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PART - A

 I. Choose the correct answer. Each question carries 1 mark. 5 × 1 = 5
  1. Which of the following is an example of micro economic study?

(a) National income (b) Consumer behaviour
(c) Unemployment (d) Foreign trade

  2. The change in output per unit of change in the input is called
(a) Marginal product (b) Average product
(c) Total product (d) None of the above

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

  4. In 1936, British economist J.M. Keynes published his celebrated book
(a) Wealth of nations (b) General theory of employment interest and money
(c) Theory of interest (d) Theory of employment

  5. Value of MPC lies between
(a) 1 and 2 (b) 0 and 1
(c) 2 and 4 (d) 0 and 0.5

 II. Fill in the blanks. Each question carries 1 mark. 5 × 1 = 5
  6. In a centrally  planned economy, all the important decisions  are made by_________.
  7. It is assumed that in a perfectly competitive market an_________ is at play.
  8. The net contribution made by a firm is called as its________________.
  9. Non - paying users of public goods are known as _____________.
  10. The Bretton woods conference held in the year _____________.
 III. Match the following. Each question carries 1 mark. 5 × 1 = 5
  11.              A                  B

(a) Possibility of super normal profit (i) Broad money

(b) Inventory (ii) Paper Gold

(c) M3M4 (iii) Y-C

(d) Savings (iv) Attraction of new firms

(e) SDR (v) Stock variable

 IV. Answer the following questions in a sentence / word. Each question carries 1 mark.  5 × 1 = 5
  12. What do you mean by cardinal utility analysis?
  13. Give the meaning of oligopoly market.
  14. Who are economic agents?
  15. Expand - FRBMA.
  16. Give the meaning of managed floating.
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PART - B
 V. Answer any nine of the following questions in 4 sentences each. Each question carries 2 marks. 9 × 2 = 18
  17. Write the differences between budget line and budget set.
  18. State the law of demand.
  19. Mention the types of returns to scale.
  20. Give the meaning of opportunity cost with example.
  21. Define equilibrium price and quantity.
  22. How wage is determined in labour market.
  23. Distinguish between stock and flow. Give examples.
  24. What do you mean by externalities? Mention its types.
  25. Mention the two motives of demand for money.
  26. Give the meaning investment multiplier. Write its formula
  27. Give the meaning of Paradox of thrift.
  28. Mention the three linkages of open economy.
  29. Mention the types of Balance of Trade.
  30. Why do people demand foreign exchange?

PART - C

 VI. Answer any seven of the following questions in 12 sentences. Each questions carries 4 marks.  7 × 4 = 28
  31. Briefly explain production possibility frontier.
  32. Write the differences between substitutes and complements.
  33. Explain lsoquant with the help of the diagram.
  34. Explain the determinants of a firm’s supply curve.
  35. Write a note on Price Ceiling.
  36. Briefly explain monopolistic competitive market.
  37.  Explain the role of The Government (State) and Household sector in both developed and developing 

countries.
  38. Illustrate unplanned accumulation and decumulation of inventories with examples.
  39. Briefly explain the functions of RBI.
  40. Briefly explain consumption function.
  41. Write the chart of components of capital account.

PART - D

 VII. Answer any four of the following questions in 20 sentences. Each question carries 6 marks.  4× 6 = 24
  42. Explain the features of indifference curves with the help of diagrams.
  43.  The market demand curve for a commodity and the total cost for a monopoly firm producing the commodity 

is given by the schedules below Use the information to calculate the following.

Quantity 0 1 2 3 4 5 6 7 8

Price 52 44 36 31 26 22 19 16 13

Quantity 0 1 2 3 4 5 6 7 8

Total cost 10 60 90 100 102 105 109 115 125

(a) The MR and MC schedules
(b) The quantities for which the MR and MC are equal
(c) The equilibrium quantity of output and the equilibrium price of the commodity. 
(d) The total revenue, total cost, and total profit in equilibrium

  44. Explain the market supply curves with the help of diagrams.
  45. Explain the microeconomic identities.
  46. Write the story of Goldsmith Lala on the process of deposit and loan(credit) creation by commercial banks.
  47. Explain the classification of expenditure.
  48. Write a short note on the gold standard.
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PART - E

 VIII. Answer any two of the following Project and Assignment oriented questions. Each question carries 5 marks. 
 2× 5 = 10

  49.  A consumer wants to consume two goods. The price of Banana is ` 5, and the price of Mango is ` 10. The 
consumer’s income is ` 40.
(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 the 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 one more Banana, you have to give up Mangoes. Is it true’?

