b) The choice to be made between alternative uses

(c) The choice to be made between means and ends

(d) None of the above




80. A capitalist economy is by and large

(a) a closed economy

(b) a free market economy

(c) a centrally controlled economy

(d) an economy in which a government neither collects any taxes nor incurs any expenditure

81. A free-market economy's driving force is:
(a) Profit motive

(b) Welfare of the people

(c) Rising income and levels of living

(d) None of the above

82. "Economics is neutral between ends". The statement is given by:
(a) L. Robbins (b) Mrs. Joan
(c) Alfred Marshall (d) A.C. Pigou

83. Where does the price mechanism exist?
(a) Capitalist Economy

(b) Socialist Economy

(c) Both types of economies

(d) None of the above

84. Economics which is concerned with welfare propositions is called
(a) Socialistic economics

(b) Capitalistic economics

(c) Positive economics

(d) Normative economics

85. In which among the following systems the right to property’ exists
(a) Mixed economy (b) Capitalist economy
(c) Socialist economy (d) Traditional economy

86. Positive science only explains
(a) What is?

(b) What ought to be?

(c) What is right or wrong

(d) None of the above

87. Socialist Economy is also known as
(a) Mixed Economy

(b)Centrally Planned Economy

(c) Capitalist Economy

(d) None of the above

88. Who has defined economics as "Science which deals with wealth"?
(a) Adam Smith (b) Canon
(c) J.B. Say (d) A.C. Pigou

89. The meaning of fime element in economics is:

(a) Calendar time

(b) Clock time

(c) Operational time in which supply adjusts with the market demand
(d) None of the above

90. All wants of an individual are not of:
(a) Equal importance  (b) Immediate importance




(c) Fixed importance  (d) All of the above

91. Micro economics does not study
(a) Consumer behavior (b) Factor pricing
(c) General price level (d) Firms equilibrium.

92. Find out the correct statement

(a) Higher the prices, lower the quality demanded of a product is a normative statement
(b) Micro and macro-economics are interdependent

(c) Ina capitalist economy, the economic problems are solved by planning commission
(d) In deductive method logic proceeds from particular to the general

93. Microeconomics is the study of:
(a) Individual parts of the economy
(b) The economy as a whole

(c) Choice making

(d) Development of the economy

94. The definition of economics given by Robbins does not deal with one of the following aspects.
Indicate that aspect.

(a) Scarce means (b) Limited ends

(c) Alternative uses  d) Economics is a science

95. Which Economic System is described by Schumpeter as 'capitalism in the oxygen tent?
(a) Laissez-Faire Economy

(b) Command Economy

(c) Mixed Economy

(d) Agrarian Economy

96. The Central problem in every economic society is:

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

(b) To allocate scarce resources in such a manner that society, unlimited wants are satisfied in the
best possible manner.

(c) To ensure that production occurs in the most efficient manner.

(d) To provide job to every job seeker.

97. Socialist Economy was propounded by:
(a) Karl Marx & Fredut Angles

(b) Samuelson

(c) A.C. Pigou

(d) Adam Smith

98. Concept of Business Economics was given by:
(a) Joel Dean (b) Alfred Marshall
(c) Adam Smith (d) L. Robbins

99. A business economy involves the theory of Business economics with
(a) Normative Economics  (b) Business practices
(c) Micro Economics (d) Macro Economic

100. Which factor is included in business Economics?
(a) Business Economics is an art

(b) Interdisciplinary in nature

(c) Normative in nature

(d) All of the above




Solution :

1 2 3 4 5 6 7 8 9 10
D D A D A B A B D D
11 12 13 14 15 16 17 18 19 20
A D C C B & © A D B
21 22 23 24 25 26 27 28 29 30
B C B B A A c D C A
31 32 33 34 35 36 37 38 39 40
D A B D B A A C B C
41 42 43 44 45 46 47 48 49 50
D C B D B B (6 C C A
51 52 53 54 55 56 57 58 59 60
< @ A C A D B C A A
61 62 63 64 65 66 67 68 69 70
C D B B A D (6 B C A
71 72 73 74 75 76 77 78 79 80
D D A A A D A A B B
81 82 83 84 85 86 87 88 89 90
A A A D B A B A C D
91 92 93 94 95 96 97 98 99 100
< B A B & B A A B D




CHAPTER 2 - THEORY OF DEMAND & SUPPLY

1. Demand for a commodity refers to:

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

(b) need for the commodity and willingness to pay for it

(c) the quantity demanded of that commodity at a certain price.

(d) the quantity of the commodity demanded at a certain price during any particular period of time.

2. Contraction of demand is the result of :

(a) decrease in the number of consumers.

(b) increase in the price of the good concerned.
(c) increase in the prices of other goods.

(d) decrease in the income of purchasers.

