Chapter 1

Nature and Scope of Business Economics

Unit-2 Basic Problems of an Economy and Role Of Price Mechanism

Topic 1 Scarcity and Choice

Question 1

In Economics, we use the term scarcity to mean -

(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.

(Study Material)

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

Reason:

In economics, scarcity refers to the fundamental problem that arises because resources (such
as land, labor, and capital) are limited, while human wants and needs are virtually unlimited.
This imbalance between limited resources and unlimited desires results in relative scarcity. It
means that, given the limited nature of resources, society must make choices about how to

allocate them effectively to satisfy as many wants and needs as possible.

The other options are less accurate because:
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(a) "Absolute scarcity" is a situation where resources are so limited that they cannot meet
basic needs, often seen in very underdeveloped or crisis-ridden economies, but scarcity in
economics generally refers to relative scarcity, not just the condition in less developed

countries.

(c) Scarcity can be exacerbated during natural calamities or economic failures, but this doesn't

capture the broader economic principle of scarcity as a general condition.

(d) Scarcity is not caused by the consumption habits of the rich, but rather by the fundamental

imbalance between limited resources and unlimited wants.

Thus, scarcity in economics is best understood in terms of relative scarcity where resources

are insufficient to meet all the desires of society.

Question 2

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.

(Study Material)

Answer (a) Not all wants can be satisfied.

Reason:

Resource scarcity means that there are limited resources to satisfy the unlimited wants and

needs of individuals and society. Since resources (such as money, time, and raw materials)
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are constrained, not all desires can be fulfilled. This creates the need for prioritization and

making choices about how best to allocate these limited resources.

Let's break down the other options:

(b) We will never be faced with the need to make choices: This is incorrect. Resource scarcity
always forces individuals, businesses, and governments to make choices about how to

allocate their resources efficiently.

(c) We must develop ways to decrease our individual wants: While it's true that managing
desires can help address scarcity, the focus of economic scarcity is on managing available

resources and making choices, not necessarily reducing wants.

(d) The discovery of new natural resources is necessary to increase our ability to satisfy wants:
While discovering new resources may help alleviate scarcity in some cases, it doesn't solve
the fundamental issue of unlimited wants versus limited resources. Even with new resources,

the problem of scarcity remains because wants continue to grow.

Thus, (a) is the most accurate statement, as scarcity implies that not all wants can be satisfied,

and we must make choices accordingly.

Question 3

Economic goods are considered scarce resources because they.

(a) cannot be increased in quantity.

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

(c) are of primary importance in satisfying social requirements.

(d) are limited to man made goods.

(Study Material)

Answer (b) do not exist in adequate quantity to satisfy the requirements of the society.
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Reason:

Economic goods are considered scarce because they are not available in sufficient quantities
to meet all the needs and wants of society. While these goods are useful and valuable, the
guantity available is limited in comparison to the demand. Scarcity arises when there is not
enough of a good or resource to satisfy everyone's needs and desires, requiring society to

make choices on how to allocate them efficiently.

Let's look at the other options:

(a) cannot be increased in quantity: This is not true. Some economic goods, such as labor or
manufactured products, can be increased in quantity through investment, innovation, or

improved technology, even though they are still scarce.

(c) are of primary importance in satisfying social requirements: While many economic goods
are indeed important for fulfilling society's needs, the defining characteristic of scarcity is that

they are limited in quantity, not necessarily their importance.

(d) are limited to man-made goods: Economic goods include both natural resources (like
minerals, water, and land) and man-made goods (like machinery, cars, and buildings). Scarcity

applies to both, not just man-made goods.

Thus, (b) correctly defines economic goods as those that do not exist in-adequate quantity to

satisfy the full range of societal wants.

Question 4

Unlimited ends and limited means together present the problem of

(a) Scarcity of resources

(b) Choice

(c) Distribution
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(d) None of the above

(Study Material)

Answer (b) Choice

Reason:

The problem of unlimited ends (wants) and limited means (resources) is at the heart of
economics. Since resources are finite but human wants are virtually infinite, this creates the
need for choice. Society must decide how to allocate its limited resources in order to satisfy

as many of its unlimited wants as possible.