  50.  Find the missing products in the following table.

Factor—1 TP MP1 AP1

0 0 0 0

1 10 - 10

2 24 - 12

3 40 16 13.33

4 - 10 -

5 - 6 11.2

6 57 1 9.5

  51. Prepare a budget on the monthly income and expenditure of your family.

ll

SOLUTIONS
As Per Scheme of Valuation 

(Issued by Department of PUE, Karnataka)

PART - A

 I. 1. (b) Consumer behaviour 1
  2. (a) Marginal product 1
  3. (c) es=0 1
  4. (b)  General Theory of Employment, Interest 

and Money 1
  5. (b) 0 and 1 1
 II. 6. Government authorities 1
  7. Invisible hand 1
  8. Value added 1
  9. Free riders 1
  10. 1944 1

 III. 11. 

A B

(a) Possibility of super 
normal profit

Attraction of new 
firms

(b) Inventory Stock variable

(c) M3M4 Broad Money

(d) Savings Y-C

(e) SDR Paper Gold

1 × 4 = 4

 IV. 12. Utility which can be measured in cardinal numbers 
like 1, 2, 3 is called cardinal utility analysis. 1

  13. Market of a particular commodity consisting 
of more than one seller but number of sellers is 
few. 1

  14. Individuals or institutions which take 
economic decisions. 1

[Scheme of Valuation, 2020]

  Detailed Answer:
   Economic agents are those individuals or 

institutions which take economic decisions in 
an economy such as producers, households, 
and the government. 

  15. FRBMA: Fiscal Responsibility and Budget 
Management Act. 1

  16. Mixture of flexible exchange and fixed 
exchange rate system. 1

[Scheme of Valuation, 2020]

  Detailed Answer:
   Managed floating is a exchange rate system in 

which there is the amalgamation of the flexible 
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exchange rate system and the fixed exchange 
rate system. Under this system, central banks 
intervene to buy and sell foreign currencies in an 

attempt to moderate exchange rate movements. 
This system is also called ‘dirty floating’.

PART - B

 V. Answer in a 4 sentences each.

  

17.

 

Budget Line Budget Set

1. Consists of all bundles which costs exactly 
equal to the consumers' income.

Consists of all bundles that the consumer can buy 
with his income at the prevailing market prices.

2. It is expressed as an equation
P1X1 + P2Y2 = M

It is expressed as an equation
P1X1 + P2Y2 ≤ M

   (Any two) 2
  18. Other things remain constant, demand for a 

commodity increases with a fall in its price and 
demand decreases with a rise in the price of that 
commodity is called as law of demand. 2

  19. 1. Constant returns to scale (CRS)
   2. Increasing returns to scale (IRS)
   3. Decreasing returns to scale (DRS) 2
  20.  Opportunity cost of some activity is the gain 

foregone from the second best activity. In other 
words, maximum benefit that you may get from 
other alternative activity is called as opportunity 
cost.

    Example : Suppose you have ` 1,000 which you 
decide to invest in your family business. If you 
do not invest this money, you can either keep in 

the house safe which will give youzero return 
or you can deposit it in either bank-1 or bank-
2 in which case you get an interest at the rate 
of 10% or 5% respectively. But you decided 
to invest the money in your family business, 
therefore opportunity cost of investing the 
money in your family business is the amount of 
foregone interest from the bank-1. 2

  21.  The price at which market demand is equal to 
market supply is called equilibrium price.

    The quantity of goods bought and sold at this 
price is called equilibrium quantity. 2

  22.  Wage is determined at the intersection of the 
demand and supply curves of labour where the 
demand for and supply of labour balance. 2

  

23.

 

Stock Flow

1. Stock is a economic variable which are de-
fined at a particular point of time.

It is an economic variable which are defined over a 
period of time.

2. It is constant quantity.
Example : Quantity of water stored in the 
tank at a particular point of time. 
Capital, foreign reserve.

It is a variable quantity.
Example : The amount of water which is flowing 
into the tank from the tap per minute.
National income, investment.    2

  24.  Externalities refer to the benefits or harms a 
firm or an individual causes to another for 
which they are not paid or penalised. Types :

   1. Positive externalities

   2. Negative externalities 2
  25. Demand for money
   (i) Transaction Motive
   (ii) Speculative Motive 2

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

   
=
−
=Investment multiplier= Y

A
1

1 C
1
S



  2
[Scheme of Valuation, 2020]

  Detailed Answer:
    Investment multiplier (K) is a measure of the 

effect of change in the initial investment on 
change in final income.

K=
1

 OR
1

 OR
∆Y

1-MPC MPS ∆I

  27.  If all the people of the economy increase the 
proportion of income they save, the total value 
of the savings in the economy will not increase. 
It will either decline or remain unchanged. This 
called as paradox of thrift 2

  28. 1. The product market linkage

   2. The financial market linkage

   3. The factor (labour) market linkage 2
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  29. 1.  Balanced balance of trade: Value exports of 
goods are equal to the imports of goods.

   2.  Surplus balance of trade: Value of exports 
are more than imports.

   3.  Deficit balance of trade: Value of imports are 
more than exports. 2

  30. 1.  To purchase goods and services from other 
countries.

   2. To send gifts abroad.
   3.  To purchase financial assets of a certain 

country. 2

PART - C

 VI. Answer the following questions in 12 sentences 
each.

  31.  Every economy faces the scarcity of resources, 
they are not only scarce but have alternative 
usages, therefore every economy has to decide 
how to allocate its scarce resources to produce 
to different goods and services the collections 
of all possible combinations of the goods and 
services that can be produced from a given 
amount of resources and a given stock of 
technological knowledge is called as production 
possibility frontier.

