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Economics

Time : 3 Hours 15 Min. Max. Marks : 100

General Instructions :
 1. Write the Question number legibly in the margin.
 2. Answer for a Question should be continuous.

PART-A
 I. Choose the correct answer: 5 × 1 = 5

1. The scarce resources of an economy have
(a) Competing usages (b) Single usages
(c) Unlimited usages (d) None of the above

2. When the supply curve is vertical, the elasticity of supply is
(a) Es = 1 (b) Es > 1
(c) Es = 0  (d) Es = ∞

3. The change in TR due to the sale of an additional units is called
(a) Total revenue (b) Average revenue
(c) Marginal revenue (d) Revenue

4. The year of great depression
(a) 1920 (b) 1889
(c) 1929 (d) 2018

5. Easy availability of credit encourages
(a) Savings (b) Investment
(c) Rate of Interest (d) None of the above

 II. Fill in the blanks of the following: 5 × 1 = 5

6. Scarcity of resources gives raise to_______.
7. ______is determined at the point where the demand for labour and supply of labour curves intersect.
8. Competitive behaviour and Competitive market structure are in general _____ related.
9. _____ goods will not pass through any more stages of production.
10. Financial year runs from _____ to______ in India.

 III. Match the following : 5 × 1 = 5
11.  A B

(i) TFC + TVC = (a) Non monetary exchange
(ii) π (b) Government of India
(iii) Domestic services (c) TR – TC
(iv) Circulation of coin (d) Y – C
(v) Savings (e) TC

 IV. Answer the following questions in a sentence/word each: 5 × 1 = 5
12. Expand MRS.
13. What is Monopoly?
14. Name the well known work of Adam Smith.
15 Who are “Free-Riders”?
16 What do you mean by open economy?

PART-B
 V. Answer any nine of the following questions in 4 sentences each : 9 × 2 = 18

17. What is Monotonic preference?
18. Mention two different approaches which explain consumer behaviour.
19. Give the meaning of price elasticity of supply and write its formula.
20. Give the meaning of shut-down point.
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21. Mention the conditions needed for profit by a firm under perfect competition.
22. Write the meaning of monopolistic competition and give an example.
23. What are the four factors of production? Mention their rewards.
24. Mention three methods of measuring GDP (National Income).
25. Mention any two functions of money.
26. Write the meaning of excess demand and deficient demand.
27. Give the meaning of investment multiplier. Write its formula.
28. Write the differences between public provision and public production.
29. Mention the three linkages of open economy.
30. Why do people demand foreign exchange?

PART-C
 VI. Answer any seven of the following questions in 12 sentences each:  7 × 4 = 28

31. Briefly explain the central problems of an economy.
32. Explain the indifference map with a diagram.
33. The following table gives the TP schedule of labour. Find the corresponding average product and marginal 

product schedules.

TPL 0 15 35 50 40 48

L 0 1 2 3 4 5

34. Write a table to show the impact of simultaneous shifts on equilibrium.
35. Explain the features of Perfect Competitive Market.
36. Briefly explain in what way macroeconomics is different from micro economics.
37. Explain the circular flow of income of an economy.
38. Write a note on Externalities.
39. Briefly explain the functions of RBI.
40. Briefly explain consumption function.
41. Explain the merits and demerits of flexible and fixed exchange rate system.

PART-D
 VII. Answer any four of the following questions in 20 sentences each : 4 × 6 = 24

42. Explain the law of diminishing Marginal Utility with the help of a table and diagram
43. A Firm's SMC schedule is shown in the following table. TFC is `100, find TVC, TC, AVC and SAC schedules 

of the firm.

Q 0 1 2 3 4 5 6

SMC – 500 300 200 300 500 800

44. Explain the market equilibrium with the fixed number of firms with the help of a diagram.
45. Explain how the firms behave in Oligopoly.
46. Explain the Macroeconomic identities.
47. Explain the classification of receipts.
48. Write a note on balance of payment.

PART-E
 VII. Answer any two of the following Project and Assignment related questions : 2 × 5 = 10

49. A consumer wants to consume two goods, the price of Bananas is ` 4, and the price of Mangoes is ` 5. The 
consumer income is ` 20.
(a) How much Bananas can she consume if she spends her entire income on that good?
(b) How much mangoes can she consume if she spends her entire income on that good?
(c) Is the slope of budget line downward or upward?
(d) Are the bundles on the budget line equal to the consumer’s income or not?
(e) If you want to have more of Bananas, you have to give up Mangoes. Is it true ?