3. All but one of the following are assumed to remain the same while drawing an individual's demand
curve for a commodity. Which one is i+?

(a) The preference of the individual.

(b) His monetary income.

(c) Price of the commodity

(d) Price of related goods.

4. Which of the following pairs of goods is an example of substitutes?
(a) Tea and sugar (b) Tea and coffee.
(c) Pen and ink. (d) Shirt and trousers.

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

(a)0 (b)1

(c)15 (d)2

6. The Law of Demand, assuming other things to remain constant, establishes the relationship
between:

(a) income of the consumer and the quantity of a good demanded by him.

(b) price of a good and the quantity demanded.

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

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

7. Identify the factor which generally keeps the price-elasticity of demand for a good low:
(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.

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

(a) Equal to one. (b) Greater than one.

(c) Less than one. (d) Zero

9. In the case of an inferior good, the income elasticity of demand is:
(a) positive. (b) Zero.
(c) Negative. (d) infinite.

10. If the demand for a good is inelastic, an increase in its price will cause the total expenditure of
the consumers of the good to:
(a) Remain the same. (b) Increase.




(c) Decrease. (d) Any of these.

11. If regardless of changes in its price, the quantity demanded of a good remains unchanged, then
the demand curve for the good will be:

(a) horizontal. (b) Vertical.

(c) positively sloped. (d) negatively sloped.

12. Suppose the price of Pepsi increases, we will expect the demand curve of Coca Cola to:
(a) Shift towards left since these are substitutes

(b) Shift towards right since these are substitutes

(c) Remain at the same level

(d) None of the above

13. All of the following are determinants of demand except:
(a) Tastes and preferences.(b) Quantity supplied.
(c)Income of the consumer (d) Price of related goods.

14. A movement along the demand curve for soft drinks is best described as:
(a) An increase in demand.

(b) A decrease in demand.

(c) A change in quantity demanded.

(d) A change in demand.

15. The price of hot dogs increases by 22% and the quantity of hot dogs demanded falls by 25%.
This indicates that demand for hot dogs is:

(a) Elastic. (b) Inelastic.

(c) Unitarily elastic. (d) Perfectly elastic.

16. If the quantity demanded of mutton increases by 5% when the price of chicken increases by
20%, the cross-price elasticity of demand between mutton and chicken is

(a) -0.25 (b) 0.25

(c)-4 (d) 4

17. Given the following four possibilities, which one results in an increase in total consumer
expenditure?

(a) Demand is unitary elastic and price falls.

(b) Demand is elastic and price rises.

(c) Demand is inelastic and price falls.

(d) Demand is inelastic and prices rises

18. Which of the following statements about price elasticity of supply is correct?

(a) Price elasticity of supply is a measure of how much the quantity supplied of a good responds to a
change in the price of that good

(b) Price elasticity of supply is computed as the percentage change in quantity supplied divided by
the percentage change in price

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

(d) All the above

19. Which of the following is an incorrect statement?

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

(b) When commodities are complements, a fall in the price of one (other things being equal) will
cause the demand of the other fo rise

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




(d) When a commodity becomes fashionable people prefer to buy it and therefore its demand
increases

20. Suppose the price of movies seen at a theatre rises from * 120 per person o = 200 per person.
The theatre manager observes that the rise in price causes attendance at a given movie to fall
from 300 persons to 200 persons. What is the price elasticity of demand for movies? (Use Arc
Elasticity Method)

(a) .5 (b) .8

(c)1.0 (d)1.2

21. When the numerical value of cross elasticity between two goods is very high, it means
(a) The goods are perfect complements and therefore have to be used together

(b) The goods are perfect substitutes and can be used with ease in place of one another
(c) There is a high degree of substitutability between the two goods

(d) The goods are neutral and therefore cannot be considered as substitutes

22. If electricity demand is inelastic, and electricity charges increase, which of the following is
likely to occur?

(a) Quantity demanded will fall by a relatively large amount.

(b) Quantity demanded will fall by a relatively small amount.

(c) Quantity demanded will rise in the short run, but fall in the long run.

(d) Quantity demanded will fall in the short run, but rise in the long run.

23. Suppose the demand for meals at a medium-priced restaurant is elastic. If the management of
the restaurant is considering raising prices, it can expect a relatively:

(a) Large fall in quantity demanded.

(b) Large fall in demand.

(c) Small fall in quantity demanded.

(d) Small fall in demand.

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

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

(b) A restaurant is considering lowering the price of its most expensive dishes by 50 percent.

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

(d) None of the above.

25. A decrease in price will result in an increase in total revenue if:

(a) The percentage change in quantity demanded in less than the percentage change in price.

(b) The percentage change in quantity demanded is greater than the percentage change in price.

(c) Demand is inelastic.