    Example : Consider an economy which can 
produce corn or cotton by using its resources. 
Table given beside shows the some of the 
combinations of corn and cotton that can be 
produce when its resources are fully utilised. If 
all the resources are used in the production of 
corn, the maximum amount of corn that can be 

produced is 4 units and if all resources are used 
in the production of cotton at the most 10 units 
of cotton can be produced. In between there 
many other possibilities.

    The production possibility frontier gives the 
combinations of corn and cotton that can be 
produced when the resources of the economy 
are fully utilised. Any point below the frontier 
line indicates that some of the resources are 
underemployed. If more of the resources are 
used in the production of corn, less resources 
are available for the production of cotton and 
vice-versa.

   

Possibilities Corn Cotton

A 0 10

B 1 9

C 2 7

D 3 4

E 4 0

  

Cotton

Corn

A
B

C

D

E

y

0 x
 4

 

32.

 

Substitutes Complements

1. Goods which are used as alternative to satisfy wants. Goods consumed together to satisfy wants.
2. Ex : Tea and coffee

  Rice and wheat
Ex : Tea and Sugar
  Car and petrol

3. The demand for a good moves in the direction of the 
price of its substitute.

The demand for a good moves in the opposite 
direction of the price of its complementary good.

4. An increase in the price of a good leads to increase in 
demand for substitutes.

An increase in price of goods leads to decrease in 
demand for complements.

5. Decrease in the price of a good leads to decrease in 
the demand for substitutes.

A decrease in the price of a particular good leads 
to increase in the demand for complements

 (Any four) 4

  33.  Isoquant : An isoquant is the set of all possible 
combinations of the two inputs that yield 
the same maximum possible level of output. 
Each isoquant represents a particular level of 
output.

    In the diagram, we place labour on the x-axis 
and capital on the y-axis. We have three 
isoquants for the three output level namely q 
= q1, q = q2, q = q3. Two input combination 
L1K2 and L2K1 give us the same level of output 
q1. If we fix capital at K1 and increase labour 
to L3 output increases and we reach a higher 
isoquant q = q2. Isoquants are negatively 
sloped. 4

Y

X

Capital

K2

K1

L1 L3

q=q3

q=q2

q=q1

L2
O B Labour
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  34.  Any factor that affects a firms marginal cost 
curve is a determinant of its supply curve.
1. Technological progress
2. Input price 4

[Scheme of Valuation, 2020]

  Detailed Answer:
   Determinants of Supply Curve: 

(i) Goals of the firm: Generally, the aim of 
the firm is to maximize profits. Besides 
maximum sales, maximum output and 
maximum employment are also the goals 
of the firm. These goals and change in 
them affect the supply of the commodity. 

(ii) Price of the substitutes: The supply of 
particular goods is inversely related to the 
price of its substitutes. 

(iii) The price of factors of production: With 
the rise in the price of factors of produc-
tion, the cost of production rises. This re-
sult in decrease of supply and vice versa. 

(iv) Change in technology: A change in tech-
nique of production may lead to a change 
in supply. If the technique of production 
improves, cost of production will fall. Even 
at the same prices, producers will like to 
supply more and vice versa. 

(v) The price of the commodity: The supply 
of a commodity very much depends on its 
price. There is direct and positive relation-
ship between the price of the commodity 
and its supply. 

(vi) Expected change in price: In case, produc-
ers expect an increase in the price, they 
will withdraw goods from the market. 
Consequently, supply will decrease. If 
price is expected to fall in future, supply 
will naturally increase. 

(vii) Taxation policy: The production of the 
commodity is discouraged if heavy tax on 
its production is imposed. On the contra-
ry, tax concessions encourage producers to 
increase supply. 

(viii) Number of producers: If the number of 
producers producing a commodity in-
creases, its supply will increase. With the 
exit of producers, the supply would de-
crease. 

(ix) Natural factors: Natural calamities like 
flood, drought and cyclone reduce the 
supply of a commodity. If natural disas-
ters are absent, production and supply of 
a good will increase. 

(x) Means of transport: Goods transport and 
communication facilitates free and quick 
mobility of factors of production to the 
producing centres and the final products 

to the market. Presence of good means 
of transport and communication thus in-
creases the supply of a goods. The supply 
curve will shift to left. (Any four)

  35.  Price ceiling : Government imposed upper limit 
on the price of a good or service is called price 
ceiling. It is imposed on necessary items like 
wheat, rice, kerosene, sugar. It is fixed below the 
market price. Because at the market price some 
section of the population will not be able to 
afford these goods.

    Effects of price ceiling with the help of side 
diagram. In this diagram, market supply curve 
SS and market demand curve DD for wheat.

    The equilibrium price and quantity of wheat 
are p and q respectively. Govt. imposes price 
ceiling at P1 which is lower than the equilibrium 
price level. There will be an excess demand for 
wheat in the market at that price demand is q2 
kilograms and supply is q1 kilograms. In this 
situation Govt. intervene to help the poor by 
distributing the goods through ration card, fair 
price shops are opened to do this job. It has some 
adverse consequences on consumers.
(a) consumer has to stand in long queues.
(b) all may not get adequate quantity of goods.
(c) creation of black market.