50. Write a note on Demonetisation.
51. Name the currencies of any five countries of the following:
 USA, UK, Germany, Japan, China, Argentina, UAE, Bangladesh, Russia.

qqq
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ANSWERS
As Per Scheme of Valuation 

(Issued by Department of PUE, Karnataka)

PART-A
 I. 1. (a)    Competing usage 1

OR

  
2. (c) Es = 0 1

OR

3. (c) Marginal revenue 1
OR

4. (c) 1929 1
OR

5. (b) Investment 1
OR

 II. 6. problem of choice 1
OR

  
7. Wage 1

OR

8. inversely 1
9. Final 1

OR

10. 1st April to 31st March 1
OR

 III. 11. 

    A          B

 (i) TFC + TVC (e)  TC

 (ii) p (c)  TR-TC

 (iii) Domestic service (a)  Non-monetary exchange

 (iv) Circulation of coin (b) Government of india

 (v) Savings (d) Y−C 

   5 × 5 = 25
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OR

 IV. 12. Marginal rate of substitution. 1
OR

13. A market situation where there is a single seller selling a product which has no close substitutes is called 
monopoly. 1

OR

14. An enquiry into the nature and cause of the wealth of nations (1776). 1
OR

15. Non paying users of public services are known as free riders. 1
OR

16. An economy which has economic relations with other countries is termed as open economy. 1
OR

PART-B
 V. 17. A rational consumer always prefers more of a commodity as it offers him a higher level of satisfaction is called 

monotonic preference. 2
OR

18. (i) Cardinal utility analysis;
 (ii) Ordinal utility analysis. 2

OR
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19. The percentage change in quantity supplied due to a percentage change in the market price of the goods is 
called price elasticity of supply. 1
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20. The point where SMC curve cuts AVC Curve at the minimum is called the short run shut down point of the 
Firm.        2

OR

  

21. (i) The price must Equal MR = MC = P.

 (ii) Marginal cost must be non-decreasing. 2

 (iii) In the short run, price must be grater than or equal to the average variable cost P ≥ AVC. 2

OR

22. A market situation in which there are large number of firms which sell closely related, but differentiated 
products is called monopolistic competition. 1

 e.g., Market -Products Like Soaps, Toothpaste, Face Creams, Cool drinks, etc. 1

OR

23. (i) Land-Rent

(ii) Labour-Wages

(iii) Capital-Interest

(iv) Entrepreneur - Profit 2
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OR

24. (i) The product or Value added method
(ii) Expenditure Method
(iii) Income Method 2

OR

25. (i) Medium of Exchange
(ii) Measure of Value 2

OR

26. The situation when aggregate demand is more than the aggregate supply corresponding to full employment 
level of output in the economy is called excess demand. 1

 The situation when aggregate demand is less than aggregate supply corresponding to the full employment 
level of output in the economy is called deficient demand. 1

OR

27. The ratio of the total increment in equilibrium value of final goods output to the initial increment in 
autonomous expenditure is called investment multiplier.

 The Investment Multiplier 
∆Y
∆I

   I   
I-C

 I 
 F

= ==  2
28. 

Public Provision Public Production

1.   The provision which is financed through the 
budget and can be used without any direct 
payment is called public provision.

1.   When goods are produced directly by the 
government is called public prodution.

2.   Public provision can be obtained without any 
direct payment.

2.   Public goods produced by the government can 
be obtained with payment.
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29. (i) Output Market linkage; (ii) Financial Market linkage;
(iii) Labour Market linkage. 2

OR

30. (i) They want to purchase goods and services from other countries.
(ii) They want to send gifts abroad.
(iii) They want to purchase financial assets of a certain country. 2

PART-C
 V. 31. Every economy whether simple or complex, capitalist or controlled or mixed, developed or under 

developed, will have to solve the following three fundamental economic problems
(i) What is produce and in what quantities?              (ii)  How are these goods produced?
(iii) For whom are these goods produced ? (Scheme of Valuation, 2019) 4

OR
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Detailed Answer :

The central problems of an economy are :

(i) What to Produce and in what quantites : The problem of ‘what to produce’ arises as the producers have 

limited resources. In an economy because of scarcity of resources, producers are unable to produce 

everything in bulk but they will have to make a choice as to which one is important as a whole so that 

limited resources can be rationally managed.