Here's why the other options are incorrect:

(a) Scarcity of resources: While scarcity is a result of limited means, the actual problem being
addressed here is the need to make choices about how to use those limited resources, rather

than the scarcity itself.

(c) Distribution: Distribution refers to how resources and goods are allocated among
individuals or groups in society. While distribution is influenced by the need to make choices,

it is not the primary problem created by unlimited wants and limited resources.

(d) None of the above: Since choice is the most accurate description of the problem, this

option is not correct.

Thus, (b) Choice is the correct answer because the imbalance between unlimited wants and
limited resources forces individuals, firms, and governments to make decisions about how to

allocate resources effectively.

Question 5

There is need of economic study, because —

(a) The resources are limited
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(b) The wants are unlimited

(c) The resources are unlimited

(d) Bothaandb

(Study Material)

Answer (d) Bothaand b

Reason:

The need for economic study arises because:

Resources are limited: Resources such as land, labor, and capital are finite and cannot meet

all the demands of society.

Wants are unlimited: Human desires and needs are boundless, and people constantly seek

to improve their standard of living, acquire more goods and services, and fulfill various needs.

This combination of limited resources and unlimited wants creates the fundamental
economic problem of scarcity, which necessitates the study of economics to understand how

to allocate resources efficiently and make choices that maximize societal welfare.

Thus, (d) Both a and b is the correct answer because both limited resources and unlimited

wants are the driving forces behind the need for economic study.

Topic 2 Nature & Scope of Business Economics

Question 6

Business Economics is —

(a) Abstract and applies the tools of Microeconomics.
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(b) Involves practical application of economic theory in business decision making.

(c) Incorporates tools from multiple disciplines.

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

(Study Material)

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

Reason:

Business Economics is the application of economic principles and tools to solve practical

business problems and to aid in decision-making. It involves:

(b) Practical application of economic theory in business decision making: Business economics
is concerned with using economic concepts (like supply and demand, cost analysis, and

market structures) to make business decisions such as pricing, production, and investment.

(c) Incorporates tools from multiple disciplines: Business economics does not just rely on
economics; it also integrates tools and concepts from other fields like finance, management,

marketing, and accounting to help businesses make comprehensive decisions.

While (a) mentions the use of microeconomic tools, business economics is not just abstract
theory—it is focused on real-world, practical application, making option (d) the most

complete and accurate answer.

Thus, (d) (b) and (c) above is correct because business economics blends economic theory

with practical business applications and incorporates ideas from various disciplines.

Question 7

Which of the following is not the subject matter of Business Economics?

(a) Should our firm be in this business?
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(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?

(Study Material)

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

Reason:

Business Economics is focused on helping businesses make decisions regarding their
operations, strategy, and resource allocation. It deals with topics that directly impact business

performance, such as:

(a) Should our firm be in this business?: This is a strategic decision in business economics,
involving analysis of market conditions, profitability, and competition to determine whether

entering a particular business or market is advisable.

(b) How much should be produced and at what price should it be kept?: This relates to
production and pricing decisions, which are key concerns in business economics. Businesses

must determine how much to produce and what price to charge to maximize profits.

(c) How will the product be placed in the market?: This involves marketing and distribution

strategies, which are also key aspects of business economics.

However, (d) How should we decrease unemployment in the economy? is a macroeconomic
issue, not a business economics issue. Reducing unemployment is a policy concern that
typically falls under the domain of government and economic policymakers, not individual

businesses.

Thus, (d) is the correct answer because it addresses a broader macroeconomic issue, while

the other options focus on decisions made within the scope of business economics.
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Question 8

Which of the following is not within the scope of Business Economics?