   

Price

QuantityO

Y

Xq1

p1

p

q q2

DD

SS

 4

  36.  Monopolistic competition is a market 
structure where there exist a very large 
number of sellers selling differentiated but 
substitutable products.

   Features:
1. Large number of sellers
2. Large number of buyers
3. Product differentiation
4. Free entry and exit
5. Different Price.

    The monopolistic competitive firm is 
also a profit maximizer. Demand curve 
of monopolistic competitive market is 
downward sloping from left to right. It is also 
AR curves. Firm will continue to produce the
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    goods until its total revenue is greater than its 
total cost. If the firms in the industry receives 
supernormal profit, this will attract new 
firms and increase the supply and thus super 
normal profit wiped out. If firms facing losses 
some firms exit from the market thus supply 
falls down, thus existing firms are only able to 
get normal profit. 4

[Scheme of Valuation, 2020]

  Detailed Answer:
    Monopolistic Competition is found in the 

industry where there are large number of sellers 
selling differentiated product to a large number 
of buyers. 

   Features of Monopolistic Competitive Market: 
(i) A Large Number of Firms: There are a 

relatively large number of firms each satis-
fying a small share of the market demand 
for the product. Because there are a large 
number of firms under monopolistic com-
petition, there exists stiff competition be-
tween them.

(ii) Freedom of Entry and Exit to Firms: There 
are no barriers to the entry of new firms 
in the industry. If the firms are earning 
above normal profit, new firms enter, 
raise supply, which bring down the price 
and reduce profit till the firm earn just the 
normal profit. In case the firms are facing 
losses, opposite happens till the losses are 
wiped out.

(iii) Product Differentiation: Though the 
number of firms is large but their product 
differs in colour, shape, brand quality, du-
rability, etc.

(iv) Selling Cost: Another feature of the mo-
nopolistic competition is that every firm 
tries to promote its product by different 
types of expenditures, e.g., advertisement 
which affects demand as well as cost of the 
product.

(v) More Elastic Demand: Under monopo-
listic competition, demand curve is more 
elastic. In order to sell more, the firms must 
reduce its price.

  37.  In both developed and developing countries 
the role of the state (Government) includes 
framing laws, enforcing them and delivering 
justice. State undertakes production imposes 
takes and spends on building infrastructure, 
schools, colleges, providing health services,  
etc. Another major sector in the economy is the 
household sector. Household takes decisions 
relating to consumption. Households save 
and pay taxes. They work in firm as workers 
and earn wages. They work in government 
department and earn salaries. They earn 
profits. They provide demand for products in 
the market. 4

[Scheme of Valuation, 2020] 

  Detailed Answer:
    Role of Government and Household Sector: In 

both, the developed and developing countries, 
apart from the private capitalist sector, there 
is the institutions of State. The role of the State 
includes framing laws, enforcing them and 
delivering justice. The State, in many instances, 
undertakes production apart from imposing 
taxes and spending money on building public 
infrastructure, running schools, colleges, 
providing health services, etc. 

    Apart from the firms and the government, there 
is another major sector in an economy which is 
called the household sector. By a household, we 
mean a single individual who takes decisions 
relating to her own consumption, or a group 
of individuals for whom decisions relating 
to consumption are jointly determined. 
Households also save and pay taxes. Households 
consist of people. These people work in firms 
as workers and earn wages. They are the ones 
who work in the government departments and 
earn salaries, or they are the owners of firms 
and earn profits. Indeed the market in which 
the firms sell their products could not have 
been functioning without the demand coming 
from the households. Moreover, they can also 
earn rent by leasing land or earn interest by 
lending capital.

  38.  The stock of unsold finished goods, or semi-
finished goods or raw materials which a 
firm carries from one year to the next is 
called inventory. Inventory are planned and 
unplanned.

    Unplanned accumulation of inventory : In 
case of an unexpected fall in sales, the firm will 
have unsold stock of good which it has not 
anticipated, it is unplanned accumulation of 
inventories.

    Example : Suppose a firm produces shirts. It 
starts the year with an inventory of 100 shirts. 
During the coming year it expects to sell 1,000 
shirts. Hence it produces 1,000 shirts expecting 
to keep an inventory of 100 at the end of the 
year. However during the year, the sales of shirts 
turn out to be unexpectedly low. The firm is able 
to sell only 600 shirts. This means that the firm 
is left with 400 unsold shirts. The firm ends the 
year with 400 + 100 = 500 shirts. The unexpected 
rise of inventories by 400 will be an example 
of unplanned accumulation of inventories.

    Unplanned decumulation of inventories: 
In case where there is unexpected rise in the 
sales there will be unplanned decumulation of 
inventories.

    Example : In the above example if the sales had 
been more than 1,000 we would have unplanned 
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decumulation of inventories. Example, if 
the sales had been 1,050, then not only the 
production of 1,000 shirts will be sold, the firm 
will have to sell 50 shirts out of the inventory. 
This 50 unexpected reduction in inventory is 
an example of unplanned decumulation of 
inventory. 4

  39.  Central Bank is very important institution 
in a modern economy. Central Bank in 
India is called Reserve Bank of India. It was 
established in 1935.