 Problem of ‘what to produce’ involves two-fold decisions kinds of goods to be produced and quantum 

of goods to be produced.

(ii) How to Produce : It is concerned with, how to organise production. This problem is related to the choice 

of technique of production. It arises due to the availability of various techniques for the production of a 

commodity such as Labour–Intensive Technique and Capital–Intensive Technique.

(iii) For Whom to Produce : The problem of ‘for whom to produce’ is the problem of distribution of produced 

goods and services. At the micro level, the decision relates to different sets of buyers in the economy. In 

an economy, producers would obviously be inclined to produce more for the rich buyers to maximise 

their profits but, government also intervenes to regulate the use of resources so that enough production 

is done for the poorer sections of the society also.

 32. A set of indifference curves for two commodities showing different levels of satisfaction is called an  
  indifference map.

  

Y
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M
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                    (Scheme of Valuation, 2019) 4

OR
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 Detailed Answer:
 Indifference Map is a collection of indifference curves in which each curve represent different level of 

satisfaction. An Indifference Curve to the right shows higher utility because in Indifference Map, a higher
 Indifference Curve represents those combinations which yield higher level of satisfaction than the 

combination on the lower Indifference Curve. This implies higher level of utility in accordance with the 
monotonic preferences of the consumer.

 

Y

XGoods X

G
oo

ds
 Y

IC3

IC2

IC1

O

33. 

4

L TPL APL MPL

0 0 – –

1 15 15 15

2 35 17.5 20

http://bit.ly/2mtzuUA


To know about more useful books for class-12 click here

10  Oswaal  Karnataka PUE, Solved Paper - 2019, ECONOMICS, II PUC

3 50 16.67 15

4 40 10 -10

5 48 9.6 8

OR

34.

 

Shift in Demand Shift in Supply Quanity Price

Leftward Leftward Decrease May increase, decrease, or 
remain unchanged

Rightward Rightward Increase May increase, decrease or remain 
unchanged

Leftward Rightward May increase, decrease 
or remain unchanged

Decreases

Rightward Leftward May increase, decrease 
or remain unchanged

Increases

 4
OR
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 35. A Market situation in which there are a large number of buyers and sellers who buy and sell   
  homogneous products at a uniform price is called perfectly competitive market.

Features:
(i) Large number of buyers and sellers;
(ii) Homogeneous product;
(iii) Single price (Uniform Price) ;
(iv) Free entry and exit of firms;
(v) Complete knowledge;
(vi) Price taking behaviour;  (Any four) 4

 (Explanation Needed)   (Scheme of Valuation, 2019)

OR
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Detailed Answer :
 Perfect Competition : It is a situation in which large number of sellers and buyers selling homogeneous 

product at uniform price.
Main features of Perfect Competition :
(i) Large number of Buyers and Sellers : There are so many buyers and sellers that no individual buyers or 

sellers can influence the price of the commodity in the market.
(ii) The Products are Homogeneous : All the firms in the perfect competitive market sell homogeneous 

(identical) products. The products are perfect substitutes to one another.
(iii) Free Entry and Exit to Firms : The industry is characterised by freedom of entry and exit of firms. Firms 

have freedom of movement in and out of an industry.
(iv) Buyers and Sellers have Perfect Knowledge : Firms have complete knowledge about the product 

market and factor market. Buyers also have perfect knowledge about the product market.
36.

 

S. No Nature Micro Economics Macro Economics

(i) Scope Study of individual economic units Study of large segments of economy

(ii) Method of study Slicing method Deals with aggregates lumping method

(iii) Economic agents Aim at own interest or welfare Aim at economic welfare of nation

(iv) Equilibrium 
analysis

Studies partial equilibrium analysis Studies general equilibrium analysis

 4
OR

37. The process where by the national income and expenditure of an economy flows in a circular manner 
continuously between different sectors is called circular flow of income 2
Assumptions:-
(i) There are only two sectors in the economy. They are the household sector and firms or producers.
(ii) Households are the owners of factors of production and firms hire these factors from households. 2
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38. Unintentional consequence of an economic action of a person or firm that accrues to another person or firm 
is called externalities.

 Therse are two types of Externalities.
(i) Positive externalities.
(ii) Negative externalities (Scheme of valuation, 2019) 4

 Detailed Answer:
 An externality is a cost or benefit of an economic activity experienced by an unrelated third party. The 

external cost or benefit is not reflected in the final cost or benefit of a good or service. Therefore, economists 
generally view externalities as a serious problem that makes markets inefficient, leading to market failures. 
The externalities are the main catalysts that lead to the tragedy of the commons.