(a) Capital Budgeting

(b) Risk Analysis

(c) Business Cycles

(d) Accounting Standards

(Study Material)

Answer (d) Accounting Standards

Reason:

Business Economics deals with applying economic principles and concepts to make decisions

within a business context. It focuses on areas like:

(a) Capital Budgeting: This involves evaluating investment projects to determine which will
provide the best returns. It is a key part of business economics as it helps businesses decide

how to allocate resources efficiently.

(b) Risk Analysis: Assessing risks related to business decisions (such as market risks, financial
risks, etc.) is a crucial element of business economics. It helps businesses plan and make

informed decisions.

(c) Business Cycles: Understanding the phases of business cycles (expansion, peak, recession,
and recovery) is important in business economics as it helps firms anticipate market

conditions and adjust strategies accordingly.

However, (d) Accounting Standards refer to the rules and guidelines for preparing and
presenting financial statements, which are part of accounting, not business economics.
Accounting standards focus on ensuring consistency and accuracy in financial reporting,

which is separate from the decision-making process that business economics addresses.
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Thus, (d) Accounting Standards is not within the scope of business economics.

Question 9

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.

(Study Material)

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

Reason:

Business Economics (or Managerial Economics) primarily focuses on the decision-making
process within a business context. While it primarily deals with microeconomic issues such as
pricing, production, and cost analysis, it cannot completely ignore macroeconomic variables
because the broader economic environment, including factors like inflation, interest rates,
and economic growth, can influence business decisions. Therefore, a business economist

needs to understand macroeconomic trends and how they might affect the firm's operations.

Now, let's break down the other options:

(a) Business economics is normative in nature: This is true. Business economics is normative
because it deals with what should be done or how decisions should be made, focusing on

practical and value-laden decisions.

(b) Business Economics has a close connection with statistics: This is also true. Business
economics uses statistical methods to analyze data, forecast trends, and make informed

decisions based on empirical evidence.
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(d) Business Economics is also called Managerial Economics: This is correct. Business
economics is sometimes referred to as managerial economics because it involves applying

economic theory and concepts to managerial decision-making.

Thus, (c) Business Economist need not worry about macro variables is the incorrect

statement, as macroeconomic factors are important for a business economist to consider.

Question 10

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

(Study Material)

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

practice

Reason:

Managerial Economics is the application of economic theory and methodology to business
decision-making. It provides managers with tools and frameworks to solve practical business
problems, bridging the gap between abstract economic theory and real-world business
applications. Managerial economics helps in making informed decisions about pricing,

production, investment, and resource allocation.

Now, let’s analyze the other options:
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(b) Is just a theory concept: This is incorrect. Managerial economics is not just theoretical; it
is applied and practical. It involves using economic concepts and tools to solve real-world

business problems.

(c) Trains managers how to behave in recession: While managerial economics may include
strategies for dealing with economic downturns, it is not solely focused on teaching managers
how to behave during recessions. It covers a wide range of topics like pricing, risk analysis,

and production decisions.

(d) Provides the tools which explain various concepts: While this is true, it doesn't fully
capture the essence of managerial economics. The main point is its role in applying economic

theory to business practice, as mentioned in option (a).

Thus, (a) is the most accurate and complete description of managerial economics.

Question 11

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.

(Study Material)

Answer (d) All the above

Reason:
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All of the statements correctly describe key aspects of Business Economics:

(a) Business economics attempts to indicate how business policies are firmly rooted in
economic principles: Business economics is fundamentally based on economic theories and
principles, which guide the development of business policies, strategies, and decisions. It

ensures that business decisions are informed by sound economic reasoning.

(b) Business economics uses microeconomic analysis of the business unit and macroeconomic
analysis of business environment: Business economics applies microeconomics to analyze the
internal operations of the business (e.g., pricing, production, cost structures) and
macroeconomics to understand external economic factors (e.g., inflation, interest rates,

economic growth) that impact the business environment.