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

26. Anincrease in price will result in an increase in total revenue if:

(a) The percentage change in quantity demanded is less than the percentage change in price.

(b) The percentage change in quantity demanded is greater than the percentage change in price.

(c) Demand is elastic.

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

27.Demand for a good will fend fo be more elastic if it exhibits which of the following
characteristics?

(a) It represents a small part of the consumer's income.




(b) The good has many substitutes available.
(c) It is a necessity (as opposed to a luxury).
(d) There is little time for the consumer to adjust to the price change.

28. Demand for a good will tend to be more inelastic if it exhibits which of the following
characteristics?

(a) The good has many substitutes.

(b) The good is a luxury (as opposed to a necessity).

(c) The good is a small part of the consumer's income.

(d) There is a great deal of time for the consumer to adjust to the change in prices.

29. Total utility is maximum when:

(a) Marginal utility is zero.

(b) Marginal utility is at its highest point.
(c) Marginal utility is negative

(d) None of the above

30. Which one is not an assumption of the theory of demand based on analysis of indifference
curves?

(a) Given scale of preferences as between different combinations of two goods.

(b) Diminishing marginal rate of substitution.

(c) Diminishing marginal utility of money

(d) Consumers would always prefer more of a particular good to less of it, other things remaining
the same.

31. An indifference curve slopes down towards right since more of one commodity and less of
another result in:

(a) Same level of satisfaction.

(b) Greater satisfaction.

(c) Maximum satisfaction.

(d) Any of the above

32. Suppose that workers in a steel plant managed to force a significant increase in their wage
package. How would the new wage contract be likely to affect the market supply of steel, other
things remaining the same?

(a) Supply curve will shift to the left.

(b) Supply curve will shift to the right.

(c) Supply will not shift, but the quantity of cars produced per month will decrease.

(d) Supply will not shift, but the quantity of cars produced per month will increase

33. Which of the following statements is incorrect?

(a) An indifference curve must be downward-sloping to the right.

(b) Convexity of a curve implies that the slope of the curve diminishes as one moves from left to
right.

(c) The income elasticity for inferior goods to a consumer is positive

(d) The total effect of a change in the price of a good on its quantity demanded is called the price
effect.

34. The successive units of stamps collected by a little boy give him greater and greater
satisfaction. This is a clear case of

(a) Operation of the law of demand.

(b) Consumer surplus enjoyed in hobbies and rare collections

(c) Exception to the law of diminishing uftility.




(d) None of the above

35. What will happen in the rice market if buyers are expecting higher rice prices in the near
future?

(a) The demand for rice will increase and the demand curve will shift to the right

(b) The demand for rice will decrease and the demand curve will shift to the left

(c) The demand for rice will be unaffected as it is a necessity

(d) The demand for wheat will increase and the demand curve will shift to the right

36. In the case of a Giffen good, the demand curve will usually be:
(a) horizontal. (b) downward-sloping to the right.
(c) vertical.  (d) upward-sloping to the right.

37. By consumer surplus, economists mean

(a) The area inside the budget line above the price of the commodity

(b) The area between the average revenue and marginal revenue curves.

(c) The difference between the maximum amount that a person is willing to pay for a good and its
market price.

(d) The difference between the market price and the supply curve

38. Which of the following is a property of an indifference curve?

(a) It is convex to the origin due to diminishing marginal rate of substitution

(b) The marginal rate of substitution is constant as you move along an indifference curve.
(c) Marginal utility is constant as you move along an indifference curve.

(d) Total utility is greatest where the budget line cuts the indifference curve.

39. When economists speak of the utility of a certain good, they are referring to
(a) The demand for the good.

(b) The usefulness of the good in consumption.

(c) The expected satisfaction derived from consuming the good.

(d) The rate at which consumers are willing to exchange one good for another

40. A vertical supply curve parallel to Y axis implies that the elasticity of supply is:
(a) Zero

(b) Infinity

(c) Equal to one

(d) Greater than zero but less than infinity.

41. For a normal good with a downward sloping demand curve:

(a) The price elasticity of demand is negative; the income elasticity of demand is negative.
(b) The price elasticity of demand is positive; the income elasticity of demand is negative.
(c) The price elasticity of demand is positive; the income elasticity of demand is positive.
(d) The price elasticity of demand is negative; the income elasticity of demand is positive.

42. An increase in the supply of a good is caused by :

(a) Improvements in its production technology

(b) Fall in the prices of other goods which can be produced using the same inputs.
(c) Fall in the prices of factors of production used in its production.

(d) all of the above.

43. Elasticity of supply refers to the degree of responsiveness of supply of a good to changes in
its:

(a) Demand. (b) Price.

(c) Cost of production. (d) State of technology

44. A horizontal supply curve parallel to the quantity axis implies that the elasticity of supply is:




(a) Zero. (b) Infinite.
(c) Equal to one. (d) Greater than zero but less than one.

