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Question 1. Discuss the central problems of an economy. [4-6 Marks] 
Answer: The three central problems of an economy  are: 

1. What to produce? [CBSE 2004C, 05, 06, 08, 08C, 09, 10; AI 2006, 10] 
(a) What to produce refers to a problem in which decision regarding which goods and services 
should be produced is to be taken. 
(b) Since its resources are limited, every economy  has to decide what comm odities are to be 
produced and in what quantities. 
(c) ‘The guiding principle for an economy here is to allocate resources in such a way that gives 
maximum aggregate utility to the society. 

2. How to produce?[CBSE 2014C, 2006, 08C, 10, AI 2001, 05, 08, 10, 11] 
(a) How to produce refers to a problem in which decision regarding which technique of 
production should be used is made. 
(b) Goods and services can be produced in two way s: by using labour intensive techniques, and 
by  using capital-intensive techniques. 
(c) The guiding principle for an economy  in such a case has to decide about the techniques of 
production on the basis of cost of production. Those techniques of production should be used 
which lead to the least possible cost per unit of comm odity or service. 

3. For whom to produce?[CBSE 2014, 2005C, AI 2013] 
(a) For whom to produce refers to a problem in which decision regarding which category of 
people are going to consume a good, i.e., economically poor or rich. 
(b) As we know, goods and services are produced for those who can purchase them or have the 
capacity to buy them. 
(c) Capacity to buy depends upon how income is distributed among the factors of production. 
The higher the income, the higher will be the capacity to buy and vice versa. So, this is a 
problem of distribution. 
(d) The guiding principle is that the economy must see here that important and urgent wants of 
its citizens are being satisfied for the maximum possible extent or not. 

Question 2. What do you mean by the production possibilities of an economy? [ 1 Mark] 
Answer: Production possibilities of an economy  refer to different combinations of goods and services 
which an economy can produce from a given amount of resources and a given stock of technology. 
Question 3. What is a production possibility frontier? [CBSE 2006C; AI 2006, 09] [1 
Mark] 



 

 

Answer: Production possibility frontier is a curve which depicts all the possible combinations of two 
goods which can be produced with given resources and technology in an economy . 
Question 4. Discuss the subject matter of economics. [3 Marks] 
Answer: 

1.  The subject matter of economics includes microeconomics and macroeconomics. 
2. Microeconomics, studies the behaviour of individual economic units of an economy , like 

households, firm s, individual consum ers and producers etc. It does not study the economy  as a 
whole. 

3. Macroeconomics is the part of economic theory that studies the economy  as a whole, such as 
national income, aggregate employment, general price level, aggregate consumption, aggregate 
investment, etc. 

Question 5. Distinguish between a centrally planned economy and a market economy. 
Answer: Out of syllabus 
Question 6. What do you understand by positive economic analysis? 
Answer: Out of syllabus 
Question 7. What do you understand by normative economic analysis? 
Answer: Out of syllabus 
Question 8. Distinguish between microeconomics and macroeconomics. [AI 2010] [3-4 
Marks] 
Answer: 

 
MORE QUESTIONS SOLVED 



 

 

I. Very Short Answer Type Questions  (1 Mark) 
Question 1. What is meant by economy? [CBSE 2012] 
Answer: Economy  is a  system which provides people with the means to work and earn living. 
Question 2. What is economics? 
Answer: Economics is about studying economic problems arising due to limited means (having 
alternative uses) in relation to unlimited wants. 
Question 3. Why does an economic problem arise? [CBSE 2007] 
Or 
What gives rise to an economic problem? [CBSE, Sample Paper 2008] Or 
Why does the problem of choice arise? [CBSE 2004] 
Answer: If we are not able to satisfy unlimited wants out of limited resources then the economic 
problem arises. 
Question 4. State two features of resources that give rise to an economic problem. 
[CBSE, Sample Paper 2010] 
Answer: The two features of resources that give rise to an economic problem are: 

1. Resources are limited. 
2. They have alternative uses. 

Question 5. Which type of science is economics? 
Answer: Economics is a social science. 
Question 6. What is the basic reason for economic problem in all economies? 
Answer: It is scarcity of resources. 
Question 7. What is meant by economising of resources? [CBSE 2003] 
Answer: Economising of resources means that resources are to be used in such a manner that 
maximum output is realised per unit  of input. It also means optimum utilisation of resources. 
Question 8. What is meant by central problem of an economy? 
Answer: The problem of making a choice among alternative uses of resources is known as basic or 
central problem of an economy. 
Question 9. What does a rightward shift of production possibility curve indicate?[CBSE 
2007] 
Answer: It indicates growth of resources. 
Question 10. Give two examples of growth of resources. 
Answer: 

1. Supply of skilled labour (like IT engineers) has increased in India causing a rightward shift in 
the production of IT software. 

2. Discovery of oil  reserves in the gulf countries has caused a substantial shift to the right in the 
PPC of these countries. 

Question 11. Give two examples of underutilisation of resources. 
Answer: 

1. Related to less developed countries: Labour is underutilised as indicated by mass 
unemployment in countries like India. 

2. Related to developed countries: Capital is underutilised during depression when 
production is decreased owing to lack of demand. 

Question 12. Define Opportunity Cost. [CBSE 2007] 
Or 
Give the meaning of ‘Opportunity  Cost’. [CBSE 2008, 09] 
Answer: Opportunity cost is the cost of the next best alternative. 
Question 13. Define Marginal Rate of Transformation (MRT). [CBSE 2012] 
Answer: Marginal rate of transformation is the ratio of a number of units of a good sacrificed to 
produce an additional unit of another comm odity. 



 

 

Question 14. Why PPC is concave to the point of origin? [CBSE 2011, AI 2007] 
Answer: Because of increasing marginal opportunity cost. 
Question 15. Define microeconomics.[CBSE 2007C; AI 2005, 2012] 
Or 
Give the meaning of microeconomics.[CBSE 2009] 
Answer: Microeconomics studies the behaviour of individual economic units of an economy , like 
households, firm s, individual consum ers and producers etc. 
Question 16. Give one/two examples of microeconomics study.[CBSE 2004C, 09, 09C, 
11C;AI 2004, 05, 07, 11] 
Or 
Name any three variables of micro-economics. 
Answer: 

1. Individual demand; 
2. Individual supply; and 
3.  Individual income. 

Question 17. Name any three variables of macroeconomics. 
Answer:  

1. Aggregate demand; 
2. Aggregate supply; and 
3. National income. 

Question 18. State any two central problems under ‘problem of allocation of 
resources’.[CBSE Sample Paper 2016] 
Answer: 

1.  What to produce and in what quantity? 
2. How to Produce? 

II. Multiple Choice Questions (1 Mark) 
Question 1. The law of scarcity 
(a) Does not apply to rich, developed countries. 
(b) Applies only to the less developed countries. 
(c) Implies that consumers’ wants will be satisfied in a socialistic system. 
(d) Implies that consumers’ wants will never be completely satisfied. 
Answer: (d) 
Question 2. The central  problem in economics is that of 
(a) Comparing the success of command versus market economies. 
(b) Guaranteeing that production occurs in the most efficient manner. 
(c) Guaranteeing 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. 
Answer: (d) 
Use the given figure to answer question no. 3. 
Question 3. Which one of the following bundles of goods cannot be produced with the 
resources the economy currently has? 



 

 

 
(a) A (b) B 
(c) C (d) D  
Answer: (d) 
Question 4. An economy achieves “productive efficiency” when: 
(a) Resources are employed in their most highly valued uses. 
(b) The best resources are employed. 
(c) The total number of produced goods is the greatest. 
(d) Goods and services are produced at least cost and no resources are wasted. 
Using the figure gives below answer the following (Q.5 to Q.7) 

 
Answer: (d) 
Question 5. Which point on PPF shows a “productively efficient” level of output? 
(a) A (b) B 
(c) C (d) All of the above. 
Answer: (d) 
Question 6. Which of the following clearly represents a movement toward greater 
productive efficiency? 
(a) A movement from point A to point B. 
(b) A movement from point C to point D. 
(c) A movement from point F to point C. 
(d) A movement from point E to point B. 
Answer: (c) 
Question 7. Which one of the following alternatives illustrate a decrease in 
unemployment using the PPF? 
(a) A movement down along the PPF. 
(b) A rightward shift  of the PPF. 
(c) A movement from a point on the PPF to a point inside the PPF. 



 

 

(d) A movement from a point inside the PPF to a point on the PPF. 
Answer: (d) 
Question 8. If the PPF is linear, i.e., a straight line, which one of the following 
statements is true? 
(a) As the production of a good increases, the opportunity cost of that good rises. 
(b) As the production of a good increases, the opportunity cost of that good falls. 
(c) Opportunity  costs are constant. 
(d) The economy is not at full employment when operating on the PPF. 
Answer: (c) 
Question 9. Which one of the following statements is a reason for the negative slope of 
PPF? 
(a) The inverse relationship between the use of technology and the use of natural 
resources. 
(b) Scarcity at any point of time due to limited amounts of productive resources. 
(c) Resource specialisation. 
(d) Increasing opportunity costs. 
Answer: (b) 
Question 10. Capital intensive technique is chosen in a 
(a) Labour surplus economy. 
(b) Capital surplus economy. 
(c) Developed economy. 
(d) Developing economy. 
Answer: (b) 
Question 11. Labour intensive technique is chosen in a 
(a) Labour surplus economy. 
(b) Capital surplus economy. 
(c) Developed economy. 
(d) Developing economy. 
Answer: (a) 
Question 12. If the marginal (additional) opportunity cost is a constant, PPC would be 
(a) Convex. 
(b) A straight line. 
(c) Backward bending. 
(d) Concave. 
Answer: (b) 
Question 13. The branch of economic theory that deals with the problem of allocation of 
resources is 
(a) Micro economic theory. 
(b) Macroeconomic theory. 
(c) Econometric’s. 
(d) None of them. 
Answer: (a) 
Question 14. Which one of the following options is likely to cause an inward shift  in a 
country’s PPC? 
(a) Earthquake destroying resources of the country. 
(b) Scientists discovering new machines. 
(c) Workers getting jobs in a new metro- project. 
(d) The country finds new reserves of crude oil. 
Answer: (a) 



 

 

Question 15. The various combinations of goods that can be produced in any economy 
when it uses its available resources and technology efficiently are depicted by 
(a) Demand curve. 
(b) Production curve. 
(c) Supply curve. 
(d) Production possibilities curve. 
Answer: (d) 
Question 16. Scarcity is a situation in which 
(a) wants exceed the resources available to satisfy them 
(b) something is being wasted 
(c) people are poor 
(d) none of them 
Answer: (a) 
Question 17. Production Possibilities Curve is also known as 
(a) Demand curve 
(b) Supply curve 
(c) Indifference curve 
(d) Transformation curve 
Answer: (d) 
Question 18. A lot of people die and many factories are destroyed due to floods in a 
country. 
How will it affect the production possibility curve? [CBSE 2014] 
(a) PPC will shift towards right 
(b) PPC will shift  towards left. 
(c) PPC will remain the same 
(d) None of the above. 
Answer: (b) 
Question 19. Which of the following is not a subject matter of microeconomics? [AI 
2014] 
(a) Consumer’s behavior 
(b) Market structure 
(c) Monetary Policy 
(d) Pricing of factor services 
Answer: (c) 
Question 20. Which of the following is an assumption of Production Possibility  
Frontier? 
(a) Resources are not fully employed. 
(b) Resources are not equally efficient for production of the two goods.  
(c) Resources are not efficiently employed. 
(d) Resources available are not fixed.[ CBSE Sample Paper 2016] 
Answer: (b) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. Why does an economic problem arise? [CBSE 2006, 07C, 09; Or AI 2007] 
State any two causes of economic problem. [CBSE 2005C, 09C, 12;Or AI 2007] 
State two characteristics of the economic resources which give rise to economic 
problem.Or [AI 2007] 
Why does problem of choice arise?[CBSE 2004, 05C, 06, 07] Or 
Explain three factors that lead to an economic problem. 
Answer: Economic problem arises because of scarcity of resources in relation to demand for them. 



 

 

1. Wants are unlimited: 
(a)This is a basic fact of human life. Human wants are unlimited. 
(b)They are not only unlimited but also grow and multiply very fast. 

2. Resources are limited: 
(a)The resources to produce goods and services to satisfy human wants are available in limited 
quantities. Land, labour, capital and entrepreneurship are the basic scarce resources. 
(b)These resources are available in limited quantities in every economy , big or small, developed 
or underdeveloped, rich or poor. Some economies may  have more of one or two resources but 
not all the resources. 
(c)For example, Indian economy  has relatively more labour but less capital and land. The U.S. 
economy  has relatively more land but less labour. No economy  in the world is comfortable in 
all  the resources. 

3. Resources have alternative uses: 
(a)Generally a resource has many alternative uses. 
(b)A worker can be employ ed in a factoiy, in a school, in a government office, self employ ed 
and so on. 
(c) Like this, nearly all resources have alternative uses. But the problem is that which resource 
should be put to which use. 

Question 2. Give reasons for the following statements: 
1. Every economy has to make the decision relating to what to produce. 
2. Problem of choice arises because available resources have alternative uses. 

Answer: 
1. As, we know there is no economy  in this world which possesses infinite resources to produce 

each and everything in infinite quantities.Therefore, if an economy  decides to produce a 
quantity of one comm odity, then they have to sacrifice the production of another comm odity . 

2. Resources in eveiy economy are always scarce. But the available resources can be put to 
alternative uses. Therefore, an economy  will always prefer to make use of its resources in 
production of those goods and services that are most required and sacrifice the production of 
less- required goods and services. 

Question 3. Why do all economies have similar central problems? 
Answer:  All economies whether developed or developing, have similar central problem because one 
or more of their resources (land, labour, capital and entrepreneurship) are limited and these 
resources can be put to alternative uses. The wants of the economies are unlimited. Therefore all  
economies have to face the basic economic problem of choice (what to produce, how to produce and 
for whom to produce). 
Question 4. State the central problems of an economy. [CBSE Sample Paper 2014] 
Answer: The central problems of an economy  are: 

1. What to produce and in what quantity? 
2. How to produce? 
3. For whom to produce? 

Question 5. Define Production Possibility Curve and state its properties.[CBSE, All 
India 2013 C] 
Answer:  Production possibility curve is a curve which depicts all possible combinations of two 
goods which can be produced with given resources and technology in an economy . Properties of 
Production Possibility Curve 

1. PPC is downward sloping: The downward slope of PPC means if the country wants to produce 
more of one good, it has to produce less quantity of the other goods. 

2.  PPC is concave to the point of origin: Concave shape of PPC implies that the slope of PPC 
increases. Slope of PPC is defined as the quantity of goods Y given up in exchange for 
additional unit of goods X.[Slope of Production Possibility Curve] 



 

 

 
[Slope of PPC] = MRT = [Marginal Opportunity Cost] 

Question 6. State any three assumptions on which a production possibilities curve is 
based. [CBSE 2013 Q] 
Answer: The concept of PP curve is based on the following assum ptions: 

1.  First, the amount of resources in the economy  is fixed. 
2. Second, the technology is given and unchanged. 
3. Third, the resources are efficient and fully employed. 

Using the figure given below answer the following (Q.9 & Q.10). 
Question 7. Does production take place only on PPC? 
Answer: Both Yes and No. 

 
Yes, production will take place on PPC, if the given resources are fully and efficiently utilised. In such 
case,  production will take place at any point on the curve AB, like point F. No, production will take 
place on PPC, if the resources are either underutilised or inefficiently utilised or both. In such case, 
production will take place on any point below the curve AB, like point H. Any point below the PP 
curve, thus highlights the problem of unemployment and inefficiency in the economy . 
Question 8. “An economy always produces on but not inside PPC. Defend or refute. 
Answer: The given statement is refuted. An economy operates on PPC, only when resources are fully 
and efficiently utilised. It means, if there is unemployment or inefficient use of resources, the 
economy  may operate inside PPC. So, the economy  may  operate at point ‘H’ (Figure), in addition to 
the points on the curve AB on PPC. 
Question 9. Why is Production Possibilities Curve concave? Explain.[CBSE 2011, AI 
2014, 2007] 
Answer: 

1. PPC is concave because of increasing marginal opportunity cost (MOC). 
2. This behavior of the MOC is based on the assumption that all resources are not equally efficient 

in  production of all goods. 
3. Rise in opportunity cost occurs when factors (resources) which are specialized or more adopted 

for production of a piece of particular good (say, tanks), is transferred to the production of 
another good (say, wheat) for which they are less productive or less specialized. 

4. Thus, transfer of resources from more productive to less productive uses indirectly means fall 
in  their productivity, with the result more of such resources are needed to produce an 
additional unit of the other comm odity. Thus marginal opportunity cost goes on increasing 
making the PP curve concave in shape. 

Question 10. Give reasons for the following statements: 
1. A Production Possibility Frontier is always a downward sloping concave curve. 
2. An efficient economy would always produce a combination of goods 

that lies on the given Production Possibility Frontier. 
3. Growth of an economy is represented in the form of a rightward shift  of a 

Production Possibility Frontier. 



 

 

Answer: 
1. A PPF slopes downward to indicate if an economy  chooses to produce more of one comm odity , 

then it would have to reduce the production of another comm odity. 
The concave shape of PPF is due to Increase in Marginal Opportunity Cost. 

2. Any point on a given PPF presents a production possibility wherein all  the available resources 
in  an economy  get fully utilized. 
Any combination located below the given PPF shows an under utilization of available 
resources. Likewise, any point to the right of the PPF is beyond the available resources. 

3. By  economic growth, we mean that an economy  has developed greater capacity to produce 
larger quantity of goods by acquiring more resources. Graphically, this would be represented 
by  a rightward shift of PPF. 

Question 11. Explain the meaning of opportunity  cost with the help of production 
possibility  schedule.[CBSE, All India 2013] 
Answer: Opportunity cost of any comm odity is the amount of other good which has been given up in 
order to produce that comm odity. Alternatively opportunity cost of a given activity is the value of the 
next best activity. 

 
Initially at combination B, in order to produce one unit of X, the economy  has to sacrifice one unit  of 
Y. So, at combination B, opportunity cost is 1 unit. At combination C, for producing additional unit of 
comm odity X,  the economy  has to sacrifice 2  units of comm odity Y. So, at combination C, opportunity 
cost is 2 units. Similarly, at combination D, for producing additional unit of comm odity X, the 
economy  has to sacrifice 3 units of comm odity Y. So, at combination C, opportunity cost is 3 units and 
so on. 
Question 12. Define Marginal Opportunity Cost. Explain the concept with a hypothetical 
numerical example.[CBSE Sample Paper 2016] 
Answer: 

1. Marginal opportunity cost is an addition to a cost in terms of a number of units of a comm odity 
sacrificed to produce one additional unit of another comm odity. 

2. Marginal opportunity cost can also be term ed marginal rate of transformation, Marginal rate of 
transformation is the ratio of number of units of a good sacrificed to produce one additional 



 

 

unit of another comm odity. 

 
IV. True Or False 
Giving reasons, state whether the following statements are true or false. 
Question 1. An economy always manages to meet all the needs of the people living in the 
country. 
Answer: False: An economy  always tries to provide means of living to all the people. It may be 
successful (as in most of the developed countries), or it may  not be successful (as in many developing 
countries) to achieve its objective. 
Question 2. In the context of an economy when we talk about ‘scarcity’, we refer to 
short supply of land. 
Answer: False: Scarcity refers to limited availability of all types of goods and services in relation to 
their requirements. The concept of scarcity, thus, is not limited to land alone. 
Question 3.  Economic problem arises due to plenty of resources. 
Answer:  False: Economic problem arises due to scarcity of resources and alternative uses of 
various means. 
Question 4. Because of destruction caused by war, a country’s PPF will shift  to the left. 
Answer: True: Country’s PPF will shift to the left; this will be due to the fact that the country’s 
capacity to produce will get reduced. 
Question 5.  A job guarantee scheme will lead to a rightward shift  of PPF. 
Answer: False: A job guarantee scheme does not add anything new to a country’s resources. This 
will only ensure that available unutilised or unemployed resources are productively employed. 
Question 6. If a PPF shifts to the right, the new PPF will be parallel to the original. 
Answer: False: A new PPF need not be parallel to the old one. It can take any possible shape. 
Question 7. A ‘Production Possibility Frontier’ (PPF) is always represented as a upward 
sloping curve. 
Answer: False: A PPF represents different combinations of two comm odities that can be produced 
with the help of available resources in an economy . If an economy  decides to produce a larger 



 

 

quantity of one comm odity, it would be left with lesser resources to produce another comm odity. A 
downward sloping curve represents this relationship. 
Question 8. If the economy operates inside PPC, it  shows full utilisation of resources. 
Answer: False: If economy  operates inside PPC, it shows underutilsation of resources. 
Question 9. Growth of resources shifts PPC towards left. 
Answer: False: Growth of resources increases the capacity of economy  to produce more. It shifts 
PPC towards right and not left. 
Question 10. PPC is concave shaped as production of one good can be increased only by 
reducing quantity  of another good.  
Answer: False: PPC is concave shaped due to increasing marginal opportunity cost. 
Question 11. Economy can never operate outside PPC with the given resources and 
technology. 
Answer: True: Economy  can never operate outside PPC with the given resources and technology as 
all  points outside PPC are unattainable. 
Question 12. Economy always operates on PPC. 
Answer: False: Economy  operates on PPC only when resources are fully and efficiently utilised. If 
resources are not fully and efficiently utilized, economy  operates at any point inside PPC. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 
V. Higher Order Thinking Skills Questions 
Question 1. Define Marginal Opportunity Cost.[AI 2008] [1 Mark] 
Answer: Marginal opportunity cost is an addition to the cost in terms of a number of units of a 
comm odity sacrificed to produce an additional unit of another comm odity. 
Question 2. How does Maruti Udyog Ltd. fix the prices of its cars, is it studied in 
macroeconomics? [ 1 Mark] 
Answer: False: Macroeconomics is the study of aggregates e.g., determination of general price level 
in  an economy . The principles underlying the pricing of a single good by a single firm or single 
industry are studied in microeconomics. 
Question 3. Whether the cotton textile industry is an example of micro or 
macroeconomics? 
Answer: Microeconomics. 
  
Question 4. “Scarcity  and choice go all together”. Defend or refute. [3-4 Marks] 
Answer: 

1. We defend this statement because scarcity arises as resources are limited. The resources to 
produce goods and services to satisfy human wants are available in limited quantities. Land, 
labour, capital and entrepreneurship are the basic scarce resources. 

2. These resources are available in limited quantities in eveiy economy , big or small, developed or 
underdeveloped, rich or poor. Some economies may  have more of one or two resources but not 
all  resources. 

3. For example, the Indian economy  has relatively more labour but less capital and land. The U.S. 
economy  has relatively more land but less labour. No economy  in the world is comfortable in 
all  the resources. 

4. Since resources are limited, then we have to make a choice because resources have an 
alternative use. Generally a resource has many alternative uses. A worker can be employ ed on a 
farm, in a factory, in a school, in a government office, self-employ ed and so on. Like this nearly 
all  resources have alternative uses. But the problem is that which resource should be put to 
which use. 

Question 5. “Only ‘Scarce Goods’ attract price.” Comment. [3-4 Marks] 
Answer: 

1. The given statement is correct. 



 

 

2. All resources are not scarce in the economy . For example, the water taken 
from river or air we breathe is abundant in relation to wants. Such goods are available free of 
cost. These goods are known as Non-Economic Goods. 

3. On the other hand, some goods are scarce in relation to their wants. For example, diamonds, 
petrol, electricity, etc. are scarce in relation to wants. These goods command price and are 
known as Economic Goods. 

Question 6. A lot of people died and many factories were destroyed in an earthquake. 
How will it affect the PPC of the economy? [3-4 Marks] 
Answer: PPC of the economy  will shift to the left from PP to P,Pr It happens because the number of 
possible combinations available with the economy  has decreased due to destruction of resources in  
the economy . 

 
Question 7. Massive unemployment will shift  PPC to the left. Defend or refute. [3-4 
Marks] 
Answer: The given statement is refuted. Massive unemployment does not decrease the capacity of 
economy  to produce. So, there will be no shift of PPC. However, due to unutilisation of human 
resources, economy  will operate at some point inside PPC as shown in the adjacent figure at point U. 

 
VI. Value Based Questions 
Question 1. A country’s resources are fully and p efficiently employed. The problem of 
scarcity exists. What advice would be given to raise the efficiency level of the human 
resource to fight scarcity? [CBSE Sample Paper 2013] [1 Mark] 
Answer: Spread of education and training. Value: Awareness about efficient utilization of resources 
Question 2. In an underdeveloped economy why there is the need of efficient utilization 
of resources? [1 Mark] 
Answer: Developmental needs are more in underdeveloped economy  and these are fulfilled with our 
limited resources.  Value: Critical thinking 
Question 3. India is a labour abundance and capital scarce economy. Which technique 
of production should be used to produce the commodity?[1 Mark] 
Answer: India should adopt labour intensive technique. 
Value: Analytic 



 

 

Question 4. As water resources are limited in our country, how can we economise the 
water resources so that it could not cause a future problem for us? Give any two 
suggestions. [1 Mark] 
Answer: 

1. Rainwater should be conserved by rain water harvesting. 
2. Water wastage should be avoided i.e., economical use of water. 

Value: Awareness about efficient use of water. 
Question 5. Scarcity of resources is a universal phenomenon and is not confined to 
poor and backward countries only. Comment. 
Answer: All countries, rich and poor, face the problem of choice due to scarcity of resources to fulfil 
unlimited wants. Value: Critical thinking 
Question 6. The problems of scarcity of resources and their alternate uses arise 
everywhere but particularly in backward countries. For their solution non-economic 
considerations can be stressed. How?[1 Mark] 
Answer: Central problems, what to produce?, How to produce? and for whom to produce?, can be 
solv ed in poor countries by laying more stress on the social aspects, e.g., public utility services may  be 
developed, labour intensive techniques may be preferred and the distribution of national income may 
be made equitable. 
Value: Analytic 
Question 7. Although water is useful, yet it is cheap. On the contrary, diamond is not 
much of use, still it is very expensive. Give an economic reason for this paradox. [ 1 
Mark] 
Answer: The economic reason for this paradox is scarcity. Although water is useful, yet it is cheap 
due to its abundance in the economy . Diamonds are very expensive because they are scarce and 
people are ready to pay a high price. Value: Analytic 
Question 8. Why is it that on one hand coal is found in plenty, yet it is scarce while on 
the other, a rotten vegetable is rare but not scarce? [1 Mark] 
Answer: Coal is found in plenty yet it  is scarce because its demand is also high. Scarcity means that 
availability is less than sufficient to satisfy all  wants or desires. On the other hand, a rotten vegetable 
is rare but not scarce because there is no demand or want for a rotten vegetable. Value: Analytic 
Question 9. A farmer is getting more profit by producing opium rather than that of 
wheat. In situation of famine which crop should be produced? 
Answer: Production of wheat. Because in situation of famine, food grain like wheat is required more 
than opium. Value: Social welfare 
Question 10. Large number of technical training institutions have been started by the 
government. State its economic value in the context of production possibility 
frontier.[Foreign 2014] [1 Mark] 
Answer: This would lead to technological innovations in the economy . When the level of technology 
improves production possibility frontier is expected to shift to the right. There would be better 
utilization of the resources and the economy  will move closer to the production possibility frontier. 
Value: Economic Growth with technological innovation 
Question 11. Unemployment is reduced due to the measures taken by the government. 
State its economic value in the context of production possibilities frontier. [CBSE 2014] 
[1 Mark] 
Answer: When unemployment is reduced due to the measures taken by the gov ernment, the 
economy  will be able to realize its production potential (Full employment) level. 
Value: Efficient utilization of resources 
Question 12. The government has started promoting foreign capital. What is its 
economic value in the context of Production Possibilities Frontier? [AI2014] [1 Mark] 
Answer: The inflow of foreign capital is expected to increase the availability of the resources in an 



 

 

economy , which will thereby shift the production possibility frontier to the right. Value: Economic 
Growth with increase in resources 
Question 13. Name the economic value achievable when attempts are made to increase 
resources in the country. [CBSE 2014C] [1 Mark] 
Answer: The economic value here is economic growth in the country, which will thereby shift the 
production possibility frontier to the right. Value: Economic Growth 
Question 14. Production in an economy is below to its potentiality due to 
unemployment. Government starts employment generation schemes. Explain its effects 
by using production possibility curve. [CBSE 2013] [3-4 Marks] 

 
Answer: Production possibility curve is a curve which depicts all the possible combinations of goods 
which can be produced with given resources and technology in an economy  i.e., producing goods at its 
full potentiality. Production below the potentiality means that total production in the economy  is 
somewhere below the production possibility curve PPi; for example, point U in the diagram. We know 
production below the production possibility curve highlights unemployment. When government starts 
employment generation schemes, the economy  moves towards the full employment, thereby remov es 
unemployment. So, economy  comes back to its potential level. 
Value: Analytic 
Question 15 There are various sources of income a teacher has; such as, 

1.  He can earn Rs 40000 from teaching in school. 
2. He can earn Rs 50000 by tuition/ coaching 
3. He earns Rs 60000 by writing the help book guides. 

What is the opportunity cost of his teaching in school? Why should he choose 
teaching profession? [1 Mark] 

Answer: Opportunity cost of teaching is the writing of books. He should choose teaching profession 
because it provides maximum social welfare. Value: Social welfare 
Question 16. Economic slowdown in some parts of the world has adversely affected 
demand for Indian exports. What will be its effect on the production Possibilities 
frontier of India? Explain. [CBSE Sample Paper 2013][3-4 Marks] 
Answer: There will be no effect on Production Possibility Frontier (PPF). It is because PPF shows 
only what a country can potentially produce, and not what it actually produces. Slowdown by reducing 
demand for exports may ultimately bring down output. Assuming that the country’s actual production 
is somewhere on PPF, Slowdown may result in the country producing at a point somewhere below 
PPF as shown in the figure at point U. 



 

 

Value: Analytic 

 
Question 17. Using a diagram explain what will happen to the PPC of Bihar if the river 
Kosi causes widespread floods?[CBSE Sample Paper 2014] [3-4 Marks] 
Answer: If the river Kosi causes widespread floods in  Bihar, it will lead to destruction of resources in 
Bihar. This will shift the PPC leftward. Initially PPC is PP. With floods, the PPC will shift to  
Value: Analytic 

 
VII. Applications Based Questions 
Question 1. A teacher is getting Rs 6,000 per month as salary. If he leaves the job and 
starts tuition work, he is expected to earn Rs 5,000 per month. What would be his 
opportunity cost? [1 Mark] 
Answer: The opportunity cost of school job is Rs 5,000 p.m., that the teacher could have earned in 
the alternative use, by doing tuition work. 
Question 2. A doctor has a private clinic in New Delhi and his annual earnings are Rs 10 
lakh. If he works in a government hospital in New Delhi, his annual earning will be Rs 8 
lakh. What is the opportunity cost of having a clinic in New Delhi? [1 Mark] 
Answer: The opportunity cost of opening a clinic in New Delhi is Rs 8 lakh, that he could have 
earned in the next best alternative use, by working in a government hospital in New Delhi. 
Question 3. With the same amount of resources a farmer can feed the following 
combination of goats and horses: 

 
Taking into consideration the options available with him, find out the opportunity cost 
of the farmer of feeding one horse. [1 Mark] 
Answer: The opportunity cost of the farmer ‘of feeding one horse is 3 goats i.e., 



 

 

 
Thus, the opportunity cost of feeding one horse is 3  goats. 
Question 4. Why is production possibility curve also called opportunity cost curve? [3 
Marks] 
Answer: 

1. Production possibility curve is a curve which depicts all possible combinations of two goods 
which can be produced with given resources and technology in an economy . 

2. PPC is also called opportunity cost curve because each and every point on PPC measures the 
opportunity cost of one comm odity in term s of sacrificing other comm odity. 

3. The rate of this sacrificed comm odity is called the Marginal Opportunity Cost of the expanding 
good. 

Question 5. What will be the impact of recently launched ‘Clean India Mission’ (Swachh 
Bharat Mission) on the Production Possibilities curve of the economy and why? [CBSE 
2015][3 Marks] 
Answer: Cleanliness reduces chances of people falling ill and, thus ensure better health. This in turn 
will reduce forced absenteeism from work, raise efficiency level and thus raise country’s production 
potential.  Rise in potential shifts PP curve to the right. 