(c) Business economics takes a pragmatic approach towards facilitating an integration
between economic theory and business practices: Business economics focuses on practical,
real-world application of economic theory to business problems, providing managers with
actionable insights for decision-making. It integrates theoretical knowledge with the needs

and challenges of actual business environments.

Since all three statements are correct and reflect the core functions and approach of business

economics, (d) All the above is the correct answer.

Question 12

The Nature of Business Economics:

(a) Business Economics is a Science

(b) Incorporate elements of Macro Analysis

(c) Interdisciplinary in Nature

(d) All the above

(MTP April 2025)
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Answer (d) All the above

Reason:

Business Economics is characterized by the following aspects:

(a) Business Economics is a Science: Business economics is considered a science because it
applies systematic methods, analysis, and empirical data to understand and solve business
problems. It uses scientific principles and tools to analyze market behavior, production,

pricing, and other business decisions.

(b) Incorporates elements of Macro Analysis: While business economics primarily deals with
microeconomic principles (focused on individual firms and markets), it also considers
macroeconomic factors (such as inflation, interest rates, and economic growth) that affect
the business environment. These macro factors influence the external conditions under which

businesses operate.

(c) Interdisciplinary in Nature: Business economics draws from various disciplines, including
economics, finance, management, marketing, and statistics. It integrates tools and concepts

from these fields to solve business problems effectively.

Since all the above points are true, (d) All the above is the correct answer.

Question 13

Business Economics is:

(a) Practical application of economic theory in business decision making.

(b) Incorporates tools from multiple decisions

(c)Botha &b

(d) None of these

(MTP Jan 2025)
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Answer (c) Botha & b

Reason:

Business Economics is both:

(a) Practical application of economic theory in business decision making: Business
economics involves applying economic principles and theories to real-world business
decisions, such as pricing, production, and resource allocation. It helps businesses make

informed and efficient decisions based on economic analysis.

(b) Incorporates tools from multiple disciplines: Business economics does not rely solely on
economics but also incorporates tools and insights from other disciplines like finance,
marketing, accounting, and management. This interdisciplinary approach helps businesses

tackle complex problems more effectively.

Since both statements are true, (c) Both a & b is the correct answer.

Question 14

Which of the following areas of study refers to the application of economic theory and the
tools of analysis of decision science to examine how an organization can achieve its aims or

objectives most efficiently?

(a) Business economics

(b) Microeconomics

(c) Macroeconomics

(d) Econometrics

(MTP Jan 2025)

Answer (a) Business economics
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Reason:

Business Economics refers to the application of economic theory and analytical tools to help
organizations achieve their goals most efficiently. It involves using both economic principles
and decision science to address real-world problems related to pricing, production, resource
allocation, and overall business strategy. The objective is to make optimal decisions that

maximize the firm’s profits and long-term sustainability.

Let’s break down why the other options are incorrect:

(b) Microeconomics: This focuses on the behavior of individual economic agents, such as
consumers, firms, and markets. While it provides tools relevant to business economics, it does

not specifically address the efficient achievement of organizational goals.

(c) Macroeconomics: This looks at the broader economy, studying factors like national
income, inflation, unemployment, and economic growth. It's not directly focused on

individual business decision-making or organizational efficiency.

(d) Econometrics: This is the application of statistical methods to economic data. While it can
be used in business economics to analyze trends and predict outcomes, it does not directly
deal with the application of economic theory to business decisions in the way that business

economics does.

Thus, (a) Business economics is the correct choice as it directly focuses on the application of
economic theory and decision science tools to business decision-making and organizational

efficiency.

Topic 3 Micro vs Macro Economics

Question 15

Macroeconomics is also called——— economics.
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(a) applied

(b) aggregate

(c) experimental

(d) none of the above

(Study Material)

Answer (b) aggregate

Reason:

Macroeconomics is often referred to as aggregate economics because it deals with the
economy as a whole. It looks at broad, collective indicators such as national income, overall
unemployment rates, inflation, economic growth, and total output. Macroeconomics
aggregates the behavior of individual firms and households to analyze larger-scale economic

phenomena and trends.