45. Conspicuous goods are also known as
(a) Prestige goods (b) Snob goods
(c) Veblen goods  (d) All of the above

46. 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

47. When income increases the money spent on necessaries of life may not increase in the same
proportion. This means

(a) income elasticity of demand is zero

(b) income elasticity of demand is one

(c) income elasticity of demand is greater than one

(d) income elasticity of demand is less than one

48. The luxury goods like jewellery and fancy articles will have
(a) low income elasticity of demand

(b) high income elasticity of demand

(c) zero income elasticity of demand

(d) none of the above

49. A good which cannot be consumed more than once is known as
(a) Durable good (b) Non-durable good
(c) Producer good (d) None of the above

50. A relative price is

(a) price expressed in terms of money

(b) what you get paid for babysitting your cousin
(c) the ratio of one money price to another

(d) equal to a money price

51. When both the price of a substitute and the price of a complement of commodity X rise, the
demand for X:

(a) Rises

b) falls

C) remains unchanged

d) all of the above are possible.

(
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52. A consumer who is below the personal budget line (rather than on it):
(a) is not spending all personal income

(b) is spending all personal income

(c) may or may not be spending all personal income

(d) is in equilibrium.

53. depicts complete picture of consumer’s tastes and preferences
(a) Budget line (b) Average cost curve
(c ) Indifference map (d) Marginal revenue curve

54. The level of consumption at which marginal utility of a commodity reacheszero is called:
(a) Point of Satiety (b) Point of Equilibrium
(c ) Point of breakeven (d) None of these




55. Following is not a factor affecting price elasticity of demand:
(a) Price level

(b) Cost of Production

(c) Availability of substitutes

(d) Time period

56. On all points of rectangular hyperbola demand curve, elasticity of demand is:
(a) equal to unity (b) zero
(c ) less than unity (d) greater than unity

57. Imposition of GST, shifts the supply curve:
(a) to the left

b) to the right

c) to the right as well as the left

(
(
(d) None of these

58. Marshallian theory of consumer’s behaviour is based on:
(a) Hypothesis of additive uftilities.

(b) Hypothesis of independent ufilities.

(c) Both (A) and (B)

(d) Weak ordering

59. Successful business firms spend considerable time, energy, and efforts inanalyzing the for
their products.

(a) Supply (b) Price

(c ) Demand (d) None of these

60. By way of an optimal choice, a consumer tends to:

(a) save money

(b) purchase large quantity

(c) maximize satisfaction

(d) maximize satisfaction subject to constraints like tastes and preferences.

61. The economist's concept of demand is as desire or need orchoice or preference
or order.

(a) the same thing (b) not the same thing

(c)(a) or (b) (d) None of these

62. The demand for labour in response to the wage rate is whereas the demand for

same labour in response to the price of electronic goods wherelabour enters as an input is____
(a) Derived Demand, Direct Demand

(b) Direct Demand, Derived Demand

(c) Individual Demand, Market Demand

(d) Company Demand, Industry Demand

63. Which of the following groups of goods have inelastic demand?
(a) Salt, Smart Phone and Branded Lipstick

(b) School Uniform, Branded Goggles and Smart Phone

(c) Salt, School Uniform and Medicine

(d) Medicine, Branded Sports Shoes, and Diamond ring

64. If the price of a commodity raised by 12% and Ed is (-) 0.63, the expendituremade on the
commodity by a consumer will _

(a) Decrease (b) Increase

(c ) Remain same (d) Can't Say




65. A consumer’s preferences are monotonic if and only if between two bundles,the consumer
prefers the bundle which has

(a) more of one of the goods

(b) less of at least one of the goods

(c) more of at least one of the goods and less of the other good.

(d) more of at least one of the goods and no less of the other good.

66. During lockdown due to COVID-19, a consumer finds the vegetable vendorsselling vegetables
in the street have raised the prices of vegetables than usual prices. She will buy

vegetables than/as her usual demand showing the demand of vegetables is

(a) more, inelastic demand

(b) less, elastic demand

(c) same, inelastic demand

(d) same, elastic demand

67.In the below figure, if DD is the demand curve and R is a given point on it thenthe area of
shaded portion OP1RQ1 is

Pl

PRICE

a1l D
Quantity Demanded

(a) Total Revenue (TR) (b) Marginal Revenue (MR)
(C) Total Cost (TC)  (d) None of these

68. The law of consumer surplus is based on:
(a) indifferent curve analysis

(b) revealed preference theory

(c) law of substitution

(d) the law of diminishing marginal utility

69. If the price of apples rises from * 30 per kg to * 40 per kg and the supplyincreases
from 240 kg to * 300 kg. Elasticity of supply is:

(a) .77 (b) .67

(c)() .67 (d) ) .77

70. The producer is in equilibrium at a point where the cost line is:
(a) above the isoquant (b) below the isoquant
(c ) cutting the isoquant (d) tangent to isoquant

71. Indifference Curve analysis is superior to utility analysis:
(a) It dispenses with the assumption of measurability

(b) It segregates income effect and substitution effect

(c) It does not assume constancy of marginal utility of money
(d) All of the above

72. Demand for complementary goods are:
(a) Derived Demand  (b) Autonomous demand
(c ) Aggregate Demand (d) None of these

73. Management of the firmfactors.
(a) Has (b) has no




(¢ ) has partial (d) None of these

74. Which of the following statements is correct?

(a) When the slope of the demand curve is zero, demand is infinitely elasticand when the slope
is infinite, elasticity is zero.

(b) When the slope of the demand curve is zero, the elasticity is also zeroand when the slope
is infinite, elasticity is also infinite.

(c) When the slope of the demand curve is zero, the elasticity is unity andalso when the slope
is infinite, elasticity is unity.

(d) None of these

75. Computers and computer software are .
(a) Substitute goods (b)Complementary goods
(c ) Independent goods (d) Normal goods

76. Which of the following statement(s) is/are true about the slope of budget line?

(a) The slope of budget line is determined by the relative prices of two goods.

(b) The slope of budget line is equal to price ratio of two goods.

(c) The slope of budget line measures the rate at which the consumer cantrade one good for the
other.

(d) All of the above

77. Traditional approach of law of demand was propounded by :
(a) Giffen (b) Paul A Samuelson
(c ) Alfred Marshall (d) Pique

78. Decrease in input demand
(a) Doesn't affect inputs prices
(b) Pushes inputs prices up

(c) Pulls inputs prices down

(d) Either (B) or (c)

79.If the quantity of a commodity demanded remains unchanged as its pricechanges, the
coefficient of price elasticity of demand is:

(a)>1 (b)=1

(c)«1 (@O0

80. The substitution effect for a fall in the price of a commodity (ceteris paribus)is given by:
(a) a movement up a given IC

(b) a movement from a higher to a lower IC

(c) a movement down a given IC

(d) any of the above

81. If a good has a price elasticity of demand greater than 1, it is considered:
(a) Price inelastic (b) Price elastic
(c ) Unit price elastic (d) Price neutral

82. The income elasticity of demand measures:

(a) The responsiveness of quantity demanded to change in price
(b) The responsiveness of quantity demanded to change in income
(c) The responsiveness of quantity supplied to change in price

(d) The responsiveness of quantity supplied to change in income

83. Which of the following factors does NOT influence supply?
(a) Production costs
(b) Technological advancements




(c) Prices of inputs
(d) Consumer preferences

84. Price Elasticity of Demand of a good is (-) 3. It shows that:
(a) When price falls by 1%, demand rises by 3%

(b) When price rises by 1%, demand falls by 3%

(c) Either (a) or (b)

(d) Neither (a) nor (b)

85. The demand for meals at a medium-priced restaurant is elastic. If the management of the
restaurant is considering raising prices, it can expect a relatively:

(a) Proportionately large fall in quantity demanded

(b) No change in quantity demanded

(c) Proportionately small fall in quantity demanded

(d) Infinite change in quantity demanded

86. Demand curve of a firm under monopoly is:
(a) Downward sloping (b) Indeterminate
(c ) Upward sloping (d) Perfectly elastic

87.In a commodity market, excess demand exists when:
(a) market price is greater than equilibrium price

(b) equilibrium price is greater than market price

(c) equilibrium price is not equal to market price

(d) government fixes the price

88. Demand curve of perfectly competitive market form is a horizontal straight lineparallel to X-
Axis. It happens because:

(a) Selling costs are zero

(b) There is freedom of entry and exit

(c) Firm is a price-taker

(d) None of these

89. Being utility varies with different persons:
(a) Subjective (b) Absolute
(c ) Objective (d) None of these

90. In a Public good context, it is difficult to measure impact of real incomebecause:
(a) Public goods are generally free to the Public

(b) They make up a small percentage of total GDP

(c) It is hard to measure how people value to public good

(d) Inflation decreases the value of the good

91. Availability of close substitute makes the demand:
(a) more elastic (b) Less elastic
(c ) Parallel to X axis (d) None of these

92. The tendency for managers to operate a firm in a way that maximizes theirpersonal
utility rather than the firm's profits is referred to as the:

(a) consumer utility incentive.

(b) principal-agent problem.

(c) hidden agenda scenario.

(d) Modigliani hypothesis.

93. If we assume the following scenario: as the average income of the consumer increases the
demand for “fast” food decreases, then we can assume that “fast” food is:




(a) a normal good.