 
Question 6. What will likely be the impact of large scale outflow of foreign capital on 
Production Possibility Curve of the economy and why? [CBSE 2015] [3 Marks] 

 
Answer: 

1. The Production Possibility Curve shifts to the left. 
2. It is so because outflow of foreign capital decreases the capital resource in our country leads to 

fall in production capacity of our country. 
3. It can be explained with the help of the diagram that PP is at full employment level and due to 

outflow of foreign capital it shifts leftwards P1 P1. 



 

 

Question 7. What is likely to be the impact of ‘Make in India’ appeal to the foreign 
investors by the Prime Minister of India, on the production possibilities frontiers of 
India? Explain.[AI 2015] [3 Marks] 
Answer: (i) The production possibility frontier of India shifts rightward because of ‘Make in India’ 
appeal. 

 
(ii) It is so because it attracts foreign companies or investors to set up factories in India and invest in 
country’s infrastructure. 
(iii) It leads to huge capital inflow shifting the production possibility curve rightward as shown in the 
figure. 
Question 8. What is likely to be the impact of efforts towards reducing unemployment 
on the production potential of the economy? Explain. [AI 2015] [3 Marks] 
Answer: 

1. The economy  moves towards the full employment, thereby removes unemployment. 
2. This can be done when government starts employment generation schemes. By this, economy  

moves towards full employment and production potentiality of an economy  increases. 
3. It can be explained with the help of the following diagram. In the given figure, 

from unemployment (U), we are moving towards full employment (F). 

 
Question 9. Giving reason comment on the shape of Production Possibilities curve 
based on the following schedule. [CBSE 2015] [3 Marks] 



 

 

 
Answer: 

 
The Production Possibility Curve is downward sloping concave because of increasing marginal 
opportunity cost. 
Question 10. Giving reason comment on the shape of Production Possibilities curve 
based on the following schedule. [CBSE 2015] [3 Marks] 

 
Answer: 

 
The Production Possibility Curve is downward sloping straight line because of constant marginal 
opportunity cost. 
Question 11. Giving reason comment on the shape of Production Possibilities curve 
based on the following schedule. [AI 2015] [3 Marks] 



 

 

 
Answer: 

 

 
The Production Possibility Curve is downward sloping straight line because of constant marginal 
opportunity cost. 
Question 12. Giving reason comment on the shape of Production Possibilities Curve 
based on the following schedule. [AI 2015] [3 Marks] 

 
Answer: 

 
The Production Possibility Curve is downward sloping straight line because of constant marginal 
opportunity cost. 
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Question 1. What do you mean by the budget set of a consumer? 
Or 
Define Budget Set. [CBSE 2011, 13] [1 Mark] 
Answer:  Budget set is the collection of all  bundles of goods that a consumer can buy with his income 
at the prevailing market prices. 
Question 2. What is Budget Line? [CBSE 2011, 13, 11C, A1 10][1 Mark] 
Answer: Budget line is a graphical representation which shows all the possible combinations of the 
two goods that a consumer can buy with the given income and prices of comm odities. It is also called 
consum ption possibility line. 
Question 3. Explain why budget line is downward sloping? 
Or 
Why is budget line negatively sloped? [CBSE 2011 C][l Mark] 
Answer: ‘Budget line is downward sloping because if a consumer wants to buy more of one 
comm odity, he has to buy less of other goods, given money income. 
Question 4. A consumer wants to consume two goods. The prices of the two goods are 
Rs 4 and Rs 5 respectively. The consumer’s income is Rs 20. 

1. Write down the equation of the budget line. 
2. How much quantify of good 1 can the consumer consume if she spends her entire 

income on that good? 
3.  How much of good 2 can she consume if she spends her entire income on that 

good?  
4. What is the slope of the budget line? [3-4 Marks] 

Answer: 
1. Let the two quantities of goods be X and Y. We are given Px = Rs 4, P = Rs 5, Consumer’s 

income (M) = Rs 20. Budget line equation is, 
Px .X + Py .Y = M or = 4X + 5Y = 20 

2. If quantity consumed of good Y = 0, Budget equation becomes, 
Px.X + zero = M = 4.X = 20 = X = 20/4 = 5 units 

3. If quantity consumed of good X = 0, Budget equation becomes, 
Zero + Py.Y = M 
or = 5Y = 20 = Y = 20/5 = 4 units. 

4. Slope of budget line = Px/Py = 4/5 = 0.8 



 

 

Questions 5, 6 and 7 are related to question 4, 
Question 5. How does the budget line change if the consumer’s income increases to ?40 
but the prices remain unchanged? [1 Mark] 
Answer: If consumer’s income increases to Rs 40, the consumer can buy more pieces/quantities of 
both the goods X and Y. There will be parallel rightward shift in the budget line AB to A1B1. 

 
Question 6. How does the budget line change if the price of good 2 decreases by a rupee 
but the price of good 1 and the consumer’s income remain unchanged? [ 1 Mark] 
Answer: If price of good 2 (shown on y -axis) decreases, consum er can buy more pieces /quantity of 
good 2.  The budget line AB will piv ot at B and rotate upwards to A1 B. 

 
Question 7. What happens to the budget set if both the prices as well as the income 
double? [ 1 Mark] 
Answer: There will be no change in the budget line. Let us understand this with the help of an 
example: Suppose,the price of goods 1  rises from Rs 4 to Rs 8 and that of goods 2  rises from Rs 5 to Rs 
10. Income also rises from Rs 20 to Rs 40. With double increase in prices and income, intercepts on 
both X-axis and Y-axis will remain unchanged at 5 units (goods 1 ) and 4 units (goods 2) respectively. 
Slope of budget line will also remain the same. Therefore, there will be no change in the budget set 
and the budget line. 
Question 8. Suppose a consumer can afford to buy 6 units of good 1 and 8 units of good 
2 if she spends her entire income. The prices of the two goods are Rs 6 and Rs 8 
respectively. How much is the consumer’s income?  [1 Mark] 
Answer: Budget equation is given as: Px.X + Py .Y = M 
Let good 1  be X and good 2 be Y Putting the values, we get, 
(6).(6) + (8).(8) = 36  + 64  = Rs 100 
Question 9. Suppose a consumer wants to consume two goods which are available only 
in integer units. The two goods are equally priced at Rs 10 and the consumer’s income 
is Rs 40. 

1. Write down all the bundles that are available to the consumer. 
2.  Among the bundles that are available to the consumer’s. Identify those which 

cost her exactly 40.[3-4 Marks] 



 

 

Answer: Let Px = Py = Rs 10 
Money Income = 40 

1. Bundles available to consumer are: (0,0), (0,1), (0,2), (0,3), (0,4), (1,0), (1,1), (1,2), (1,3), (2,0), 
(2,1), (2,2), (3,0), (3,1) and (4, 0). 

2.  (0,4), (1,3), (2,2), (3,1) and (4,0) cost exactly Rs 40. All the other bundles cost less than Rs 40. 
Question 10. What are monotonic preferences? [AI 2011 C][l Mark] 
Answer: Consumer’s preferences are assumed to be such that between any two bundles (x1, x2) and 
(y1, y2), if (x1, x2) has more of at least one of the good and no less of the other good as compared to 
(y1, y2), the consumer prefers (x1, x2) to (y1, y2). Preferences of this kind are called monotonic 
preferences. 
Question 11. If a consumer has monotonic preferences, can she be indifferent between 
the bundles (10, 8) and (8, 6)? [1 Mark] 
Answer: No, if a consum er has monotonic preferences, bundle (10, 8) is preferred to bundle (8, 6) as 
bundle (10, 8) has more units of both the goods. 
Question 12.  Suppose a consumer’s preferences are monotonic. What can you say 
about her preference ranking over the bundles (10, 10), (10, 9), (9, 9).  [1 Mark] 
Answer: If a consumer has monotonic preferences then, 

1. Bundle (10, 10) is monotonically preferred to bundle (10, 9) and bundle (9, 9). 
2. Bundle (10, 9) is monotonically preferred to bundle (9, 9). 

Question 13. Suppose your friend is indifferent to the bundles (5, 6) and (6, 6). Are the 
preferences of your friend monotonic? [I Mark] 
Answer: No, the preferences of my  friend are not mono tonic since bundle (6, 6) should be 
monotonically preferred to bundle (5, 6). 
MORE QUESTIONS SOLVED 
I. Very Short Answer Type Questions (1 Mark) 
Question 1. Define utility . [CBSE 2005C, 06C, AI 06] 
Answer: Utility is the power or capacity of a comm odity to satisfy human wants. 
Question 2. Define total utility . 
Answer: Total utility is the sum of all the utilities derived from consumption of all the units of a 
particular comm odity. 
Question 3. How much is total utility at zero level of consumption? 
Answer: Zero. 
Question 4. How is total utility  deriveds from marginal utility? 
Answer: TU = MU1  + MU2 + MU3 +————- + 

 
Question 5. Define marginal utility. [AI 2006, Foreign 2006] 
Answer: Marginal utility is the additional utility derived from consum ption of an additional unit of a 
comm odity. 
Question 6. What is consumer’s equilibrium? [Foreign 2006, CBSE 2009C, AI 2013C] 
Answer: Consumer’s equilibrium refers to a situation where a consum er gets the maximum 
satisfaction out of his given money income and given market price. 
Question 7. What is meant by MU of one rupee? 
Answer: MU of one rupee refers to the utility obtained from purchase of comm odities with one 
rupee. 
Question 8. Define indifference curve.  [AI 2013, 2014, 2015] 
Answer: Indifference curve refers to the graphical representation of various combinations of the two 
goods that provide the same level of satisfaction to a consumer. 
Question 9. Define indifference map?  [CBSE 2013C, AI 2015] 
Answer: A set of indifference curves is called indifference map. 



 

 

Question 10. Define marginal rate of substitution. 
Answer: MRS is the rate at which a consum er is willing to give up one comm odity for an extra unit of 
other comm odity without affecting his total satisfaction. 
Question 11. Why are indifference curves always convex to the origin? 
Answer: Indifference curves are always convex to the origin because of the diminishing marginal 
rate of substitution. 
Question 12. Why does an indifference curve slope downwards? 
Answer: An Indifference curve slopes downwards because increase in units of one good requires 
decrease in the number of units of the other good to maintain the same level of satisfaction. 
Question 13. Give equation of Budget Line. [CBSE 2015] 
Answer: P1X1 + P2X2 = M. 
Question 14. Give equation of Budget Set. [CBSE 2015] 
Answer: P1X1 + P2X2 < M. 
Question 15. Define Budget Set. [CBSE 2015] 
Answer: It is the collection of all  bundles of pieces of goods that a consumer can buy with his income 
at the prevailing market prices. 
Question 16. Define Budget Line.  [AI 2015] 
Answer: Budget line is a graphical representation which shows all the possible combinations of the 
two goods that a consumer can buy with the given income and prices of comm odities. 
II. Multiple Choice Questions (1 Mark) 
Question 1. Total utility  is maximum when 
(a) Marginal utility is zero. 
(b) Marginal utility  is at its highest point. 
(c) Marginal utility  is equal to average utility . 
(d) Average utility  is maximum. 
Answer: (a) 
Question 2. Which of the shaded area in the diagrams below represent total utility? 
 [CBSE Sample Paper 2014] 



 

 

 
Answer: (c) 
Question 3. What does the area under the marginal utility  curve depict? [CBSE Sample 
Paper 2014] 
(a) Average Utility 
(b) Total Utility 
(c) Indifference Curve 
(d) Consumer Equilibrium 
Answer: (b) 
Question 4. Which one of the following is not an assumption of the theory of demand 
based on analysis of indifference curve? 
(a) Given scale of preferences as between different combinations of two goods.  
(b) Diminishing marginal rate of substitution. 



 

 

(c) Constant marginal utility of money. 
(d) Consumers would always prefer more of a particular piece of goods to less of it, 
other things remaining the same. 
Answer: (c) 
Question 5. The consumer is in equilibrium at a point where the budget line— 
(a) Is above an indifference curve. 
(b) Is below an indifference curve. 
(c) Is tangent to an indifference curve. 
(d) Cuts an indifference curve. 
Answer: (c) 
Question 6. An indifference curve slopes down towards right since more of one 
commodity and less of another result in— 
(a) Same satisfaction. 
(b) Greater satisfaction. 
(c) Maximum satisfaction. 
(d) Decreasing expenditure. 
Answer: (a) 
Question 7. The second glass of lemonade gives lesser satisfaction to a thirsty  boy. This 
is a clear case of 
(a) Law of demand. 
(b) Law of diminishing returns. 
(c) Law of diminishing utility. 
(d) Law of supply. 
Answer: (c) 
Question 8. The consumer is in equilibrium when the following condition is satisfied: 

(a)  

(b)  

(c)  
(d)None of these. 
Answer: (c) 
Question 9. Which of the following options is a property of an indifference curve? 
(a) It is convex to the origin. 
(b) The marginal rate of substitution is constant as you move along an indifference 
curve. 
(c) Marginal utility  is constant as you move along an indifference curve. 
(d) Total utility  is the greatest where the 45 degrees line cuts the indifference curve. 
Answer: (a) 
Question 10. When economists speak of the utility of a certain good, they are referring 
to- 
(a) The demand for the good. 
(b) The usefulness of the good in consumption. 
(c) The satisfaction gained from consuming the good.  
(d) The rate at which consumers are willing to exchange one unit of good for an other 
one. 
Answer: (c) 
Question 11. Budget set is— 
(a) Right angled triangle formed by the budget line with the axes. 
(b) All points on the budget line. 
(c) Points inside the budget line. 



 

 

(d) Points on Y-axis from where budget line starts and the point on X-axis where budget 
line ends. 
Answer: (a) 
Question 12. If indifference curve is straight line downward sloping, 
(a) MRS is increasing 
(b) MRS is decreasing 
(c) MRS is constant 
(d) MRS is zero 
Answer: (c) 
Question 13. If X and Y are two commodities, indifference curve shows— 
(a) X and Y are equally preferred 
(b) Y is preferred to X 
(c) X is preferred to Y 
(d) None of these. 
Answer: (a) 
Question 14. If Marginal Rate of Substitution is constant throughout, the Indifference 
curve will be:  [CBSE 2015] 
(a) Parallel to the x-axis. 
(b) Downward sloping concave. 
(c) Downward sloping convex. 
(d) Downward sloping straight line. 
Answer: (d) 
Question 15. If Marginal Rate of Substitution 
is increasing throughout, the Indifference curve will be:  [AI 2015] 
(a) Downward sloping convex. 
(b) Downward’ sloping concave. 
(c) Downward sloping straight line. 
(d) Upward sloping convex. 
Answer:(b) 
Question 16. Which of the can be referred to as ‘point of satiety ’? 
(a) Marginal Utility is negative 
(b) Marginal utility  is zero 
(c) Total Utility is rising 
(d) Total Utility is falling 
[CBSE Sample Paper 2016] 
Answer: (b) 
III. Short Answer Type Questions (3-4 Marks) 
Note: Questions 1, 2 and 3 have same figure. 
Question 1. Explain with diagram, the relationship between TU and MU. [CBSE Foreign 
2011] 



 

 

Answer: 

 
1. When MU decreases, TU increases at a diminishing rate. (As shown in figure till consum ption 

level OQ). 
2. When MU is zero, TU is constant and maximum at P. 
3. When MU is negative, TU starts diminishing. 

Question 2. How many chocolates will a consumer have, if they are available free of 
cost? 
Answer:  In case of free chocolates, consumer will carry on the consum ption till his total utility is 
maximum. It means,till the additional chocolates gives positive satisfaction, consum er will keep on 
having chocolates. Let us understand this with the help of the figure shown in Question 1. Consumer 
will stop the consumption at the point of satiety (Point ‘Q’), i.e., where marginal utility is equal to 
zero. 
Question 3. “Total Utility remains the same, whether Marginal Utility is positive or 
negative”. Defend or refute. 
Answer:  The given statement is refuted. When Marginal Utility is positive till point Q as shown in 
figure of Question 1, then total Utility increases at a diminishing rate and when Marginal Utility is 
negative after point Q, total Utility decreases. 
Question 4. State with reasons if the following statements are true or false: 

1. At a grand family get-together party you go on eating and eating since you have 
not to pay. 

2. As we consume more units of a commodity, our total utility  from its consumption 
keeps falling. 

Answer: 
1. False: For free goods, a consumer will limit his consumption of a comm odity  to a point where 

the point of full satisfaction is reached. Consum ption bey ond this point will only generate 
disutility. 

2. False: As we consum e more units of a comm odity, it’s marginal utility keeps on diminishing. 
Total utility keeps on rising, but at a diminishing rate till marginal utility becomes zero. 

Question 5. Explain the law of diminishing marginal utility  with the help of a total 
utility schedule. [CBSE 2005C, 06C, 10, IOC, AI 2006, CBSE 13] 
Answer:  The law states that marginal utility derived from the consumption of a comm odity declines 
as more units of that comm odity are consumed. 



 

 

 
It can be seen from the above schedule that total utility increases at a diminishing rate, which leads to 
fall in marginal utility. 
Question 6. Derive MU Schedule from TU Schedule. 

 
Answer: 

 
Question 7.  A person’s marginal utility  schedule is given below. Derive their total utility 
schedule. 

 



 

 

 
Answer: 

 
As we know total utility is the sum  total of marginal utilities as shown below. 
Question 8. Calculate: 

 
Answer: 

 
Question 9. Derive the inverse relation between price of the good and its demand from 
single commodity equilibrium condition “marginal utility = price”. [CBSE Foreign 
2011] 
Answer: As we know a consumer purchases a good up to the point where marginal utility of the good 
becomes equal to the price of that good. 
MU = Price 



 

 

1. Figure B is derived from Figure A. 
2. In figure A, initially, consumer equilibrium is attained at point E, where let MU (10) = Price 

(10). Corresponding to point E, we derive point E1 in figure B. 

 
3. Due to fall  in price (suppose from 10 to 8), MU > Price at the given quantity. So, we can say 

that benefit is greater than cost and the consum er increases the quantity till MU = Price 
condition is attained at F. Corresponding to point F, we derive the point F1; in figure B. So, by 
joining point E1 and F1 together, we derive the demand curve. 

Question 10.  A consumer consumes only two goods X and Y. At a consumption level of 
these two goods, he finds that the ratio of marginal utility  to price in case of X is higher 
than that in case of Y. Explain the reaction of the consumer.  [AI 2011] 
Or 
A consumer consumes only two goods X and Y and is in equilibrium. 
Price of X falls. Explain the reaction of the consumer through the Utility Analysis. Or 
 [AI 2012] 
A consumer consumes only two goods X and Y and is in equilibrium. Price of good X 
falls. Show that it will lead to rise in demand for good X. Or  [CBSE 2013C] 
By spending his entire income only on two goods X and Y a consumer 



 

 

 
Answer:  As, we know condition for consumer equilibrium is, 
Necessary Condition 
Marginal utility of last  rupee spent on each comm odity is same. 
Suppose there are two comm odities, X and Y respectively. 
So, for comm odity X, the condition is, Marginal Utility of Money = Price of X 

 
But as given in the question that the ratio of marginal utility to price in case of X is higher than that in 
case of Y,i.e…. 

 
It means marginal utility from the last  rupee spent on comm odity X is more than marginal utility 
from the last rupee spent on comm odity Y. So, to attain the equilibrium consum er mu st increase the 
quantity of X, which decreases the MUx and decreases the quantity of Y, which will increase the MUy. 
Increase in quantity of X and decrease in quantity of Y till 

 
Question 11. A consumer consumes only two goods X and Y. At a certain consumption 
level of these goods, he finds that the ratio of marginal utility to price in case of X is 



 

 

lower than that in case of Y. Explain the reaction of the consumer. Or  [AI2011] 
By spending his entire income only on two goods X and Y a consumer finds that,

 Explain how will the consumed react. 
Or 
[CBSE Foreign 2013] 
A consumer consumes only two goods X and Y and is in equilibrium. Show that when 
the price of good X rises, the consumer buys less of good X. Use utility analysis. [AI 
2014] 
Answer:  As, we know condition for consumer equilibrium is, Necessary Condition 
Marginal utility of last  rupee spend on each comm odity is same. 
Suppose there are two comm odities, X and Y respectively. 
So, for comm odity X, the condition is, Marginal Utility of Money = Price of X 

 

 
But as given in the question that the ratio of marginal utility to price in case of X is lower than that in 

case of Y, i.e.,  
It means, marginal utility from the last rupee spent on comm odity X is less than the marginal utility 
from the last rupee spent on comm odity Y. So, to attain the equilibrium the consumer mu st decrease 
the quantity of X which will increase the MUx and increase the quantity of Y, which will decrease the 
MU . Decrease in quantity of X and increase in quantity of Y continue till 

 
Question 12. Explain the meaning of diminishing marginal rate of substitution with the 
help of a numerical example. [AI 2013] 
Answer: MRS is the rate at which a consum er is willing to sacrifice one comm odity  for an extra unit 
of another comm odity without affecting his total satisfaction. 



 

 

 

 



 

 

 
It can be seen from the above schedule that the consum er substitute X1 for X2 but continues to get the 
same satisfaction. But for every increase of 1  unit of X1; the consumer gives up lesser and lesser 
quantity of X2. 
Therefore, this is called the law of diminishing marginal rate of substitution. 
Question 13. Why is an Indifference curve generally , convex to the origin? [CBSE 2011, 
CBSE Sample Paper 2009, 13, 14] 
Answer: 

1. As, we know quantity of one comm odity increases, its marginal rate of substitution falls 
because of law of diminishing marginal utility. Marginal rate of substitution is a slope of 
Indifference curve and whenever slope [MRS] decreases it makes the curve convex to the point 
of origin. 

 
2.  In the above diagram, units of y are measured on vertical axis and units of x on horizontal axis. 

When the consum er moves from combination A (1 x + 25y) to B (2x + 20y), he acquires one 
additional unit of x and forgoes (sacrifice) 5 units of y, if he wants to get the same level of 
satisfaction. The consumer has to reduce the consum ption of y when he increases the 
consum ption of x. The number of units of good y  that the consumer is willing to sacrifice for an 
additional unit of good x, so as to maintain the same level of satisfaction is technically called 
the marginal rate of substitution of x for y and is denoted by MRSxy . 

3. So, the MRSxy when the consumer move from combination A to B is 5 : 1, further as the 
consumer move from combination B to C, he acquires one more units of x, but the consumer 
forgoes a smaller number of y, i.e., MRSxy at this stage is 4 : 1. It may  be observed now that 
MRS diminishes as the consum er moves from combination A to B, B to C, C to D, D to E. The 
consumer forgoes less and less units of y as he acquires additional unit of x. 

Question 14. Explain why an Indifference curve has a negative slope (i.e. IC slope down-
wards to the right). [CBSE 2011] 
Answer:  Every IC is based on the assumption that various combinations of two comm odities gives 



 

 

equal satisfaction to a consumer. In order to remain at the same level of satisfaction, the consumer 
will have to reduce the consumption of one comm odity if he wants to increase the consum ption of 
another comm odity. 

 
Question 15. Why do Indifference curves not intersect each other? 
Answer: 

1. Two IC’s cannot intersect each other. This property is proved by Contradict Method. First we 
assum e that they intersect each other and then show that this assum ption leads to an absurd 
conclusion. Let us assume that IC1 intersects IC2 at point  E shown in the figure given here. 

 
2. Let point A be a point on IC, and point B on IC2. Since A and E lie on IC,, the consum er will be 

indifferent between points E and A (A = E). Similarly, B and E lie on IC2, the consumer will be 
indifferent between points E and B (B = E). 

3.  Based on the assum ption of transitivity as A = E and B = E, then the consum er must be 
indifferent between A and B (A = B) but this is not possible as A and B lie on two different ICs 
and represent different levels of satisfaction. Therefore, IC cannot intersect each other. 

Question 16. Explain that Higher IC provides higher level of satisfaction, or 
‘Higher indifference curve represents higher level of satisfaction to the consumer’. 
Explain the statement, also state the underlying assumption related to this property  of 
indifference curve. [CBSE Sample Paper 2016] 
Answer: 
  

1. Higher IC lying above and to the right of another IC represents a higher level of satisfaction. All 
combinations of goods X and Y lying on the higher indifference curve IC2 have more 



 

 

satisfaction than lower indifference curve IC1 as shown in figure given here. 

 
2.  This is because of monotonic preferences, as monotonic preferences state that we mu st have 

atleast more of one good and no less that of other goods (means other goods can be equal or 
greater, but not less). The figure above shows that bundle F(OX2 + OY2) is monotonic 
preferred to bundle E(OX1 + OY1). So, if bundle F is monotonic preferred to bundle E than F 
bundle gives more satisfaction than that of Bundle E. 

3. It can be seen from the above diagram that all combinations of IC2 contain a large quantity of 
both X and Y, than all combinations on IC,. For, e.g.,  point E lying on IC, represents OX, units 
of X and OY1 units of Y. Point  F lying on IC2 represents more units of Y, i.e., OY, as well as 
more units of X, i.e. OX2. 
The consum er gets greater satisfaction from a larger pieces of goods than from a smaller 
amount. Hence, point F shall be on a higher IC and shall  be more preferable to point E, lying 
on lower IC. 

IV.True Or False 
Giving reasons, state whether the following statements are true or false. 
Question 1. Total utility  increases as long as marginal utility is positive (+). 
Answer: True: Because TU is the sum of marginal utilities and MU is positive. 
Question 2. TU starts declining when MU starts declining. 
Answer: False: Because TU starts declining only when diminishing MU becomes negative. 
Question 3. An indifference curve (IC) is convex to the origin because of increasing 
MRSxy. 
Answer: False: An IC is convex to the origin because of diminishing MRS . 
Question 4. A consumer is in equilibrium if he earns the maximum profit. 
Answer: False: Because consumer should get the maximum satisfaction from his purchases in the 
state of equilibrium. 
Question 5. Marginal utility  of the first unit is equal to Total Utility. 
Answer: True: MU = TUn – TUn-1 = TU1 – TU0= TU1 
Question 6. In case of single commodity, consumer will be in equilibrium when M.U. = 
Income. 
Answer: False: A consum er is in equilibrium  when MU = Price. 

Question 7.  If there are two commodities, consumer is in equilibrium if . 

Answer: False: A consum er is in equilibrium only when .Because here consumer1 
behaviour matches with the market behaviour. 
Question 8. If TU remains the same; MU may be negative or positive. 
Answer:  False: TU decreases if MU is negative, ‘ and TU increases if MU is positive. 
It is constant and maximum only if MU = 0. 



 

 

Question 9. In case of indifference curve consumer is in equilibrium if . 
Answer: True: Here consum er’s behaviour and market behaviour match with each other. 
Question 10. A consumer is in equilibrium where indifference curve equals budget line? 
Answer:  False: Consum er will be in equilibrium where IC is tangent to the budget line. 
Question 11.  All points on the budget line give equal satisfaction to the consumer. 
Answer:  False: All points on an IC give equal satisfaction. 
Question 12. All combinations on an IC are achievable by a consumer. 
Answer: False: All the combinations on a budget line are achievable and not points on IC. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 
V. Long Answer Type Questions (6 Marks) 
Question 1. Explain consumer’s equilibrium in case of a single commodity with the help 
of a utility  schedule. [CBSE 2005, 06, 07C, 09, AI 05, 08,Foreign 2009] Or 
State condition of consumer equilibrium in case of a single commodity. Or [CBSE 
2006] 
There is given the market price of a piece of goods, how does a consumer decides as to 
how many units of that piece of goods to buy.  [AI 2008, 09] Or 
How many units of a commodity should a consumer buy to get its maximum utility? 
Explain with the help of a numerical example. [Foreign 2005] 
Or 
There is given the price of a good, how does a consumer decide as to how much quantity  
of that goods to buy? [CBSE 2012) 
Answer: 

1. When purchasing a unit of a comm odity a consumer compares its price with the expected 
utility from it. Utility obtained is the benefit,  and the price payable is the cost. The consumer 
compares benefit and the cost. He will buy the unit of a comm odity only if the benefit is greater 
than or at least equal to the cost. 

2. Equilibrium Conditions for Single Comm odity Consumer Equilibrium. 

 
> As a rational consum er he will continue to purchase an additional unit of a comm odity as 
long as MU = Price. 
> MU > Price implies benefit is greater than cost and whenever benefit is greater than cost, the 
consumer keeps on consuming additional unit of a comm odity till MU = Price. 



 

 

> It is so because according to the law of diminishing marginal utility MU falls as more is 
purchased. As MU falls it is bound to become equal to the price at some point of purchase. 
• If MU< Price 
> As a rational consum er he will have to reduce the consum ption of a comm odity as long as 
MU = Price. 
> MU < Price implies when benefit is less than cost, and whenever benefit is less than cost the 
consumer keeps on decreasing the additional unit of a comm odity till MU = Price. 
> It is so because according to the law of diminishing marginal utility, MU rises as less units 
are consumed. As MU rises, it is bound to become equal to the price at some point of purchase. 
(b) Sufficient Condition: Total gain falls as more is purchased after equilibrium. It means that 
consumer continues to purchase so long as total gain is increasing or at least constant. 

3.  It can be explained with the help of the following schedule: 

 
(a) Suppose, the price of comm odity X in the market is Rs3 per unit. It means he has to pay ?3 
per unit for all the units he buys. Suppose, the utility obtained from the first unit  is 5 utils (= 
Rs5).  The consumer will buy this unit because the utility of this unit is greater than the price 
and this process continues till Marginal utility = Price as shown in the above schedule at 
quantity 3. 
(b) Consumer will not buy the fourth unit because utility of this unit is 2  units (= Rs2) which is 
less than the price. It is not worth buying the fourth unit. The consum er will restrict his 
purchase to only 3  units. 

Question 2. A consumer consumes only two goods. Explain the conditions of the 
consumer’s equilibrium with the help of Utility Analysis. 
[CBSE Sample Paper 2013] Or 
State and explain the condition of consumer’s equilibrium in case of two commodities 
through utility approach.[CBSE 2009C, Foreign 2005, 2010] 
Answer:  According to the two comm odity consumer equilibrium or law of Equimarginal utility, a 
consumer gets maximum satisfaction, when ratios of MU of two comm odities and their respective 
prices are equal. Conditions of Consumer’s Equilibrium in case of two comm odities 

1. Necessary Condition 
Marginal utility of last  rupee spend on each comm odity is same. Suppose there are two 
comm odities, X and Y respectively. 
So, for comm odity X, the condition is, Marginal Utility of Money = Price of X 



 

 

 

 

(a) If  : It means, marginal utility from the last rupee spent on comm odity X is more 
than marginal utility from the last  rupee spent on comm odity Y. So, to attain the equilibrium 
consumer mu st increase the quantity of X, which decrease the MUx and decrease the quantity 
of Y which will increase the MUy .Increase in quantity of X and decrease in quantity of Y 

continue till  

(b) If,  
It means, marginal utility from the last rupee spent on comm odity X is less than marginal 
utility from the last rupee spent on comm odity Y. So, to attain the equilibrium the consumer 
mu st decrease the quantity of X,  which will increase the MUx and increase the quantity of Y, 
which will decrease the MUy. Decrease in quantity of X and increase in quantity of Y continues 

till  
2. Sufficient Condition 

Expenditure on comm odity X + Expenditure on comm odity Y = Money Income. In other 
words, Marginal utility falls as more units of a comm odity are consum ed. This condition mu st 

be satisfied to attain the necessary condition, i.e., .If MU does not fail as 
consum ption of a comm odity increases, the consumer will spend all  his income on one 
comm odity, which is highly unrealistic. 