Types of Externalities :
(i) Negative externality :
 A negative externality is a negative consequence of an economic activity experienced by an unrelated third 

party. The majority of externalities are negative. Some negative externalities such as the different kinds of 
environmental pollution are especially harmful due to their significant adverse effects. 
Examples of the negative externalities include:
(a) Air pollution : A factory burns fossil fuels to produce goods. The people living the nearby area and the 

workers of the factory suffer from the deteriorating air quality.
(b) Water pollution : A tanker spills oil, destroying the wildlife in the sea and affecting the people living in 

coastal areas.
(c) Noise pollution : People living near a large airport suffer from high noise levels.
(d) Passive smoking : Smoking results in negative effects not only on the health of a smoker but on the 

health of other people.
(e) Traffic congestion : The more people use roads, the heavier the traffic congestions are.

(ii) Positive externality :
 Positive externality is a benefit from an economic activity experienced by an unrelated third party. Despite 

the benefits of economic activities that involve positive externalities, the externality also creates market 
inefficiencies. 
Examples of positive externalities include:
(a) Infrastructure development : Building a subway station in a remote neighborhood may benefit real 

estate agents who manage the properties in the area. Real estate prices would likely increase due to 
better accessibility, and the agents would be able to earn higher commissions.

(b) R&D activities : A company that discovers a new technology as a result of the research and development 
(R&D) activities creates benefits that help the society as a whole.

(c) Individual education : The increased levels of an individual’s education can also raise economic 
productivity and reduce unemployment levels.

(d) Vaccination : Benefits not only a person vaccinated but other people as well because of the probability 
of being infected decreases.

39. RBI is the supreme and also central bank of India. It was established in April 1935. Today the RBI plays an 
important role in the development strategy of the Govt. of India.

 The Functions of RBI are as follows:-
(i) Issusing currency notes.
(ii) Banker to the Government.
(iii) Controller of credit.
(iv) Bankers' Bank.
(v) Custodian of foreign exchange reserves.
(vi) Lender of last resort. (Scheme of Valuation, 2019) 4

OR
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9. 

 Detailed Answer:
 RBI is the supreme and also central bank of India. It was established in April 1935. Today the RBI plays an 

important role in the development strategy of the Government of India.
 The Functions of RBI are as follows :

(i) Issue of Currency: 
 The central bank is given the sole monopoly of issuing currency in order to secure control over volume 

of currency and credit. These notes circulate throughout the country as legal tender money. It has to 
keep a reserve in the form of gold and foreign securities as per statutory rules against the notes issued 
by it.

(ii) Banker to Government: 
 Central bank functions as a banker to the government—both central and state governments. It carries 

out all banking business of the government. Government keeps their cash balances in the current 
account with the central bank. Similarly, central bank accepts receipts and makes payment on behalf of 
the governments.

(iii) Controller of Credit and Money Supply: 
 Central bank controls credit and money supply through its monetary policy which consists of two 

parts—currency and credit. Central bank has monopoly of issuing notes (except one-rupee notes, one-
rupee coins and the small coins issued by the government) and thereby can control the volume of 
currency.

(iv) Bankers' Bank and Supervisor: 
 There are usually hundreds of banks in a country. There should be some agency to regulate and 

supervise their proper functioning. This duty is discharged by the central bank.
(v) Custodian of Foreign Exchange or Balances: 
 It has been mentioned above that a central bank is the custodian of foreign exchange reserves and 

nation’s gold. It keeps a close watch on external value of its currency and undertakes exchange 
management control. All the foreign currency received by the citizens has to be deposited with the 
central bank; and if citizens want to make payment in foreign currency, they have to apply to the central 
bank. Central bank also keeps gold and bullion reserves.
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(vi) Lender of Last Resort: 
 When commercial banks have exhausted all resources to supplement their funds at times of liquidity 

crisis, they approach central bank as a last resort. As lender of last resort, central bank guarantees 
solvency and provides financial accommodation to commercial banks (i) by rediscounting their eligible 
securities and bills of exchange and (ii) by providing loans against their securities. This saves banks 
from possible failure and banking system from a possible breakdown. On the other hand, central bank, 
by providing temporary financial accommodation, saves the financial structure of the country from 
collapse.