(b) an inferior good.

(c) None of the above is correct.
(d) Either of these

94. The price elasticity of demand for a good will fend fo be more elastic if:

(a) the good is broadly defined (e.g., the demand for food as opposed to thedemand for carrots).
(b) the good has relatively few substitutes.

(c) a long period of time is required to fully adjust to a price change in thegood.

(d) None of the above is true.

95. If cross-price elasticity between goods A and B is determined to be exactlyzero, which
of the following statements is correct?

(a) Goods A and B are substitutes

(b) Goods A and B are complements

(c) Goods A and B are comparatives

(d) Goods A and B are independent

96. If supply increases while demand decreases:
(a) the equilibrium price will definitely increase.
(b) the equilibrium quantity will definitely increase.
(c) the equilibrium price will definitely decrease.
(d) the equilibrium quantity will definitely decrease.

97. By using computers to design and manufacture products, firms are able to:
(a) reduce production costs.

(b) reduce the optimal lot size.

(c) reduce the time required to introduce new products.

(d) All of the above are correct.

98. Demand curve in case of Monopolistic competition is more elastic ascompared to demand
curve under Monopoly due to:

(a) Huge Selling Costs

(b) Freedom of Entry and Exit

(c) Presence of Close Substitutes

(d) Large Number of Firms

99. Marginal Utility is when total utility diminishes.

(a) Positive (b) Negative

(c)Zero (d) Infinit

100. Budget Line indicates:

(a) Income Ratio (b) Price Ratio

(c ) Cost Ratio (d) None of these

Solution :-
1 2 3 4 5 6 7 8 9 10
d b c b b b b c c b
11 12 13 14 15 16 17 18 19 20
b b b c a b d D c b
21 22 23 24 25 26 27 28 29 30




c b a c b a b c a c
31 32 33 34 35 36 37 38 39 40
a a c c a d c a c a
41 42 43 44 45 46 47 48 49 50
d d b b d c d b b c
51 52 53 54 55 56 57 58 59 60
D A C A B A A c C D
61 62 63 64 65 66 67 68 69 70
B B C B D C A D A D
71 72 73 74 75 76 77 78 79 80
D A B A B D c c D C
81 82 83 84 85 86 87 88 89 90
B B D C A A B c A C
91 92 93 94 95 96 97 98 99 100
A B B D D C D c A B




CHAPTER 3 - THEORY OF PRODUCTION & COST

1. Which of the following is considered production in Economics?
(a) Tilling of soil.

(b) Singing a song before friends.

(c) Preventing a child from falling into a manhole on the road.

(d) Painting a picture for pleasure.

2. Identify the correct statement:

(a) The average product is at its maximum when marginal product is equal o
average product.

(b) The law of increasing returns to scale relates to the effect of changes in factor
proportions.

(d) Internal economies of scale can accrue when industry expands beyond

optimum.

3. Which of the following is not a characteristic of land?
(a) Its supply for the economy is limited.

(b) It is immobile.

(c) Its usefulness depends on human efforts.

(d) It is produced by our forefathers.

4. Which of the following statements is true?

(a) Accumulation of capital depends solely on income of individuals.

(b) Savings can be influenced by government policies.

(c) External economies go with size and internal economies with location.
(d) The supply curve of labour is an upward slopping curve.

5. The short run, as economists use the phrase, is characterized by:

(a) at least one fixed factor of production and firms neither leaving nor entering the industry.
(b) generally a period which is shorter than one year.

(c) all factors of production are fixed and no variable inputs.

(d) all inputs are variable and production is done in less than one year.

6. The marginal, average, and total product curves encountered by the firm producing in the short
run exhibit all of the following relationships except:

(a) when total product is rising, average and marginal product may be either rising or falling.

(b) when marginal product is negative, fotal product and average product are falling.

(c) when average product is at a maximum, marginal product equals average product, and total
product is rising.

(d) when marginal product is at a maximum, average product equals marginal product, and total
product is rising.

7. To economists, the main difference between the short run and the long run is that:
(a) In the short run all inputs are fixed, while in the long run all inputs are variable.
(b) In the short run the firm varies all of its inputs to find the least-cost
combination of inputs.

(c) In the short run, at least one of the firm's input levels is fixed.

(d) In the long run, the firm is making a constrained decision about how to use
existing plant and equipment efficiently.

8. Which of the following is the best definition of "production function?




(a) The relationship between market price and quantity supplied.

(b) The relationship between the firm's total revenue and the cost of production.

(c) The relationship between the quantities of inputs needed to produce a given level of outpuft.
(d) The relationship between the quantity of inputs and the firm's marginal cost of production.

9. Diminishing returns occur:

(a) when units of a variable input are added to a fixed input and total product falls.

(b) when units of a variable input are added to a fixed input and marginal product falls.