   Functions :
(1) Issuing currency
(2) Banker to the Government
(3) Banker's Bank
(4) Control of money supply
(5) Custodian of Foreign exchange reserves
(6) Lender of the last resort 4

[Scheme of Valuation, 2020]

  Detailed Answer:
   Functions of RBI:

(i) Bank of Issue: Central Bank (RBI) is the 
sole authority to issue currency in the 
country. Since no other authority is al-
lowed, this ensures uniformity in issue of 
currency. Since currency with public is a 
part of money supply, it gives the Central 
Bank some control over money supply in 
the economy.

(ii) Bankers’ Bank: As the bankers to the 
banks, the RBI holds surplus cash reserves 
of commercial banks. It also lends to com-
mercial banks when they are in need of 
funds. RBI also provides a large number of 
routine banking functions to the commer-
cial banks. It also acts as a supervisor and a 
regulator of the banking system. 

(iii) Government’s Bank : RBI acts as a banker 
to both Central as well as State govern-
ments. The Central Bank accepts receipts 
and makes payments for the government 
and carries out exchange, remittance and 
other banking operations. It advances 
credit/loan to the government to meet its 
requirements in case of crisis. It also acts 
as an agent to buy and sell government 
securities and advises the government on 
various financial matters.

(iv) Lender of Last Resort: It refers to the role of 
RBI of being ready to lend to banks, espe-
cially when a bank is faced with unantici-
pated severe financial crises, and due to this 
central bank is said to be the lender of last 
resort. If the central bank refuses to extend 
this help, there is no option for the bank but 
to shut down.

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

c=c+cy
 c  = consumption expenditure
 c  = autonomous consumption
 cy= induced consumption
Types of consumption
1. Autonomous consumption
2. Induced consumption

{c

c = c + cy

c = c + cy

Y

α

X

c

 [Scheme of Valuation, 2020] 4

  Detailed Answer:
    Consumption Function: The relationship 

between the consumption expenditure and the 
income is known as Consumption Function.

    

=
=
=
=

C f Y
C
f
Y

( )
Where Consumption Expenditure

Function
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.

 
=APC C
Y

(ii) Marginal Propensity to Consume (MPC): 
The ratio between the change in consump-
tion expenditure to change in income is 
called Marginal Propensity to Consume.

 
MPC=

∆C
∆Y
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41.

 

Current
Account

Examples : 
Government Aid

Inter-govermental,
Multilateral and
Bilateral Loan

Examples : External
Commercial
Borrowings

Short-term Debt
Examples : FDI, 
Equity Capital 

Reinvested
Earnings and other
Direct Capital Flows

Examples : FII,
Offshore

Funds

External
Assistance

External
Borrowings

Direct
Investment

Portfolio
Investment

Investments

Components of Capital Account

    4
PART - D

 VII. Answer the following questions in 20 sentences 
each.

 42. 1. Features of indifference curves.
    Indifference curve slopes downwards from 

left to right.

Bananas

M
an

go
es

y

0 x
∆x1

∆x2

(x1+∆x1+x2+∆x2)

(x1 , x2)

  2.  Higher indifference curve gives greater level 
of utility.

y

0 1 2 3
Bananas

M
an

go
es A B C

IC3

IC2

IC1
x

  3.  Two indifference curves never intersect each 
other.

   

y

x
Bananas

M
an

go
es

A
B

C

IC2

IC1

 6
[Scheme of Valuation, 2020]

  Detailed Answer:
   Features of Indifference Curve:

(i) Indifference Curves are negatively sloped 
or they slope downwards: It shows that 
more of one commodity implies less of the 
other, so that the total satisfaction (at any 
point on Indifference Curve) remains the 
same. 

 This property is derived from the 
assumption that both the commodities 
have positive marginal utilities. Addition 
to total utility on account of more of 
one commodity, say, ‘X’ should be 
compensated by equivalent reduction in 
total utility by a reduction in the quantity 
of other commodity, say, ‘Y’.

A

B

IC

X

Y

O Commodity X

C
om

m
od

ity
 Y

(ii) Indifference Curves are convex to the 
point of origin: An Indifference Curve will 
ordinarily be convex to the origin. This is 
because of Diminishing Marginal Rate of 
Substitution. 

 It implies that as the consumer substitutes 
X for Y, the Marginal Rate of Substitution 
between them goes on diminishing as 
shown in the given figure.  AB > CD > EF 
or diminishing MRS. 
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A

B C

D
E

F

Y axis

X axis
Goods-X

Goods-Y

O

∆x

∆y

Diminishing MRS

(iii) Indifference Curve neither touches X-axis 
nor Y-axis: It is often assumed that a con-
sumer buys a combination of two goods. 
Hence, an Indifference Curve neither 
touches X-axis nor Y-axis. If an indiffer-
ence curve touches the Y axis at a point P 
as shown in the figure, it means that the 
consumer is satisfied with OP units of Y 
commodity and zero units of X commod-
ity. This is contrary to our assumption that 
the consumer wants both commodities 
although in a smaller or larger quantities. 
Therefore the indifference curve will not 
touch either the X axis or Y axis.