Here’s why the other options are incorrect:

(a) applied: While macroeconomics can be applied in real-world scenarios, the term "applied"

does not specifically define the scope of macroeconomics.

(c) experimental: Macroeconomics is not generally considered experimental. It is more

focused on analyzing and understanding real-world data and trends.

(d) none of the above: This option is incorrect because aggregate economics is the correct

term.

Thus, (b) aggregate is the correct answer.

Question 16
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A study of how increases in the corporate income tax rate will affect the national

unemployment rate is an example of -

(a) Macro-Economics.

(b) Descriptive Economics.

(c) Micro-economics.

(d) Normative economics

(Study Material)

Answer (a) Macro-Economics.

Reason:

The study of how increases in the corporate income tax rate affect the national
unemployment rate deals with national-level economic phenomena like unemployment,
taxation, and the overall economy, which are key topics in macroeconomics. Macroeconomics
focuses on large-scale economic factors, such as national output, inflation, unemployment

rates, and fiscal policy.

Let’s briefly look at why the other options are incorrect:

(b) Descriptive Economics: Descriptive economics is concerned with describing economic
phenomena as they are, without necessarily explaining or predicting them. The study in the
guestion is more about understanding the impact of a change in policy, making it more

relevant to macroeconomics.

(c) Micro-economics: Microeconomics deals with individual decisions and markets, such as
the behavior of firms and consumers. The study of national unemployment rates and

corporate income tax changes is a macroeconomic issue.

(d) Normative economics: Normative economics focuses on what ought to be, involving value
judgments and policy recommendations. The question in the study is more about examining

the actual effects of a policy change, which is descriptive and analytical, not normative.
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Thus, the correct answer is (a) Macro-Economics because the study is analyzing a national-

level economic issue.

Question 17

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

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

Reason:

The other options suggest a macro approach because they involve studying economy-wide

phenomena:

(a) Determining the GNP of India: Gross National Product (GNP) is a macro economic indicator
that represents the total value of goods and services produced by a country's residents over
a period of time. This is clearly a macroeconomic issue as it pertains to the entire national

economy.

(c) Identifying the causes of inflation in India: Inflation is a broad economic issue that affects
the entire country, making this a macroeconomic concern. Understanding its causes involves
looking at the overall economy, including factors like monetary policy, demand-supply

imbalances, and external factors.

(d) Analyze the causes of failure of industry in providing large scale employment: This also
involves studying macroeconomic factors such as industrial policies, labor market dynamics,

and national employment trends, which affect the broader economy.

On the other hand:
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(b) Finding the causes of failure of ABC Ltd.: This is a microeconomic issue, as it focuses on
the specific problems faced by a particular firm (ABC Ltd.), such as management
decisions,competition, or operational inefficiencies, rather than broader national-level

economic factors.

Thus, (b) is the correct answer because it is a microeconomic issue, whereas the others are

macroeconomic concerns.

Question 18

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.

(Study Material)

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

Reason:

Microeconomics focuses on the behavior of individual agents within the economy, such as
households, firms, and industries. It deals with specific markets, production processes, and
pricing decisions. The other options are all microeconomic topics because they focus on

specific goods, costs, and quantities within individual markets or industries.

(a) The price of mangoes: This is a microeconomic issue because it focuses on the price of a

specific good in a particular market.
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(b) The cost of producing a fire truck for the fire department of Delhi, India: This is also a
microeconomic concern, as it involves the cost structure of a specific production process for

a single item in a specific location.

(c) The quantity of mangoes produced for the mangoes market: This is a microeconomic topic,

as it deals with the supply of a particular good in a specific market.

However:

(d) The national economy’s annual rate of growth: This is a macroeconomic issue.
Macroeconomics looks at the economy as a whole, examining aggregate indicators like
national income, inflation, unemployment, and overall growth. The annual rate of growth of

the national economy is a macroeconomic topic.