(c) when the size of the plant is increased in the long run.

(d) when the quantity of the fixed input is increased and returns to the variable input falls.
Use the following information to answer questions 14-16.

Hours of Labour Total Output Marginal Product
0 - -
1 100 100
2 - 80
3 240 -
10. Which cost increases continuously with the increase in production?
(a) Average cost. (b) Marginal cost.
(c) Fixed cost. (d) Variable cost

11. Total cost in the short run is classified into fixed costs and variable costs. Which one of the
following is a variable cost?

(a) Cost of raw materials.

(b) Cost of equipment.

(c) Interest payment on past borrowings.

(d) Payment of rent on building.

12. If a firm moves from one point on a production isoquant to another, which of the following will
not happen.

(a) A change in the ratio in which the inputs are combined fo produce output.

(b) A change in the ratio of marginal products of the inputs.

(c) A change in the marginal rate of technical substitution.

(d) A change in the level of output.

13. With which of the following is the concept of marginal cost closely related?
(a) Variable cost. (b) Fixed cost.
(c) Opportunity cost. (d) Economic cost.

14. Which of the following statements is correct?

(a) When the average cost is rising, the marginal cost must also be rising.

(b) When the average cost is rising, the marginal cost must be falling.

(c) When the average cost is rising, the marginal cost is above the average cost.
(d) When the average cost is falling, the marginal cost must be rising.

15. Which of the following is an example of “explicit cost"?

(a) The wages a proprietor could have made by working as an employee of a large firm.

(b) The income that could have been earned in alternative uses by the resources owned by the firm.
(c) The payment of wages by the firm.

(d) The normal profit earned by a firm.

16. Which of the following is an example of an “implicit cost"?




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

(b) The payment of rent by the firm for the building in which it is housed.

(c) The interest payment made by the firm for funds borrowed from a bank.

(d) The payment of wages by the firm.

Use the following data to answer questions 27-29.

Output (O) 0 1 2 3 4 5 6
Total Cost (TC) | ° 240 Y330 | ‘410 | " 480 “540 | 610 | " 690

17. The average fixed cost of 2 units of output is:

()" 80 (b) " 85

(c)* 120 (d)* 205

18. The marginal cost of the sixth unit of output is:

(a) " 133 (b)* 75

(c)" 80 (d)* 450

19. Diminishing marginal returns start to occur between units:
(a) 2 and 3. (b) 3 and 4.

(c)4 and b. (d) 5 and 6.

20. Marginal cost is defined as:

(a) the change in total cost due to a one unit change in output.
(b) total cost divided by output.

(c) the change in output due to a one unit change in an input.
(d) total product divided by the quantity of input.

21. Which of the following is true of the relationship between the marginal cost function and the
average cost function?

(a) If MC is greater than ATC, then ATC is falling.

(b) The ATC curve intersects the MC curve at minimum MC.

(c) The MC curve intersects the ATC curve at minimum ATC.

(d) If MC is less than ATC, then ATC is increasing.

22. Which of the following statements is correct concerning the relationships among the firm's cost
functions?

(@) TC=TFC-TVC.  (b) TVC = TFC- TC.

() TFC=TC-TVC.  (d) TC = TVC - TFC.

23. Suppose output increases in the short run. Total cost will:
(a) increase due to an increase in fixed costs only.

(b) increase due fo an increase in variable costs only.

(c) increase due to an increase in both fixed and variable costs.
(d) decrease if the firm is in the region of diminishing returns.

24. Which of the following statements concerning the long-run average cost curve is false?

(a) It represents the least-cost input combination for producing each level of outpuft.

(b) It is derived from a series of short-run average cost curves.

(c) The short-run cost curve at the minimum point of the long-run average cost curve represents
the least-cost plant size for all levels of output.

(d) As output increases, the amount of capital employed by the firm increases along the curve.

25. The negatively-sloped (i.e. falling) part of the long-run average total cost curve is due to which
of the following?




(a) Dis-economies of scale.

(b) Diminishing returns.

(c) The difficulties encountered in coordinating the many activities of a large firm.
(d) The increase in productivity that results from specialization.

26. The positively sloped (i.e. rising) part of the long run average total cost curve is due to which of
the following?

(a) Dis-economies of scale.

(b) Increasing returns.

(c) The firm being able to take advantage of large-scale production techniques as it expands its
output.

(d) The increase in productivity that results from specialization.

27. A firm's average total cost is © 300 at 5 units of output and * 320 at 6 units of output.
The marginal cost of producing the 6th unit is:

(@) 20 (b) * 120

(c)® 320 (d)* 420

28. A firm has a variable cost of * 1000 at 5 units of output. If fixed costs are * 400, what will be
the average total cost at 5 units of output?