40. The functional relationship between consumption and income is called consumption function. We can 
describe this functions as : 4

  = +C C CY
 There are two types of consumption. They are :
 (i) Autonomous consumption.
 (ii) Induced consumption (CY) (Scheme of Valuation, 2019) 

OR

.

.
 Detailed Answer :
 Consumption Function : The relationship between the consumption expenditure and the income is known 

as Consumption Function.
  C = f(Y)
 Where C = Consumption Expenditure
 f = Function
 Y = Income
 Algebraic Expression of Consumption Function :The algebraic expression of Consumption Function is given 

by :
   C = C + b(Y)
 Here, C = Consumption Expenditure
 C = Minimum Level of Consumption at zero income
 b = Marginal Propensity to consume
 Y = Income

It is of two types :
(i) Average Propensity to Consume (APC) : The ratio between the consumption expenditure and income 

is called Average Propensity to Consume.
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(ii) Marginal Propensity to Consume (MPC) : The ratio between the change in consumption expenditure 
with change in income is called Marginal Propensity to Consume.

41. The rate which is determined by forces of supply and demand in the foreign exchange market is called 
flexible exchange rate.

 Fixed rate of exchange is a rate fixed and determined by the government of a country and the government 
alone changes it. 2

 Merits of flexible exchange rate:

 (i)  The major advantage of flexible exchange rates is that movements in the exchange rate automatically 
take care of the surpluses and deficits in the BOP.

 (ii) Countries gain independence in conducting their monetary policies.

 (iii) There is no need for the government to hold large foreign exchange recerves.

 Demerits of Flexible Exchange rate:

 (i) It encourages speculation.

 (ii) There can be wide fluctuations in exchange rate which may hamper foreign trade. 2

 Merits of Fixed exchange rate :

 (i) It provides stability to the foreign exchange market.

 (ii) It creates conditions for smooth flow of foreign capital between nations.

 Demerits of fixed exchange rate:

 (i) As exchange rate is fixed by the government, so fluctuations of the market are not considered.

 (ii) Fixed exchange rates are not permanently fixed.

PART-D
42. The German economist Gossen had first explained this law. Then Alfred Marshall popularised it. 2
 The Law of Diminishing Marginal Utility states that “If a consumer goes on consuming a particular commodity 

one after another without any time gap, the marginal utility derived by him from every successive units 
goes on diminishing”. 2

 

No. of Units Cosumed (Oranges) TU MU

1 12 12

2 20 8

3 26 6

4 30 4

5 30 0

6 28 -2  2

   (Scheme of Valuation, 2019)
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 Detailed Answer :

 ‘Other things remaining the same, when a person takes successive units of a commodity, the marginal utility 
diminishes constantly.’ 

 The marginal utility of a commodity diminishes at the consumer gets larger quantities of it. Marginal utility 
is the change in the total utility resulting from one unit change in the consumption of a commodity per unit 
of time.

Assumptions :

Followings are the some assumptions of the law of diminishing marginal utility :

(i) It is assumed that utility can be measured and a consumer can express his satisfaction in quantitative terms 
such as 1, 2, 3... etc.

(ii) Consumption of reasonable quantity. (iii) Continuous consumption.

(iv) Monetary measurement of utility. (v) No change in quantity.

(vi) Rational consumer. (vii) MU of money remains constant.

(viii) Independent utilities. (ix) Fixed income price.

This law can be explained with the help of the following schedule and diagram:

No. of Units cosumed Oranges TU MU

1 12 12

2 20 8

3 26 6

4 30 4

5 30 0

6 28 -2
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43.

 

Output SMC TFC TVC TC AVC SAC

0 - 100 0 100 - -

1 500 100 500 600 500 600

2 300 100 800 900 400 450

3 200 100 1000 1100 333.33 366.67

4 300 100 1300 1400 325 350

5 500 100 1800 1900 360 380

6 800 100 2600 2700 433.33 450
 6

OR

 44. The price at which the amount demanded and amount supplied are equal is know as equilibrium  
  price. 3

  This process of determination of price by supply and demand forces is called price mechanism. 3
 Diagram :

   

P2

P

P1

q2 q q1

N M

E

L
K

SS

DD X

Y

O

Quantity of demand and supply

Excess demand

Excess supply

Pr
ic

e

 (Scheme of Valuation, 2019)

 Detailed Answer : 
 Market equilibrium refers to that point which has come to be established under a given condition of demand 

and supply and has a tendency to stick to that level, i.e. where Demand = Supply.
 If due to some disturbance we divert from our position the economic forces will work in such a manner that 

it could be driven back to its original position, i.e., where Demand = Supply. In short it is the position of rest.
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 It can be explained with the help of the schedule and diagram:

(a) (i)  In the given schedule market equilibrium is determined at Price Rs. 3 where Market demand is 
equal to Market Supply.