Question 3. For a consumer to be in equilibrium why must marginal rate of substitution 
be equal to the ratio of prices of the two goods? [CBSE Sample Paper 2009] Or 
Using indifference curve approach, explain the conditions of consumer’s equilibrium. 
[CBSE 2010, IOC, 11C, Foreign 2010, AI 11] 
Or 
Why is the consumer in equilibrium when he buys only that combination of the two 
goods that is shown at the point of tangency of the budget line with an indifference 
curve? Explain. [CBSE Sample Paper 2009] Or 
What are the conditions of consumer’s equilibrium under the indifference curve 
approach? What changes will take place if the conditions are not fulfilled to reach 
equilibrium? Or  [Al 2010] 
State and explain the conditions of consumer’s equilibrium in indifference curve 
analysis. [CBSE 2013, C] 



 

 

Or 
Explain consumer equilibrium using the concept of budget line and indifference map or 
Interior Optimum Consumer Equilibrium. 
Or 
A consumer consumes only two of goods. For the consumer to be in equilibrium why 
must Marginal Rate of Substitution between the two goods must be equal to the ratio of 
prices of these two goods? Is it  enough to ensure equilibrium? 
[CBSE Sample Paper 2013] Or 
A consumer consumes only two goods. Explain the conditions that need to be satisfied 
for the consumer to be in equilibrium under indifference curve analysis. [CBSE Sample 
Paper 2014] Or 
Show diagrammatically the conditions for consumer’s equilibrium, in Hicksian 
analysis of demand.  [CBSE Sample Paper 2016] 
Answer: (i) To define consumer equilibrium, we use Indifference Curve map and the budget line. 
Two Conditions for Consum er Equilibrium 



 

 

 



 

 

 
sufficient conditions satisfy. In the abov e diagram, the consumer will reach equilibrium at point E 
where budget line RS is tangential to the highest possible IC2. 
(iii) The consumer cannot move to Indifference Curve, i.e., IC3 as this is beyond his money income. 
(iv) Even on IC2, all the other points except E are bey ond his means. 
(v) Hence, at point E, the consumer is in equilibrium  where his satisfaction maximizes, given his 
income and prices of goods X and Y. In equilibrium  at E, the slope of Budget line = the slope of 
Indifference Curve. Therefore, MRSxy is equal to the ratio of the prices of two goods 

 
Question 4. Differentiate between Cardinal and Ordinal Utility. [AI 2012] 
Answer: 



 

 

 

 
VI. Higher Order Thinking Skills (Hots) 
Question 1. What does budget line in terms of price and money income indicate? [1 
Mark] 
Answer:  Budget line in term s of prices and money income indicate that prices are implicitly in the 
budget line. 
Question 2. What is the slope of budget line? [1 Mark] 
Answer: The slope of budget line 
Question 3. What is the horizontal (X-axis) intercept of budget line? [J Mark] 
Answer: Horizontal intercept of budget line 

 
Question 4. What is the Vertical (Y-axis) intercept of budget line? 
Answer. Vertical intercept of budget line 

 
Question 5. “Law of diminishing marginal utility  will operate even if consumption takes 
place in intervals.” Defend or refute. [3-4 Marks] 



 

 

Answer: The given statement is refuted. Law of diminishing marginal utility will operate only when 
consum ption is a continuous process. For example, if one sandwich is consumed in the morning and 
another in the afternoon, the second sandwich may  provide equal or higher satisfaction as compared 
to the first one. 
Question 6. Derive the law of demand from the two commodity equilibrium condition 
“Marginal Utility = price ratio through utility  approach”.  [3-4 Marks] 
Answer: 

1. The law states that a consumer is in equilibrium when the ratio of MU to price in case of each 
good consumed is the same. In of goods, X and Y, a consum er is in equilibrium when,

. 
2. Given that the consumer is in equilibrium and price of X falls. It can be seen from the figures 

that Figure B is derived from Figure A. 

 

3.  In figure A, initially, the consum er equilibrium is attained at point E,where 
 (Assuming, Px =10). Corresponding to point  E, we derive point E1 in figure B. 

4. Due to fall  in price (suppose from 10 to 8),  ,at the given quantity Qx. It means, 
marginal utility from the last rupee spent on comm odity X is more than marginal utility from 
the last  rupee spent on comm odity Y. So, to attain the equilibrium the consum er must increase 
the quantity of X, which decreases the MUx and decreases the quantity of Y, which will 

increase the MUy. Increase in quantity of X and decrease in quantity of Y continue 
 and the new consum er equilibrium will be attained at point F. Corresponding to point  F, we 
derive the point F1, in figure B. So, by joining point E1 and F1, we derive the demand curve. 

Question 7. Define market rate of exchange. [3-4 Marks] 
Answer: The rate at which market requires to sacrifice one comm odity to gain an additional unit of 



 

 

another comm odity is called market rate of exchange. 

 
VII. Value Based Questions 
Question 1. How is the law of diminishing marginal utility  applied with regard to 
education/ knowledge? [1 Mark] 
Answer: In this case the law of diminishing marginal utility will not apply because every effort to get 
education/ knowledge increases the utility. Value: Analytic 
VIII. Application Based Questions 
Question 1. A consumer has Rs 10, and both goods X and Y are priced at Rs 2 and are 
available in integer units, (a) give the bundles that this consumer can afford to buy (bj 
give the bundles that cost exactly Rs 10 (c) give two bundles that this consumer cannot 
afford to buy. [3-4 Marks] 
Answer:  (a) The bundles that this consum er can afford to buy, 
(0,0), (0,1), (0,2), (0,3), (0,4), (0,5), 
(1.0), (1,1), (1,2), (1,3), (1,4), (2,0), 
(2.1), (2,2), (2,3), (3,0), (3,1), (3,2), (4,0), (4,1) and (5,0). 
(b) Bundles that cost exactly ?10 are, (0,5), (1,4), (2,3), (3,2), (4,1), (5,0). 
(c) Two bundles that the consumer cannot afford to buy are, (3, 3), (4, 2). 
Question 2. A consumer has Rs 40 and both goods X and Y are priced at Rs 20 and are 
available in integer units, (a) Give the bundles that this consumer can afford (b) give 
the bundles that cost exactly Rs 40. [3-4 Marks] 
Answer: (a) Affordable bundles are, (0,0), (0,1),(0,2),(1,0),(1,1),(2,0). 
(b) Bundles that cost exactly Rs 40 are, (0, 2), (1, 1), (2, 0). 
Question 3. Give reasons for the following statements:  [3-4 Marks] 



 

 

1.  If the income of a consumer changes and prices of the two goods remain 
unchanged, a new budget line will be formed which will be parallel to the original 
line. 

2. If the income of the consumer remains unchanged and if the price of goods X 
rises, intercept of the budget line of Y-axis will remain the same, but on the X-axis 
it will shift  to the left. 

Answer: 
1.  As we know, slope of budget line is Px (i.e. price ratio of two goods) with the increase in 

income. remains constant and only ability to purchase quantities of both comm odity X and 
comm odity Y increases. Hence, the budget line shift parallel to the right because when slope is 
same, than curve should be parallel. 

2. In this case, the price ratio between X and Y changes. Since the price of X rises, the consumer is 
in  a position to purchase lesser quantity of X while his ability to purchase Y remains 
unchanged. 

Question 4. Giving reasons, comment on the following statements:  [3-4 Marks] 
1. A consumer’s equilibrium is always formed at a point on the given budget line. 
2.  A consumer’s equilibrium will shift to a higher indifference curve with an 

increase in consumer’s income. 
Answer: 

1. Budget line shows all  possible combinations of the two goods that a consumer can buy, given 
income and prices of comm odities. Any other combination lying to the right of this line will be 
unreachable. Any combination lying to the left of this line results in non-spending of his 
income. 

2.  Higher income means an increase in a consumer’s ability to purchase increased quantity of 
both the goods, represented by a rightward shift of the budget line. The new budget line will 
form a tangent to a higher indifference curve. 

Question 5. Giving reasons, state why the following two conditions must be satisfied 
when a consumer is in equilibrium.  [3-4 Marks] 

1. A budget line must be tangent to an indifference curve. 
2.  Marginal rate of substitution must be diminishing. 

Answer: 
1.  Only when the budget line is tangent to an indifference curve, it  indicates the highest level of 

satisfaction that a consumer can attain given his money income and the prices of two 
comm odities. 

2.  Diminishing marginal rate of substitution ensures that the indifference curve is convex to the 
origin. Only then the point of tangency becomes the point of consumer’s equilibrium. 
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Question 1. Suppose there are two consumers in the market for a good and their 

demand functions are as follows:  for any price than less 20, and 

 at any price greater than or equal to 20.  for any price less than 15 

and  at any price greater than or equal to 15. Find out the market demand 
function. 
[3-4 Marks] 
Answer: It can be seen from the given demand functions that Consumer 1 do not want to demand 
the goods for any price greater than or equal Rs.20 and consumer 2 do not want to demand the goods 
for any price greater than Rs 15. 
Hence, the market demand function will be, 

 

Question 2. Suppose there are 20 consumers for a good and they have identical demand 
function? 

 



 

 

Answer: 

 

Question 3. 

 
Answer: 

 

Question 4. What do you mean by a normal good?(or) 
when good is called ‘normal goods’? 
Answer: for normal good, with a raise in income,the demand of the comm odity  also rises and vice 



 

 

versa. Shortely direct relationship exists the income of a coustomer and demand of normal good.For 
example, a new car, new clothings. 

Question 5. What do you mean by an ‘inferior good’? Give some examples. [CBSE 2006] 
Or 
Give the meaning of inferior good and explain the same with the help of an 
example.[NCERT, AI 2014] [3-4 Marks] 
Answer: 

1. A good is called ‘inferior goods’ when its demand falls with a rise in the income of a consum er 
and vice- versa. 

2. For example, Jowar or Bajra for a poor person. 
3. A good is inferior in a relative term s. It means, a good is inferior or normal is determined by 

the income level of a consum er. 
4. When a consumer moves to higher income, he/she may consider some goods below their 

income status, and treats them as inferior. 

Question 6. What do you mean by substitutes? Give examples of two goods which are 
substitutes of each other. [3-4 Marks] 
Answer: 

1. Substitute goods are those goods which can be used in place of another goods and give the 
same satisfaction to a consumer. 

 
2.  There would alway s exist a direct relationship between the price of substitute goods and 

demand for given comm odity. 
3.  It means with an increase in price of substitute goods, the demand for given comm odity also 

rises and vice-versa. 
4. For example, Pepsi and Coke, tea and coffee are substitute to each other. 

Question 7. What do you mean by complements? 
Give examples of two goods which are complements of each other. [3-4 Marks] 
Answer: 

1.  Complementary goods are those which are useless in the absence of other goods and which are 
demanded jointly. 

 
2. There would always exist an inverse relationship between price of complementary goods and 

demand for given comm odity. 
3.  It means, with a rise in price of complementary goods, the demand for given commodity falls 

and vice-versa. 



 

 

4.  For example pen and refill, tea and sugar are complements to each other. 

MORE QUESTIONS SOLVED 

I. Very Short Answer Type Questions  (1 Mark) 
Question 1. What is meant by demand? [CBSE 2005C, AI 07] 
Answer: Demand is a quantity of a comm odity that a consumer wishes to purchase at a given level of 
price and during a specified period of time. 

Question 2. Define market demand. [CBSE 2008, 12, 13] 
Answer: Market demand refers to the quantity of a comm odity that all the consumers are willing and 
able to buy, at a particular price during a given period of time. 

Question 3. Due to rise in price of commodity x the demand of commodity y falls. What 
type of commodity are they? 
Answer: Complementary goods. 

Question 4. Due to rise in price of the commodity x, the demand of commodity y also 
rises. What type of commodity they are? 
Answer: Substitute goods. 

Question 5. How will an increase in the price of petrol affect the demand curve of a car? 
Answer: The demand curve of a car will shift to the left. 

Question 6. A fall in the income of the consumer leads to a rise in the demand for a 
good. What is good X called? 
Answer: Inferior good. 

Question 7. What is meant by the law of demand? 
Answer: It states that price of the comm odity and quantity demanded are inversely related to each 
other when other factors remain constant (ceteris Paribus). 

Question 8. When the demand for a good rises due to a fall in its own price, what is the 
change in demand called? 
Answer: Expansion in demand. 

Question 9. Define ‘change in demand’.[CBSE Sample Paper 2008] 
Answer: If demand changes due to the change in factors other than price, it is known as change in 
demand. 

Question 10. What causes an upward movement along a demand curve of a commodity? 
[CBSE Sample Paper 2010] 
Answer: Rise in price of goods and fall in quantity demanded i.e., Contraction in demand. 

Question 11. Give one reason for a shift in demand curve. [AT 2012] 
Answer: Change in price of substitute goods. 

Question 12. What determines the quantity of a good that the buyers demand for? 
Answer: The quantity of a good that the buyers demand for is determined by the price of the goods, 
income, the prices of related goods, tastes, expectations, and the number of buyers. 



 

 

Question 13. Why market demand curve is flatter? 
Answer:  Market demand curve is flatter than the individual demand curves because as price falls, 
proportionate rise in market demand is more than proportionate rise in individual 

Question 14. Ceteris Paribus, if the government provides subsidies on electricity bills, 
what would be the likely change in the market demand of desert coolers?[CBSE Sample 
Paper 2016] 
Answer: Market demand for desert coolers will Increase. 

II. Multiple Choice Questions (1 Mark) 
Question 1. Demand for a commodity refers to: 
(a) desire for the commodity. 
(b) need for the commodity. 
(c) quantity  demanded of that commodity. 
(d) quantity  of the commodity demanded at a certain price during any particular period 
of time. 
Answer: (d) 

Question 2. Contraction of demand is the result of: 
(a) decrease in the number of consumers. 
(b) increase in the price of goods concerned. 
(c) increase in the prices of other goods. 
(d) decrease in the income of purchasers. 
Answer: (b) 

Question 3. All but one of the following are assumed to remain the same while drawing 
an individual’s demand curve for a commodity. Which one is it? 
(a) The preference of the individual. 
(b) His monetary income. 
(c) Price. 
(d) Price of related goods.  
Answer: (c) 

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

Question 5. The Law of Demand, assuming other things to remain constant, establishes 
the relationship between: 
(a) income of the consumer and the quantity  of goods demanded by him. 
(b) price of goods and the quantity demanded. 
(c) price of goods and the demand for its substitute. 
(d) quantity  demanded of goods and the relative prices of its complementary goods. 
Answer: (b) 

Question 6. If regardless of changes in its price, the quantity  demanded of a good 
remains unchanged, then the demand curve for the good will be: 



 

 

(a) horizontal. (b) vertical. 
(c) positively sloped. 
(d) negatively sloped. 
Answer: (b) 

Question 7. Suppose the price of Pepsi increases, we will expect the demand curve of 
Coca-Cola to: 
(a) shift towards left. 
(b) shift  towards right 
(c) initially shift  towards left  and then to right. 
(d) remains at the same level. 
Answer: (b) 

Question 8.  All of the following items are determinants of demand except: 
(a) tastes and preferences. 
(b) quantity supplied. 
(c) income. 
(d) price of related goods. 
Answer: (b) 

Question 9. A movement along the demand curve for soft drinks is best described as: 
(a) an increase in demand. 
(b) a decrease in demand. 
(c) a change in quantity demanded. 
(d) a change in demand. 
Answer: (c) 

Question 10. If the price of Pepsi decreases relative to the price of Coke and 7-UP, the 
demand for: 
(a) Coke will decrease. 
(b) 7-UP will decrease. 
(c) Coke and 7-UP will increase. 
(d) Coke and 7-UP will decrease. 
Answer: (d) 

Question 11. The price of tomatoes increases and people buy tomato puree. You infer 
that tomato puree and tomatoes are: 
(a) normal goods (b) complements 
(c) substitutes (d) inferior goods 
Answer: (c) 

Question 12. Potato chips and popcorn are substitutes. A rise in the price 
of potato chips will the 
demand for popcorn and the demand of potato chips will 
(a) increase; increase 
(b) increase; decrease 
(c) decrease; decrease 
(d) decrease; increase 
Answer: (b) 



 

 

Question 13. When total demand for a commodity whose price has fallen increases, it  is 
due to: 
(a) income effect 
(b) substitution effect 
(c) complementary effect 
(d) price effect 
Answer: (d) 

Question 14. With a fall in the price of a commodity: 
(a) consumer’s real income increases 
(b) consumer’s real income decreases 
(c) there is no change in the real income of the consumer 
(d) None of these. 
Answer: (a) 

Question 15.  Goods that exhibit direct price- demand relationship are called: 
(a) Geffen goods 
(b) complementary goods 
(c) substitute goods 
(d) None of these. 
Answer: (a) 

Question 16.  In case of Giffen goods, the demand curve will be: 
(a) horizontal. 
(b) downward-sloping to the right. 
(c) vertical. 
(d) upward-sloping to the right. 
Answer: (d) 

Question 17. Law of Demand is a: 
(a) quantitative statement 
(b) qualitative statement 
(c) Both (a) and (b) 
(d) None of these. 
Answer: (b) 

Question 18. When income of the consumer falls the impact on price-demand curve of 
an inferior good is: [CBSE 2015] 
(a) Shifts to the right. 
(b) Shifts to the left. 
(c) There is upward movement along the curve. 
(d) There is downward movement along the curve. 
Answer: (a) 

Question 19. If due to fall in the price of good X, demand for good Y rises, the two goods 
are: [AI 2015] 
(a) Substitutes (b) Complements 
(c) Not related (d) Competitive 
Answer: (b) 



 

 

III. Short Answer Type Questions (3-4 Marks) 
Question 1. Does a rise in price of other goods have the same effect on demand for a 
commodity? 
Answer: No, rise in prices of other goods does not have the same effect on demand for a commodity. 

1.  In case of rise in price of substitute goods, demand for the given comm odity rises. 
2. In case of rise in price of complementary goods, demand for the given comm odity falls. 

Question 2. Does a fall in income have the same effect on demand for the given 
commodity? 
Answer: No, fall in income does not have the same effect on demand for the given comm odity. 

1. If the given comm odity is a normal good, the fall in income will reduce the demand for the 
normal goods. 

2. If the given comm odity is an inferior good, the fall  in income will raise the demand for the 
inferior goods. 

3. If the given comm odity is a necessity, the fall  in income will not change the demand for the 
necessity of goods. 

Question 3. What is the relation between good x and good y in each case, if with a fall in 
price of x demand for good y (1) rises and (2) falls? Give reason.[CBSE 2008} 
Answer: 

1. Goods x and y are complementary goods as with fall in price of x, demand for good y  rises. 
2. Goods x and y are substitute goods as with the fall  in price of x, demand for good y  also falls. 

Question 4. Giving reasons, state if the following statements are true or false: 

1. An increase in the price of Coke would result in decrease in the demand for Pepsi. 
2. An increase in the price of sugar would result in an increase in the demand for 

tea. 
3. An increase in the income of a consumer would result in an increase in demand 

for all types of goods that are demanded by a consumer. 

Answer: 

1. False: Coke and Pepsi are substitute goods. An increase in the price of Coke would induce 
consumers to substitute Coke by Pepsi. Demand for Pepsi will increase. 

2.  False: Sugar and tea are complementary goods. An increase in prite of sugar would make tea 
costlier. Hence, the demand for tea would decrease. 

3. False: With the increase in income, the consumer’s demand for normal goods will increase. 
Demand for inferior goods may, in fact, fall. 

Question 5. Differentiate between Normal Goods and Inferior Goods. [AI 2012, CBSE 
2013] 



 

 

Answer: 

 

Question 6. Differentiate between substitute goods and complementary goods. 
Answer: 



 

 

 

Question 7. Explain law of demand with the help of a demand schedule.[AI 2005, 09] 
Answer: 

1. It states that price of the comm odity and quantity demanded are inversely related to each 
other, when other factors remain constant. 
It means, quantity demanded of the comm odity rises due to fall in price of the comm odity and 
vice-versa. 



 

 

2. Ceteris Paribus means: 
(a) Price of Related comm odity  remains constant. 
(b) Income of a consumer remains constant. 
(c) Taste and preferences of a household remains constant. 

 
3. The law of demand makes a qualitative statement only and not quantitative. It indicates the 

direction of change in the amount demanded and it does not indicate the magnitude of change. 
4. Law of demand is one sided. It explains only the effect of change in price on the quantity 

demanded. It states nothing about the effect of change in quantity demanded on the price of 
the comm odity. 

Question 8. Under what conditions a consumer would like to demand more at a given 
level of price? 
Or 
State any three causes of a rightward shift  of a demand curve of a commodity.[CBSE 
2005, 06, 09, AI 2005] Or 
State any three factors which lead to increase in demand.[CBSE 2004C, AI 10] 
Answer: The conditions are: 

 

1. Price of substitute goods rises. 
2. Price of complementary goods falls. 
3. Income of a consum er rises in case of normal goods. 
4. Income of a consum er falls in case of inferior goods. 
5. When the preferences are fav ourable. 

Question 9. Under what conditions a consumer would like to demand less at a given 
level of price? 
Or 
State any three causes of a leftward shift  of a demand curve of a commodity. [CBSE 
2006] 
Or 
State any three factors which lead to decrease in demand. [AI 2004] 



 

 

Answer: The conditions are: 

 

1. Price of substitute goods falls. 
2. Price of complementary goods rises. 
3. Income of a consum er falls in case of normal goods. 
4. Income of a consum er rises in case of inferior goods. 
5. When a preference becomes unfav ourable. 

Question 10. Differentiate between increase in demand and expansion in demand 
(increase in quantity  demanded). [CBSE 2003, 2010] 
Answer: 



 

 

 

 

Question 11. Differentiate between decrease in demand and contraction in demand 
(decrease in quantity demanded). [AI 2003] 
Answer: 

Question 12. Explain the inverse relationship between the price of a commodity and its 
demand. [AI 2010, CBSE Sample Paper 2010, CBSE 2000, AI 2000] 



 

 

Or 
Why does law of demand slope downward from left  to right? 
Or 
Why do household buy more at a lower price than at a higher price? 
Or 
Explain the causes behind law of demand. 
Answer: The inverse relationship between price of the commodity and quantity demanded for that 
comm odity is because of the following reasons: 

1. Income effect: 
(a) Quantity demanded of a comm odity changes due to change in purchasing power (real 
income),  caused by change in price of a comm odity is called Income Effect, 
(b) Any change in the price of a comm odity affects the purchasing power or real income of the 
consumers although his money income remains the same. 
(c) When price of a comm odity rise more has to be spent on purchase of the same quantity of 
that comm odity. Thus, rise in price of comm odity leads to fall  in real income, which will 
thereby reduce quantity demanded is known as Income effect. 

2. Substitution effect: 
(a) It refers to substitution of one comm odity in place of another comm odity when it becomes 
relatively cheaper. 
(b) A rise in price of the comm odity let coke, also means that price of its substitute, let pepsi, 
has fallen in relation to that of coke, even though the price of pepsi remains unchanged. So, 
people will buy more of pepsi and less of coke when price of coke rises. 
(c) In other words, consumers will substitute pepsi for coke. This is called Substitution effect. 
Price effect = Income effect + Substitution effect 

3. Law of Diminishing Marginal Utility: 
(a) This law states that when a consum er consumes more and more units of a comm odity, 
ev ery additional unit of a comm odity gives lesser and lesser satisfaction and marginal utility 
decreases. 
(b) The consumer consumes a comm odity till marginal utility (benefit) he gets equals to the 
price (cost) they pay, i.e., where benefit = cost. 
(c) For example, a thirsty man gets the maximum satisfaction (utility) from the first glass of 
water. Lesser utility from the 2nd glass of water, still lesser from the 3rd glass of water and so 
on.  Clearly, if a consum er wants to buy more units of the comm odity, he would like to do so at a 
lower price. Since, the utility derived from additional unit is lower. 

4. Additional consumer: 
(a) When price of a comm odity falls, two effects are quite possible: 
• New consum ers, that is, consum ers that were not able to afford a comm odity previously, 
starts demanding it at a lower price. 
• Old consumers of the comm odity starts demanding more of the same comm odity by spending 
the same amount of money. 
(b) As the result of old and new buyers push up the demand for a comm odity when price falls. 

IV. True Or False 
Giving reasons, state whether the following statements are true or false. 
Question 1. Law of demand states that price and demand are positively related to each 
other. 
Answer: False: Law of demand states that price and demand are inversely related to each other. 



 

 

Question 2. Law of demand happens due to application of law of diminishing marginal 
productivity. 
Answer: False: It is due to application of law of diminishing marginal utility. 

Question 3. Law of demand explains quantitative relationship between price and 
quantity demanded. 
Answer: False: Law of demand explains qualitative relationship between price and demand. 

Question 4. Change in quantity demanded means an increase and decrease in demand 
and Change in demand curve means expansion and contraction in demand. 
Answer: False: Change in quantity demanded means expansion and contraction in demand and 
change in demand curve means increase and decrease in demand. 

Question 5. With a fall in income, demand for normal goods will rise. 
Answer: False: With a fall in income, demand for normal goods will decrease because of positive 
relationship between income and demand for normal goods. 

Question 6. With the rise in price, quantity  demanded for the goods falls and it is 
known as decrease in demand. 
Answer: False: With a rise in price, quantity demanded falls and it is known as contraction in 
demand. It is not. an decrease in demand as it changes due to factors other than price. 

Question 7. If price of substitute goods falls, demand for related goods will also fall? 
Answer: True: With a fall in price of substitute goods, demand for its related goods will fall  as there 
exists positive relationship between them. 

Question 8. If income of the buyer decreases, demand for inferior goods decreases. 
Answer: False: When income of the buyer decreases , demand for inferior goods increases. It is so 
because inverse relationship exists between them. 

Question 9. If Indian Airlines reduce fares from Delhi to Mumbai, demand curve for air 
travel shifts rightward. 
Answer: False: It is due to price change. It is expansion and not increase in demand. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 

V. Long Answer Type Questions (6 Marks) 
Question 1. Explain with the help of diagrams, the effect of the following changes on the 
demand of a commodity: 
(i) A rise in price of Substitute good. [ CBSE 2005, 08C; AI08] 
(ii) A rise in price of Complementary good. [AI 2004; CBSE 06C] 
Answer: 

1. A rise in price of Substitute good 
(a) Substitute goods are the goods that can be used in place of another goods and give the same 
satisfaction to a consum er. 



 

 

 
(b) There would always exist a direct relationship between the price of substitute goods and 
demand for given comm odity. 
(c) Due to rise in price of substitute (Say Coffee from Rs. 500 to Rs. 550), the demand of tea 
shift rightward from DD to D1D1 as shown in given figure: 

2. A rise in price of Complementary good 

 
(a) Complementary goods are those which are useless in the absence of another good and 
which are demanded jointly. 
(b) There would always exist an inverse relationship between price of complementary goods 
and demand for given comm odity. 
(c) Due to rise in price of Complementary good (Say Tea from Rs 500 to Rs 550), the demand 
of Sugar shift leftward from DD to D1 D1 as shown in given figure. 

Question 2. Explain with the help of diagrams, the effect of the following changes on the 
demand of a commodity: 
(i) A fall in price of Substitute good. [CBSE 2004, CBSE 07C] 
(ii) A fall in price of Complementary good.[CBSE 2006C, 2005, 08C; AI 08] 
Answer: 



 

 

1. A fall in price of Substitute good: 

 
(a) Substitute goods are the goods that can be used in place of another goods and give the same 
satisfaction to a consum er. 
(b) There would always exist a direct relationship between the price of substitute goods and 
demand for given comm odity. 
(c) Due to fall in price of substitute (Say Coffee from Rs 550 to Rs 500), the demand of tea shift 
leftward from DD to D1D1 as shown in adjacent figure: 

2. A fall in price of Complementary good  

 
(a) Complementary goods are those which are useless in the absence of another good and 
which are demanded jointly. 
(b) There would always exist an inverse relationship between price of complementary goods 
and demand for given comm odity. 
(c) Due to fall in price of complementary good (Say Tea from Rs 550 to Rs 500), the demand of 
sugar shift rightward from DD to D1D1 as shown in given figure. 

Question 3. Explain the effect of the following on demand for a good: 
(i) Rise in Income for Normal Goods. [AI 2004, 08, CBSE 06C, 07, 09C, IOC] 
(ii) Rise in Income for Inferior Goods. [AI 2004, 08, CBSE 06C, 07, 09C, 10] 
Answer: 



 

 

1. Rise in Income for Normal Goods: 

 
(a) For normal comm odity, with a rise in income, the demand of the comm odity also rises and 
vice- versa. 
(b) Shortly, direct relationship exists between income of a consumer and demand of normal 
comm odity. 
(c) Due to rise in income of a consum er (Say from Rs 5000 to Rs 6000), the demand of normal 
goods shifts rightward from DD to D1D1 as shown in abov e figure. 

2. Rise in Income for Inferior Goods: 

 
(a) For inferior goods, with a rise in income, the demand of the comm odity falls and vice-v ersa. 
(b) Shortly, inverse relationship exists between income of a consum er and demand of inferior 
goods. 
(c) Due to rise in income of a consum er (say from Rs. 5000 to Rs. 6000),  the demand of 
inferior goods shifts leftward from DD to D, D j as shown in adjacent figure: 

Question 4. Explain the effect of the following on demand for a good: 
(i) Fall in Income for Normal Goods. [CBSE 2004, 09C, AI 06C] 
(ii) Fall in Income for Inferior Goods. [CBSE 2004, 09C, AI 06C] 
Answer: 



 

 

1.  Fall in Income for Normal Goods: 

 
(a) For normal comm odity, with a fall in income, the demand of the comm odity also falls and 
vice- versa. 
(b) Shortly, direct relationship exists between income of a consumer and demand of normal 
comm odity. 
(c) Due to fall in income of a consumer (Say from Rs 6000 to Rs 5000), the demand of normal 
goods shifts leftward from DD to D1 D1 as shown in figure above. 

2. Fall in Income for Inferior Goods: 

 
(a) For inferior goods, with a fall  in income, the demand of the comm odity rises and vice-v ersa. 
(b) Shortly, inverse relationship exists between income of a consum er and demand of inferior 
goods. 
(c) Due to fall in income of a consumer (Say from Rs.6000 to Rs.5000), the demand of inferior 
goods shifts rightward from DD to D1D1 as shown in figure. 

VI. Higher Order Thinking Skills 
Question 1. What does downward movement along the demand curve indicate? [1 
Mark] 
Answer: Fall in price and rise in quantity demanded, i.e., Expansion in demand. 

Question 2. Does a change in consumer’s taste lead to a movement along the demand 
curve or a shift  in the demand curve? Does a change in price lead to a movement along 
the demand curve or a shift  in the demand curve? [1 Mark] 
Answer: A change in consum ers’ tastes leads to a shift of the demand curve. A change in price leads 
to a movement along the demand curve. 



 

 

Question 3. Law of Demand is a qualitative statement. Comment. [3-4 Marks] 
Answer: 

1. Law of demand is only an qualitative, and not a quantitative statement. 
2. It indicates only the direction in which the quantity demanded will change with a change in 

price. It says nothing about the magnitude of such a change. 
3. For example, price of coke rises from Rs. 8 to Rs. 10 per bottle, then as per law of demand, we 

can say that the demand for coke will fall. But the law does not give the actual amount by which 
the demand for coke will decline. 

VII. Value Based Questions 
Question 1. According to law of demand by increasing the price of a good its demand 
decreases but in case of petrol, its demand increases with the increase in price why? 
Explain. [1 Mark] 
Answer: Nowadays petrol has become a necessary good and its supply is limited. 
Value: Critical thinking 

Question 2. What policy initiatives can the government undertake to increase the 
demand of milk in the country? Mention any one. [1 Mark] [CBSE Sample Paper 2014] 
Answer: Give subsidies to reduce price. (Any 1) or 
Undertake health campaigns to promote the positive effects of milk consum ption. 
Value: Analytic 

Question 3. Demand for electricity has “increased”. However supply cannot be 
increased due to lack of resources. Explain how, in any two ways, demand for 
electricity  can be “decreased”. [3 Marks] 
Answer: Electricity is a public utility service therefore its increased demand should not be reduced. 
However, supply cannot be immediately increased due to lack of resources. Therefore, in the given 
situation, ways should be found to meet the increased demand of the electricity from available supply 
of the electricity. 
Demand for electrical appliances: 

 Use of energy saving electrical appliances. 
 Use of alternative sources of energy like solar energy, wind energy etc. 

Value: Environmental Conservation 

Question 4. Even the price of petrol is very high but still its demand is very high. How 
can the demand of petrol be decreased? [ 1 Mark] 
Answer: 

  

1.  By  car pooling 
2. By  using public transport system 
3. By  using alternative and renewable resources of petrol such as solar energy. 

Value: Awareness for efficient use of resources 



 

 

VIII. Application Based Questions 
Question 1. A new steel plant comes up in Jharkhand. Many people who were 
previously unemployed in the area are now employed. How will this affect demand 
curve for TV? [ 1 Mark] 
Answer:  The demand curve for TV will shift towards right. It happens because of increase in the 
income of the people due to employment in new steel plant. 

Question 2. In order to encourage tourism in Goa, Indian Airlines reduces the air fare 
to Goa. How will it affect market demand curve for air travel to Goa?[1 Mark] 
Answer: There will be a downward movement along the same market demand curve (expansion in 
demand) for air travel to Goa. It happens because of decrease in the air fare. 