Thus, (d) The national economy’s annual rate of growth is not a subject matter of

microeconomics.

Question 19

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

(Study Material)

Answer (a) Micro-Economic theory.

Reason:
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Microeconomics is the branch of economic theory that deals with the allocation of resources
at the individual level. It focuses on how households, firms, and markets interact to allocate
resources efficiently. The central problem in microeconomics is how to distribute limited

resources (such as labor, capital, and raw materials) to maximize utility or profit.

Here’s why the other options are incorrect:

(b) Macro-economic theory: Macroeconomics deals with the economy as a whole, focusing
on aggregate factors such as national income, inflation, unemployment, and overall economic
growth. It does not focus on the allocation of individual resources but rather on broader

economic policies and outcomes.

(c) Econometrics: Econometrics involves the application of statistical methods to economic
data to test hypotheses and forecast future trends. It is a tool used in both macroeconomics

and microeconomics, but it is not a theory of resource allocation.

(d) None of the above: This option is incorrect because microeconomic theory specifically

addresses resource allocation.

Thus, (a) Micro-Economic theory is the correct answer because it focuses on the allocation of

scarce resources among individuals and firms in the economy.

Question 20

The central problem in economics is that of

(a) comparing the success of command versus market economies.

(b) guaranteering that production occurs in the most efficient manner.

(c) guaranteering a minimum level of income for every citizen.

(d) allocating scarce resources in such a manner that society’s unlimited needs or wants are

satisfied in the best possible manner
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(Study Material)

Answer (d) allocating scarce resources in such a manner that society’s unlimited needs or

wants are satisfied in the best possible manner

Reason:

The central problem in economics arises from the basic economic dilemma of scarcity—
resources are limited, but human wants are virtually unlimited. Therefore, economics focuses
on how to allocate scarce resources efficiently to satisfy as many of society's needs and wants

as possible.

This means that economic systems must determine:

1. What to produce: Which goods and services should be produced with limited resources?
2. How to produce: What is the most efficient way to produce these goods and services?
3. For whom to produce: Who should receive the goods and services, given the limited

resources?

Thus, the correct answer is (d) because it encompasses the fundamental issue of scarcity and

the need to make choices that maximize societal welfare.

Let’s review the other options:

(a) comparing the success of command versus market economies: While this is an important
topic in economics, it does not directly address the central problem of scarcity and resource

allocation.

(b) guaranteeing that production occurs in the most efficient manner: This is one aspect of
the problem but doesn't capture the full scope of how to allocate resources to satisfy

unlimited wants.

(c) guaranteeing a minimum level of income for every citizen: This is a policy goal related to
equity, not the central problem of economics, which revolves around how to allocate scarce

resources effectively.
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Question 21

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.

(Study Material)

Answer (b) the national economy and the global economy as a whole.

Reason:

Macroeconomics is concerned with the economy as a whole rather than individual markets

or firms. It studies broad aggregates and national-level indicators, such as:

¢ National income and output (GDP)
e Unemployment rates

e Inflation

e Economic growth

e Fiscal and monetary policies

e International trade and global economic trends

These aspects are concerned with understanding the functioning of entire economies, both

at the national level and globally, which is the focus of macroeconomics.

Here’s why the other options are incorrect:

(a) all aspects of scarcity: While scarcity is a fundamental economic issue, it is addressed at
both the microeconomic and macroeconomic levels. However, macroeconomics specifically

focuses on the economy as a whole, not just scarcity.
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(c) big businesses: This would fall more under microeconomics, which deals with individual

firms, industries, and market structures.

(d) the decisions of individual businesses and people: This is also the domain of
microeconomics, which focuses on the behavior of individual economic agents, such as firms,

households, and consumers.

Thus, the correct answer is (b), as macroeconomics deals with aggregate economic

phenomena at the national and global levels.