 (ii)  At price 1 and 2, there is excess demand, which leads to rise in price, resulting tendency is Expansion 
in supply.

 (iii)  Similarly, at price 4 and 5, there is excess supply, which leads to fall in price, resulting tendency is 
Contraction in supply.

Price(`) Demand
(Unit)

Supply
(Units)

Surplus(+) or
Shortage(-)

Resulting
Tendency

1 5 1 (-) 4 Expansion

1 4 2 (-) 2 Expansion

3 3 3 0 Market Equilibrium 

4 2 4 (+) 2 Contraction

5 1 5 (+) 4 Contraction

(b) (i)  In the given diagram, price is measured on vertical axis, whereas quantity : demanded and supply 
is measured on horizontal axis.

 (ii)  Suppose that initially the price in the market is P1. At this price, the consumer demand P1B and the 
producer supply P1A, i.e. consumers want more than what the producer are willing to supply. There 
is excess demand equal to AB. So, price cannot stay on P1 as excess demand will create competition 
among the buyers and push the price up till we reach equilibrium.

O Q

DS

A B

E

K L

SD

P

P1

P2

Pr
ic
e

[Excess Demand]

[Excess Supply]

Quantity Demanded and Supplied

EXCESS SUPPLY

(1) K to E = Downward movement along the demand carve.

(2) L to E = Downward movement along the supply carve.

EXCESS DEMAND

(1) A to E = Upward movement along the supply carve.

(2) B to E = Upward movement along the demand carve.

   Due to rise in price from P1 to P2 there is upward movement along the supply curve (expansion in 
supply) from A to E and upward movement along the demand curve (contraction in demand) from 
B to E.

 (iii)  Similarly, at price supplied P2L. There is excess supply, equal to KL, which will create competition 
among the sellers and lower the price. The price will keep falling as long as there is an excess supply. 
Due to fall in price from P2 to P there is downward movement along the supply curve (contraction 
in supply) from L to E and downward movement along the demand curve (expansion in demand) 
from K to E.

 (iv)  The situation of zero excess demand and zero excess supply defines market equilibrium (E). 
Alternatively, it is defined by the equality between quantity demanded and quantity supplied. The 
price P is called equilibrium price and quantity Q is called equilibrium quantity.

 45. A market situation in which there are a few firm selling homogeneous or differentiated products is  
called oligopoly market.

 The following points explain the behaviour of the firms in oligopoly market.
(i) Few large firms in oligopoly market each firms is in a position to affect the total supply ;
(ii) Firms could decide to collude with each other;
(iii) Firms could decide to complete with each other in oligopoly market;
(iv) Price rigidity.  (Scheme of Valuation, 2019) 6
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OR

 Detailed Answer : 
 Oligopoly is a form of market in which there are few big sellers of a commodity and a large number of buyers. 

Each seller has a significant share of the market.
 In an oligopoly market, there is a small number of big firms. Accordingly, there is a high degree of mutual 

interdependence. Implying that, price and output policy of one firm has a significant impact on the price and 
output policy of the rival firms in the market. When one firm lowers its price the rival firms may also lower the 
price. And, when one firm raises its price, the rival firms may not do so. It is because of the interdependence 
that it becomes very difficult to estimate change in firm's sales caused by a change in price implying that a 
precise relationship between price and sales cannot be established or that the firm's demand curve cannot be 
drawn.

 Collusive oligopoly is a form of the market in which there are few firms in the market and all decide to avoid 
competition through a formal agreement. They collude to form a cartel, and fix for themselves output quota 
and market price. Sometimes a leading firm in the market is accepted by the cartel as a price leader. Members 
of the cartel accept the price as fixed by the price leader.