Question 3. There are train and bus services between New Delhi and Jaipur. Suppose 
that the train fare between the two cities comes down. How will this affect demand 
curve for bus travel between the two cities?[1 Mark] 
Answer: Demand curve for bus travel will shift towards left. It happens because price of substitute 
(train fare) has decreased and it will make the bus travel relatively costly. 

Question 4.  A good is an ‘inferior’ good for one and at the same time a ‘normal’ good 
for another consumer. Do you agree? Explain. [3-4 Marks] [CBSE Sample Paper 2013, 
2014] 
Answer: 

1.  Yes, the same goods can be inferior for one and normal for another one. 
2.  Whether a good is inferior or normal is determined by the income level of a consumer. 
3. A good is a normal good for the consumer having lower income, may become an inferior good 

for a consum er having higher income. 
4. When a consumer moves to higher income, he/she may consider some goods below their 

income status, and treats them as inferior. 

Question 5. Normally a household will not buy a second-hand scooter even if the price 
of scooter falls. How we get  a downward sloping market demand curve for scooters? [3-
4 Marks] 
Answer: 

1. We know that though an individual may not buy a second-hand scooter even if the price of 
scooter falls but there may  be some individual that could not afford to buy even a second-hand 
scooter earlier and now with a fall in their price they can afford it now. 

2. Therefore, the number of consum ers of a second-hand scooter increases with a fall in their 
price leading to an increase in market demand at a lower price. 

3. Thus the market demand curve for scooters will be a downward sloping. 

Question 6. Give reason that Law of demand does , not hold true when the prices are 
expected to go up farther. [3-4 Marks] 
Answer: Law of demand states that if the price of a comm odity rises its demand will fall, the other 
things remain the same. But if, the consumers expect that the price of a comm odity will keep rising in 
future also, they may, in fact, purchase the increased quantity at a higher price to insure themselves 
against future rise in prices. 
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Question 1. Explain the concept of a production function. [CBSE 2004C, 07, 09C; AI 05, 
08, 11] [1 Mark] 
Answer: The relationship between physical input and physical output of a firm  is generally referred 
to as production function. 
The general form  of production 
function is, q = f (x1 : x2) 
where, q = output, x1 = 1 input like labour, x2 = another input like machinery 
Question 2. What is the total product of an input? [ 1 Mark] 
Answer: Total product of an input refers to total volume of goods and services produced by a firm 
with the given inputs during a specified period of time. 
Question 3. What is the average product of an input? [AI 2013,Q] [1 Mark] 
Answer: Average Product of am input is per unit product of variable factors. It is calculated by 
dividing the total Product by the units of variable factor. 

Average Product =  
Question 4. ‘What is the marginal product of an input?  [AI 2005, 13C; 07; CBSE 2005, 
06, 06C] [1 Mark] 
Answer: Marginal Product of an input is an addition to the total product when an additional unit  of a 
variable factor is employ ed. 

 
Question 5. Explain the relationship between the marginal products and the total 
product of an input. 
Or [AI 05, 07; CBSE 05, 06, 07] Explain the law of variable proportion with the help of 
total product and marginal product curves. 
[CBSE 2010, 2013] Or 
Explain the likely behaviour of Total Product and Marginal Product when for 
increasing production only one input is increased while all other inputs are kept 
constant. 
[CBSE Sample Paper 2010] [6 Marks] Or 
State the different phases of changes in Total Product and Marginal Product in the Law 
of Variable Proportions. Also show the same in a single diagram. [CBSE 2015] 
Answer: According to the Law of Variable Proportion when only one input is increased while all 
other inputs are kept constant, Marginal Product and Total Product behave in the following manner: 

1. When Marginal product rises (till Point P1), Total product increases at an increasing rate 
(convex shape) (till point P). 



 

 

2. When Marginal product falls and remains positive (Till point B1), total product increases at a 
diminishing rate (concave shape) (till point A), 

3. When Marginal Product is zero (at point B1), Total Product is at its maximum and constant (At 
point B), 

4. When Marginal product becomes negative (after point B1), total product falls (after point B). 

 
Question 6. Explain the concepts of the short run and the long run. [3-4 Marks] 
Answer: 

1. Short run: 
(a) A short run refers to the period of time in which a firm cannot change some of its factors 
like plant, machinery, building, etc. due to insufficiency of time but can change any variable 
factor like labour, raw material, etc. 
(b) Thus, in short run, there will be some factors of production that are fixed at predetermined 
levels, e.g., a farmer may  have fixed amount of land, 

2. Long run: 
(a) A long run is a time period during which a firm can change all its factors of production 
including machines, building, organization, etc. 
(b) In other words, it is a period of time during which supplies can adjust itself to change in 
demand. 
Note: 
(i) Mind, here the term s long run and short run are functional and do not refer to a calendar 
month or a year, 
(ii) This distinction depends merely upon how quickly factor inputs can be change by 
producers in an industry. 

Question 7. What is the law of diminishing marginal product? [I Mark] 
Answer: The Law of diminishing marginal product states that when we applied more and more units 



 

 

of variable factor to a given quantity of fixed factor, total product increases at a diminishing rate and 
marginal product falls. 
Question 8. What is the law of variable proportions? 
Or 
Define the law of variable proportion. [CBSE 2004, 06[[1 Mark] 
Answer: The law of variable proportion states that as we increase the quantity of only one input, 
keeping other inputs fixed, the total product increases at an increasing rate in the beginning, then 
increases at decreasing rate and after a level the output ultimately falls. 
Question 9. The following table gives the total product schedule of labour. Find the 
corresponding average product and marginal product schedules of labour. [3-4 Marks] 

 
Answer: 

 
Question 10. The following table gives the average product schedule of labour. Find the 
total product and marginal product schedules. It  is given that the total product is zero 
at zero level of labour employment. [3-4 Marks] 



 

 

 
Answer: 

 
Question 11. The following table gives the marginal product schedule of labour. It  is also 
given that total product of labour is zero at zero level of employment. Calculate the total 
and average product schedules of labour. [3-4 Marks] 

 



 

 

Answer: 

 
Question 12. Let the production function of a firm be  Find out the 
maximum possible output that the firm can produce with 100 units of L and 100 units 
of K. [3-4 Marks] 

Answer:  
Q = 5 x 10 x 10 = 500 units So, the maximum possible output(Q) = 500 units. 
MORE QUESTIONS SOLVED 
I. Very Short Answer Type Questions (1 Mark) 
Question 1. Give the meaning of production function. [CBSE 2007, AI 2011] Or 
Define production function. [CBSE Sample Paper 2008] 
Answer: The relationship between physical input and physical output of a firm  is generally referred 
to as production function. 
Question 2. In which run some factors of production are fixed and others are variable? 
Answer:  Short run. 
Question 3. What change will take place in marginal product when total product 
increases at a diminishing rate? [CBSE Sample Paper 2010] 
Answer: Marginal product will decline but remains positive. 
Question 4. In which phase of Law of Variable Proportions a rational firm aims to 
operate? 
Answer: Diminishing returns to a factor (Phase 2). 
Question 5. What is meant by diminishing returns to a factor? 
Answer: Diminishing returns to a factor refer to a phase when total product increases at a decreasing 
rate and marginal product falls, but remains positive with the increase in variable factor. 
Question 6. What is the general shape of the AP and MP curves? 
Answer:  AP and MP curves are inversely U-shaped. 
Question 7. How does fall in marginal production affect total output? 
Answer: Fall in marginal product affects the total output in the following two manners: 

1. When marginal product falls, but remains positive, total product increases at a diminishing 
rate. 

2. When marginal product falls and become zero, total product falls in its absolute term s. 
Question 8. Why MP curve cuts AP curve at its maximum point? 
Answer: It happens because when AP rises, MP is more than AP. When AP falls, MP is less than AP. 
So, it is only when AP is constant and at its maximum point that MP is equal to AP. Therefore, MP 
curve cuts AP curve at its maximum point. 
Question 9. Can AP rise when MP starts declining? 
Answer: Yes, AP can rise when MP starts declining. It can happen as long as falling MP is more than 
AP. However, when MP becomes equal to AP, further decline in MP will also reduce AP. 



 

 

Question 10. What is the shape of AP and MP? 
Answer: Inverse U-Shaped. 
Question 11. Give meaning of “Return to a Factor”. [CBSE 2013Q] 
Answer: Return to a factor states that change in the physical output of a good when only the quantity 
of one input is increased, while that of other input is kept constant. 
II. Multiple Choice Questions (1 Mark) 
Question 1. The marginal product of a variable input is best described as: 
(a) Total product divided by the number of units of variable input. 
(b) The additional output resulting from one unit increase in the variable input. 
(c) The additional output resulting from one unit increase in both the variable and fixed 
inputs. 
(d) The ratio of the amount of the variable input that is being used to the amount of the 
fixed input that is being used. 
Answer: (b) 
Question 2. Diminishing marginal returns implies: 
(a) Decreasing average variable costs. 
(b) Decreasing marginal costs. 
(c) Increasing marginal costs. 
(d) Decreasing average fixed costs. 
Answer: (c) 
Question 3. The short run, as economists use the phrase, is characterized by: 
(a) At least one fixed factor of production and firms neither leaving nor entering the 
industry. 
(b) A period where the law of diminishing returns does not hold. 
(c) No variable inputs that is all the factors of production are fixed. 
(d) All inputs being variable. 
Answer: (a) 
Question 4. The marginal, average, and total product curves encountered by the firm 
producing in the short run exhibit all of the following relationships except: 
(a) When total product is rising, average and marginal product may be either rising or 
falling. 
(b) When marginal product is negative, total product and average product are falling. 
(c) When average product is at its maximum, marginal product equals average product, 
and total product is rising. 
(d) When marginal product is at a maximum, average product equals marginal 
product, and total product is rising. 
Answer: (d) 
Question 5. To economists, the main difference between short run and long run is that: 
(a) In short run all inputs are fixed, while in long run all inputs are variable. 
(b) In short run the firm varies all of its inputs to find the least cost combination of 
inputs. 
(c) In short run, at least one of the firm’s input level is fixed. 
(d) In long run, the firm is making a constrained decision about how to use existing 
plant and equipment efficiently. 
Answer: (c) 
Question 6. Which one of the following statements is the best definition of production 
function? 
(a) The relationship between market price and quantity supplied. 
(b) The relationship between the firm’s total revenue and the cost of production. 
(c) The relationship between the quantities of inputs needed to produce a given level of 



 

 

output. 
(d) The relationship between the quantity of inputs and the firm’s marginal cost of 
production. 
Answer: (c) 
Question 7. Diminishing returns occur: 
(a) When units of a variable input are added to a fixed input and total product falls. 
(b) When units of a variable input are added to a fixed input and marginal product falls. 
(c) When the size of the plant is increased in the long run. 
(d) When the quantity of the fixed input, is increased and returns to the variable input 
falls. 
Answer: (b) 
Question 8. If the marginal product of labour is below the average product of labour, it 
must be true that: 
(a) The marginal product of labour is negative. 
(b) The marginal product of labour is zero. 
(c) The average product of labour is falling. 
(d) The average product of labour is negative. 
Answer: (c) 
Question 9. The average product of labour is maximized when marginal product of 
labour: 
(a) Equals the average product of labour. 
(b) Equals zero. 
(c) Is maximized. 
(d) None of these. 
Answer: (a) 
Question 10. The law of variable proportions is drawn under all of the assumptions 
mentioned below except the assumption that: 
(a) The technology is changing. 
(b) There must be some inputs whose quantity is kept fixed. 
(c) We consider only physical inputs and not economically profitability in monetary 
terms. 
(d) The technology is given and stable. 
Answer: (a) 
Question 11. Average product is defined as: 
(a) Total product divided by the total cost. 
(fa) Total product divided by the marginal product. 
(c) Total product divided by the variable input. 
(d) Marginal product divided by the variable input. 
Answer: (c) 
Question 12. The change in the total product resulting from a change in a variable input 
is: 
(a) Average cost (b) Average product 
(c) Marginal cost (d) Marginal product 
Answer: (d) 
Question 13. Marginal product, mathematically, is the slope of the 
(a) Total product curve 
(b) Average product curve 
(c) Marginal product curve 
(d) Implicit product curve 
Answer.(a) 



 

 

Question 14. Diminishing marginal returns for the first four units of a variable input is 
exhibited by the total product sequence: 
(a) 50, 50, 50, 50 
(b) 50, 110, 180, 260 
(c) 50, 100, 150, 200 
(d) 50, 90, 120, 140 
Answer: (d) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. Differentiate between Short Period and Long Period. 
Answer: 

 
Question 2. Differentiate between Short Period production and Long Period production 
function. 
Answer: 



 

 

 

 
Question 3. Explain the relationship between Marginal product and Average Product. 
Or [CBSE 2012 C] 
State the relation between Marginal product and average product. Use diagram. [AI 
2013C] 
Answer: 

1. Average Product increases as long as Marginal Product (MP) > Average Product (AP). 
Alternatively, when MP > AP, AP rises. 

2. Average Product is maximum and constant when Average Product (AP) = Marginal Product 
(MP).  Alternatively, when AP = MP, AP is maximum. 

3. Average Product falls when Marginal Product < Average product. 



 

 

4. Marginal Product can be zero and negative but Average product is never zero. 

 
Question 4. Explain the relationship between Total Product and Average Product. 
Answer: 

1. When Total Product increases at an increasing rate, Average Product also increases. 
2. When Total Product increases at a diminishing rate, Average Product declines. 
3. Since Total Product is always positive, Average Product also remains throughout positive. 

Question 5. Explain the relationship between Total Product, Average Product and 
Marginal Product. 
Answer: 

1. In the beginning Total Product, Average Product and Marginal Product all  increase, but 
Marginal Product > Average Product and Total Product > Marginal Product. 

2. When Marginal Product = 0, Total Product is maximum and constant and Average Product is 
decreasing. 

3. Thereafter, both Average Product and Marginal Product continue to decline, but Marginal 
Product < Average Product and Total Product declines at an absolute term. 

4. Marginal Product can be zero and negative but Average Product and Total Product can never 
be zero. 

Question 6. What is the reaction of AP, when: 
1. MP is more than AP. 
2. MP is less than AP. 
3. MP is equal to AP. 

Answer: The reaction of AP in different cases will be: 
1. AP will rise. 
2. AP will fall but it will remain positive. 
3. AP will be constant and at its maximum point. 

Question 7. What is the behaviour of TP, when 
1. MP rises 
2. MP fails, but remains positive 
3. MP is zero 
4. MP becomes negative? 

Answer: The behaviour of TP in different cases will be: 
1. TP increases at increasing rate. 
2. TP increases at diminishing rate, 
3.  TP is at its maximum and constant. 
4.  TP decreases. 



 

 

Question 8 . Complete the following table. 

 
Answer: 

 
Question 9. Complete the following table. 

 
Answer: 

 



 

 

Question 10. Complete the following table: [CBSE 2013] 

 
Answer: 

 
Question 11. What does the Law of variable proportions show? State the behaviour of 
Total product according to this Law. [CBSE 2012] 
Answer:  The law of variable proportion shows that as we increase the quantity of only one input, 
keeping other inputs fixed, the total product increases at an increasing rate in the beginning, then 
increases at diminishing rate and after a level of output ultimately falls. The behaviour of Total 
product according to this law is as under: 

1. TP increases continuously from points O to A. 
2.  It increases at an increasing rate (convex shape) from O to P and at a diminishing rate 

(concave shape) from P to A. 
3. TP is maximum at A and remains so up to point B. 



 

 

4. After Point B, Total Product falls. 

 
Question 12. Complete the following table: [CBSE Sample Paper 2016] 

 
Answer: 

 
IV. True Or False 
Giving reasons, state whether the following statements are true or false. 
Question 1. When the quantity of a variable input is increased from 3 units to 4 units, 
the total output increases from 70 units to 85 units. The marginal product of the 
variable input is 15 units. 
Answer: True: Marginal product of a variable input is an addition to total output due to one unit  
increase in variable input. Hence marginal product is 15/1 = 15. 



 

 

Question 2. When the quantity  of a variable input is increased from 4 to 6 units, the 
total output increases from 85 units to 105 units. The marginal product of the variable 
input is 20 units. 
Answer: False: Marginal product is addition to the total output due to the increase in one unit 
variable input. Here, total output increases by 20 units due to two units increase in variable input. 
Hence, marginal product is 20/2 = 10 units. 
Question 3. When the marginal product of a variable input falls, total product also falls. 
Answer: False: Total product is defined as: 
TP = MP1  + MP2 + + MPn. 
Thus, as long as MP is more than zero, TP keeps increasing at a diminishing rate, although MP may be 
diminishing. 
Question 4. When there are diminishing returns to a factor, total product always 
decreases. [CBSE 2009] 
Answer: False: This is because when there are diminishing return to factor, then total product 
increase at diminishing rate. 
Question 5. Total product will increase only when marginal product increases. [CBSE 
2009] 
Answer: False: Total product will also increase when marginal product decreases and when 
marginal product decreases, the total product increases at diminishing rate. 
Question 6. Increase in total product always indicates that there are increasing returns 
to a factor. [CBSE 2009] 
Answer: False: It is not necessary that the increase in total product alway s indicates that there are 
increasing returns to factor because when there are diminishing returns to factor, then also total 
product increases but at a diminishing rate. 
Question 7. When there are diminishing returns to a factor, marginal and total product 
both always fall. [CBSE 2009] 
Answer: False: It is so because when there are diminishing returns to factor, only marginal product 
tends to fall and total product tends to increase at a diminishing rate. 
Question 8. When there are diminishing returns to a factor, total product first 
increases and then starts falling. [AI 2009, 010] 
Answer: False: As when there is diminishing returns to a factor, total product increases at 
diminishing rate and never falls during diminishing returns. . 
Question 9. Total product always increases whether there is increasing returns or 
diminishing returns to a factor. [ CBSE, AI 2010] 
Answer: True: As when there is increasing return, total product increases at increasing rate and 
when there are diminishing returns, total product increases at a diminishing rate. 
Question 10. If marginal product rises, average product must also rise. 
Answer:  True: Rising of marginal product implies that the total product increases at an increasing 
rate. This pulls up the average product also. 
Question 11. If marginal product falls, average product must also fall. [CBSE 2010] 
Answer: False: There may be an interm ediate stage when the marginal product may be falling, the 
average product keeps rising or constant. This occurs when the fixed inputs are better utilised. 
Question 12. If marginal product becomes negative, average product must also 
become negative. 
Answer:  False: Marginal product can be negative. But the average product can never be negative, 
because total product will always be a finite quantity. 
Question 13. Average product will increase only when marginal product increases. 
Or [AI 2013] 
Average product rises only where marginal product rises. 
[CBSE Sample Paper 2014] 



 

 

Answer: False: Average product may increase even if marginal product does not increase. Marginal 
product rises and falls at a faster rate than the average product. Marginal product curve cuts the 
average product at its maximum point which implies that average product may be increasing even if 
marginal product is falling. 
Question 14. Under diminishing returns to a factor, total product continues to increase 
till marginal product reaches zero. [AI 2013] 
Answer: True: Total product continues to increase till marginal product reaches zero. As soon as 
marginal product becomes negative (less than zero), total product will start declining. 
It is so because Total Product = ΣMPL, (Marginal Product). 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 
V. Long Answer Type Questions (6 Marks) 
Question 1. State the behaviour of marginal product in the law of variable proportions. 
Explain the causes of this behaviour. [CBSE 2014] 
Or 
Giving reasons, explain the law of variable proportion. [AI.2014] 
Or 
What are the different phases in the Law of Variable Proportions in terms of marginal 
product? Give reason behind each phase. Use diagram. [AI 2015] 
Answer: The behaviour of Marginal product in the law of variable proportion is as under: 

1. When Marginal product rises (till Point P1), Total product increases at an increasing rate 
(convex shape) (till point P). 

2. When Marginal product falls and remains positive (Till point B1), total product increases at a 
diminishing rate (concave shape) (till point A), 

3. When Marginal Product is zero (at point B1), Total Product is at its maximum and constant (At 
point B). 

4. When Marginal product becomes negative (after point B1), total product falls (after point B). 



 

 

 
Causes or Reasons of this Behaviour is as Under: 

1. Phase I 
(a) Proper utilization of the fixed factor 
• In the initial stage of production the units of variable input (i.e., labour) is so less that fixed 
inputs cannot be effectively utilized. 
• Proper utilization of the fixed factor can be attained when more and more units of variable 
factor (labour units) are applied to the fixed factor (land), the fixed factor will be used 
intensively and output will increase rapidly. 
(b) Specialization and division of labour 
• Initially there was only one labour working on all  the 5 acres of land ploughing, watering, etc. 
• As the number of labour units increases, each worker specialized in a particular activity leads 
to specialization of the variable units and this resulted in increased output. 

2. Phase II 
(a) The non-optimal combination of variable factor with the fixed factor 
• When a given quantity of a fixed factor is combined with more and more units of variable 
factor, the additional units of variable factor will have smaller and smaller quantity of fixed 
factor to work with them. 
• As many workers share the same fixed factor, the share of each would obviously fall. 
Therefore, the cooperation of the fixed factor is not available to the same extent. Thus, an 
increase in the variable factor would add less and less to total output. 
(b) Imperfect Substitutes 
• Diminishing return to factor occurs because variable factor and fixed factor are imperfect 
substitutes to each other. 
• Technically speaking, there is a limit to which variable factor can be applied to fixed factor 



 

 

and that limit depends upon the efficiency of fixed factor. So, variable factor and fixed factor 
are imperfect substitutes to each other. 

3. Phase III 
(a) Efficiency of Variable Factor Fall 
• In this stage the amount of variable factor becomes excessive relative to the fixed factor. This 
happens when too many  LABOUR are engaged in cultivating on a given piece of land. 
• Instead of helping each other in production they cause overcrowding and chaos and thus 
hamper each other’s work. In such a case, the contribution of additional labour to production is 
bound to be negative. 
• Thus, the marginal returns become negative and the total returns start diminishing. 
(b) Efficiency of Fixed Factor Fall 
• Too mu ch of a variable factors may  also lead to the inefficiency of the fixed factor as well. 
• In case of capital-, which is a fixed factor, too much of labour may cause lot of wear and tear 
of machinery, frequent breakdowns and excessive cost of maintenance. This is bound to affect 
total production adversely. 
• In such a situation it is advisable to reduce the units of the variable factor than to increase it 
with a view for getting maximum production. 

VI. Higher Order Thinking Skills 
Question 1. If diminishing marginal returns will set in after the very first unit of labour 
is employed? What do the average product, and marginal product curves look like in 
this case? [3-4 Marks] 
Answer: The marginal and average product curves will fall because diminishing marginal returns 
means that total product increases at diminishing rate that makes the average and marginal product 
to fall. It can be explained with the help of the given diagram. 

 
Question 2. Explain the differences between variable factors and fixed factors. [3-4 
Marks] 



 

 

Answer: 

 
Question 3. Explain how is it possible for marginal product to fall while average 
product is rising?  [1 Mark] 
Answer: Average product can rise even if marginal product is falling as long as the marginal product 
is higher than the average product. 
Question 4. Assume the marginal product for a particular good is constant. Describe 
the shape of the total product function that would accompany it. [1 Mark] 
Answer:  The total product function would be upward sloping and increases at a constant rate. 
Question 5. Comment on the following statement: “When average product and 
marginal product are equal, marginal product is at its maximum.” [1 Mark] 
Answer: The statement is false because if average product is equal to marginal product,  average 
product is at its maximum. 
Question 6. Comment on the following statement: “Diminishing returns occur when 
total output falls as additional units of labour are combined with fixed inputs in the 
production process.” [I Mark] 
Answer: The statement is false because diminishing returns occur when marginal product falls as 
additional units of labour are combined with fixed inputs in the production process. 
VII. Value Based Questions 
Question 1. A farmer in Punjab transports wheat from the farm to a flour mill. Is this 
activity considered as production? Why? [ 1 Mark] 
Answer: Yes, It adds to the utility and generates income. 
Value: Critical thinking 
Question 2. How can the productivity  of Human resources be increased? [1 Mark] 
Answer: The productivity of human resource can be increased with the help of human capital 
formation by providing training and skill to available labour force. 
Value: Creative thinking. 
Question 3. Availability  of agricultural land (fixed factor) is limited in the world, but 
demand of food grain is continuously increasing. Is it possible to increase the supply of 
food grains by continuously increasing variable factors like seeds, fertilizers etc.? [1 



 

 

Mark] 
Answer: Availability of agricultural land is limited in the world, production of food grains may  be 
increased by continuous increase in variable factors only up to a optimum combination with fixed 
factor. After that law of negative returns is applied. 
Value: Critical thinking 
Question 4. Though the contribution of plastic industry in GDP is more, yet why is it not 
considered an Index of social welfare? [ 1 Mark] 
Answer: Because in the production of plastic product a lot of harmful gases are released in the 
atmosphere. 
Value: Environment conservation 
Question 5. Which one of the following will be treated as labour in economics? Give a 
reason for each. 

1.  Preparation of food by a housewife. 
2. Singing for one’s own pleasure. 
3. Driving his master’s car by a driver. 
4. Playing cricket by Virat Kohli. [3-4 Marks] 

Answer:  (1) and (2) do not generate any income. 
(3) and (4) constitute labour. These generate income. 
Value: Critical thinking 
Question 6. What efforts should be made in an economy for the continuous use of 
exhaustible natural resources in production? [3-4 Marks] 
Answer: There are various efforts; namely, 

1. To increase use of renewable resources 
2. To explore the substitutes of resources 
3. To reduce the wastage of resources. 
4. To spread awareness about the effectively and optimum use of natural resources. 

Value: Environmental conservation 
VIII. Application Based Questions 
Question 1. The data below shows the relationship between total output and the amount 
of labour hired at Papa’s Pizza Shop— 

 
Does the production function in the above table exhibit diminishing marginal returns? 
Explain. [3 Marks] 
Answer: No, the production function does not exhibit diminishing marginal returns. As the amount 
of labour hired increases, the marginal product of labour is constant. This violates the law of 
diminishing marginal returns. 
Question 2. Give reasons for the following statements: 

1. Variable factor proportions obtain in the short run. 
2. Fixed factor proportions obtain in the long run. [3-4 Marks] 



 

 

Answer: 
1. Short run is a period of time in which some factors are variable, and at least one factor is fixed. 

The level of output in a firm can be increased only by increasing the quantity of variable 
factors. The quantity of fixed input remains unchanged at different levels. Therefore, when 
variable factors are increased, whereas the quantity of fixed factor remains unchanged, the 
proportions between variable factors and fixed factors get changed. These are known as 
variable factor proportions. 

2. In the long run all the factors become variable because we can change both the factors of 
production, that is why fixed factor also becomes variable. Therefore, when the scale of 
production of a firm  is increased, quantity of all the factors is increased in a given proportion. 
These are known as fixed factor proportions. 

Question 3. If the total product curve is a straight line through the origin, what would 
be the shape of the average product and marginal product curves look like? [3-4 Marks] 
Answer:  When total product curve is the straight line through the origin, total product increases at a 
constant rate and the average and marginal product curves would coincide and be a horizontal line; 
Average Product and Marginal product are constant regardless of the amount of input used. It can be 
seen with the help of following schedule and diagrams.
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Question 1. Briefly explain the concept of the cost function.[1 Mark] 
Answer:  Cost function shows functional relationship between output and cost of production. It gives 
the least cost combination of inputs corresponding to different levels of output. Cost function is given 
as: 
C = f(X), ceteris paribus, 
where, C = Cost and X = Output 
Question 2. What are total fixed cost, total variable cost and total cost of a firm? How 
are they related? 
Or 
Draw TVC, TC, and TFC curves in a single diagram. [AI 2012][CBSE Sample Paper 
2013][3 Marks] 
Answer: (i) TC is divided into two parts TFC and TVC such that TC = TFC + TVC. 
(ii) TFC is the overhead cost and it remains constant or fixed whatever be the level of output. TFC 
curve is a horizontal line parallel to the x-axis. 
(iii) TVC is cost due to increased use of variable factors like raw material, labour, etc. TVC is inverse S-
shaped starting from the origin due to law of variable proportion. 
(iv) TC is aggregate of TFC and TVC. TC curve is inverse S-shaped starting from the level of fixed cost. 
The reason behind it shape is the law of variable proportion. 

 
Question 3. What are the average fixed cost, average variable cost and average cost of a 
firm? How are they related?[3-4 Marks] 
Answer: AFC: The per unit cost incurred on fixed factors of production is known as average fixed 
cost. 

 
AFC always decreases as the firm increases the level of production. AVC: It is variable cost per unit of 



 

 

output produced. 

 It is obtained by dividing the total variable cost by the quantity of output. 
AVC initially decreases. But after reaching the stage of minimum cost it starts increasing. AVC is U-
Shaped. AC: It is cost per unit of output produced. It can be obtained by dividing the total cost by the 
quantity of output produced. 
Relationship between AFC, AVC and AC. There is a unique relationship among AC, AFC and AVC. AC 
is the sum of AFC and AVC, i.e., 
AC = AFC + AVC. 
Question 4. Can there be some fixed cost in the long run? If not, why? [1 Mark] 
Answer: No, there are no fixed costs in the long run as all the factors become variable. Fixed cost 
exists only in short run. 
Question 5. What does the average fixed cost curve 
look like? Why does it look so?[3 Marks] Or 
How does AFC behave as output is increased? [CBSE 2009C] 
Or 
What is the behaviour of average fixed cost as output increases? 
[CBSE 2012] 
Answer: The shape of AFC is downward sloping Rectangular hyperbola. AFC 

falls as output increases because  and TFC remains Output constant. So, as output 
increases, TFC remains constant, but AFC falls. 
Question 6. What do the short run marginal cost, average variable cost and short run 
average cost curves look like?[1 Mark] 
Answer: The Short run marginal cost, average variable cost and short run average cost curves are U-
shaped because of Law of variable proportion. 
Question 7. Why does SMC curve cut AVC curve at the minimum point of AVC curve?[3 
Marks] 
Answer:  (i) It happens because when AVC falls, SMC is less than AVC. 
(ii) When AVC starts rising, SMC is more than AVC. 
(iii) So, it is only when AVC is constant and at its minimum point, that SMC is equal to AVC. 
Therefore, SMC curve cuts AVC curve at its minimum point. 
Question 8. At which point does the SMC curve cut the SAC curve? Give reason in 
support of your answer.[3 Marks] 
Answer:  (i) It happens because when SAC falls, SMC is less than SAC. 
(ii) When SAC starts rising, SMC is more than SAC. 
(iii) So, it is only when SAC is constant and at its minimum point, that SMC is equal to SAC. 
Therefore, SMC curve cuts SAC curve at its minimum point. 
Question 9. Why is the short run marginal cost curve U- Shaped? [3 Marks] 
Answer: Marginal cost is U-shaped because of Law of variable proportion: 

 
(i) As we know the shape of MC depends on the shape of TVC or TC. Let us suppose TVC. 



 

 

(ii) Initially, TVC increases at a diminishing rate (Total Product increases at Increasing rate),  which 
makes the gap of TVC, i.e. MC to fall. 
(iii) Thereafter, TVC increases at an increasing rate( Total Product increases at diminishing rate) 
which makes the marginal cost to rise. 
(iv) So, from inverse S-shape TVC curve, we derive U-shape MC curve. 
Question 10. What do the long run marginal cost and average cost curves look like? 
Answer: Out Of Syllabus. 
Question 11. The following table shows the total cost schedule of a firm. What is the 
total fixed cost schedule of this firm? 
Calculate the TVC, AFC, AVC, SAC and SMC schedules of the firm.[6 Marks] 

 
Answer: The total fixed cost will be the same at all the levels of output ranging from zero to six.  For 
zero output, total cost is ? 10. At zero output, total variable cost will be zero. Hence, Rs. 10 represents 
total fixed cost at all levels of output. 

 
Question 12. The following table gives the total cost schedule of a firm. It  Is also given 
that the average fixed cost at 4 units of output is Rs. 5. 



 

 

 
Find the TVC, TFC. AVC, AFC, SAC and SMC schedules of the firm for the corresponding 
values of output.[6 Marks] 
Answer: 

 
Question 13. A firm’s SMC schedule is shown in the following table. The total fixed cost 
of the firm is Rs. 100. 