Question 22

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) Bothaandb

(Study Material)

Answer (d) Bothaand b

Reason:

Both microeconomics and macroeconomics serve important purposes in the study of

economics:

(a) Microeconomics is important for the study of a particular household and a particular
firm: This is correct. Microeconomics focuses on individual units within the economy, such as
households, firms, and markets. It analyzes decision-making processes, pricing, resource

allocation, and the behavior of these individual economic agents.
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(b) Macroeconomics is important for the study of economic conditions of a country: This is
also correct. Macroeconomics looks at the economy as a whole and examines large-scale
economic factors like GDP, unemployment, inflation, and national fiscal policies. It provides

insights into the overall economic health and performance of a country.

Since both statements (a) and (b) are correct, the right answer is (d) Both a and b.

Recap:

e Microeconomics: Focuses on individual agents like households and firms.
e Macroeconomics: Focuses on broader economic indicators and national or global

economic conditions.

Question 23

Which of the following is not studied in microeconomics?

(a) Factor pricing

(b) Location of Industry

(c) Consumer Behaviour

(d) External value of currency

(MTP Jan 2025)

Answer (d) External value of currency

Reason:

Microeconomics focuses on individual economic agents, such as consumers, firms, and
industries. It examines topics such as pricing, supply and demand, production, and

consumption within specific markets. Here's why the options are categorized this way:

(a) Factor pricing: This is a microeconomic concept, as it involves the pricing of factors of

production (land, labor, capital) within individual markets.
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(b) Location of Industry: This is a microeconomic issue, as it concerns the decision of firms on

where to locate based on factors like cost of labor, raw materials, and market access.

(c) Consumer Behaviour: This is one of the core topics of microeconomics, focusing on how
consumers make decisions based on their preferences, income, and prices of goods and

services.

(d) External value of currency: This is a macroeconomic concept. The external value of
currency, often referred to as exchange rates, is determined by the interactions between

national economies and is a macroeconomic concern.

Therefore, (d) External value of currency is not a microeconomic topic and is the correct

answer.

Question 24

Which of the following is NOT dealt with in microeconomics?

(a) the effect of agricultural subsidies on the price of milk

(b) differences between the market for skilled labour versus the market for unskilled labour

(c) issues related to the structure and performance of the health care sector

(d) policies that affect the level of aggregate consumption

(MTP Jan 2025)

Answer (d) policies that affect the level of aggregate consumption

Reason:

Microeconomics deals with individual units within the economy, such as households, firms,
and specific markets. It focuses on the behavior and decision-making processes of these

smaller entities. Let's break down the options:
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(a) The effect of agricultural subsidies on the price of milk: This is a microeconomic issue, as
it looks at how subsidies (a policy tool) affect the price of a specific product (milk) in a

particular market.

(b) Differences between the market for skilled labor versus the market for unskilled labor:
This is also microeconomics, as it examines how labor markets work for different types of

labor and how wages are determined within specific markets.

(c) Issues related to the structure and performance of the healthcare sector: This is a
microeconomic issue as well, because it focuses on a specific sector and how it operates,

including pricing, competition, and efficiency.

(d) Policies that affect the level of aggregate consumption: This is a macroeconomic issue.
Aggregate consumption refers to total consumption in the economy, and the policies that
affect it are typically related to broader economic factors such as fiscal policies, taxation, and

overall economic growth, which are studied in-macroeconomics.

Thus, (d) is the correct answer because it falls under macroeconomics, not microeconomics.

Topic 4 Positive vs Normative Economics

Question 25

Which of the following is a normative 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.
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(d) Reducing inequality should be a major priority for mixed economies

(Study Material)

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

Reason:

A normative statement is one that expresses a value judgment or opinion about what ought
to be. Itis subjective and often based on personal views or societal values. In contrast, positive
statements are objective and based on facts or observable phenomena, describing how things

are rather than how they should be.

Let’s break down the options:

(a) Planned economies allocate resources via government departments: This is a positive
statement, as it describes how planned economies work. It doesn't express any judgment

about whether it should be this way.