•

Y

Y

X0

P

Commodity X

C
om

m
od

ity
 Y

(iv) Indifference Curves never touch or inter-
sect each other: Each Indifference Curve 
represents a different level of satisfaction. 
So, their intersection is ruled out. Sup-
pose two indifferent curves cut each other 
at point K as shown in above figure. This 
means that points K and T which are on 
the same indifference curve IC2 show 
equal satisfaction; similarly points K and S 
which are on the same indifference curve 
IC1 show equal satisfaction. K = T, K = S, 
therefore, S = T Since K is common to both 
the curves, points S and T show equal sat-

isfaction. But this is contrary to our earlier 
assumption that points on a higher indif-
ference curve show greater satisfaction 
than points on lower indifference curves. 
In order, therefore, to be consistent with 
our assumptions; different indifference 
curves would not cut each other.

•
•
•

Y

0 X

K

T

S
IC2IC1

Br
ea

d

Rice

(v) Higher Indifference Curve represents 
higher level of satisfaction: This is based 
on the assumption of monotonic prefer-
ences which means that greater consump-
tion of a commodity by the consumer 
gives higher level of satisfaction. In follow-
ing figure, the consumer would prefer to 
lie on indifference curve IC2 rather than 
indifference curves IC1 though he is in-
different between all points on IC1 or IC2. 
Points ‘B’, ‘C’ or any point between them 
on indifference curve IC2 have more of 
at least one good without having less of 
the other compared to point ‘A’ on indif-
ference curve IC1. Therefore, these points 
on indifference curve IC2 represent higher 
satisfaction levels. Since all points on an 
indifference curve represent same level 
of satisfaction, so all points on IC2 im-
ply higher satisfaction as compared to all 
points on IC1. Thus, higher indifference 
curve suggests higher satisfaction level.

B

A C
IC2

IC1

X

Y

O

C
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m
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ity
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Commodity-X
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  43. (a)
Q P TR

(P×Q)
TC MR

(TRn-TRn-1)
MC

(TCn-TCn-1)

0 52 0 10 - -

1 44 44 60 44 50

2 36 72 90 28 30

3 31 93 100 21 10

4 26 104 102 11 2

5 22 110 105 6 3

6 19 114 109 4 4

7 16 112 115 -2 6

8 13 104 125 -8 10

(b) MR and MC are equal for the quantity of output is 6.

(c) Equilibrium quantity of output is 6 and equilibrium price of the commodity is 19.

(d) In equilibrium : Total revenue is 114

        Total cost is 109

        Total profit = TR - TC = 114 - 109 = 5 6

  44.  Market supply curve shows the different quantity of supply in the market for different price level. Market is 
consisting of many sellers. These sellers are selling different quantity of goods for different price level. Thus 
market supply curve can be derived by adding the supply curve of each seller in the market at different 
price level. Here we assumes there are only two suppliers in the market. Therefore in order to get market 
supply curve of these two suppliers we have to add the supply curve of these two individual supplier. 
Market supply curve is depicted in the following diagram.

S1 S2 Sm

q3
q4 q5

p3

p2

p1

0
a b c

x

Output

Price

    Diagram a shows the supply curve of firm 1 denoted by S1, diagram b shows the supply curve of firm 2 
denoted by S2, diagram c shows the supply curve of market denoted by Sm, if the price is less than P1 no 
firm is producing the goods therefore no supply. If price is equal to P1 but less than P2 firm 1 will produce 
goods. Therefore market supply curve coincides with the supply curve of firm 1. If price is equal to P2 
but less than P3 both firms will produce goods, when price is P3 firm 1 supplies q3 units of output, firm 2 
supplies q4 units of output. So the market supply at price P3 is q5, market supply curve is obtained by taking 
a horizontal summation of the supply curve of the two firms in the market. 6

[Scheme of Valuation, 2020]

Detailed Answer:
    Market Supply Curve is the curve which shows the various quantities of a commodity which all producers 

are willing to provide at the prevailing set of relative prices during a defined period of time. The market 
supply is the sum of all individual producer supplies.

Market Supply Schedule for Commodity-X

Price of X
Quantity Supplied

Producer A Producer B Market Supply (A+B)

10 50 40 90

15 100 80 180
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Fig. 3

    In Fig. 1, the supply curve SA of the Producer 
A is drawn, in Fig. 2, the supply curve SB of 
the Producer B is drawn. In Fig. 3, the market 
supply curve SM is drawn by aggregating the 
individual supply curves SA and SB of the two 
Producer, A and B. 

  45. Macro Economic Identities:
1. Gross Domestic Product (GDP) : Total 

value of all the final goods and services 
produced in the country during a year. It 
will not including the net factor income 
from abroad.

 GDP = C + I + G + X - M
2. Net Domestic Product (NDP) : By  

deducting depreciation cost from GDP 
we are getting NDP.

 NDP = GDP - Depreciation
3. Gross National Product (GNP) : Total 

value of all the final goods and services 
produced in a country during the year. 
It will also includes the income from for-
eign trade.