 
Find the TVC, TC, AVC and SAC schedules of the firm.[6 Marks] 



 

 

Answer: 

 
MORE QUESTIONS SOLVED 
I. Very Short Answer Type Questions (1 Mark) 
Question 1. Give the meaning of cost.Or [CBSE 2007] 
What is meant by cost in economics? [CBSE, Sample Paper 2010} Or 
What does ‘cost’ mean in economics? [CBSE 2008] 
Answer: Cost of producing a good, in economics, is the sum  total of explicit cost, implicit cost and 
certain minimum profit (normal profit). 
Question 2. Give two examples of fixed cost.[ CBSE 2013] 
Answer: (i) Rent of the building. 
(ii) Salary of permanent employees. 
Question 3. Give two examples of variable costs. 
Answer: (i) Raw materials. 
(ii) Labour engaged on production. 
Question 4. Why is average total cost greater than average variable cost? 
Answer: Because AC is sum total of AFC and AVC. 
Question 5. What is meant by total cost? 
Answer:  During production the expenditure incurred on various factors of production is known as 
total cost. 
Question 6. Why are TC and TVC curves parallel to each other? 
Answer: TC and TVC curves are parallel to each other because the vertical gap 
between them represents TFC which remains constant at all levels of output. 
Question 7. How does the total fixed cost change when output changes? [CBSE 2003] 
Answer:  Total fixed cost does not change with the change in output. 
Question 8. Give the meaning of marginal cost. [CBSE, Sample Paper 2010] 
Answer: The cost incurred on additional unit of output is known as Marginal cost. 
Question 9. How is MC related to TFC? 
Answer:  MC is independent (not related) of TFC and is affected by change in only TVC. 
Question 10. How is TVC derived from MC schedule? 
Answer:  TVC = SMC 
Question 11. What does the area under marginal cost curve show? 
Answer:  Area under marginal cost curve shows total variable cost. 
Question 12. Can AC be less than MC when AC is rising? 
Answer: Yes, AC can be less than MC, when AC is rising, as long as MC is more than AC. 
Question 13. When AC curve slopes downwards, what will be the position of MC curve? 
Answer:  MC curve is below AC curve. 



 

 

Question 14. What happens to AC when MC is equal to AC? 
Answer:  AC is constant and at its minimum point. 
Question 15. Can AC and AVC curves touch each other? 
Answer:  No, because difference between AC and AVC is AFC and AFC can never be zero. 
Question 16. Give two examples of explicit cost. 
Answer: The two examples are: (i) Wages to worker by a firm, and (ii) rent to landlord by a firm. 
Question 17. Give two examples of implicit  cost of a firm. 
Answer:  The two examples are: (i) imputed cost of the seller’s self-owned shop; and (ii) imputed 
cost of family labour being used free by the seller. 
Question 18. What is the behaviour of Total Variable Cost, as output increases? [AI 
2012] 
Answer:  TVC first increases at a diminishing rate and then increases at an increasing rate. 
Question 19. If it is given that the total variable cost for producing 15 units of output is 
Rs. 3000 and for 16 units is Rs. 3,500. Find the value of Marginal Cost. [CBSE, Sample 
Paper 2016] 
Answer:  MCn = TVCn-TVCn-1 
MC16 =TVC16 – TVC15 
=3500 – 3000 =500 
II. Multiple Choice Questions (1 Mark) 
Question 1. Which cost increases continuously with the increase in production? 
(a) Average cost, (b) Marginal cost. 
(c) Fixed cost. (d) Variable cost. 
Answer: (d) 
Question 2. Which one of the following cost curves is never ‘U’ shaped? 
(a) Average cost curve. 
(b) Marginal cost curve. 
(c) Av erage variable cost curve. 
(d) Average fixed cost curve. 
Answer: (d) 
Question 3. Total cost in the short run is classified into fixed costs and variable costs. 
Which one of the following is a variable cost? 
(a) Cost of raw materials. 
(b) Cost of equipment. 
(c) Interest payment on past borrowings. 
(d) Payment of rent on building. 
Answer: (a) 
Question 4. In the short run, when the output of a firm increases, its average fixed cost: 
(a) increases. 
(b) decreases. 
(c) remains constant. 
(d) first declines and then rises. 
Answer: (b) 
Question 5. Which one of the following statements 
is correct? 
(a) When the marginal cost is rising, the average cost must also be rising. 
(b) When the average cost is rising, the marginal cost must be falling. 
(c) When the average cost is rising, the marginal cost is above the average cost. 
(d) When the average cost is falling, the marginal cost must be rising. 
Answer: (c) 



 

 

Question 6. Which one of the following statements is an example of “explicit  cost”? 
(a) The wages a proprietor could have made by working as an employee of a large firm. 
(b) The income that could have been earned in alternative uses by the resources owned 
by the firm. 
(c) The payment of wages by the firm. 
(d) The normal profit earned by a firm. 
Answer: (c) 
Question 7. Which one of the following statements 
is an example of an “implicit cost”? 
(a) Interest that could have been earned on retained earnings used by the firm to 
finance expansion. 
(b) The payment of rent by the firm for the building in which it is housed. 
(c) The interest payment made by the firm for funds borrowed from a bank. 
(d) The payment of wages by the firm. 
Answer: (a) 
Question 8. Marginal cost is defined as: 
(a) The change in total cost due to a one unit change in output. 
(b) Total cost divided by output. 
(c) The change in output due to a one unit change in an input. 
(d)Total product divided by the quantity  of input. 
Answer: (a) 
Question 9. Which one of the following statements is true to the relationship between 
marginal cost function and average cost function? 
(a) If MC is greater than ATC, ATC is falling. 
(b) ATC curve intersects MC curve at minimum MC. 
(c) MC curve intersects ATC curve at minimum ATC. 
(d) If MC is less than ATC, ATC is increasing. 
Answer: (c) 
Question 10. Which one of the following statements is true to the relationship among 
the average cost functions? 
(a) ATC = AFC – AVC. 
(b) AVC = AFC + ATC. 
(c) AFC = ATC + AVC. 
(d) AFC = ATC – AVC. 
Answer: (d) 
Question 11. Which one of the following elements is not a determinant of the firm’s cost 
function? 
(a) The production function. 
(b) The price of labour. (c) Taxes. 
(d) The price of the firm’s output. 
Answer: (d) 
Question 12. Which one of the following statements is correct concerning the 
relationships among the firm’s cost functions? 
(a) ATC=AFC-AVC 
(b) AVC = AFC + ATC. 
(c) AFC = ATC + TVC. 
(d) AFC = ATC – AVC. 
Answer: (c) 
Question 13. Suppose output increases in the short run, than the Total cost will: 
(a) increase due to an increase in fixed costs only. 



 

 

(b) increase due to an increase invariable costs only. 
(c) increase due to an increase in bothfixed and variable costs. 
(d) decrease if the firm is in the regionof diminishing returns. 
Answer: (b) 
Question 14. A firm’s average fixed cost is Rs.20 at 6 units of output. What will it be at 4 
units of output? 
(a) Rs.60 (b) Rs.30 
(c) Rs.40 (d) Rs.20 
Answer: (b) 
Question 15. If marginal cost equals to average total cost, 
(a) average total cost is falling 
(b) average total cost is rising 
(c) av erage total cost is maximized 
(d) average total cost is minimized 
Answer: (d) 
Question 16. When marginal costs are below 
average total costs, 
(a) average fixed costs are rising 
(b) average total costs are falling 
(c) av erage total costs are rising 
(d) average total costs are minimized 
Answer: (b) 
Question 17. If the average cost is falling, 
(a) marginal cost is rising 
(b) marginal cost is falling 
(c) marginal cost is equal to average cost 
(d) it  is impossible to tell if marginal cost is rising or falling 
Answer: (d) 
Question 18. The difference between average total cost and average variable cost: 
(a) is constant 
(b) is total fixed cost 
(c) gets narrow as output decreases 
(d) is the average fixed cost 
Answer: (d) 
Question 19. If the total cost curve is parallel to X-axis, marginal cost will: 
(a) increase (b) decrease 
(c) zero (d) None of these. 
Answer: (c) 
Question 20. The total cost at 5 units of output is Rs. 30. The fixed cost is Rs. 5. The 
average variable cost at 5 units of output is: [CBSE Sample Paper 2014] 
(a)Rs.25 (b)Rs.6 
(c)Rs.5 (d)Rs.1 
Answer: (c) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. Define total fixed cost (Supplement/ Indirect/overhead cost). 
Or 
Define fixed cost.[AI 2004, 06, 07; CBSE 2008C, 09] Or 
What is meant by fixed (supplementary) costs of a firm? Give examples. 
[AI 2007; CBSE 2004, 04C, 07C] 
Answer:  (i) Fixed costs are those costs of production which do not change with a change in output. 



 

 

(ii) These are the costs incurred on fixed factors, like rent of land and building, interest, etc. These are 
unavoidable contractual costs. 
(iii) Fixed costs are also called overhead costs or general costs because these are comm on for all the 
units produced. These costs are also called supplementary costs or indirect costs. 
(iv) The shape of Total fixed Cost is horizontal (Parallel to X-Axis). They have to be incurred when the 
output is large or small or even zero. 
Question 2. What is meant by variable (prime) cost of a firm? Give examples. [CBSE 
2004 C; AI 2004] 
Answer:  (i) The cost incurred on variable factors of production is known as TVC. 
(ii) TVC is very much related with the production and fluctuates with the fluctuation in production. 
(iii) In case of zero level of production, TVC would also be zero. 
(iv) For example, Wages of casual labour, payment for raw material, etc. 
Question 3. Explain the behaviour of aver age fixed cost using numerical example. 
[CBSE 2013C] 
Answer:  (i) The per unit cost incurred on fixed factors of production is known as average fixed cost. 

 
AFC falls as output increases because 

 and TFC remains constant.So, as output increases, TFC remains constant, AFC falls. 
Question 4. Distinguish between variable cost and fixed cost. Give two examples of 
each.[AI 2004, 08; CBSE 99C, 2000C] 
Answer:  



 

 

 

 
Question 5. Why is AC curve U-shaped in short run? Or 
Why is AC curve U-shaped?[AI 2006; CBSE 07C, 10Q] 
Answer:  Average Cost is U-Shaped because of Law of variable proportion: 
(i) The shape of average cost (AC) depends upon total cost (TC). 
(ii) Initially, total cost (TC) increases at a diminishing rate (Total Product increases at Increasing 
rate),  which makes its average, i.e., average cost (AC) to fall, then reaches its minimum point. 

 
(iii) Thereafter, total cost (TC) increases at increasing rate (Total Product increases at diminishing 
rate),  which makes the average cost (AC) to rise. This type of production behaviour shows operation 
of law of variable proportion. 
Question 6. An individual is both the owner and the manager of a shop taken on rent. 
Identify implicit cost and explicit cost from this information. Explain. [CBSE 2012] 
Answer:  (i) For producing a comm odity, a firm requires factor inputs (like services of land, labour, 
capital etc.) and non-factor inputs (like raw material, electricity, fuel etc.). 
(ii) Actual money spent by a firm  on buying and hiring of factor and non¬factor inputs is called 
explicit cost. As per question, rent paid for the shop is an explicit cost. 
(iii) Implicit cost is the imputed or estimated value of inputs supplied by the owner of the firm 
himself. As, per question, imputed salary of the owner working as manager, imputed interest on self-



 

 

supplied capital, etc. are implicit costs. 
cost and implicit cost. 
Question 7. State the distinction between explicit each.Give an example of each? 
Answer: 

 

 
Question 8. A producer starts a business by investing his own savings and hiring the 
labour. Identify implicit and explicit costs from this information. Explain. [AI 2012] 
Answer:  (i) For producing a comm odity, a firm requires factor inputs (like services of land, labour, 
capital etc.) and non-factor inputs (like raw material, electricity, fuel efc.). 
(ii) Actual money spent by a firm  on buying and hiring of factor and non¬factor inputs is called 
explicit cost. As per question, a producer is hiring the labour, than the wages and salary paid to labour 
is a  explicit cost. 
(iii) Implicit cost is the imputed or estimated value of inputs supplied by the owner of the firm 
himself. As, per question, if a producers start a business by investing his own savings, than the 
imputed interest on self-supplied capital he earned is a implicit cost. 
Question 9. A farmer takes a farm on rent and carries on farming with the help of his 
family members. Identify explicit and implicit  costs from this information. Explain. [AI 
2012] 
Answer:  (i) For producing a comm odity, a firm requires factor inputs (like services of land, labour, 
capital etc.) and non-factor inputs (like raw material, electricity, fuel etc.). 
(ii) Actual money spent by a firm  on buying and hiring of factor and non¬factor inputs is called 
explicit cost. As per question, a farmer takes a farm on rent. So, the rent he pay s to landloard is the 
explicit cost. 
(iii) Implicit cost is the imputed or estimated value of inputs supplied , by the owner of the firm 
himself. As per question, if a farmer carries on farming with the help of family members, even then 
the imputed wages will be an implicit cost. 
Question 10. Explain the relationship between AC and MC with the help of a diagram. 
[CBSE 2000C, 2001, 07, 07C, 09C; AI 2004, 08, 11] 



 

 

 
Answer:  (i) As long as MC is below AC, AC curve falls till their intersection at point E. 
(ii) When MC curve comes to fall, it falls more rapidly than AC curve and reaches its minimum point 
B earlier than the AC curve reaches its minimum point E. 
Therefore, MC curve is rising from B to E whereas AC curve is still falling from A to E. 
(iii) When MC curve is rising, it cuts the AC curve at its minimum point E and after that point MC is 
above than AC. 
Question 11. Define cost. State the relation between marginal cost and average variable 
cost. [CBSE 2015] 
Answer: Cost is the sum  total of explicit cost, implicit cost and certain minimum profit (normal 
profit). 
(i) As long as MC is below AVC, AVC curve falls till their intersection at point E. 
(ii) When MC curve comes to fall, it falls more rapidly than AVC curve and reaches its minimum point 
B earlier than the AVC curve reaches its minimum point E. 
Therefore, MC curve is rising from B to E whereas AVC curve is still falling from A to E. 
(iii) When MC curve is rising, it cuts the AVC curve at its minimum point E and after that point MC is 
above than AVC. 

 
Question 12. What is the behaviour of (a) Average Fixed Cost and (b) Average Variable 
Cost as more and more units of a good are produced? [A1 2015] 
Answer: (a) The average fixed cost falls as more and more units of goods are produced. It is so 
because average fixed cost is equal to . Total Fixed Cost (TFC) 
Output 
and total fixed cost remains constant with increase in level of output. So, with constant total fixed cost 
and increasing output, the average fixed cost falls. 
(b) Average Variable Cost (AVC) is U-shaped with increase in output because of Law of Variable 
Proportion. 
(i) As we know the shape of AVC depends upon the shape of Total Variable Cost (TVC). Initially, TVC 
increases at diminishing rate (because Total Product Increases at increasing Rate), that makes the 
AVC to fall. 



 

 

(ii) Thereafter, TVC increases at increasing rate (because Total Product Increases at diminishing 
Rate), that makes the average variable cost to rise. 
(iii) So, from inverse S-shape, TVC curve, we derive the U shape AVC curve. 
Question 13. Can MC increase when AC falls? 
Answer:  Yes, it can happen when MC is below, than AC at the time of MC increases. The reason is 
that MC is confined to only one unit of the comm odity produced whereas AC is related to all  the units 
of comm odity produced. As a result when MC increase, in case of MC, the whole increase is confined 
to the concerned one unit but in case of AC, this increase is shared by all  the units of comm odity  
produced. As the result of, rising MC is unable to bring about an increase in AC. 
Question 14. Find out the total fixed cost in the following: 

 
Answer: The total fixed cost will be the same at all the levels of output, ranging from zero to six. For 
zero output, total cost is Rs 120. At zero output, total variable cost will be zero. Hence, Rs 120 
represents total fixed cost at all  levels of output. 
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Question 1. Consider a market with two firms. The following table shows the supply 
schedules of two firms: the SS1 column gives supply schedule of firm 1 and SS2 column 
gives supply schedule of firm 2. Compute the market supply schedule. [3 Marks] 

 
Answer: 

 
Question 2. Consider a market with two firms. In the following table, columns labelled 
as SS1 and SS2 give the supply schedules of firm 1 and firm 2 respectively. Compute the 
market supply schedule. [3 Marks] 



 

 

 
Answer: 

 
Question 3. There are three identical firms in a market. The following table shows the 
supply schedule of firm 1. Compute the market supply schedule. [3 Marks] 



 

 

 
Answer: 

 
of the second firm  (SS2) and the third firm  (SS3) will be equal to the supply of first firm (SS,). 
Question 4. How does technological progress affect the supply curve of a firm? [3 
Marks] 
Answer: When there is technological progress in the firm, then cost of production will decrease, 
which leads to increase in the profit margin of the firm and thereby shifts the supply curve rightward 



 

 

as showm. 

 
Question 5. How does the imposition of a unit tax affect the supply curve of a firm? [3 
Marks] 
Answer: (i) A unit tax is a tax that the government imposes per unit sale of output. 
(ii) For example, suppose that the unit tax imposed by the government is Rs  3. 
Then, if the firm produces and sells 20 units of the goods, the total tax that the firm  must pay to the 
government is 20 x  3  = 60. 
(iii) So, if the unit tax increases, the firm’s cost of production increases which will shift the supply 
curve leftward. 

 
Question 6. How does an increase in price of an input affect the supply curve of a firm? 
[3 Marks] 
Answer:  (i) This also influences the supply since price of inputs (rent, wages, interest, profit) 
constitutes the cost of production of a comm odity. 
(ii) An increase in the price of an input may  lead to rise in cost of production, which will thereby 
decrease the production of a comm odity shifting the supply curve to the left as shown. 

 



 

 

Question 7. How does an increase in the number of firms in a market affect the market 
supply curve? [3 Marks] 
Answer:  (i) When the number of firms in the industry increases, market supply also increases due to 
large number of producers producing that comm odity. 
(ii) So, due to increase in market supply, the supply curve shifts rightward as shown. 

 
Question 8. What does the price elasticity of supply mean? How do we measure it? [3-4 
marks] 
Answer:  (i) The degree of responsiveness of quantity supplied to the changes in price of the 
comm odity is known as price elasticity of supply. 
(ii) Percentage Method: To measure price elasticity of supply, we use percentage method. According 
to this method, elasticity is measured as the ratio of percentage change in the quantity supplied to 
percentage change in the price.Price elasticity of supply (ES) Percentage change in quantity supplied 
Percentage change in price 



 

 

 

 
Question 9. What is the supply curve of a firm in the short run? [3 Marks] 
Answer: (i) In the short period, supply is relatively less elastic as firm can change the supply by 
changing the variable factors only, as fixed factors remain fixed during short period. 
(ii) The supply curve during short period is inelastic, ie., percentage change in quantity supplied is 



 

 

less than percentage change in price as shown below: 

 
Question 10. What is the supply curve of a firm in the Long run? [3 Marks] 
Answer: (i) In the long period, supply is more elastic as all the factors can be changed and supply can 
be easily adjusted as per changes in price. 
(ii) The supply curve during long period is elastic, i.e., percentage change in quantity supplied is 
greater than per¬centage change in price as shown below: 

 
Question 11.  At the market price of Rs. 10, a firm supplies 4 units of output. The market 
price increases to Rs. 30. The price elasticity of the firm’s supply is 1.25. What quantity  
will the firm supply at the new price? [3 Marks] 
Answer: 

 
Question 12. The market price of a good changes from Rs. 5 to Rs. 20. As a result, the 
quantity supplied by a firm increases by 15 units. The price elasticity of the firm’s 
supply curve is 0.5. Find the initial and final output levels of the firm. [3 Marks] 
Answer: 



 

 

 

 

 
Question 13. A firm earns a revenue of Rs. 50 when the market price of a good is Rs. 10. 
The market price increases to Rs. 15 and the firm now earns a revenue of Rs. 150. What 
is the price elasticity of the firm’s supply curve? 
Answer: 

 



 

 

 
ES is alway s positive due to direct relationship between price and quantity supplied. 
MORE QUESTIONS SOLVED 
1. Very Short Answer Type Questions (1 Mark) 
Question 1. Define supply. [CBSE, Foreign 2004] 
Answer:  Supply refers to the quantity of a comm odity that a firm is willing and able to offer  for sale, 
at each possible price during a given period of time. 
Question 2. Define market supply. [CBSE 2005] 
Answer:  Market supply refers to the quantity of a commodity that all firm s are willing and able to 
offer for sale at each possible price during a given period of time. 
Question 3. State any two factors affecting elasticity of supply. 
Answer: (i) Nature of comm odity; 
(ii) Time period. 
Question 4. What effect does an decrease in input price has on the supply of the 
commodity? 
Answer: Supply will increase. 
Question 5. What is the shape of a supply curve? 
Answer: Supply curve is a positively shaped upward sloping curve. 
Question 6. State the law of supply. [CBSE 2003] 
Answer:  It states that price of the comm odity and quantity supplied are positively related to each 
other when other factors remain constant (ceteris paribus). 
Question 7. What causes a movement along the supply curve of a good? [CBSE 2004] 
Answer: Change (increase or decrease) in price causes a movement along the supply curve. 
Question 8. What causes a downward movement along a supply curve? [CBSE 2004, 
09] 
Answer: Fall in price and fall in quantity supplied, i.e., contraction in supply. 
Question 9. What causes an upward movement along the supply curve of a commodity? 
[CBSE 2004] 
Answer: Rise in price and rise in quantity supplied, i.e., expansion in supply. 



 

 

Question 10. Define price elasticity of supply. 
Answer: The degree of responsiveness of supply to the changes in price of the commodity is known 
as Price Elasticity of Supply. 
Question 11. If the quantity supplied does not change at all as price changes, what will 
be the elasticity of supply? 
Answer:  Perfectly inelastic supply (ES = 0). 
Question 12. What is the price elasticity of supply of a commodity whose straight line 
supply curve passes through the origin forming an angle of 75°? [CBSE Sample Paper 
2010] 
Answer:  Unitary elastic (ES = 1). 
Question 13. When is the supply of a commodity called ‘elastic’? [CBSE 2006\ 
Answer: The supply of a comm odity is called ‘elastic’ when the percentage change in quantity 
supplied is more than percentage change in price, then ES > 1 and the result is known as more than 
unit elastic supply. 
Question 14. Price elasticity of supply of a good is 0.8. Is the supply ‘elastic’ or 
‘inelastic’, and why? [CBSE Outside, CBSE 2006] 
Answer: When PES = 0.8, PES is inelastic because percentage change in quantity supplied is less 
than percentage change in price. 
Question 15. What is meant by perfectly elastic supply of a commodity? [CBSE 08C] 
Answer: When quantity supplied changes and price remains constant, then the supply of such 
comm odity is said to be perfectly elastic. 
Question 16. Price elasticity of supply of a good is 1.5. Is the supply ‘elastic’ or ‘inelastic’, 
and why? 
Answer:  When PES = 1.5, PES is elastic because percentage change in quantity supplied is more 
than percentage change in price. 
II. Multiple Choice Questions (1 Mark) 
Question 1. A vertical supply curve parallel to Y-axis implies that the elasticity of supply 
is: 
(a) Zero (b) Infinity 
(c) Equal to one 
(d) Greater than zero but less than infinity. 
Answer: (a) 
Question 2. The supply of a good refers to: 
(a) Actual production of the good. 
(b) Total existing stock of the good. (c) Stock available for sale. 
(d) Amount of the good offered for sale at a particular price per unit of time. 
Answer: (d) 
Question 3. An increase in the supply of a good is caused by: 
(a) Improvements in its technology. 
(b) Fall in the prices of other goods. (c) Fall in the prices of factors of production. 
(d) All of them. 
Answer: (d) 
Question 4. Elasticity of supply refers to the degree of responsiveness of supply of a 
good to changes in its: 
(a) Demand. (b) Price. 
(c) Cost  of production. 
(d) State of technology. 
Answer: (b) 
Question 5. A horizontal supply curve parallel to the quantity axis implies that the 
elasticity of supply is: 



 

 

(a) Zero. (b) Infinite. 
(c) Equal to one. 
(d) Greater than zero but less than one. 
Answer: (b) 
Question 6. Contraction of supply is the result of: 
(a) Decrease in the number of producers. (b) Decrease in the price of the goods 
concern. 
(c) Increase in the prices of other goods. (d) Decrease in the outlay of sellers. 
Answer: (b) 
Question 7. The quantity  supplied of a piece of goods or service is the amount that 
(a) is actually bought during a given time period at a given price. 
(b) producers wish that they could sell that at a higher price. 
(c) producers plan to sell during a given time period at a given price. 
(d) people are willing to buy during a given time period at a given price. 
Answer: (c) 
Question 8. Supply is the 
(a) limited resources that are available with the seller. 
(b) cost of producing a good. 
(c) entire relationship between the quantity  supplied and the price of good. 
(d) willingness to produce a good if the technology to produce it becomes available. 
Answer: (c) 
Question 9. Elasticity of supply is measured by dividing the percentage change in 
quantity supplied of a good by . 
(a) percentage change in income 
(b) percentage change in quantity  demanded of good  
(c) percentage change in price 
(d) percentage change in taste and preference 
Answer: (c) 
Question 10. Elasticity of supply is zero means 
(a) perfectly inelastic supply 
(b) perfectly elastic supply 
(c) imperfectly elastic supply 
(d) none of them 
Answer: (a) 
Question 11. Elasticity of supply is greater than one when . __ 
(a) Proportionate change in quantity  supplied is more than the proportionate change in 
price. 
(b) Proportionate change in price is greater than the proportionate change in quantity 
supplied. 
(c) Change in price and quantity  supplied are equal 
(d) None of them 
Answer: (a) 
Question 12. If the quantity supplied is exactly equal to the relative change in price then 
the elasticity of supply is . 
(a) less than one (b) greater than one 
(c) one (d) none of them 
Answer: (c) 
Question 13. If the percentage change in supply is less than the percentage change in 
price, it  is called . 
(a) unit elasticity of supply 



 

 

(b) less elastic supply 
(c) more elastic supply 
(d) inelastic supply 
Answer: (b) 
Question 14. The supply curve shifts to the right because of . 
(a) improved technology 
(b) increased price of factors of production 
(c) increased excise duty 
(d) all of them 
Answer: (a) 
Question 15. Supply is a concept. 
(a) stock (b) flow and stock 
(c) flow (d) none of them 
Answer: (c) 
16. In a very short period market: 
(a) The supply is fixed. 
(b) The demand is fixed. 
(c) Demand and supply are fixed. 
(d) None of them. 
Answer: (a) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. Explain the concept of law of supply. 
Or 
State law of supply. [A1 2004] 
Or 
What is meant by the assumption, ‘other things remaining the same’ on which law of 
supply is based?[CBSE 2010] 
Answer:  It is based on certain assumptions. If these assum ptions fulfil in the economy , Law of 
supply states that positive relationship exists between price of the comm odity and quantity supplied 
of that comm odity. 

 
“Other things being constant (ceteris paribus), based on the price of the comm odity” is called Law of 
Supply. It means due to rise in price of a comm odity  its quantity supplied also rises 
and vice-versa. 
The assum ptions are as under: 
(a) Price of other comm odity remains constant. 
(b) Technology of production should not change. 
(c) Cost of production remains constant. 



 

 

(d) Goal of the firm remains constant. 

(e) Taxation policy of the government should not change.  
Question 2. Under what condition, a producer would like to supply more at a given level 
of price? 
Or 
What is increase in supply? Explain three causes of increase in supply. 
Or [CBSE 2007, 11} State factors that can cause a rightward shift  of supply curve. [AI 
2002, 04; CBSE 04, 05C, 06] 
Answer:  An increase in supply means that producers now supply more at a given price level. 
The conditions or causes are: 
(a) Fall in the prices of other goods. 
(b) Fall  in the prices of remuneration of factors of production. 
(c) Improv ement in Technology. 
(d) Change in objective of producer (increase the supply at the same rate). 
(e) Taxation policy of gov ernment falls. 

 
Question 3. Under what conditions, a producer would like to supply less at a given 
price? 
Or 
Explain only two causes of decrease in supply of a commodity.[CBSE 2010, 10C; AI11] 
Or 
State factors for leftward shift of supply curve. [AI 2006] 
Answer:  A decrease in supply means that producers now supply less at a given price level. The 
conditions are: 
(a) Rise in the prices of remuneration of factors of production. 
(b) Rise in the prices of other goods. 
(c) When the technology becomes outdated. 
(d) Change in the objective of producer (decrease supply at the same price). 



 

 

(e) Taxation policy of gov ernment rises. 

 
Question 4. Explain how changes in prices of inputs influence the supply of a product. 
[AI 2012, CBSE 2013 ] 
Answer:  Case I— When price of input rises: 
Due to rise in price of input the cost of production of a firm  increases, which will thereby decrease the 
supply curve to the left as shown in the given figure. 

 
Case II— When price of input falls: 
Due to fall  in price of input, the cost of production of a firm decreases which will thereby increase the 
supply curve to the right as shown in the given figure. 

 
Question 5. Explain effect of ‘change in prices’ of other products on supply of a given 
product. [AI 2012, CBSE 98, 2001, 03, 05, 13C] 
Answer:  Case I— Rise in Price of other Goods: As we know price of other goods are inversely related 
to the supply of given comm odity. So, when there is rise in price of other product, the supply curve of 
given comm odity decreases and shifting the supply curve to the left as shown in the given figure. 



 

 

 
Case II— Fall in price of Other goods: As, against it, if there is fall in price of other product, the supply 
curve of a given comm odity increases and shifting the supply curve to the right as shown below: 

 
Question 6. Explain effect of technological changes on supply of a product. [AI 2001; 
CBSE 2005C] 
Answer:  Case I— Technological Progress: 
When there is technological progress in the firm, then cost of production will decrease, which leads to 
increase in the profit margin of the firm  and thereby shifts the supply curve shifts rightward as shown 
below: 

 
Case II— Outdated Technology: 
Supply of those goods which are being produced with old and inferior technology causing increase in 



 

 

cost of production will decrease the total output and shift the supply curve to the left. 

 
Question 7. What would be an effect on supply curve of the following: 
(a) Decrease in tax on product.[CBSE 06C, 11; AI 08] 
(b) Subsidy on production of goods.[CBSE 2011,13C] 
(c) Rise in own price of a piece of goods. ‘ [CBSE 201 I] 
Answer: (a) Decrease in tax on product: Due to decreasein tax on product the cost of production of a 
firm decreases and supply of a given comm odity increases and thereby shifts the supply curve 
rightward as shown in the given figure: 

 
(b) Subsidy on production of goods: 
If a government gives subsidy to a firm for production of goods, the cost of production of firm 
decreases for producing this goods, that will increase the supply and thereby shifting in the supply 
curve to the right as shown in the given figure: 

 
(c) Rise in own price of a good: Due to rise in own price of a good, the quantity supplied for a given 
comm odity also rises because there is positive relationship between own price of a good and quantity 
supplied of a given comm odity. So, due to rise in price of a comm odity, there will be upward 



 

 

movement along the supply curve as given below: 

 
Question 8. Differentiate between increase in supply quantity supplied and expansion 
in supply increase in [CBSE 2000, 02, 09] 
Answer:  

 

 
Question 9. Differentiate between decrease in supply and contraction in supply 
(decrease in quantity supplied). [Delhi 2000C] 
Answer: 



 

 

 
Numerical problems on Calculation of elasticity of supply (When both price and quantity are given) 
Question 10. If price of a commodity falls from Rs. 50 per unit to Rs. 45 per unit, its 
supply falls from 1000 units to 800 units. Find out its elasticity of supply. 



 

 

Answer: 
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Question 1. How are the total revenue of a firm, market price, and the quantity  sold by 
the firm related to each other?[1 Mark] 
Answer:  Total Revenue = Market Price x Quantity sold 
Question 2. Compute the total revenue, marginal revenue and average revenue 
schedules in the following table. Market price of each unit of good is Rs. 10. 

 
Answer: 

 
Question 3. What would be the shape of the demand curve so that the total revenue 
curve is 
(a) A positively sloped straight line passing through the origin? 
(b) A horizontal line?[3-4 Marks] 
Answer: 



 

 

 
(b) When TR is a horizontal line, demand curve is a rectangular hyperbola. It is shown: 

 
The reason is that,the price at each level of output declines. 
Question 4. Comment on the shape of the MR curve in case the TR curve is a (i) 
positively sloped straight line, (ii) horizontal straight line. [3-4 Marks] 
Answer:  (i) When TR curve is positively sloped straight line, MR is a horizontal line. MR coincides 
with the demand curve. Price or AR is constant at each level of output. 

 
When AR is constant, MR is also constant. 