 46. (i) Gross domestic product (GDP)
  GDP = C + 1 + G + X - M
 (ii) Gross National Product (GNP)
  GNP = GDP + Net factor income from abroad
 (iii) Net Domestic Product (NDP)
  NDP = GDP - Depreciation cost
 (iv) Net National Product (NNP)
  NNP = GNP - Depreciation
 (v) Net National Product at factor cost (NNPFC)
  NNPFC = NDPFC + NFIA
 (vi) Personal Income (PI)
 (vii) Personal disposable income : (PDI)
 (viii) PDI = PI – Personal Tax Payment – Nontax Payment  (Scheme of Valuation, 2019)6

 Detailed Answer : 
(i) Gross Domestic Product (GDP) is the total value of all the final goods and services by all the enterprises 

(both resident and non-resident) within the domestic territory of a country in a particular year. GDP is 
considered as one of the best indicators of judging the economic performance of a country.

 GDP = C+1+G+X-M
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(ii) Gross National Product is defined as the total value of all final goods and services produced in a country 
in a particular year, plus the income which is earned by its citizens who are located at abroad and minus 
the income of non-residents located within the country.

 GNP=GDP+Net factor income from abroad
 Net Domestic product (NDP) = GDP-Depreciation
 Net National product (NNP) = GNP-Depreciation

(iii) Net National Product at Factor Cost (NNPFC) is the sum total of factor incomes (rent + interest + profits 
+ wages) earned by normal residents of a country during the period of an accounting year. It is also 
known as the National Income.

 NNPFC = GNPFC – Depreciation
 or

 NNPFC = NDPFC + NFIA
(iv) Personal Income is the income actually received by the individual households from all sources in the 

form of current transfer payment and factor incomes.
(v) Personal Disposable Income is the amount, which is actually available to the households and the non-

corporate businesses after the deduction of all tax obligations to the government.
 Personal Disposable Income =  Personal Income – Direct Personal Taxes – Miscellaneous Receipts of the 

Government
OR

47. Receipts of the Govt. classified in two types
 (i) Revenue Receipts.    (ii) Capital Receipts.
 (i) Revenue Receipts : two types.
  (a)   Tax Revenue    (b) Non Tax Revenue.

(a) Tax Revenue : two types.
1. Direct Taxes    2. Indirects taxes.
1. Direct Taxes:   1. Personal Income tax
     2. Wealth Tax
     3. Corporation Tax
     4. Wealth Tax, Gift Tax, and Estate Duty.
2. Indirect Tax:  1. Excise Duty
    2. Customs Duties
    3. Service Tax

 (b) Non Tax Revenue: 1. Interest receipts
     2. Profits of public sector undertakings
     3. Fees, fines and penalties
     4. Grants -in -Aid from Foreign countries and International organisations.
 (ii) Capital Receipts:

1. Raising loans from the market, central bank, foreign governments and international institutions .
2. Loans raised from public by issuing bonds, unit certification.
3. Public provident fund.    (Scheme of Valuation, 2019) 6

OR
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 Detailed Answer : 

 Government receipts can be classified into:

 Revenue Receipts : The receipts which neither create any corresponding liability for the government nor 
does it lead to any reduction in assets is termed as revenue receipts, e.g. tax receipts of the government.

 Classification of Revenue Receipts

(i) Tax revenue : It consists of the proceeds of taxes and other duties levied by the Central Government. It 
comprises of

(a) Direct tax These are the taxes for which the incidence and impact of tax falls on the same person, i.e. 
actual burden of the taxes cannot be shifted, e.g. income tax, corporation tax, etc.

(b) Indirect tax These are the taxes for which the incidence and impact fall on separate persons, i.e. 
burden of these taxes can be shifted to others, e.g. service tax, entertainment tax, etc.

(ii) Non-tax revenue : It mainly consists of interest receipts on account of loans by the Central Government, 
dividends and profits on investment made by the government, fees and other receipts for services 
rendered by the government.

 Capital Receipts The receipts which create corresponding liability for the government or which lead to 
reduction in assets of the government are termed as capital receipts, e.g. loans taken by the government, 
disinvestment of any PSUs, etc. Classification of capital receipts are :

(i) Borrowings : These are funds raised by the government to meet its expenses. Government may borrow 
from:

(a) Public

(b) RBI

(c) Foreign Governments

(d) International Financial Institutions like IMF, World Bank Etc.

(ii) Recovery of loans : It refers to that inflow of cash which the government has disbursed previously.

(iii) Other receipts : It includes

(a) Proceeds from disinvestment.

(b) Mobilisation of savings through NSC, KVP, etc.