(b) Most transitional economies have experienced problems of falling output and rising
prices over the past decade: This is a positive statement, as it describes the factual situation

of transitional economies without expressing an opinion on whether it is good or bad.

(c) There is a greater degree of consumer sovereignty in market economies than planned
economies: This is a positive statement, comparing consumer sovereignty in two different

types of economies. It is an observation about how market economies function.

(d) Reducing inequality should be a major priority for mixed economies: This is a normative
statement, as it expresses an opinion or value judgment about what ought to be a priority for
mixed economies. It suggests that reducing inequality is important, which is subjective and

not a fact.

Therefore, (d) is the correct answer because it represents a normative statement, expressing

a value-based opinion.
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Question 26

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 Rs.200/- per day

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

(Study Material)

Answer (c) The minimum wage should be raised to Rs.200/- per day

Reason:

A normative economic statement expresses a value judgment or an opinion about what
should be done. It is subjective and reflects what someone believes ought to happen, rather

than stating a fact.

Let’s break down the options:

(a) Unemployment rate decreases with industrialization: This is a positive statement
because it describes a potential relationship between industrialization and unemployment,

and it's something that can be tested or verified with data.

(b) Economics is a social science that studies human behaviour: This is also a positive

statement, as it simply describes what economics is, which is factual and objective.

(c) The minimum wage should be raised to Rs.200/- per day: This is a normative statement,
as it expresses an opinion about what should be done regarding the minimum wage. It

suggests a course of action based on value judgments about fairness, equity, or economic

policy.
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(d) India spends a huge amount of money on national defence: This is a positive statement,
as it describes a factual observation about government spending. Whether the amount is

"huge" can be debated, but it is an objective claim.

Thus, (c) is the correct answer because it is a normative statement, reflecting an opinion about

what should be done regarding the minimum wage.

Question 27

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.

(Study Material)

Answer (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.

Reason:

The difference between positive and normative economics lies in their approach and focus:

Positive Economics: This branch of economics deals with objective analysis and is focused on

describing, explaining, and predicting economic phenomena. It is concerned with what is
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happening in the economy. Positive statements are factual and can be tested or verified. For

example, "The unemployment rate in India is 5%."

Normative Economics: This branch involves subjective analysis and is concerned with what
ought to be. It evaluates economic outcomes based on value judgments about what is
desirable for society. Normative statements express opinions or recommendations about
economic policies and outcomes. For example, "The government should increase the

minimum wage to improve living standards."

Breakdown of the options:

(a) Positive Economics explains the performance of the economy while normative
Economics finds out the reasons for poor performance: This is not correct because both
positive and normative economics focus on different things. Positive economics explains how
the economy works, while normative economics makes value judgments about economic

policies or conditions.

(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:
This is the correct explanation. Positive economics is factual and objective, while normative

economics evaluates those facts based on value judgments about their desirability for society.

(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:
This is incorrect because normative economics does not describe facts; it makes value

judgments, whereas positive economics focuses on facts.

(d) Positive Economics prescribes while normative Economics describes: This is the opposite
of what is true. Positive economics describes and explains economic facts, while normative

economics prescribes or suggests what should be done based on value judgments.

Thus, (b) is the correct answer, as it accurately describes the distinction between positive and

normative economics.
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Question 28

is concerned with welfare proposition.

(a) Normative Economics

(b) Positive Economics

(c) Both (a) and (b)

(d) None of these

(RTP Jan 2025)

Answer (a) Normative Economics

Reason:

Normative Economics is concerned with welfare propositions because it deals with value
judgments and opinions about what ought to be done in the economy to improve social
welfare. It involves evaluating the desirability of economic policies or conditions, often

considering the well-being and fairness of society.

Normative Economics typically asks questions like: "What should the government do to
reduce poverty?" or "Should the minimum wage be increased?" These are based on

subjective views about what is desirable for societal welfare.

On the other hand, Positive Economics focuses on objective analysis and factual statements
about how the economy works without involving value judgments. For example, "An increase
in the m