 GNP = GDP + Net factor income from 
abroad

4. Net National Product (NNP) : By  
deducting depreciation charges from 
GNP we are getting NNP.

 NNP = GNP - Depreciation
5. Personal Income : Income earned by an 

individual during the given period of 
time.

 P.I. =  GNP - Undistributed profits - Net 
interest payments made by house-
holds - Corporate tax - Transfer 
payments.

6. Personal Disposable Income : After de-
ducting direct tax from PI we are getting 
PDI.

 PDI = PI - Personal tax payment - non 
tax payments. 6

[Scheme of Valuation, 2020]

  Detailed Answer:
   Some Macroeconomic Identities:

(i) Gross Domestic Product (GDP): It is the 
total value of all the final goods and servic-
es by all the enterprises (both resident and 
non-resident) within the domestic terri-
tory 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 + I + G + NX
 C = Gross Final Consumption Expenditure
 I = Gross Private Sector Investment
 G = Government’s Consumption and  

Investment Expenditure
 NX = Total Exports – Total Imports
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(ii) Net Domestic Product (NDP): It 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, exclusive of 
depreciation.

 NDP = C + I + G + NX − DC
 C = Gross Final Consumption Expendi-

ture
 I = Gross Private Sector Investment
 G = Government’s Consumption and In-

vestment
 Expenditure
 NX = Total Exports − Total Imports
 DC = Depreciation Cost
(iii) Gross National Product (GNP): It is de-

fined 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 nonresi-
dents located within the country.

 GNP = C + I + G + Net X + (R – P)
 (R – P) = It is the net income earned by 

the nationals of the country i.e., difference 
between income received from abroad (R) 
and income paid to foreigner (P).

(iv) Net National Product :
(a) Net National Product at Market Price 

(NNPMP): Gross national income in-
cludes the value of total output of con-
sumption goods and investment goods. 
If we deducted depreciation cost from 
the total value of the goods and services 
we get net national product.

 NNP =  C + I + G + Net X + (R – P) – 
DC

 NNP = GNP – DC
(b) Net National Product at Factor Cost 

(NNPFC): Net National Product at 
Market Price includes indirect taxes. 
These increase prices of goods and 
services. Besides, there are subsidy 
given by the government on certain 
commodities. Subsidies are a source 
of expenditure to the government. 
Therefore, indirect taxes should be 
deducted from and subsidies should 
be deducted from the NNPMP to cal-
culated Net National Income at Factor 
Cost or National Income.

(v) Per Capital Income: Per capital income 
is the average income of the people of a 
country. Per capita income is national in-
come divided by population size.
 Per Capital Income = National In-

come of a Country/ Total Population
(vi) Private Income: It is the total of factor 

income (including retained profits of the 
corporations) from all sources and current 

transfers from the government and rest of 
the world accruing to the private sector.

 Private Income = National Income-Income 
from Property and Entrepreneurship Ac-
cruing to the Government Commercial En-
terprises and Administrative Departments 
- Savings of Non-departmental Enterprises 
of the Government+ Interest on National 
Debt+Net Current Transfers from the 
Government+ Net current Transfers from 
Abroad

(vii) Personal Income: It is the income actu-
ally received by the individual households 
from all sources in the form of current 
transfer payment and factor incomes.

 Personal Income= Private Income – Un-
distributed Profits – Corporate Profit Tax 
– Retained Earnings of Foreign Companies 
– Contribution of Enterprises towards So-
cial Security Schemes

(viii) Personal Disposable Income (PDI): It is 
the amount, which is actually available 
to the households and the non-corporate 
businesses after the deduction of all tax ob-
ligations to the government. 

 Personal Disposable Income = Personal 
Income – Direct Personal Taxes – Miscel-
laneous Receipts of the Government

 (Any six) 
  46.  Once there was a goldsmith named Lala in 

a village. In this village people used gold and 
other precious metals in order to buy goods 
and services. In other words, these metals were 
acting as money. People in the village started 
keeping their gold with Lala for safe keeping. 
In return for keeping their gold Lala issued 
paper receipts to people and charges a small 
fee. Slowly overtime, the paper receipts issued 
by Lala began to circulate as money. This paper 
receipts started acting as money.

    Now let us suppose that Lala had 100 kgs of gold 
deposited by different people and he has issued 
receipts corresponding to 100 kgs of gold. At this 
time Ramu comes to lala and asks for loan of 25 
kgs of gold. The 100 kgs of gold with lala already 
has claimants. However Lala could decide that 
everyone with gold deposits will not come to 
withdraw their deposits at the same time and so 
he may as will give the loan to Ramu and charge 
him for it. If Lala gives the loan of 25 kg of gold, 
Ramu could also pay. All with these 25 kgs of gold 
and all could keep the 25 kgs of gold with Lala in 
return for paper receipt.