 

 

 
(ii) When TR is a horizontal straight line, MR is zero. It is because horizontal TR means when price 
falls, quantity demanded rises in the same proportion. Thus, MR is zero. MR curve coincides with the 
x-axis 
Question 5. From the schedule provided below calculate the total revenue, demand 
curve and the price elasticity of demand: 

 
Answer: 

 
MORE QUESTIONS SOLVED 
I. Very Short Answer Type Questions (1 Mark) 
Question 1. Give the meaning of revenue. Or [CBSE 2007] 
Define revenue. [CBSE 2008] 
Answer: Revenue of a firm refers to receipts from the sale of output in a given period. 
Question 2. Define total revenue.[CBSE, All India 2004] 
Answer: The amount received from the sale of given amount of output is known as Total Revenue. 
For example, if a firm sells 100 chairs at a price of ? 200 per chair, The total revenue will be 100 
Chairs x Rs. 200 = Rs 20,000. 
Question 3. Define average revenue.[CBSE, Foreign 2004] 
Answer: The per unit amount received from the sale of given amount of output. 
Question 4. Define marginal revenue. 
Answer: The amount received from the sale of additional unit of output is known as Marginal 
Rev enue. 
Question 5. How is MR derived from TR? 
Answer:  



 

 

Question 6. What change in TR will result in a decrease in MR? 
Answer: When TR increases at a diminishing rate. 
Question 7. When TR falls, what happens to MR? 
Answer:  MR is negative. 
Question 8. How does TR change with the output when MR is zero? 
Answer:  Then, TR is maximum and constant. 
Question 9. What is the behaviour of average revenue in a market in which a firm can 
sell more only by lowering the price? [CBSE 2012] 
Answer:  Average revenue will fall. 
Question 10. What is the behaviour of Marginal Revenue in a market in which a firm 
can sell any quantity of the output it produces at a given price? [AI 2012] 
Answer: Marginal revenue remains constant. 
II. Multiple Choice Questions (1 Mark) 
Question 1. Assume that when price is Rs.20, the quantity demanded is 9 units, and 
when price is Rs.19 the quantity  demanded is 10 units. Based on this information what 
is the marginal revenue resulting from an increase in output from 9 units to 10 units. 
(a) Rs.20 (b)Rs.19 (c) Rs.10 (d) Rs. 1 
Answer: (c) 
Question 2. Assume that when price is Rs.20, the quantity demanded is 15 units and 
when price is Rs.18, the quantity demanded is 16 units. Based on this information what 
is the marginal revenue resulting from an increase in output from 15 units to 16 units? 
(a) Rs. 18 (b) Rs.16 (c) Rs.12 (d) Rs. 28 
Answer: (c) 
Question 3. Marginal Revenue is equal to: 
(a) The change in price divided by the change in output. 
(b) The change in quantity  divided by the change in price. 
(c) The change in P * Q due to a one unit change in output. 
(d) Price, but only if the firm is a price searcher. 
Answer: (c) 
Question 4. Total revenue = 
(a) Price x quantity (b) Price x income 
(c) Income x quantity 
(d) None of these. 
Answer: (a) 
Question 5. Average revenue is the revenue earned 
(a) per unit of input 
(b) per unit of output 
(c) different units of input 
(d) different units of output 
Answer: (b) 
Question 6. AR can be symbolically written as: 
(a) MR/Q (b) Price x quantity 
(c) TR/Q (d) None of these. 
Answer: (c) 
Question 7. AR is also known as: 
(a) Price (b) Income 
(c) Revenue (d) None of these. 
Answer: (a) 
Question 8. Marginal revenue can be defined as the change in total revenue resulting 
from— 



 

 

(a) purchase of an additional unit of a commodity 
(b) sale of an additional unit of a commodity 
(c) sale of subsequent units of a product 
(d) None of these. 
Answer: (b) 
Question 9. When price remains constant at all level of output, total revenue— 
(a) increases at increasing rate 
(b) increases at diminishing rate 
(c) increases at constant rate 
(d) None of these. 
Answer: (c) 
Question 10. How does TR change with output when MR is negative? 
(a) TR falls with the increase in output 
(b) TR rise with the increase in output 
(c) TR falls with the decrease in output 
(d) None of these. 
Answer: (a) 
Question 11. Average revenue curve is also known as: 
(a) Profit  Curve 
(b) Demand Curve 
(c) Av erage Cost Curve 
(d) Indifference Curve 
Answer: (b) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. Calculate Average Revenue (AR) and Marginal Revenue (MR). 

 
Answer: 

 
  



 

 

Question 2. Calculate TR and AR from the following data. 

 
Answer: 

 
Question 3. Calculate TR and MR from the following data. 

 
Answer: 

 
Question 4. Complete the following table. [CBSE Delhi 2005 (Set-1)] 

 



 

 

Answer: 

 
Question 5. Complete the following table. [CBSE Delhi 2005 (Set-II)] 

 
Answer: 

 
Question 6. Complete the following table. [CBSE Delhi 2005 (Set-Ill)] 

 
Answer: 

 



 

 

Question 7. Complete the following table. 

 
Answer: 

 
Question 8. Complete the following table. 

 



 

 

Answer: 

 
Question 9. Complete the following table. 

 
Answer: 

 
Question 10. Calculate TR, MR and AR. 

 



 

 

Answer: 

 
Question 11. Calculate TR, AR and MR. 

 
Answer: 
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Question 1. What conditions must hold if a profit- maximizing firm produces positive 
output in a competitive market? 
Or [6 Marks] 
Explain the producer’s equilibrium with MR/MC approach (when Price remains 
constant with the rise in output). 
Or 
Explain the conditions of a producer’s equilibrium in terms of marginal cost and 
marginal revenue. Use diagram 
[CBSE Sample Paper 2012, 13] Or 
Why is the equality  between marginal cost and marginal revenue necessary for a firm 
to be in equilibrium? Is it  sufficient to ensure equilibrium? Explain. [CBSE 2015} 
Or 
Elaborate the implication of the conditions of equilibrium of a firm. 
[CBSE Sample Paper 2016] 
Answer: The conditions mu st hold if a profit maximizing firm produces positive output in a 
competitive market when price is constant’under MR/MC approach is determined where, 
(i) MR = MC (ii) MC mu st be rising 

 
According to Table, both the conditions of equilibrium are satisfied at 4 units of output. MC is equal 
to MR and MC is rising. MC is more than MR when output is produced after 4 units of output. So, 
Producer’s Equilibrium will be achieved at 4 units of output. However, MR is equal to MC at 2  units of 
output also. But, second condition is not fulfilled here. 
Let us understand the determination of equilibrium with the help of a diagram: 



 

 

 
Producer’s Equilibrium is determined at OQ level of output corresponding to point  E as at this point, 
MC = MR and MC curve cuts MR curve from below. In Figure, output is shown on the horizontal axis 
and revenue and costs on the vertical axis. Producer’s equilibrium will be determined at OQ level of 
output corresponding to point E because at this, the following two conditions are met: 
(i) MC = MR; 
(ii) MC curve cuts the MR curve from below. 
When MR > MC, then producer will continue to produce as long as MR becomes equal to MC. It is so 
because firm  will find it profitable to raise the output level. 
When MR < MC, then producer will cut down the production as long as MR becomes equal to MC. It 
is so because firm  will find it unprofitable to produce an extra unit.  So, it starts reducing the level of 
output till MR = MC. 
Question 2. Can there be a positive level of output that a profit-maximizing firm 
produces in a competitive market at which market price is not equal to marginal cost? 
Give an explanation. [NCERT on Page 66][6 Marks] Or 
Explain why will a producer not be in equilibrium if the conditions of equilibrium are 
not met. [AI 2015] 
Answer: The profit maximizing level of output is always determined where, 
(i) MR = MC 
(ii) MC must be rising. In other words, where price is equal to MC. 
If pr ice is not equal to MC, profit maximizing condition cannot hold. It can be explained with the help 
of the following two cases: 
Case 1: Price Greater Than MC 
(i) In the given figure at output level q2, the market price is greater than marginal cost. 
(ii) To show that q2 is not a profit maximizing level of output, we have taken q3 output level, which is 
right of qr 
(iii) Suppose the firm  increases its output level from q2 to qr The increase in total revenue of the firm 
from this output is the market price multiplied by the change in quantity (ATR = market price x AQ),  
that is, the area of rectangle q2q3CB. 
(iv) On the other hand, the increase in total cost with this, increase in output is the area of the region 
q2q3XW. 
(v) But, a comparison of the two area shows that the firm ’s profit is higher when output level is q3  
rather than q1 So, q2 is not a profit maximizing level of output. 
Case 2: Price Less Than MC 
(i) In the given figure at output level q2, the market price is less than marginal cost. 
(ii) To show that q2 is not a profit maximizing level of output, we have taken q3 output level, which is 
left of qr 



 

 

 
(iii) Suppose now, that the firm  reduce its output level from q2 to q1 The decrease in total revenue of 
the firm  from this output is the market price multiplied by the change in quantity (ATR = market 
price x AQ), that is, the area of rectangle q2q3CB. 

 
(iv) On the other hand, the decrease in total cost with this decrease in output is the area of the region 
q2q3WX. 
(v) But, a comparison of the two area shows, that by reducing the output from q2 to q3, the decrease in 
cost is more than the loss in revenue. So, q2 is not a profit maximizing level of output. 
Question 3. Will a profit-maximizing firm in a competitive market ever produce a 
positive level of output in the range where the marginal cost is falling? Give an 
explanation. 
[3-4 Marks] 
Answer: No, as sufficient condition of producer equilibrium is Marginal Cost must be rising when 
Marginal Cost = Marginal revenue. It can be explained with the help of following diagram: 

 
Point F is not a producer equilibrium because at this point, marginal cost = marginal revenue when 
marginal cost is falling. It is so because after point F, and output then producer will continue to 
produce as long as MR becomes equal to MC as firm  will find it profitable to raise the output level. 



 

 

Question 4. The following table shows the total revenue and total cost schedules of a 
competitive firm. Calculate the profit  at each output level. Determine also the market 
price of the goods. [3-4 Marks] 
Answer: 

 
Market price (AR) = TR/Quantity sold = Rs. 5. (TR = Total Revenue; TC = Total Cost) 

 
Question 5. The following table shows the total cost schedule of a competitive firm. It is 
given that the price of the goods is Rs. 10. Calculate the profit at each output level. Find 
the profit maximising level of output. 

 
Answer: 



 

 

 
The producer achieves equilibrium at 6 units of output because at this point MC = MR and MC is 
rising. 
MORE QUESTIONS SOLVED 
I. Very Short Answer Type Questions (1 Mark) 
Question 1. What is meant by profit? 
Answer: Profit refers to the excess of revenue over cost. 
Question 2. What are the two methods for determination of producer’s equilibrium? 
Answer: (i) TR – TC Approach 
(ii) MR – MC Approach 
Question 3. Explain the producer’s equilibrium. Or 
Give meaning of producer’s equilibrium. [CBSE2004C, 05, 07C, 11, 11C;AI05, 08, 11} 
Answer: A producer is said to be in equilibrium when he produces that level of output at which his 
profits are maximum. 
Producer’s equilibrium  is also known as profit maximisation situation. 
Question 4. What is the general profit  maximising condition for a producer (MR and 
MC approach)? 
Answer:  (i) MC = MR; and 
(ii) MC curve cuts the MR curve from below (i.e., MC is rising). 
II. Multiple Choice Questions (1 Mark) 
Question 1. If MC is more than MR at a particular level of output, how will the producer 
react to maximize the profits—: 
(a) Decrease Production 
(b) Increase Production 
(c) Increase Revenue 
(d) None of these 
Answer: (a) 
Question 2. When MC is equal to MR, while maximizing profit, then 
(a) MC must be rising 
(b) MC must be falling 
(c) MC must be constant 
(d) None of these 
Answer: (a) 
Question 3. What is the relation between price and marginal cost at equilibrium, when 
price falls with the rise in output. 



 

 

(a) Price = Marginal Cost 
(b) Price > Marginal Cost 
(c) Price < Marginal cost 
(d) None of these 
Answer: (b) 
Question 4. What is the relation between price and marginal cost at equilibrium, when 
price remains constant with the rise in output. 
(a) Price = Marginal Cost 
(b) Price > Marginal Cost 
(c) Price < Marginal cost 
(d) None of these 
Answer: (a) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. What is the relation between Price and MC at equilibrium (when price falls 
with the rise in output)? 
Answer:  

 When more output can be sold only by reducing the prices, AR or Price > MR. 
 Equilibrium is achieved when MC = MR. 
 So, Price is more than MC at the equilibrium level. 

Question 2. “MC should be rising at the point of Producer’s Equilibrium”. Comment. 
Answer: 

 The given statement is correct. 
 If MC is falling at the point of equilibrium, it means that it is possible to add to profits by 

producing more, 
 So, MC should be rising at the point of producer’s equilibrium. 

Question 3. Find out the maximum profit position of a producer by comparing his MC 
and MR on the basis of the following data: 

 
Answer: The producer will be in equilibrium when MR = MC. It occurs at 4 units of output where 
both MR and MC are equal to 7. 
IV. True Or False 
Giving reasons, state whether the following statements are true, or false. 
Question 1. A producer is in equilibrium when total cost and total revenue are 
equal.[CBSE, Foreign 2009] 
Answer: False: A producer is in equilibrium when difference between total revenue and total cost is 
maximum so that maximum profit may be earned. 
Question 2. If marginal revenue is equal to the total cost, producer is in equilibrium. 
Answer: False: Producer is in equilibrium when marginal revenue is equal to marginal cost. 
Question 3. A firm is in equilibrium if marginal cost curve cuts average revenue curve 
from below. 
Answer: False: A firm is in equilibrium if marginal cost curve cuts marginal revenue curve from 
below. 



 

 

Question 4. A firm gets maximum profits only if difference between average revenue 
and average cost is the maximum. 
Answer: False: A producer is only in equilibrium if difference between total revenue and total cost is 
maximum. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 
V. Long Answer Type Questions (6 Marks) 
Question 1. Explain the producer’s equilibrium with MR/MC approach (when price falls 
with the rise in output). 
Or 
Explain producer’s equilibrium with the help of MC and MR schedules. Use diagram. 
[CBSE 2010,11 C; AI11] 
Or 
Why is the equality  between marginal cost and marginal revenue necessary for a firm 
to be in equilibrium? Is it  sufficient to ensure equilibrium? Explain. [CBSE 2015] 
Answer: When there is no fixed price and price falls with the rise in output, MR curve slope 
downwards. Producer aims to produce that level of output at which MC is equal to MR and MC curve 
cuts the MR curve from below. Let us understand this with the help of following table: 
According to Table, both the conditions of equilibrium are satisfied at 4 units of output. 

 
MC is equal to MR and MC is rising. MC is more than MR when output is produced after 4 units of 
output. So, Producer’s Equilibrium will be achieved at 4 units of output. Let us understand the 
determination of equilibrium with the help of a diagram: 

 
Producer’s Equilibrium is determined at OQ level of output corresponding to point  E as at this point, 
MC = MR and MC curve cuts MR curve from below. In Figure, output is shown on the horizontal axis 
and revenue and costs on the vertical axis. Producer’s equilibrium will be determined at OQ level of 
output corresponding to point E because at this, the following two conditions are met: 
(i) MC = MR; and 
(ii) MC curve cuts the MR curve from below. 
When MR > MC, then producer will continue to produce as long as MR becomes equal to MC. It is so 
because firm  will find it profitable to raise the output level. 
When MR < MC, then producer will cut down the production as long as MR becomes equal to MC. It 
is so because firm  will find it unprofitable to produce an extra unit.  So, it starts reducing the level of 
output till MR = MC. 
So, the producer is at equilibrium at OQ units of output. 



 

 

Question 2. From the following schedule find out the level of output at which the 
producer is in equilibrium. Calculate profit. Give reasons for your answer. [CBSE Delhi 
2009 (Set-1 &, III)] 

 
Answer: 

 
The producer achieves equilibrium at 6 units of output. At output levels 5th and 6th unit, the 
difference between TR and TC, i.e., profit is maximum, which is equal to 5 in both the cases. But the 
producer is in equilibrium at the 6th unit only where MR = MC (= 24) and MC is rising. 
Question 3. On the basis of the information given below, determine the level of output  
at which the producer will be in equilibrium. Use the marginal cost- marginal revenue 
approach. Give reasons for your answer.[CBSE Delhi, CBSE Sample Paper 2010] 

 
Answer: 

 
The producer achieves equilibrium at 6 units of output. It is because this level of output satisfies both 
the conditions of producer’s equilibrium: (i) MC is equal to MR; and (ii) MC becomes greater than MR 
after this level of output. 



 

 

Question 4. A table showing TC and TR of a firm is given. Calculate MC and MR and find 
out the equilibrium level of output. 

 

Answer:  

 
The producer achieves equilibrium at 6 units of output. It is because this level of output satisfies both 
the conditions of producer’s equilibrium: 
(i) MC is equal to MR. 
(ii) MC becomes greater than MR after this level of output. 
Question 5. Giving reasons identify the equilibrium level of output and find profit at 
this output using ‘Marginal Cost and Marginal Revenue’ approach from the following? 

 
Answer: 



 

 

 
The producer will be at equilibrium at 3  units of output which satisfy both the conditions of 
producer’s equilibrium, (i) MC= MR (ii) MC must be rising . 
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Question 1. What are the Characteristics of a perfectly competitive market? [3 Marks] 
Answer: 

1.  Large number of buyers and sellers 
2. Homogeneous product 
3. Free entry and exit of firm s 
4. Perfect knowledge about the market 
5. Perfect mobility of factors of production 
6. Absence of transportation and selling cost 

Question 2. What is price line under perfect competition? [3 Marks] 
Answer : 

1.  The price line shows the relationship between the market price and a competitive firm’s output 
level, 

2. The vertical height of the price line is equal to the market price as shown in the given figure. 

 

Question 3. What is the relation between market price and average revenue of a price 
taking firm (i.e. perfectly competitive firm)? [1 Mark] 
Answer:  The average revenue (AR) of a firm  is defined as total revenue per unit of output sold. Let a 
firm’s output be Q and the market price be P, then TR equals P x Q. Hence, 

 
In other words, for a price-taking firm, average revenue equals the market price. 

MORE QUESTIONS SOLVED 



 

 

I. Very Short Answer Type Questions (1 Mark) 
Question 1. Define market for a good. [CBSE 2008] 
Answer: Market refers to a region where buyers and sellers of a comm odity come in contact with 
each other to effect the transactions of purchase and sale of the comm odity. 

Question 2. What are the main forms of market? 
Answer: (i) Perfect competition (ii) Imperfect competition. 

 Monopoly 
 Monopolistic competition 
 Oliopolgy. 

Question 3. Define perfect competition. 
Answer: It refers to a market situation in which buyers and sellers operate freely and a comm odity 
sells at a uniform price. 

Question 4. What do you mean by homogenous product? 
Answer: Products sold in the market are homogeneous, i.e., they are identical in all respects like 
quality, colour, size, weight, design, etc. 

Question 5. In which market forms are average revenue and marginal revenue of a firm 
always equal? [CBSE, All India 2004] 
Answer: Perfect competition. 

Question 6. In which market form does a firm face a perfectly elastic demand curve? 
Answer:  Perfectly competitive market. 

Question 7. What induces new firms to enter an industry? [CBSE Sample Paper 2008] 
Answer: Abnormal profits, i.e., abov e normal profits. 

Question 8. If the firms are earning abnormal profits how will the ‘number of firms in 
industry change? 
Answer: The number of firm s in the industry will increase. 

Question 9. In which market form are goods sold at a uniform price? 
Answer: Perfect competition. 

Question 10. Why are selling costs not incurred in perfect competition? 
Answer: Selling costs are not incurred in perfect competition as there exists perfect knowledge 
among the buyers and sellers. 

Question 11. What is meant by the term ‘price – taker ‘ in the context of a firm? 
[CBSE, 2008] 
Answer: A firm is said to be a price-taker if it has to accept the price, as determined by the market 
forces of demand and supply. 

Question 12. Under which market form a firm is a price-taker? [CBSE 2004] 
Answer: Perfect competition. 



 

 

Question 13. What is a price taker firm? [CBSE 2012] 
Answer: A price taker firm  is one which has no option but to accept the price as determined by the 
industry as in perfect competition. 

II. Multiple Choice Questions (1 Mark) 
Question 1. What is the shape of the demand curve faced by a firm under perfect 
competition? 
(a) Horizontal (b) Vertical 
(c) Positively sloped 
(d) Negatively sloped 
Answer: (a) 

Question 2. Which one of the following equations is not a characteristic of a “price 
taker”? 
(a) TR = P x Q (b) AR = Price 
(c) Negatively-sloped demand curve 
(d) Marginal Revenue = Price 
Answer: (c) 

Question 3. Which one of the following options is not a condition of perfect 
competition? 
(a) A large number of firms. 
(b) Perfect mobility of factors. 
(c) Informative advertising to ensure that consumers have good information. 
(d) Freedom of entry and exit into and out of the market. 
Answer: (c) 

Question 4. Under perfect competition a firm is 
(a) price maker and not price taker 
(b) price taker and not price maker 
(c) neither price maker nor price taker 
(d) None of these. 
Answer: (b) 

Question 5. Which one of the following options is not a characteristic of a perfectly 
competitive market? 
(a) Large number of firms in the industry. 
(b) Outputs of the firms are perfect substitutes for one another. 
(c) Firms face downward-sloping demand curves. 
(d) Resources are very mobile. 
Answer: (c) 

Question 6. Price-taking firms, i.e., firms that operate in a perfectly competitive market 
are said to be “small” relative to the market. Which one of the following options best 
describes this smallness? 
(a) The individual firm must have fewer than 10 employees. 
(b) The individual firm faces a downward-sloping demand curve. 
(c) The individual firm has assets of less than Rs 20 lakh. 
(d) The individual firm is unable to affect market price through its output decisions. 
Answer: (d) 



 

 

Question 7. For a price-taking firm. 
(a) marginal revenue is less than price 
(b) marginal revenue is equal to price 
(c) marginal revenue is greater than price 
(d) the relationship between marginal revenue and price is indeterminate 
Answer: (b) 

Question 8. The firm in a perfectly competitive market is a price taker. This designation 
as a price taker is based on the assumption that 
(a) the firm has some, but not complete, control over its product price. 
(b) there are so many buyers and sellers in the market that any individual firm cannot 
affect the market. 
(c) each firm produces a homogeneous product. 
(d) there is easy entry into or exit from the market place. 
Answer: (b) 

Question 9. Suppose that a sole proprietorship is earning total revenues of Rs 1,00,000 
and is incurring explicit costs of Rs 75,000. If the owner could work for another 
company for Rs 30,000 a year, we would conclude that—————- 
(a) the firm is incurring an economic loss. 
(b) implicit  costs are Rs 25,000. 
(c) the total economic costs are Rs 1,00,000. 
(d) the individual is earning an economic profit  of Rs 25,000. 
Answer: (a) 

Question 10. A purely competitive firm’s supply schedule in the short run is determined 
by—————- 
(a) its average revenue. 
(b) its marginal revenue. 
(c) its marginal utility  for money curve. 
(d) its marginal cost curve. 
Answer: (d) 

Question 11. The term market’ refers to a——————- 
(a) place where buyer and seller bargain a product or service for a price 
(b) place where buyer does not bargain 
(c) place where seller does not bargain 
(d) None of these. 
Answer: (a) 

III. Short Answer Type Questions (3-4 Marks) 
Question 1. Explain feature of homogeneous product. [AI2004, 11; CBSE 07, 09C] Or 
Explain the implication of : homogeneous product. 
Answer: 

1. Products sold in the market are homogeneous, i.e., they are identical in all respects like quality, 
colour, size, weight, design, etc. 

2. The products sold by different firm s in the market are equal in the eyes of the buyers. 
3. Since, a buyer cannot distinguish between the product of one firm  and that of another, he 

becomes indifferent as to the firm s from which he buy s. 



 

 

4. The implication of this feature is that since the buyers treat the products as identical they are 
not ready to pay a different price for the product of any one firm. They will pay the same price 
for the products of all  the firm s in the industry. On the other hand, any attempt by a firm to sell 
its product at a higher price will fail. 
To sum up, the “homogeneous products” feature ensures a uniform  price for the products of all 
the firm s in the industry. 

Question 2. “In perfect competition, industry is the price maker and firm is the price 
taker.” Discuss. 
Answer: Yes, this statement is true. 

1. As we know, in Perfect competition, homogeneous goods are produced. So, industry cannot 
charge different price from different firms. 

2. So, industry will give that price to the firm where industry is in equilibrium, i.e., where 
Demand = Supply. Any movement from that point would be unstable. 

 
3. In the given diagram, price and revenue is measured on vertical axis and units of comm odity 

on horizontal axis. Industry will give OP price or point E to the firm as at that point Demand = 
supply, i.e., industry is in equilibrium. The firms will follow the same price and charges same 
from the consumer. 

Question 3. Explain features of perfect knowledge about the market. 
Answer: 

1. Perfect Knowledge means both buyers and sellers are fully informed about the market. 
2. The firms have all  the knowledge about the product market and the input markets. Buyers also 

have perfect knowledge about the product market. 
3. Let us first take the product market. The implication of perfect knowledge about the product 

market is that any attempt by any firm to charge a price higher than the prevailing uniform 
price will fail. The buyers will not pay because they have perfect knowledge. A uniform  price 
prevails in the market. 

4.  Regarding the knowledge about the input markets the implicit assumption is that each firm 
has an equal access to the technology and the inputs used in the technology. 

5. No firm has any cost advantage. Cost structure of each firm  is the same. 
6. Since there is uniform  price and uniform cost in case of all  firms, and since profit equals 

revenue less cost, all the firm s earn uniform  profits. 



 

 

Question 4. What is the relationship between TR, AR and MR under perfect 
competition? 
Answer: 

1. In the perfect competition, a firm is a price taker. 
2. It has to sell its product at the same price as given (determined) by the industry. Consequently, 

price = AR = MR. 
3. Hence, a firm ’s AR and MR curve will be a horizontal straight line parallel to X axis. 
4. Since price remains the same, i.e., MR is constant, therefore, TR increases at the Constant rate 

as increase in the output sold. 
5. As the result of, TR curve facing a competitive firm is positively sloped straight line. Again, 

because at zero output Total Revenue is zero therefore, TR curve passes through the origin O as 
shown in the given figure. 

 

Question 5. Why is AR curve of a firm under perfect competition parallel to X-axis? 
[CBSE 2006] 
Answer: 

1. AR curve of a firm under perfect competition is parallel to X-axis because in perfect 
competition homogeneous product are produced, that is why price remains constant and as we 
know AR = TR/Q = PX Q/Q = Price. So, AR remains constant. 

2.  As, AR is on Y-axis, that is why AR curve remains constant and parallel to X-axis. 

 

Question 6. There are large number of sellers in a perfectly competitive market. 
Explain the significance of this feature. [CBSE 2015] 
Answer: Large number of sellers—: 

1.  The words large number’ simply states that the number of sellers is large enough to render a 
single seller’s share in total market supply of the product insignificant, 



 

 

2. Insignificant share means that if only one individual firm  reduces or raises its own supply, the 
prevailing market price remains unaffected. 

3. The prevailing market price is the one which was set through the intersection of market 
demand and market supply forces, for which all the sellers and all  the buyers together are 
responsible. (iv) One single seller has no option but to sell what it produces at this market 
determined price. This position of an individual firm  in the total market is referred to as price 
taker. This is a unique feature of a perfectly competitive market. 

IV. True Or False 
Giving reasons, state whether the following statements are true or false. 
Question 1. In perfect competition, a firm independently determines price. 
Answer: False: In perfect competition, a firm is only price taker and industry is price maker. 

Question 2. In perfect competition every firm of the industry is price maker. 
Answer: False: In perfect competition, every firm  is a price taker. 

Question 3. Under perfect competition, all the units of a good produced can be 
heterogeneous. 
Answer: False: Under perfect competition, all the units of a good produced are homogeneous. 

Question 4. The condition for shut down point is, the price is equal to minimum of 
short run average cost. 
Answer: False: It is so because the condition for shut down point is the price equal to minimum of 
short run average variable cost. 

Question 5. In perfect competition, selling costs can help in raising sale of the product. 
Answer: False: Under perfect competition, as the units of a good are homogeneous and are sold at 
the same price. 

Question 6. Rising portion of MC curve is a supply curve of a competitive firm. 
Answer: False: Supply curve is that part of rising MC curve which would be greater than or equal to 
minimum of short run average variable cost. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 

V. Long Answer Type Questions (6 Marks) 
Question 1. Explain feature (implication) of ‘large number of sellers and buyers’ in 
perfect competition. [CBSE  2005C, 10, IOC, 11C; AI 08, 10, 11, 13] Or 
Explain the implications of large number of sellers in a perfectly competitive market. 
Or [AI 2012] 
Explain the implications of large number of buyers in a perfectly competitive market. 
[CBSE 2012] 
Answer: Large number of sellers—: 

1. The words ‘large number’ simply states that the number of sellers is large enough to render a 
single seller’s share in total market supply of the product insignificant. 

2. Insignificant share means that if only one individual firm  reduces or raises its own supply, the 
prevailing market price remains unaffected. 

3. The prevailing market price is the one which was set through the intersection of market 
demand and market supply forces, for which all the sellers and all  the buyers together are 
responsible. (iv) One single seller has no option but to sell what it produces at this market 



 

 

determined price. This position of an individual firm  in the total market is referred to as price 
taker. This is a unique feature of a perfectly competitive market. 

Large number of buyers—: 

1. The words ‘large number’ simply states that the number of buyers is large enough, that an 
individual buyer’s share in total market demand is insignificant, the buyers cannot influence 
the market price on his own by changing his demand. 

2. This makes a single buyer also a price taker. 
To sum up, the feature “large number” indicates ineffectiveness of a single seller or a single 
buyer in influencing the prevailing market price on its own, rendering him simply a price taker. 

Question 2. Explain the features of free entry and exit of firms. 
[CBSE 2004, 07, 09C] Or 
Explain the outcome of the following features of a perfectly competitive market: 
[CBSE 2013C, CBSE Sample Paper 2014] 

1. Freedom to firms to enter the industry. 
2. Freedom to the firms to leave the industry. 

Answer: 

1. Buyers and sellers are free to enter or leave the market at any time 
they like. New firm s induced by large profits can enter the industry whereas losses make 
inefficient firm s to leave the industry. 

2. The freedom of entry and exit of firm s has an important implication. This ensures that no firm  
can earn above normal profit in the long run. Each firm  earns just the normal profit, i.e., 
minimum necessary to carry on business. 

3. Suppose the existing firm s are earning above normal profits, i.e. positive economic profits. 
Attracted by the positive profits, the new firm s enter the industry. The industry’s output, i.e.  
market supply, goes up. The prices come down. New firm s continue to enter and the prices 
continue to fall till economic profits are reduced to zero. 

4. Now suppose the existing firm s .are incurring losses. The firms start leaving. The industry’s 
output starts falling, prices going up, and all this continues till losses are wiped out. The 
remaining firms in the industry then once again earn just the normal profits. 

5. Only zero economic profit in the long run is the basic outcome of a perfectly competitive 
market. 

VI. Higher Order Thinking Skills 
Question 1. What are the conditions for short run shut down point? [1 Mark] 
Answer:  Price = minimum of SAVC (short run average variable cost) 
Or TR = TVC 

Question 2. A perfectly competitive firm faces market price equal to Rs 15. [3-4 Marks] 
(i) Derive its total revenue schedule for the range of output from 0 to 10 units. 
(ii) Suppose the market price increases to 17. Will the new TR curve be flatter or 
steeper? 



 

 

Answer: 

 

VII.Value Based Questions 
Question 1. What is a competitive market? Briefly describe a type of market that is not 
perfectly competitive. [3 Marks] 
Answer: 

1. A competitive market is a market in which there are many buyers and many sellers of an 
identical product so that each has a negligible impact on the market price. 

2. Another type of market is a monopoly in which there is only one seller. 
3. There are also other markets that fall  between perfect competition and monopoly i.e. 

monopolistic competition. 