48. The difference between total value of visible and invisible exports and imports in a given period of time is 
called balance of payment. There are two main accounts in the BOP 6

 (i) Current Account   (ii) Capital Account 
 Types of BOP
 (i) Favourable or surplus balance of payment.
 (ii) Unfavourable or deficit balance of payment.
 (iii) Balanced balance of payment. (Scheme of Valuation, 2019) 6

OR
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 Detailed Answer : 
 The Balance of Payment (BoP) of a country is a systematic record of all economic transactions between its 

residents and residents of foreign countries.
 Components of BoP Account

(i) Current account
(ii) Capital account
(iii) Official international reserve account

 Current account is that account of BoP, which records exports and imports of visible and invisible items and 
unilateral transfers.

 Components of Current Account :
(i) Export and import of visible items
(ii) Exports and imports of invisible items
(iii) Unilateral transfer to and from rest of the world.

 Capital Account of BoP It records capital transfer such as loans and investments between one country and 
the rest of the world, which causes a change in the assets or liability status of the residents of the domestic 
country or its government.

 Components of Capital Account
(i) Investment to and from rest of the world which includes FDI and FII.
(ii) Borrowing and lendings to and from rest of the world.
(iii) Foreign exchange reserves.

 Official international reserve account includes the foreign exchange reserves, gold reserves and Special 
Depository Receipts (SDRs).

 Balanced Balance of Payments means
 Current Account + Capital Account + Official Reserve = 0
 Current Account + Capital Account = – (Official Reserve)
 When the receipts of the country on account of autonomous transactions exceed the payments of a country 

on account of autonomous transactions, this difference is termed as BoP surplus.
 BoP Surplus = R > P, where R = Receipts of the country, P = Payment of the country.
 When the payments of a country on account of autonomous transactions exceed the receipts of a country on 

account of autonomous transactions, this difference is termed as BoP deficit.
 BoP Deficit = Receipts on account of autonomous transactions < Payments on account  

of autonomous transactions or
 BoP Deficit = R<P
 Where, R = Receipts
 P = Payments 

PART-E
49. We know that P1 = 4, P2 = 5 and M = 20, then the equation of the budget line will be 5
 P1X1 + P2X2 = M 
 4X1 + 4X2 = 20
 (a) If ` 20 entirely spent on good 1. Then,
  4X1 + 5(0) = 20 
  4X1 = 20

  X1 =
20
4

= 5

 The consumer can consume 5 units of Good 1.(i.e. Banana)
 (b) If ` 20 entirely spent on Good 2, then 
  4(0) + 5X2 = 20 
  5X2 = 20

  X2 =
20
5

= 4

 The consumer can consume 4 units of Good 2. (i.e. Mango)

 

(c) The slope of budget line is

 

-P
P

1

2  

  That is price of Good 1 divided by price of Good 2 Therefore, 
–4
5

= – 0.8
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G
oo

d 
-2

Budget line

Good -1
O X

Y

(d) Yes
(e) Yes 5
To Sum Up:-

 1. Equation of budget line  P1X1 + P2X2 = M by substituting the values we get 4 X1 + 5X2 = 20

 2. The consumer can consume 5 units of Good 1  =










20
4

5

 3. The consumer can consume 4 units of Good 2  =










20
5

4

 4. The slope of the budget line is downward sloping from left to right. 

OR
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50. The withdrawal of coins and notes from the use as a legal tender is called demonetisation. Demonetisation 
was a new initiative taken by the government of India in November 2016 to tackle the problem of 
corruption, black money, terrorism and circulation of fake currency in the economy.

 Steps taken by the government for demonitsation :

 (i)  Old currency notes of ` 500 and ` 1000 were no longer legal tender. New currency notes in the 
denomination of ` 500 and 2000 were launched.

 (ii)  The public was advised to deposit old currency notes in their bank accounts till 31 December, 2016 
without any declaration and up to 31 March 2017 with the RBI with declaration.

 (iii)  Further to avoid a complete breakdown and cash crunch, government had allowed exchange of 
` 4000 old currency by the new currency per person and per day.

 (iv) Criticism of Demonitisation.

 (v) Appriciation of Demonitisation.  (Scheme of Valuation, 2019) 5

OR
51. S. No Countries Currency

1 U.S.A Dollar

2 U.K Pound sterling

3 Germany Euro

4 Japan Yen

5 China Renminbi

6 Argentina Peso

7 U.A.E Dirham

8 Bangladesh Taka

9 Russia Rubel  5
OR
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