    In effect the paper receipts acting as money 
would have risen to 125 kgs now. It seems that 
Lala has created money out of thin air. The 
modern banking works precisely the way Lala 
behaves in this example. 6
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  47. Classification of expenditure
1. Revenue Expenditure : Meet out from 

current revenue receipts. It is the expenses 
incurred for the normal functioning of the 
government departments and various 
services, interest payments on debt, grants 
given to State government and Others.
(a) Planned revenue expenditure : It in-

cludes expenditure relates to Central 
plans and central assistance for State 
and Union territory plans.

(b) Non-plan revenue expenditure: 
It includes expenditure made on 
general economic and social services 
of the Govt. It includes interest 
payment, defence service, subsidies, 
salaries and Pension.

2. Capital Expenditure : Expenditure 
made on creation of physical or financial 
assets, expenditure made on acquisition 
of land, building, machinery, investment 
in share, loans to State Govt. and Union 
territory.
(a) Plan Capital Expenditure : Expenditure 

made on Central plan assistance for 
State and Union Territory Plans.

(b) Non Plan Capital Expenditure : Ex-
penditure made on various general, 
social and economic services provid-
ed by the Govt. 6

[Scheme of Valuation, 2020]

  Detailed Answer:
   Classification of Expenditure:

(i) Revenue Expenditure: Revenue Expendi-
ture is the expenditure incurred for pur-
poses other than the creation of physical or 
financial assets of the Central government. 
It relates to those expenses incurred for 
the normal functioning of the government 
departments and various services, interest 
payments on debt incurred by the gov-
ernment, and grants given to state gov-
ernments and other parties (even though 
some of the grants may be meant for crea-
tion of assets). Revenue expenditure is 
further classified as Plan and Non-plan 
expenditure in the budget. Plan revenue 
expenditure relates to Central plans and 
Central assistance for State and Union Ter-
ritory plans. Non-plan expenditure, the 
more important component of revenue 
expenditure, covers a vast range of gen-
eral, economic and social services of the 
government. The main items of non-plan 
expenditure are interest payments, subsi-
dies, salaries and pensions. 

(ii) Capital Expenditure: These are the expen-
ditures of the government which result 
in creation of physical or financial assets 
or reduction in financial liabilities. This 

includes expenditure on the acquisition 
of land, building, machinery, equipment, 
investment in shares, and loans and ad-
vances by the Central government to State 
and Union Territory governments, PSUs 
and other parties. Capital expenditure is 
also categorised as Plan and Non-plan in 
the budget. Plan capital expenditure, like 
its revenue counterpart, relates to Central 
plan and Central assistance for State and 
Union Territory plans. Non-plan capital 
expenditure covers various general, social 
and economic services provided by the 
government.  Non-plan capital expendi-
ture mainly includes defense, loans to 
public enterprises, Loans to State, Union 
Territories and Foreign governments.

  48.  Gold Standard : From around 1970 to the out 
break of the first world war in 1914 gold standard 
was prevailing. All currencies were defined in 
terms of gold. Indeed some were actually made 
of gold. Exchange rate were determined by its 
worth in terms of gold. For example, if one unit 
of currency A was worth one gram of gold. One 
unit of currency B was worth two grams of gold. 
Currency B would be worth twice as much as 
currency A. The rate would be set by the costs 
of melting, shipping and recoining between the 
two currencies. In gold standard as countries has 
a stable exchange rate.

    Mercantilist are of the opinion that country 
is loosing its gold stock if it imports too much 
A noted philosopher David Hume refuted 
this view and point out that if the stock of 
gold were down, all prices and costs would 
fallcommensurately and no one in the country 
would be worse. Causes for break down of gold 
standard :
1. Gold mines failed to produce that much of 

gold which equalant to the rate of growth 
of GNP.

2. Silver and paper currencies were used par-
allel to gold money.

3. Social unrest was prevailing all over the 
world by that time. 6

PART - E

  49. (a)  If a consumers income is ` 40 and price of 
Banana is ` 5. Consumer can consume 8 
bananas by spending his entire income.

 M = P × Q
 40 = 5 × Q
 40 = 5Q

 
= =Q 40

5
8

   (b)  If consumer income is ` 40 and price of 
mango is ` 10, consumer can consume 4 
mangoes by spending his entire income.
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 M = P × Q
 40 = 10 × Q
 40 = 10Q

 
= =Q 40
10

4

(c) Budget line slopes downward.
(d) Yes, all the bundles on the budget line are 

equal to the consumers income.
(e) Yes it is true. In order to get one additional 

unit of Banana some amount of mangoes 
has to be forgone. 5

  50. 

Factor-1 TP MP1 AP1

0 0 0 0

1 10 10 10

2 24 14 12

3 40 16 13.33

4 50 10 12.5

5 56 6 11.2

6 57 1 9.5

  51. Budget on the monthly income and expenditure of a family. 5

Sources of monthly income ` Expenditure `

Salary 25,000 Food grains 15,000

Agriculture 5,000 Education and Health 10,000

Animal husbandry 6,000 Transportation 8,000

House rent 4,000 Entertainment 5000

Other business 10,000 Fruits, Electricity bill, 
BSNL Bill and others

12,000

TOTAL 50,000 TOTAL 50,000

   Total Income = 50,000
   Total expenditure = 50,000
   Total income is equal to total expenditure. So it is a balanced budget. 5

ll
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