Value: Analytic 

Question 2. What is the relationship between a perfectly competitive firm’s marginal 
cost curve and its short-run supply curve? [ 1 Mark] 
Answer: The marginal cost curve of a perfectly competitive firm is the firm’s short- run supply curve 
at the point where price is equal to or greater than average variable cost. To determine its quantity 
supplied the firm equates the price of its product with its marginal cost. 
Value: Analytic 

VIII.Application Based Question 
Question 1. “The rising portion of the SMC curve is the firm supply curve of competitive 
firm”. Explain. 
Or 
Explain the short run supply curve of the firm. [6 Marks] 
Or 
‘Supply curve is the rising portion of marginal cost curve over and above the minimum 
of Average Variable cost curve’. Do you agree? Support your answer with valid reason. 
[CBSE Sample Paper 2016] 
Answer: 

1. The supply curve of the firm tells us the quantity of the product that a firm  is willing and able 
to produce and sell at each possible price. 



 

 

2. The firm will produce and supply an output at the point at which Price is equal to Marginal 
cost. The derivation of the supply curve is explained with the help of the given figure. 

 
3. The SMC of the firm is given. Let us initially assume that the market price is OP1 . The firm will 

produce and supply an output of OX1 because at e1, price = MC. (OX1 is the equilibrium output 
supplied, as MC = MR and MC cuts MR from below). 

4. Suppose the market price rises to OP2, then the firm will produce and sell OX2 level, because at 
e2level price = MC = MR. 

5. Similarly, as market price increases to OP3, quantity supplied increases to OX3. However, the 
firm will not supply any quantity if the price falls below OP. 

6. At OP price, the firm  will produce and sell OX output. For any price below OP the firm will not 
produce and sell anything. The supply will be zero units. Having the above information, the 
supply schedule can be determined as, 

 
7.  If the market price falls below the minimum of the SAVC, the supply curve jumps to the small 

segment (OP) on the vertical axis at which there is zero supply. Therefore, two discontinuous 
[(OP) + (e’S)] pieces define the short run supply curve for the perfectly competitive firm. 
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Question 1. Explain why the demand curve facing a firm under monopolistic 
competition is negatively sloped? [3 Marks] 
Answer: 

1. The demand curve of a firm under monopolistic competition is negatively sloped because of 
product differentiation. 

2. The product of the sellers are differentiated but close substitutes of one another. 
3. Each seller has some degree of monopoly power of ‘Making’ the price. But since there are many 

close substitutes available, the result is downward sloping and elastic demand curve. 
Question 2. What is the reason for the long run equilibrium of a firm in monopolistic 
competition to be associated with zero profit? [3 Marks] 
Answer: 

1. The reason why firm in monopolistic competition earns zero profit in the long run is free entry 
and exit of firm. 

2.  If firm earns super-normal profits in the short run then new entry will take place in the long 
run. If the firm is incurring losses in the short run, firm will leave in the long run. 

3. The result is zero abnormal profits in the long run. 
Question 3. What is the value of MR when the demand curve is elastic? [3 Marks] 
Answer: When demand curve is elastic (e > 1), MR is positive. 

 



 

 

Question 4. List the three different ways in which oligopoly firms may behave. [3 
Marks] 
Answer: Oligopoly firm may—: 

1. cooperate with each other and formally have a contract or written document of their policies. 
2. cooperate with each other but have tacit (informal) understanding. 
3. not cooperate with each other. 

Question 5. What is meant by prices being rigid? How can oligopoly behaviour lead to 
such an outcome? [3-4 Marks] 
Answer: 

1. Price rigidity refers to a situation in which whether there is change in demand and supply, the 
price tends to stay fixed. 

2.  In an oligopolistic market firm s . are in a position to influence the prices. 
3. However, they stick to their prices in order to av oid a price war. If a firm  tries to reduce the 

price the rivals will also react by reducing their prices. So, it will be of no benefit. 
4. Likewise, if a firm  tries to raise the price other firms will not do so. As a result,  the firm which 

intended to raise the price will lose its customers. So, oligopoly  behaviour leads to price rigidity 
in  an oligopolistic market. 

MORE QUESTIONS SOLVED 
I. Very Short Answer Type Questions (1 Mark) 
Question 1. Define monopoly. [CBSE 2005, 09] 
Answer: ‘Mono’ means single and ‘poly’ means seller, i.e., single seller. Monopoly is a market 
situation where there is a single firm selling the comm odity and there is no close substitute of the 
comm odity sold by the monopolist. 
Question 2. Under which market form, firm is a price-maker? 
Answer: Monopoly. 
Question 3. What are the shapes of AR and MR curves under monopoly? 
Answer: Both AR and MR curves slope downward s. ‘ 
Question 4. How many firms are there in a monopoly market? 
Answer: One firm. 
Question 5. What is a price-maker firm? [AI 2012] 
Answer: A price maker firm is one to fix the price itself because of its monopoly power. 
Question 6. What does Monopolistic Competition mean? 
Answer: It refers to a market situation in which there are many firms which sell closely related but 
differentiated products. 
Question 7. Why is the demand curve under monopoly less elastic as compared to the 
demand curve under monopolistic competition? 
Answer:  Demand curve under monopoly is less elastic as compared to the demand curve under 
monopolistic competition due to absence of close substitutes in monopoly. 
Question 8. Define product differentiation. 
Answer: Product differentiation refers to differentiating the products on the : basis of brand, size, 
colour, shape, etc. 
Question 9. In which form of market there is product differentiation? [CBSE 2005] 
Answer: Monopolistic competition. 
Question 10. Give the meaning of ‘Oligopoly’. [CBSE, Sample Paper 2010] 
Answer: Oligopoly is a market situation in which an industry has only a few firms (or few large firms 
producing most of its output) mutually dependent for taking decisions about price and output. 
II. Multiple Choice Questions (1 Mark) 
Question 1. Which one of the following statement is not a characteristic of monopolistic 
competition? 
(a) Ease of entry into the industry. 



 

 

(b) Product differentiation. 
(c) A relatively large number of sellers. 
(d) A homogenous product. 
Answer: (d) 
Question 2. All of the following are characteristics of a monopoly except:———————–.  
(a) There is a single firm. 
(b) The firm is a price-taker. 
(c) The firm produces a unique product. 
(d) The existence of some advertising. 
Answer: (b) 
Question 3. Oligopolistic industries are characterized by— 
(a) A few dominant firms and substantial barriers to entry. 
(b) A few large firms and no entry barriers. 
(c) A large number of small firms and no entry barriers. 
(d) One dominant firm and low entry barriers. 
Answer: (a) 
Question 4. Monopolistic competition differs from perfect competition primarily 
becaus— 
(a) in monopolistic competition firms can differentiate their products. 
(b) in perfect competition firms can differentiate their products. 
(c) in monopolistic competition entry into the industry is blocked. 
(d) in monopolistic competition there are relatively few barriers to entry. 
Answer: (a) 
Question 5. In which form of the market structure is the degree of control over the 
price of its product by a firm very large? 
(a) Monopoly 
(b) Imperfect Competition 
(c) Oligopoly 
(d) Perfect competition 
Answer: (a) 
Question 6. Under which one of the following forms of market structure does a firm 
have no control over the price of its product? 
(a) Monopoly 
(b) Monopolistic competition 
(c) Oligopoly 
(d) Perfect competition 
Answer: (d) 
Question 7. Price discrimination will be profitable only if the elasticity of demand in 
different sub markets is: 
(a) Uniform (b) Different 
(c) Less (d) Zero 
Answer: (b) 
Question 8. Suppose that the demand curve for the XYZ Co. slopes downward and to 
the right. We can conclude that 
(a) The firm operates in a perfectly competitive market. 
(b) The firm can sell all that it wants to at the established market price. 
(c) The XYZ Co. is not a price taker in the market because it must lower the price to sell 
additional units of output. 
(d) The XYZ Co. will not be able to maximise profits because price and revenue are 



 

 

subject to change. 
Answer: (c) 
Question 9. One characteristic not typical of Oligopolistic industry is its: 
(a) Horizontal demand curve. 
(b) Too much importance to non-price competition. 
(c) Price leadership. 
(d) A small number of firms in the industry. 
Answer: (a) 
Question 10. A Monopolist is a price: 
(a) Maker (b) Taker 
(c) Adjuster (d) None of these. 
Answer: (a) 
Question 11. Price discrimination is one of the features of 
(a) monopolistic competition 
(b) monopoly 
(c) perfect competition 
(d) oligopoly 
Answer: (b) 
Question 12. Pure oligopoly is based on the————– products. 
(a) differentiated (b) homogeneous 
(c) unrelated (d) None of these 
Answer: (b) 
Question 13. The firm and the industry are one and the same in————-. 
(a) perfect competition 
(b) monopolistic competition 
(c) duopoly (d) monopoly 
Answer: (d) 
Question 14. The demand curve of a monopoly firm will be———————–.  
(a) upward sloping 
(b) downward sloping 
(c) horizontal (d) vertical 
Answer: (b) 
III. Short Answer Type Questions (3-4 Marks) 
Question 1. A monopolist can sell any quantity  he likes at a price. Give reasons with true 
or false. [CBSE 2013] 
Answer: False: A monopolist cannot sell any quantity he likes at a price. 

1. A monopolist faces a downward sloping demand curve because of price discrimination which 
means that a monopolist can sell more quantity only by lowering the price. 

2. A monopolist controls only the supply of the product and not the demand of the product. 
Question 2. Why AR curve (demand curve) under monopolistic competition is more 
elastic than AR curve under monopoly? [AI 2013] 
Answer: 

1. AR curve under both the markets slope downwards. 
2. However, AR curve under monopolistic competition is more elastic as compared to AR curve 

under monopoly because of presence of close substitutes. 
3. AR curve is less elastic in monopoly  because of no close substitutes. 

Question 3. Explain the feature of few firms in an oligopoly market. [AI 2012] 
Answer: 

1. The number of sellers in an oligopoly market is small—when there are two or more than two, 
but not many sellers. 



 

 

2. What matters is that these few sellers account for most of the industry’s sales. 
3. These “few” sellers consciously dominate the industry and indulge in intense competition. Each 

firm is aware of that it possesses a large degree of monopoly  power. 
4. For example, the market for mobile service provider in India is an oligopolist structure as there 

are only few producers of mobile service provider. There exists severe competition among 
different firm s and each firm  tries to manipulate both prices and volume of production to 
outsmart each other. 

Question 4. Explain the main features of barriers to the entry of firms. [AI 2013] 
Answer: 

1.  The main reason why the number of firms is small is that there are barriers which prevent 
entry of firm s into industiy. 

2. Patents, large capital, control over the crucial raw material etc,  prevent new firm s from 
entering into industry. 

3. Only those who are able to cross these barriers are able to enter. 
Question 5. Give reasons for the following statements: 

1.  Demand curve facing a perfectly competitive firm is a horizontal straight line. 
2. Demand curve facing a monopolistic competitive firm is a downward sloping 

curve. 
3. Demand curve facing a monopoly firm is less elastic than that curve facing a 

monopolistic competitive firm. 
Answer: 

1. Under perfect competition, every firm  is a price-taker firm. The price is set by industry demand 
and supply. Therefore, every firm faces a horizontal straight line demand curve indicating that 
it  can sell any quantity at the given price. 

2. A monopolistic competitive firm has to design its own pricing strategy. It can expect to sell 
larger quantity at a lower price, and vice-versa. Hence, its demand curve slopes downwards. 

3. A monopolist is the only producer of a good which has no close substitutes. A monopolistic 
competitive firm, on the other hand, produces a good that has several close substitutes. Hence, 
the demand curve facing a monopolistic competitive firm  is more elastic than that faced by a 
monopoly firm. 

Question 6. Draw a demand curve in different market situation and also compare its 
elasticity of demand. 



 

 

Answer: 

 
Question 7. Give reasons for the following statements: 

1. A perfectly competitive firm is a price-taker. 
2. Product differentiation is a characteristic feature of a monopolistic competitive 

market, 
3. A monopolist cannot fix both the quantity that he likes to produce and the price at 

which he would like to sell. 
Answer: 

1. In a perfectly competitive market there are a large number of producers of a product. All of 
them produce a homogeneous product. Therefore, all the firm s have to sell at the same price. 
This price is determined by industry demand and supply. 

2. In a monopolistic competitive market there is a large number of producers. But each of these 
producers produces a product which is somewhat different from what others do. At least, the 
producers make all the attempts to influence the consumer with the idea that their product is 
better than the product of the rival producers. 

3. A monopolist is faced with a downward sloping curve. He can sell a larger quantity at a lower 
price; or alternatively, he may charge a higher price and be satisfied with lower quantity. He 
has to make a choice between the two alternatives. 

Question 8. Explain any two sources of restricted entry under monopoly. 
[CBSE Sample Paper 2016] 
Answer: 

1. Grant of patent rights 
(i) When a company introduces a new product or new technology it applies to the government 



 

 

to grant it patent certificate by which it gets exclusive rights to produce new product or use new 
technology. 
(ii) Patent rights prevent others to produce the same product or use the same technology 
without obtaining license from the concerned company. Patent rights are granted by the 
government for a certain number of years. 

2. Licensing by Government : A monopoly market emerges when government gives a firm  
license, i.e. exclusive legal rights to produce a given product or service in a particular area or 
region. 

Question 9. What is meant by price rigidity, under oligopoly.[CBSE Sample Paper 2016] 
Answer: 

1. Price rigidity refers to a situation in which whether there is change in demand and supply the 
price tends to stay fixed. 

2. If a firm tries to reduce the price the rivals will also react by reducing their prices. Likewise, if it 
tries to raise the price, other firm s will not do so. It will lead to loss of customers for the firm 
which intended to raise the price. 

IV. TRUE OR FALSE 
Giving reasons, state whether the following statements are true or false. 
Question 1. Under monopoly all firms can sell at any price. 
Answer: False: Under monopoly there is only one firm. 
Question 2. In monopoly, firm is different from industry. 
Answer: False: There is only one firm in monopoly market, so there exists no difference between 
firm and industry. 
Question 3. Under monopoly new firms can enter the industry to raise the supply. 
Answer: False: In monopoly, no other firm  can enter into industry because of barrier created by 
monopoly firm. 
Question 4. Under monopoly a firm sells the goods at a single price. 
Answer: False: Under monopoly a firm  can sell all  of its output at different prices due to it’s 
complete control ov er supply and market. 
Question 5. Under monopolistic competition there is only one seller of the product. 
Answer: False: Under monopolistic competition, there are large number of buyers and also large 
number of sellers. 
Question 6. Under monopolistic competition price discrimination can be made easily. 
Answer: False: There is no possibility of price discrimination in the sales of goods in this market 
because of product differentiation. 
Question 7. Under monopolistic competition, all the customers have perfect knowledge 
of the market conditions. 
Answer: False: under monopolistic competition there is a large variety of a single 
product, so they do not get perfect knowledge of the market conditions. 
Question 8. Under oligopoly, there are large number of buyers and sellers. 
Answer: False: In oligopoly there are a few sellers and a large number of buyers 
Question 9. Under monopolistic competition, a firm faces a perfectly elastic demand 
curve. [CBSE, 2012] 
Answer: False: Monopolistic competitive firm  faces downward sloping demand curve as it can sell 
more only by lowering the price. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 
V. Long Answer Type Questions (6 Marks) 
Question 1. Compare between perfect competition and monopoly. 



 

 

Answer: 

 



 

 

Question 2. Compare between perfect competition and monopolistic competition. 
Answer: 

 
Question 3. Compare between monopoly and monopolistic competition. 
Answer: 



 

 

 

 
VI. Higher Order Thinking Skills 
Question 1. Demand curve facing a monopoly firm is a constraint for the monopolist.” 
Comment. [3-4 Marks] 
Answer: 

1. A monopoly firm has market power and is itself a price-maker. It can choose any price, it likes. 
2. Unlike perfect competition where as output increases, price remains unchanged. 
3. In monopoly as output increases or decreases, price changes according to what consumers are 

willing to pay along the demand curve. It produces and supplies a product to satisfy the entire 
market. 

4. It is because a monopoly firm faces the entire demand of the market, that market demand 
curve is said to be a constraint facing a monopoly firm. 

Question 2. Explain the implication of the following: The feature of ‘no close 
substitutes’ under monopoly. [3 Marks] 
Answer:  No close substitute: 

1. A monopolist produces all the output in a particular market. So, there is no close substitute in 
monopoly. 

2. The monopolist is a ‘price-maker’. It does not mean that monopolist can fix both price and the 
quantity demanded. If he fixes a high price, less comm odity will be demanded. 



 

 

3. Implication: The result is an inelastic demand curve as shown in Figure. The demand curve is a 
constraint facing a monopoly firm. Demand curve is also the price line and the AR curve. Since 
AR is downward sloping, MR lies below AR curve and is twice as steep as the AR curve. 

 
Question 3. Distinguish between cooperative and non-cooperative oligopoly. [AT 2015] 
Or 
Differentiate between collusive and non-collusive oligopoly. [3-4 Marks] 
Answer: 

 

 
Question 4. What do you mean by duopoly? [1 Mark] 
Answer: When there are only two firms producing a product, it is called duopoly. Under duopoly it is 
assum ed that the product sold by the two firm s is homogeneous and there is no substitute for it. It is a 
special case of oligopoly. 
Question 5. Which features of monopolistic competition are monopolistic in nature? [1 
Mark] 
Answer:  The features of monopolistic competition are: 

1. Product differentiation 
2. Downward sloping AR and MR curves. 

Question 6. Which features of monopolistic competition are competitive in nature? [ 1 
Mark] 
Answer: The features of monopolistic competition, which are competitive in nature are: 



 

 

1. Large number of sellers; and 
2.  Freedom of entry and exit. 

Question 7. What is the importance of monopoly? [1 Mark] 
Answer: 

1. Patent rights encourage discovery and invention of new product and technique. 
2. Public monopolies (like railways, etc) protect the rights and interest of the public and saves 

them from exploitation. 
Question 8. Discuss the relationship between total revenue, average revenue and 
marginal revenue under perfect competition and monopolistic competition. Use 
diagrams. [3-4 Marks] 
Answer: 

 
VII. Value Based Questions 
Question 1. In spite of having monopoly why the Indian Railways has not increased the 
fare for many years? [1 Mark] 
Answer:  Indian Railway is a major public sector undertaking and its main motive is social welfare 
not the profit. Value: Social welfare 
Question 2. How to reduce the incidence of selling cost under monopolistic competition 
because of which price tends to be higher than what it would have been if production 
cost would have been the sole basis? [1 Mark] 
Answer: The cost incurred on advertisement and salesmanship constitutes selling cost which affects 
the minds of buyers in favour of certain comm odities. In this situation buyers should care for intrinsic 
value and utility. This way the role of selling cost will be reduced. 
Value: Analytic 
Question 3. Under oligopoly though firms are free to take decisions about price and 
quantity to be sold but they do not change the price and hence buyers are deprived of 
the benefit of fall in price. Comment. [I Mark] 
Answer: Oligopoly firms are mutually dependent and therefore while fixing the price and the output 



 

 

they are guided by the reactions of other firm s. As such price tends to be rigid and the consumers 
suffer. 
Value: Critical thinking 
Question 4. Although there are few (more than one) firms in oligopoly. Even these 
firms can enjoy monopoly power. How? [ 1 Mark] 
Answer: Firm s in oligopoly form cartel and in this way these firm s can control over prices. 
Value: Critical thinking 
VIII. Application Based Questions 
Question 1. How the efficiency may increase if two firms merge? [3-4 Marks] 
Answer: 

1. Suppose that initially there are two firm s in an industry and both are same but inefficient. 
2. Their MC curves are at a high level and consequently they charge a higher price and produce 

less. 
3. They realize, however, that if they merge with each other – and thereby become a monopoly —

they can reduce their cost. 
4. For instance, one firm may have excellent technical manpower but may not have good 

marketing skills, whereas the other may  not have good technical manpower but possesses 
superior marketing knowledge by merging the resulting monopoly firms MC curve will be at a 
lower level and thus it will be more efficient firm. 

5. This, by itself will induce the monopoly to charge a price which is less and produce a quantity 
which is greater than when both firm s were competing with each other. 

Question 2. Selling cost is a nail in the coffin of consumer’s sovereignty. How? [3 
Marks] 
Answer: 

1. Selling cost is the expenses which are incurred for promoting sales or inducing customers to 
buy  a good of a particular brand. 

2. Theoretically, a consum er is the king because whatever he desires/ demands is 
produced/supplied, 

3. But in reality this is not so. Advertisement and salesmanship bias his mind in fav our of certain 
comm odities which otherwise may not be good. 

Question 3. “A day without selling costs is nearly impossible”. Comment. [3 Marks] 
Answer: 

1.  The given statement is correct. It is the expenses which are incurred for promoting sales or 
inducing customers to buy a good of a particular brand. 

2. This includes, the cost of advertisement through newspaper, television and radio and cost on 
each other sales promotional activities. 

3. As selling costs by the firms in the form of various promotional tools have become a routine 
activity and the firm generally persuades or lures the customer to avail from one brand to 
another. 

Question 4. Average revenue will always be equal to marginal revenue in all market 
conditions. Defend or refute. [1 Mark] 
Answer:  Refute: MR and AR will be equal only for a perfectly competitive firm, because it is faced 
with a horizontal straight line demand curve. Under all other market conditions MR will always be 
less than AR. 
Question 5. Price discrimination should be socially desirable. How? [1 Mark] 
Answer: There should be an approach on the part of the Monopoly Firm  to fix lower prices for poor 
people and backward areas for its product. 
Question 6. If the firm in the toothpaste industry have the following market shares, 
which market structure would best describe the industiy? [1 Mark] 



 

 

 
Answer: Oligopoly market best describes the market structure of toothpaste industry. 
Question 7. Suppose that the demand curve for the XYZ company slopes downward and 
to the right. Would you conclude that the firm is a price taker or a price maker? Give 
reasons. [3 Marks] 
Answer: 

1. Since the demand curve of XYZ Co. is downward sloping, it has to lower its price to sell 
additional units of output. 

2. But in perfect competition the demand curve is parallel to x-axis as the firm  can sell any 
amount of the output at the same price. 

3. Hence, XYZ Co. is not a price- taker but a price maker. 
Question 8. Because of product differentiation under monopolistic competition, price 
tends to be higher than what it ought to have been in real terms and hence consumers 
suffer. How? [3 Marks] 
Answer: 

1. Product differentiation is created by artificial differences such as change in colour, fragrance, 
certain features etc. 

2. But as such all the products are close substitutes to each other, 
3. This feature of product differentiation results in the downward sloping demand curve because 

of which prices tend to be more and hence the consumers suffer. 
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Question 1. Explain market equilibrium. [1 Mark] 
Answer: Market equilibrium refers to the situation when market demand is equal to the market 
supply. 

Question 2. What will happen if the price prevailing in the market is 
(i) Above the equilibrium price? 
(ii) Below the equilibrium price? 
[6 Marks] Or 
How price and quantity  are determined in the market when number of firms are fixed? 
Or 
How is equilibrium price of a commodity determined? (Use diagram). 
[CBSE 2004C; AI 07, 09] Or 
Explain why equilibrium price is determined at the level of output at which its demand 
is equal to its supply. [CBSE 2010C] 
Or 
How will equilibrium price be reached when there is excess demand/excess supply? 
Explain with diagram. [CBSE 2004, 07; AI 2004] Or 
With the help of a suitable diagram, explain the process of det ermination of 
equilibrium price of a commodity under perfectly competitive market. 
[CBSE Sample Paper 2003] Or 
Market for a good is in equilibrium. Explain the chain of reactions in the market if the 
price is 
(i) higher than equilibrium price and 
(ii) lower than equilibrium price. [AI 2012] 
Answer: 

1. 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. 

2. 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. 

3. It can be explained with the help of following schedule and diagram: 
(a) • In the below schedule market equilibrium is determined at Price 3 where Market demand 
is equal to Market Supply. 
• At price 1 and 2, there is excess demand, which leads to rise in price, resulting tendency is 



 

 

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

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

 
• Suppose that initially the price in the market is P1. At this price, the consumer demand P1 B 
and the producer supply P1A, i.e. consum ers 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. Due to 
rise in price from P1 to P, 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. 
• Similarly, at price P2, the quantity demanded P2K is less than the quantity 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. 
• 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. 

  



 

 

Question 3. When do we say there is excess demand for a commodity in the market? [1 
Mark] 
Answer: When Market price is below the equilibrium  price, then at that given price, demand is 
greater than supply, which leads to excess demand. 

Question 4. When do you say there is excess supply for a commodity in the market? [1 
Mark] 
Answer: When Market price is above the equilibrium price, then at that given price, demand is lesser 
than supply, which leads to excess supply. 

Question 5. How are equilibrium price and quantity affected when income of the 
consumers 

1.  Increase? 
2. Decrease? 

[6 Marks] 

Answer: 

1. Increase in Income: When income increases, demand curve will shift to rightward in case of 
Normal good as shown below: 
(a) As, we know normal goods are those whose quantity demanded varies positively with the 
change in income. As income of a consumer rises and goods consumed is normal goods 
equilibrium price and equilibrium quantity both rise. It can be shown with the help of the given 
figure. 

 
(b) In the given figure, price of normal goods is measured on vertical axis and quantity 
demanded and supplied are measured on horizontal axis. Initially, the equilibrium price is OP 
and equilibrium quantity is OQ. 
(c) But as given in the examination problem when income of a consumer rises the demand of 
normal goods increases shifting the demand curve to the right from DD to D1 D1. 
(d) With new demand curve DJDJ, there is excess demand at initial price OP because at price 
OP demand is PB and supply is PA; so there is excess demand of AB at price OP. 
(e) Due to this excess demand, competition among the consum er will raise the price. With the 
rise in price there is upward movement along the demand curve (contraction in demand) from 
B to C and similarly, there is upward movement along the supply curve (expansion in supply) 
from A to C . So, finally, equilibrium price rises from OP to OPi; and equilibrium quantity also 
rises from OQ to OQr 



 

 

Conclusion 
Due to increase in income of a buyer 
for normal goods, 
(a) Equilibrium price rises from OP to OP1. 
(b) Equilibrium quantity also rises from OQ to OQ1. 

2. Decrease in income: When income decreases, demand curve will shift to leftward in case of 
Normal good as shown below: 
(a) As we know that normal goods are those whose quantity demanded varies positively with 
the change in income. As given in the examination problem if income of a consumer falls and 
goods consumed is normal goods, then both equilibrium price and the equilibrium quantity 
fall. It can be shown with the help of the given figure. 

 
(b) In the given figure price of normal goods is measured on vertical axis and quantity 
demanded and supplied is measured on horizontal axis. Initially, the equilibrium  price is OP 
and equilibrium quantity is OQ. 
(c) But as given in the examination problem when income of a consumer falls the demand of 
normal goods also falls shifting the demand curve to the left from 
DD to D1 D1. 
(d) With new demand curve D1D1 there is excess supply at initial price OP because at price OP 
demand is PB and supply is PA; so there is excess supply of AB at price OP. 
(e) Due to this excess supply competition among the producer will fall  the price. Due to fall in 
price there is downward movement along the demand curve (Expansion in demand) from B to 
C and similarly, there is downward movement along the supply curve (Contraction in supply) 
from A to C. So, finally, the equilibrium price falls from OP to OP1  and equilibrium quantity 
also falls from OQ to OQ1 

Conclusion 
Due to decrease in income of a buyer for normal goods, 

1. Equilibrium price falls from OP to OP1. 
2. Equilibrium quantity also falls from OQ to OQ1. 

Question 6. Using supply and demand curves, show how an increase in the price of 
shoes affects the price of a pair of socks and the number of pairs of socks bought and 
sold. 
Or 
How will a rise in price of complementary affect the equilibrium price of given 
commodity? Explain the chain of effects. [6 Marks] 
Answer: 



 

 

1. As we know, shoes and pair of socks are complementary good to each other. As, price of 
complementary goods are inversely related with the demand of given comm odity. So, rise in 
price of shoes (complementary good) decreases the demand for given comm odity  (pair of 
socks), and demand curve shifts leftward as shown in given figure: 

 
2.  In the given diagram, price is on vertical axis and quantity demanded and supplied is on 

horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. 
3. But due to rise in price of complementary good the demand curve of given comm odity shifts 

leftward from DD to D1D1. 
4. With new demand curve D1D1 there is excess supply at initial price OP because at price OP 

demand is PB and supply is PA; so, there is excess supply of AB at price OP. 
5. Due to this excess supply, competition among the producer will fall the price. Due to fall  in 

price, there is downward movement along the demand curve (Expansion in demand) from B to 
C and similarly there is downward movement along the supply curve (Contraction in supply) 
from A to C. So, finally, the equilibrium price falls from OP to OP1  and equilibrium quantity 
also falls from OQ to OQ1 So, due to rise in price of complementary goods, 
(a) Equilibrium price falls from OP to OP1 and 
(b) Equilibrium quantity also falls from OQ to OQ1 

MORE QUESTIONS SOLVED 

I.Very Short Answer Type Questions (1 Mark) 
Question 1. Define market equilibrium. [CBSE Foreign 2011] 
Answer: Market equilibrium refers to the situation when market demand is equal to the market 
supply. 

Question 2. Give the meaning of equilibrium price. [CBSE, Sample Paper 2010] 
Answer: The price at which equilibrium is reached is called equilibrium price. 

Question 3. Give the meaning of equilibrium quantity. 
Answer: The quantity bought and sold at the equilibrium price is called equilibrium quantity. 

Question 4. What is equilibrium point? 
Answer: Equilibrium point is the point of intersection of the demand curve and supply of 
comm odity. 

Question 5. When do you say there is excess demand for a commodity in the market? 
Answer: When Market price is below the equilibrium  price, then at that given price, demand is 
greater than supply that leads to excess demand. 



 

 

Question 6. When do you say there is excess supply for a commodity in the market? 
Answer: When market price is abov e the equilibrium price, then at that given price, demand is lesser 
than supply, that leads to excess supply. 

Question 7. For a non-viable industry where does the supply curve lie relative to 
demand curve? 
Answer: Supply curve lies abov e the demand curve. 

Question 8. A severe drought results in a drastic fall in the output of wheat. Analyse 
how will it affect the market price of wheat?  
Answer: Market price of wheat will increase (due to decrease in supply). 

Question 9. What happens to equilibrium price of a commodity if there is ‘decrease’ in 
its demand and ‘increase’ in its supply? [CBSE Sample Paper 2008] 
Answer: Equilibrium price will fall. 

Question 10. What happens to equilibrium price of a commodity if there is an ‘increase’ 
in its demand and ‘decrease’ in its supply? [CBSE Sample Paper 2010] 
Answer: Equilibrium price will increase. 

II. Multiple Choice Questions (1 Mark) 
Question 1. If price is above then equilibrium Price, there is: 
(a) excess demand 
(b) excess supply 
(c) price ceiling 
(d) price flooring 
Answer:  (b) 

Question 2. With a given supply curve a decrease in demand causes—————-. 
(a) an overall decrease in price but an increase in equilibrium quantity. 
(b) an overall increase in price but a decrease in equilibrium quantity. 
(c) an overall  decrease in price and a decrease in equilibrium quantity. 
(d) no change in overall price but a reduction in equilibrium quantity. 
Answer: (c) 

Question 3. Assume that consumers’ incomes and the number of sellers in the market 
for goods A both decrease. Based upon this information, we can conclude, with 
certainty, that the equilibrium 
(a) price will increase. 
(b) price will decrease. 
(c) quantity  will increase. 
(d) quantity  will decrease. 
Answer: (d) 

Question 4. Suppose that the supply of cameras increases due to an increase in imports. 
Which of the following statements will most likely occur? 
(a) The equilibrium price of cameras will increase. 
(b) The equilibrium quantity  of cameras exchanged will decrease. 
(c) The equilibrium price of camera film will decrease. 