(a)* 280 (b)* 60

(c)" 120 (d) " 1400

29. A firm's average fixed cost is * 20 at 6 units of output. What will it be at 4 units of output?
(@) 60 (b) * 30
() 40 (d)* 20

30. The average product of labour is maximized when marginal product of labour:
(a) equals the average product of labour.

(b) equals zero.

(c) is maximized.

(d) none of the above.

31. The law of variable proportions is drawn under all of the assumptions mentioned below except
the assumption that:

(a) the technology is changing.

(b) there must be some inputs whose quantity is kept fixed.

(c) we consider only physical inputs and not economically profitability in monetary terms.

(d) the technology is given and stable.

32. What is a production function?

(a) Technical relationship between physical inputs and physical output.

(b) Relationship between fixed factors of production and variable factors of production.

(c) Relationship between a factor of production and the utility created by it.

(d) Relationship between quantity of output produced and time taken to produce the outpuft.

33. Laws of production does not include ......
(a) returns to scale.

(b) law of diminishing returns to a factor.
(c) law of variable proportions.

(d) least cost combination of factors.

34. Aniso quant shows
(a) All the alternative combinations of two inputs that can be produced by using a given set of
output fully and in the best possible way.




(b) All the alternative combinations of two products among which a producer is indifferent because
they yield the same profit.

(c) All the alternative combinations of two inputs that yield the same total product.

(d) Both (b) and (c).

35. Economies of scale exist because as a firm increases its size in the long run:
(a) Labour and management can specialize in their activities more.

(b) As a larger input buyer, the firm can get finance at lower cost and purchase
inputs at a lower per unit cost.

(c) The firm can afford to employ more sophisticated technology in production.

(d) All of these.

36. The production process described below exhibits.

Number of Workers Output
0 0
1 23
2 40
3 50

(a) constant marginal product of labour.
(b) diminishing marginal product of labour.
(c) increasing return to scale.

(d) increasing marginal product of labour.

37. Which of the following is a variable cost in the short run?
(a) rent of the factory.

(b) wages paid to the factory labour.

(c) interest payments on borrowed financial capital.

(d) payment on the lease for factory equipment.

38. The efficient scale of production is the quantity of output that minimizes
(a) average fixed cost. (b) average total cost.
(c) average variable cost. (d) marginal cost.

39. In the short run, the firm's product curves show that

(a) Total product begins to decrease when average product begins to decrease but continues to
increase at a decreasing rate.

(b) When marginal product is equal fo average product, average product is decreasing but at its
highest.

(c) When the marginal product curve cuts the average product curve from below, the average
product is equal to marginal product.

(d) In stage two, total product increases at a diminishing rate and reaches maximum at the end of
this stage.

40. A fixed input is defined as

(a) That input whose quantity can be quickly changed in the short run, in response to the desire of
the company to change its production.

(b) That input whose quantity cannot be quickly changed in the short run, in response to the desire
of the company to change its production.

(c) That input whose quantities can be easily changed in response to the desire to increase or
reduce the level of production.

(d) That input whose demand can be easily changed in response to the desire to increase or reduce




the level of production

41. Average product is defined as

(a) total product divided by the total cost.

(b) total product divided by marginal product.

(c) total product divided by the number of units of variable input.

(d) marginal product divided by the number of units of variable input.

42. Which of the following statements is true?

(a) After the inflection point of the production function, a greater use of the variable input induces
a reduction in the marginal product.

(b) Before reaching the inevitable point of decreasing marginal returns, the quantity of output
obtained can increase at an increasing rate.

(c) The first stage corresponds to the range in which the AP is increasing as a result of utilizing
increasing quantities of variable inputs.

(d) All the above.

43. Marginal product, mathematically, is the slope of the
(a) total product curve. (b) average product curve.
(c) marginal product curve.(d) implicit product curve.

44. Suppose the first four units of a variable input generate corresponding total outputs of 200,
350, 450, 500. The marginal product of the third unit of input is:

(a) BO (b) 100

(c) 150 (d) 200

45. Which of the following statements is false in respect of fixed cost of a firm?

(a) As the fixed inputs for a firm cannot be changed in the short run, the TFC are constant, except
when the prices of the fixed inputs change.

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

(c) Total Fixed Costs (TFC) can be defined as the total sum of the costs of all thefixed inputs
associated with production in the short run.

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

46. Diminishing marginal returns for the first four units of a variable input is exhibited by the
total product sequence:

(a) 50, 50, 50, 50 (b) 50, 110, 180, 260

(¢) 50, 100, 150, 200 (d) 50, 90, 120, 140

47. Use the following diagram to answer the question given below it
o 1l ESU— T /__
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20 Total output

Output
(units per day)

1 2 3 4 5 6
Labor Input
(workers per day)

The marginal physical product of the third unit of labour is __, the MP of the __labour i