 

 

(d) The equilibrium quantity  of camera film exchanged will increase. 
Answer: (d) 

Question 5. Assume that in the market for a good Z there is a simultaneous increase in 
demand and the quantity supplied. The result will be: 
(a) An increase in equilibrium price and quantity. 
(b) A decrease in equilibrium price and quantity. 
(c) An increase in equilibrium quantity and uncertain effect on equilibrium price. 
(d) A decrease in equilibrium price and increase in equilibrium quantity. 
Answer: (c) 

Question 6. Suppose the technology for producing personal computers improves and, 
at the same time, individuals discover new uses for personal computers so that there is 
greater utilization of personal computers. Which of the following statements/factors 
will happen to equilibrium price and equilibrium quantity? 
(a) Price will increase; quantity cannot be determined. 
(b) Price will decrease; quantity cannot be determined. 
(c) Quantity will increase; price cannot be determined. 
(d) Quantity  will decrease; price cannot be determined. 
Answer: (c) 

Question 7. When there is increase in demand and decrease in supply, equilibrium 
price: 
(a) Falls (b) Rises 
(c) Constant (d) None of these 
Answer: (b) 

III. Short Answer Type Questions  (3-4 Marks) 
Question 1. Under what condition increase in demand would not make any effect on 
equilibrium price? 
Answer: Case I: When supply also increase at the same rate as the demand increases 
In the given diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. But 
when “demand and supply both increase at the same rate” then, 

1. Equilibrium price remains – constant at OP; and 
2. Equilibrium quantity rises from OQ to OQ1 

 



 

 

Case II: When supply becomes perfectly elastic – In the given diagram price is measured on vertical 
axis and quantity demanded and supplied is measured on horizontal axis. Initially, the equilibrium 
price is OP and equilibrium quantity is OQ. But when “supply becomes perfectly elastic and demand 
increases then, 

1. Equilibrium price remains constant at OP; and 
2. Equilibrium quantity rises from OQ to OQ1 

 

Question 2. Under what condition increase in demand would not make any effect on 
equilibrium quantity? 
Answer: Case I: When supply decreases at the same rate as the demand increase 
In the given diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. 
But when, “demand increases and supply decreases but at the same rate”, then, 

1. Equilibrium price rises from OP to OP1  and 
2. Equilibrium quantity remains constant at OQ. 

 

Case II: When supply becomes perfectly inelastic 
In the given diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. 
But when “supply becomes perfectly inelastic and demand increase” then, 

1. Equilibrium price rises from OP to OP1  and 



 

 

2. Equilibrium quantity remains constant at OQ. 

 

Question 3. Give reasons for the following statements: 

1. A decrease in supply will not result in a change in equilibrium quantity if the 
demand for a commodity is perfectly inelastic. 

2. An decrease in supply will not result in a change in equilibrium price if the 
demand for a commodity is perfectly elastic. 

Answer: 

1.  If the demand for a comm odity is perfectly inelastic, i.e., if the demand curve is a vertical 
straight line, a decrease in supply curve will result only in a change in the equilibrium price, 
but no change in the equilibrium quantity. 

2. If the demand for a comm odity is perfectly elastic, i.e., if the demand curve is a horizontal 
straight line, a decrease in supply curve will result only in change equilibrium  quantity, but no 
change in equilibrium price. 

Question 4. Explain the effects of a ‘price ceiling’. [CBSE Sample Paper 2014] Or 
Explain the effects of ‘maximum price ceiling’ on the market of a good. Use diagram. 
[CBSE 2015] 
Answer: 

1. When the gov ernment imposed upper limit on the price (maximum price) of a good or service 
which is lower than equilibrium price is called price ceiling. 

2. Price ceiling is generally imposed on necessary items like wheat, rice, kerosene etc. 
3. It can be explained with the help of diagram below: 

 



 

 

(a) In the given diagram, DD is the market demand curve and SS is the market supply curve of 
Wheat. Suppose, equilibrium price OP is very high for many individuals and they are unable to 
afford at this price. 
(b) As wheat is necessary product, government has to intervene and impose price ceiling of Pi; 
which is below the equilibrium level. 
(c) Since this price is below equilibrium price, there is excess demand in the market. With 
shortages, sellers tend to hoard the product. It could also lead to black marketing. 

Question 5. Explain the effects of a ‘price floor’. [CBSE Sample Paper 2014] Or 
What are the effects of ‘price – floor’ (minimum price ceiling) on the market of a good? 
Use diagram. 
Answer: 

1. When the gov ernment imposed lower limit on the price (minimum price) that may be charged 
for a good or service which is higher than equilibrium price is called price floor. 

2. Price Floor is generally imposed on agricultural price support programmes and the minimum 
wage legislation. 

3. Since this price is above equilibrium  price, there is excess supply in the market. Since there is 
surplus, sellers can attempt to sell their product at a price below the floor price. 

 

IV. True Or False 
Giving reasons, state whether the following statements are true or false: 
Question 1. Equilibrium between demand and supply helps in determining prevailing 
price of the product. 
Answer: False: An equilibrium between demand and supply determines only equilibrium price. 

Question 2. In case of excess demand, equilibrium price is less than prevailing price. 
Answer: False: When there is excess demand, equilibrium price is greater than prevailing price. 

Question 3. In case of excess supply, equilibrium price is greater than prevailing price. 
Answer: False: When there is excess supply, equilibrium price is less than prevailing price. 

Question 4. When supply decreases more than proportionately than the fall in demand, 
equilibrium price will also fall. 
Answer:  False: With a decrease in supply proportionately more than demand, equilibrium price 
will rise. 



 

 

Question 5. When demand increases more than proportionately than the increase in 
supply, equilibrium price will fall. 
Answer: False: When demand increases proportionately more than increase in supply, equilibrium 
price will rise. 

Question 6. When income of buyers increase, equilibrium price falls. 
Answer: False: With an increase in income of buyers, equilibrium price will increase when piece of 
goods is normal, but decreases when that is inferior. 

Question 7. In a state of equilibrium, quantity demanded will be less than the quantity  
supplied. 
Answer: False: Market equilibrium is obtained when the quantity supplied of a comm odity equals 
the quantity demanded. If the quantity demanded of a commodity is less than the quantity supplied, 
equilibrium price will fall. 

Question 8. If the demand for a commodity increases, its supply curve remaining the 
same, the market price of the commodity will rise. 
Answer: True: Increase in demand implies a rightward shift of the demand curve. New demand 
curve will intersect the given supply curve at a higher price. The equilibrium  price will rise. 

Question 9. An increase in supply results in a fall both in equilibrium quantity and 
equilibrium price. 
Answer: False: Increase in supply implies a rightward shift of the supply curve. New supply curve 
will intersect the given demand curve at a lower price. The equilibrium price will fall; equilibrium 
quantity will rise. 

Question 10. If the increase in demand is proportionately equal to the decrease in 
supply, equilibrium price will rise. 
Answer: True: As we know whether demand increases or supply decreases both lead to an increase 
in  equilibrium price. Hence, equilibrium price will rise. 

Question 11. If the decrease in demand meets with an increase in supply, equilibrium 
price will fall. 
Answer: True: As we know whether demand decreases or supply increases both lead to an decrease 
in  equilibrium price. Hence, equilibrium price will fall. 

Question 12. Equilibrium price will  not change if the decrease in demand meets with a 
proportionate decrease in supply. 
Answer: True: Decrease in demand results in a fall in equilibrium price; decrease in supply, on the 
other hand, results in an increase in price. If both the changes are proportionately equal, equilibrium 
price will not change. 

Question 13. If the supply curve is a vertical straight line, change in demand will not 
affect equilibrium price. 
Answer: False: A vertical straight line supply curve implies that the quantity supplied cannot be 
changed. If the demand increases, equilibrium  price will increase proportionately. 

Question 14. If the supply curve is a horizontal straight line, change in demand will 
affect equilibrium quantity. 
Answer: True: A horizontal straight line supply curve implies that the quantity supplied can be 



 

 

adjusted to the change in demand. With the increase in demand, with no corresponding increase in 
price, equilibrium quantity will increase. 
Note: As per CBSE guidelines, no marks will be given if reason to the answer is not explained. 

V. Long Answer Type Questions  (6 Marks) 
Question 1. If at a given price of the commodity there is excess demand, how will the 
equilibrium price be reached? Explain with the help of a diagram. 
Or 
[CBSE 2004] If equilibrium price of a good is greater than its market price, explain all 
the changes that will take place in the market. Use diagram. 
[AI 2013] Or 
Explain the changes that will take place in the market for a commodity if the prevailing 
market price is less than the equilibrium price. [CBSE Sample Paper 2011] 
Answer: If at a given price let at P1( there is excess demand as shown in the given figure. 

 
In the given diagram the excess demand of AB at price P , creates a competition among the buyers, 
which will increase the price from P, to P. It can be explained in the following two cases: 
Case I: Upward movement along the supply curve (Expansion in Supply) , 
Due to excess demand of AB, competition among the buyers, will rise the price from Pt to P. As we 
know positive relationship exist between price and quantity supplied- So, the rise in price from P1 to 
P, will rise the supply from A to E. 
Case II: Upward movement along the demand curve (Contraction in Demand) 
Due to excess demand of AB, the price rises. As we know Inverse relationship exists between price and 
quantity demanded. So, due to rise in price from P to P the quantity demanded falls from B to E. 
It can also be explained with the help of the schedule that follows: 

 
In the above schedule, at price 1  there is an excess demand. Due to this excess demand price will rise 
till we reach the equilibrium at price 3.  Note: Expansion in supply and contraction in demand has to 
be done simultaneously to reach the equilibrium price. 

Question 2. If at a given price of the commodity there is excess supply, how will the 
equilibrium price be reached? Explain with the help of a diagram. 



 

 

Or [CBSE 2004] How will equilibrium price be reached when there is excess supply? 
Explain with a diagram. 
Or [CBSE 04, 06C, 07C] 
Explain the series of changes that will take place if market price is higher than 
equilibrium price. 
Or [CBSE 2011C alternative] 
At a given price of a commodity there is excess supply. Is it an equilibrium price? If not, 
how will the equilibrium price be reached? (use diagram) 
Or [CBSE 2006] Suppose price of a good is higher than equilibrium price. Explain 
changes that will establish equilibrium supply. 
[CBSE 09] 
Answer: If at a given price there is excess supply as shown in the given figure. 

 
In the given figure, the excess supply of AB at price P1 will create a competition among the producers, 
which will reduce the price from Pj to P. It can be explained in the following cases: 

1. Downward movement along the supply curve (Contraction in supply): Due to excess supply of 
AB, the competition among the producers will reduce the price. As we know, positive 
relationship exists between price and quantity supplied. So fall  in price P1 to P leads to fall in 
supply from B to E. 

2.  Downward movement along the demand curve (Expansion in demand): Due to excess supply 
of AB, the competition among the producers will reduce the price. As we know inverse 
relationship exits between price and quantity demanded. So, fall in price from P1 to P, leads to 
rise in demand from A to E. It can be explained with the help of the following schedule. 

 
In the above schedule at price 5, there is excess supply. This excess supply, leads to fall  in price 
till we reach the equilibrium at price 3.  Note: Contraction in supply and expansion in demand 
have to be done simultaneously to reach the equilibrium. 

Question 3. Market for a good is in equilibrium. There is increase in demand for goods. 
Explain the chain of effects of this change. Use diagram. 
Or [CBSE 2011] How does an increase in demand of a commodity affect its equilibrium 
price and equilibrium quantity? Explain with the help of a diagram. 



 

 

Or ‘ [CBSE 2005] 
How will equilibrium price and quantity  be affected when there is rightward shift  of 
demand curve? [CBSE 2004, 07C; AI 05] 
Answer: As given in the examination problem that market for a good is in equilibrium. So, we 
assum e that initial price is OP as shown in the figure. 

 
In the given figure price is on vertical axis and quantity demanded and supplied are on horizontal 
axis. But due to increase in demand, demand curve shifts rightward from DD to D1 D1 With new 
demand curve D1D1, there is excess demand at initial price OP because at price OP, demand is PB and 
supply is PA, so there is excess demand of AB at price OP. 
Due to this excess demand, competition among the consumer will rise the price. With the rise in price, 
there is upward movement along the demand curve (contraction in demand) from B to C and 
similarly, there is upward movement along the supply curve (expansion in supply) from A to C . So, 
finally equilibrium price rises from OP to OP1; and equilibrium quantity also rises from OQ to OQ1  
Conclusion 
Due to increase in demand, 

1. Equilibrium price rises from OP to OP1 
2. Equilibrium quantity also rises from OQ to OQ1 

Question 4. Market for a good is in equilibrium. There is decrease in demand for this 
good. Explain the chain of effects of this change. Use diagram. 
Or 
How will equilibrium price and quantity  be affected when there is decrease in demand? 
Explain with diagram. [CBSE 04C, 06C, 09] 
Or 
How will equilibrium price and quantity  be affected when there is leftward shift of 
demand curve? 
Or [AI 2004] 
Explain the chain effects on demand, supply and price caused by leftward shift  of 
demand curve. 
Or [CBSE 2005 C] Market for a good is in equilibrium. The demand for the good 
‘decreases’. Explain the chain of effects of this change. [CBSE 2015 Set(2)] 
Answer:  As given in the examination problem that market for a good is in equilibrium. So, we 
assum e that initial price is OP as shown in given figure. 
In the given figure price is on vertical axis and quantity demanded and supplied are on horizontal 
axis. But due to decrease in demand, the demand curve shifts leftward from DD to D1D1. With new 
demand curve D1D1, there is excess supply at initial price OP because at price OP demand is PB and 



 

 

supply is PA so there is excess supply of AB at price OP. 
Due to this excess supply, competition among the producer will make the price fall. Due to fall in price 
there is downward movement along the demand curve (Expansion in demand) from B to C and 
similarly there is downward movement along the supply curve (contraction in supply) from A to C. So, 
finally, the equilibrium price falls from OP to OP1  and equilibrium quantity also falls from OQ to OQ1. 

 
Conclusion 
Due to decrease in demand, 

1. Equilibrium price falls from OP to OP1 
2. Equilibrium quantity also falls from OQ to OQ1 

Question 5. Market for a good is in equilibrium. There is increase in supply for this 
goods. Explain the = chain of effects of this change. Use diagram. 
[AI2011] 
Or 
How will equilibrium price and quantity  be affected when there is increase in supply? 
Or [AI 2005] 
Explain the chain effect of increase in supply of a good on its price, supply and demand. 
Use diagram. [CBSE 05] 
Or 
How does an increase in supply of a commodity affect its equilibrium price and 
equilibrium quantity? Explain with the help of a diagram. 
[CBSE 2005, OS] Or 
Market for a good is in equilibrium. Supply of the good ‘increases’. Explain the chain of 
effects of this change. [CBSE 2015, AI 2015] 
Answer:  As given in the examination problem that market for a good is in equilibrium. So, we 
assum e that initial price is OP as shown in given figure. 



 

 

 
In the given figure price is on vertical axis and quantity demanded and supplied is on horizontal axis. 
But due to increase in supply the supply curve shifts rightward from SS to S1S1. With new supply 
curve S1S1( there is excess supply at initial price OP because at price OP, supply is PB and demand is 
PA, so there is excess supply of AB at price OP. Due to this excess supply competition among the 
producer will make the price fall. Due to this fall  in price there is downward movement along the 
supply curve (Contraction in supply) from B to C and similarly, there is downward movement along 
the demand curve (Expansion in demand) from A to C. So, finally, equilibrium price falls from OP to 
OP1  and equilibrium quantity rises from OQ to OQ1. 
Conclusion 
Due to increase in supply, 

1. Equilibrium price falls from OP to OP1 
2. Equilibrium quantity rises from OQ to OQ1. 

Question 6. Market for a good is in equilibrium. There is decrease in supply for this 
good. Explain the chain of effects of this change. Use diagram. 
[AI 2011] Or 
Explain the chain effects of decrease in supply of a good on its price, supply and 
demand. [CBSE 2005C] 
Answer: As given in the examination problem that market for a good is in equilibrium. So,-we 
assum e that initial price is OP as shown in the given figure. 

 
In the given figure price is on vertical axis and quantity demanded and supplied is on horizontal axis. 



 

 

But due to decrease in supply the supply curve shifts leftward from SS to S1S1. With new supply curve 
S1 S1, there is excess demand at initial price OP because at price OP, supply is PB and demand is PA, 
so there is excess demand of AB at price OP. 
Due to this excess demand competition among the consum er will rise the price. Due to this rise in 
price there is upward movement along the supply curve (Expansion in supply) from B to C and 
similarly, there is upward movement along the demand curve (Contraction in demand) from A to C.  
So, finally, equilibrium price rises from OP to OP1  and equilibrium quantity falls from OQ to OQ1 
Conclusion 
Due to decrease in supply, 

1.  Equilibrium price rises from OP to OP1 
2.  Equilibrium quantity falls from OQ to OQ1. 

Question 7. How is the equilibrium price and equilibrium quantity  of a normal 
commodity affected by an increase in the income of its buyers? Explain with the help of 
a diagram. 
Or [CBSE 2006] 
Explain the effect of increase in income of buyers of a ‘normal’ commodity on its 
equilibrium price. [CBSE 2010] 
Answer: As, we know normal goods are those whose quantity demanded varies positively with the 
change in income. As given in the examination problem if income of a consumer rises and goods 
consumed is normal goods equilibrium price and equilibrium quantity both rise. It can be shown with 
the help of the given figure. 

 
In the given figure, price of normal goods is measured on vertical axis and quantity demanded and 
supplied are measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium 
quantity is OQ. 
But as given in the question when income of a consumer rises the demand of normal goods increases 
shifting the demand curve to the ‘ right from DD to D1D1. 
With new demand curve D1D1, there is excess demand at initial price OP because at price OP demand 
is PB and supply is PA; so there is excess demand of AB at price OP. 
Due to this excess demand, competition among the consumer will raise the price. With the rise i« 
price there is upward movement along the demand curve (contraction in demand) from B to C and 
similarly, there is upward movement along the supply curve (expansion in supply) from A to C . So, 
finally, equilibrium price rises from OP to OP1; and equilibrium quantity also rises from OQ to OQ1. 
Conclusion 
Due to increase in income of a buyer for normal goods, 



 

 

1. Equilibrium price rises from OP to OP1 
2. Equilibrium quantity also rises from OQ to OQ1 

Question  8. How does the equilibrium price of a ‘normal’ commodity change when 
income of its buyers fall? Explain the chain of effects. [CBSE 2010, AI 2010] 
Answer:  As we know that normal goods are those whose quantity demanded varies positively with 
the change in income. As given in the examination problem if income of a consumer falls and goods 
consumed is normal goods, then both equilibrium price and the equilibrium  quantity fall. It can be 
shown with the help of the given figure. 
In the given figure price of normal goods is measured on vertical axis and quantity demanded and 
supplied is measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium 
quantity is OQ. 

 
But as given in the examination problem when income of a consum er falls the demand of normal 
goods also falls shifting the demand curve to the left from DD to D1 D1. 
With new demand curve D1D1 there is excess supply at initial price OP because at price OP demand is 
PB and supply is PA; so there is excess supply of AB at price OP. 
Due to this excess supply competition among the producer will fall the price. Due to fall in price there 
is downward movement along the demand curve (Expansion in demand) from B to C and similarly, 
there is downward movement along the supply curve (Contraction in supply) from A to C. So, finally, 
the equilibrium price falls from OP to OP1 and equilibrium quantity also falls from OQ to OQ1 
Conclusion 
Due to decrease in income of a buyer for normal goods, 
(1) Equilibrium price falls from OP to OP1 
(2) Equilibrium quantity also falls from OQ to OQ1 

Question 9. How will an increase in the income of buyers of an ‘inferior goods’, affect 
its equilibrium price and equilibrium quantity? Explain with the help of a diagram. 
[CBSE 2006] 
Answer: As we know inferior goods are those whose quantity  demanded varies inversely with the 
change in income. As given in the examination problem if income of a consumer increases and good 
consumed is inferior good, equilibrium price and equilibrium quantity both fall. It can be shown with 
the help of the following figure. In the given figure price of inferior goods is measured on vertical axis 
and quantity demanded and supplied is measured on horizontal axis. Initially, the equilibrium price is 
OP and equilibrium quantity is OQ. 



 

 

 
But as given in the examination problem when income of a consum er increases, the demand of 
inferior goods also falls shifting the demand curve to the left from DD to D1D1 With new demand 
curve D1D1, there is excess supply at initial price OP because at price OP demand is PB and supply is 
PA; so, there is excess supply of AB at price OP. 
Due to this excess supply, competition among the producer the price fall. Due to fall in price, there is 
downward movement along the demand curve (Expansion in demand) from B to C and similarly, 
there is downward movement along the supply curve (Contraction in supply) from A to C. So, finally, 
the equilibrium price falls from OP to OP1, and equilibrium quantity also falls from OQ to OQ1 
Conclusion 
Due to increase in income of buyer for inferior goods, 

1. Equilibrium price falls from OP to OP1 
2. Equilibrium quantity also falls from OQ to OQ1 

Question 10. How will a fall in price of tea affect the equilibrium price of coffee? 
Explain the chain of effects. [CBSE 201 IQ] 
Answer:  Due to fall in price of tea the demand curve for coffee shifts leftward as shown in the given 
figure. 

 
In the given diagram price of coffee is on vertical axis and quantity demanded and supplied is on 
horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. 
But due to fall in price of tea the demand curve of coffee shifts leftward from DD TO D1D1. 
With new demand curve D1D1 there is excess supply at initial price OP because at price OP demand is 



 

 

PB and supply is PA; so, there is excess supply of AB at price OP. 
Due to this excess supply competition among the producer will make the price fall. Due to fall in price, 
there is a downward movement along the demand curve (Expansion in demand) from B to C, and 
similarly there is a downward movement along the supply curve (Contraction in supply) from A to C. 
So, finally, the equilibrium price falls from OP to OP1, and equilibrium quantity also falls from OQ to 
OQ1  So, due to fall in price of Tea, 

1. Equilibrium price of coffee falls from OP to OP1, and 
2. Equilibrium quantity of coffee also falls from OQ to OQ1. 

Question 11. What will be the effect on equilibrium price and equilibrium quantity, 
when: 

1. number of firms increases and 
2.  price of inputs increases. 

Answer: 

1. Number of firms increases: 
When number of firm s increase keeping other factors constant, total supply, in the market, also 
increases due to more producers producing the comm odity. It shifts the supply curve towards 
right. Since an increase in number of firm s does not have any impact on demand the demand 
curve remains unchanged. It can be shown with the help of given diagram. 

 
The supply curve shifts rightward from SS to S1S1 With new supply curve S1S1 there is excess 
supply at initial price OP because at price OP supply is PB and demand is PA; so there is excess 
supply of AB at price OP. 
Due to this excess supply, competition among the producer will fall the price. Due to this fall in 
price there is downward movement along the supply curve (Contraction in supply) from B to C 
and similarly there is downward , movement along the demand curve (Expansion in demand) 
from A to C. So, finally, equilibrium price falls from OP to OP1, and equilibrium quantity rises 
from OQ to OQ1 
Conclusion 
So, due to increase in number of firm s, 
(a) Equilibrium price falls from OP to OP1 
(b) Equilibrium quantity rises from OQ to OQ1 

2. Price of inputs increases: When price of inputs increases, assuming no change in other factors, 
then the cost of production rises. As a result, supply decreases due to fall  in the profitability 



 

 

level. It shifts the supply curve towards left. 
Since an increase in the price of inputs does not have any impact on demand, the demand 
curve remains unchanged. It can be shown with the help of given diagram. 

 
In the given figure price is on vertical axis and quantity demanded and supplied is on 
horizontal axis. 
The supply curve shifts leftward from SS to S1S1 With new supply curve S1S1, there is excess 
demand at initial price OP because at price OP, supply is PB and demand is PA, so there is 
excess demand of AB at price OP. 
Due to this excess demand, competition among the consumer will rise the price. Due to this 
rise in price, there is upward movement along the supply curve (Expansion in supply) from B 
to C and similarly, there is upward movement along the demand curve (Contraction in 
demand) from A to C. So, finally, equilibrium price rises from OP to OP, and equilibrium 
quantity falls from OQ to OQ1 

Conclusion 
Due to increase in input price, 

1. Equilibrium price rises from OP to OP1. 
2. Equilibrium quantity also falls from OQ to OQ1. 

Question 12. What would be an effect on equilibrium price and quantity when demand 
and supply both increase at the same rate? [CBSE 08, 08C] Or 
Explain with the help of a diagram a situation when demand and supply curves shift  to 
the right but equilibrium price remains the same. 
[AI 2007] Or 
Market for a good is in equilibrium. What is the effect on equilibrium price and 
quantity if both the market demand and the market supply of the goods increase in the 
same proportion? Use diagram. [CBSE 2008] 
Answer: When demand and supply both increase at the same rate, equilibrium price remains 
constant and equilibrium quantity rises. It can be shown with the help of the following diagram. 



 

 

 
In the above diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. 
But as given in the examination problem, “demand and supply both increase at the same rate”, then, 

1. Equilibrium price remains constant at OP and 
2. Equilibrium quantity rises from OQ to OQ1 

Question 13. What would be an effect on equilibrium price and equilibrium quantity if 
demand and supply both fall at the same rate? 
Or 
Market for a good is in equilibrium. There is simultaneous “decrease” both in demand 
and supply but there is no change in market price. Explain with the help of a schedule 
how is it possible. [AI 2012] 
Answer: When demand and supply both decrease at the same rate, equilibrium price remains 
constant and equilibrium quantity falls. It can be shown with the help of the following diagram. 

 
In the given diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. 
But as given in the examination problem, “demand and supply both decrease at the same rate”, then, 

1. Equilibrium price remains constant at OP and 
2. Equilibrium quantity falls from OQ to OQ1. 

Question 14. What would be an effect on equilibrium price and quantity  when demand 
and supply both shifts rightward? 
Or 
What would be an effect on equilibrium price and quantity when there is simultaneous 



 

 

increase in demand and supply? [AI 2008] Or 
“If the demand and supply of a commodity both increase, the equilibrium price may not 
change, may increase, may decrease.” Explain using diagrams. 
Or [CBSE Sample Paper 2003] 
Market for a good is in equilibrium. There is simultaneous “increase” both in demand 
and supply of the good. Explain its effect on market price. [CBSE 2012] 
Answer: There are three cases: 
Case I: When demand and supply both increase at the same rate In the given diagram price 
is measured on vertical axis and quantity demanded and supplied is measured on horizontal axis. 
Initially, the equilibrium price is OP and equilibrium quantity is OQ. But when “demand and supply 
both increase at the same rate” then, 
(i) Equilibrium price remains constant at OP and 
(ii) Equilibrium quantity rises from OQ to OQ1. 

 
Case II: When demand increases, supply also increases but at a much faster rate 
In the given diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. But 
when “demand increases and supply also increases but at a much faster rate”, then, 
(i) Equilibrium price falls from OP to OP1  and 
(ii) Equilibrium quantity rises from OQ to OQ1. 

 
Case III: When supply increases, demand also increases but at a much faster rate 
In the given diagram price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. But 
when “supply increases and demand also increases but at a much faster rate” then, , 
(i) Equilibrium price rises from OP to OP1; and 



 

 

(ii)Equilibrium quantity also rises from OQ to OQ1. 

 

VI. Higher Order Thinking Skills 
Question 1. What happens to equilibrium price of a commodity if there is an ‘increase’ 
in its demand and ‘decrease’ in its supply? [ 1 Mark] 
Answer: Equilibrium price will rise. 

Question 2. What happens to equilibrium price of a commodity if there is an ‘decrease’ 
in its demand and ‘increase’ in its supply? [ I Mark] 
Answer: Equilibrium  price will fall. 

Question 3. “Demand and supply are like two blades of a pair of scissors”. Comment. [3 
Marks] 
Answer: The given statement is correct. Both the blades of a pair of scissors are equally important to 
cut a piece of cloth. Similarly, both demand and supply are needed for determining price in the 
market. There is no use for demand for a product if there is no supply for the product and supply is 
not needed if there is no demand for the product.  One of the two may play more active role in price 
determination in the short run. But, both are needed to determine the price in the long run. 

Question 4. Mention the various cases in which equilibrium price remains same. 
[3 Marks] 
Answer: The equilibrium price remains same in the following cases: 

1. When increase in demand is equal to increase in supply. 
2. When decrease in demand is equal to decrease in supply. 
3. When demand increases and supply is perfectly elastic. 
4. When demand decreases and supply is perfectly elastic. 
5.  When supply increases and demand is perfectly elastic. 
6. When supply decreases and demand is perfectly elastic. 

VII. Value Based Questions 
Question 1. Why has power crisis increased in India? [ 1 Mark] 
Answer: Because its demand is greater than supply. 
Value: Awareness about efficient use of power. 

Question 2. The market price of sugar rises when its demand increases. How can the 
supply of sugar be changed so that price of sugar remains constant? [1 Mark] 
Answer: The price of sugar remains constant when demand and supply increase in the same 



 

 

proportion. 
Value: Problem solving. 

Question 3. Explain the effects on the market equillibrium by imposing ban on the sale 
of GUTKHA in Delhi. [1 Mark] 
Answer: Due to the ban on the sale of GUTKHA in Delhi, the supply of GUTKHA will be reduced and 
the firm s producing GUTKHA will shift their factors of production in the production of other related 
goods. Consumer demand of GUTKHA will reduce and hence in this way both the demand and supply 
of GUTKHA will reduce. 
Value: Social health conciousness. 

Question 4. Consumers often suffer because of their ignorance about the market 
situations and pay higher price than the equilibrium price. How can this be avoided? ]1 
Mark] 
Answer: Consumers should be vigilant and aware about the market situation,i.e., they should know 
the prevailing market prices. In +his way they will not suffer because of being 
ignorant. Value: Awareness about Market situation. 

Question 5. Business Process Outsourcing (BPO) is bringing in attractive jobs to the 
educated urban youths in India. Though highly remunerative, these jobs involve long 
and inconvenient working hours. What is the impact of BPO on the supply of labour? [1 
Mark] 
Answer: With the increase in demand higher wages are being paid to BPO workers. In response the 
supply of labour has been increasing. 
Value: Analytic 

Question 6. Equilibrium price of an essential  medicine is too high. Explain what 
possible steps can be taken to bring down the equilibrium price but only through the 
market forces. Also explain the series of changes that will occur in the market. 
[AI 2013][6 Marks] 
Answer:  Following are the possible steps that can be taken to bring down the equilibrium price: 

1. The government should provide subsidy on the production of such medicines. _ . 
2. The government should cut down or abolish all  the taxes on such medicine. 
3. The government should offer various facilities to industrialists to motivate them for the 

production of such medicine. These facilities will reduce the cost of inputs used in the 
production of medicines. The effect of above steps will be that supply of such medicines will 
increase and as the result of, the equilibrium  price of medicines will reduce as shown in the 
given figure. 



 

 

 
In the given figure price is on vertical axis and quantity demanded and supplied is on 
horizontal axis. But due to increase in supply the supply curve shifts rightward from SS to S1S1. 
With new supply curve S1S1, there is excess supply at initial price OP because at price OP, 
supply is PB and demand is PA, so there is excess supply of AB at price OP. Due to this excess 
supply competition among the producer will make the price fall. Due to this fall  in price there is 
downward movement along the supply curve (Contraction in supply) from B to C and similarly, 
there is downward movement along the demand curve (Expansion in demand) from A to C. So, 
finally, equilibrium price falls from OP to OP1  and equilibrium quantity rises from OQ to OQ1 

Conclusion 
Due to increase in supply, 
(i) Equilibrium price falls from OP to OP1 
(ii) Equilibrium quantity rises from OQ to OQ1 
Value: Analytic 

Question 7. The following headline appeared in the Hindustan Times on 2 August 2014: 
“Crop damaged in Himachal sent tomato prices roaring in Delhi.” 
Use a diagram and economic theory to analyse the statement. 
[CBSE Sample Paper 2014][6 Marks] 
Answer: When the tomato crop was damaged in Himachal the supply of tomatoes decreases. This 
means that the supply curve shifts leftward from SS to S1S1. 

 
With new supply curve S1S1, there is excess demand at initial price OP because at price OP, supply is 



 

 

PB and demand is PA, so there is excess demand of AB at price OP. 
Due to this excess demand, competition among the consumer will raise the price of tomato. Due to 
this rise in price of tomato, there is upward movement along the supply curve (Expansion in supply) 
from B to C and similarly, there is upward movement along the demand curve (Contraction in 
demand) from A to C. So, finally, equilibrium price of tomato rises from OP to OP1  and equilibrium 
quantity of tomato falls from OQ to OQ1 Conclusion: 
This explains how prices in Delhi rose when the tomato crop got damaged in Himachal. 
Value: Analytic 

Question 8. On 19 December 2013, the following news item was printed in the Economic 
Times:Households in Southern India prefer to eat oranges for breakfast as banana 
plantations in Kerala have been destroyed and price of apples and grapes have also 
risen. 
Use a diagram and economic theory to analyse the impact of the rise in price of apples 
and grapes on the market of oranges. [CBSE Sample Paper 2014][6 Marks] 
Answer: When the price of apples and grapes rises, consumers will substitute, with these fruits with 
the relatively cheaper oranges. Thus, demand for oranges will increase and the demand curve shifts 
rightwards from DD to D1 D1. 

 
With new demand curve D1D1, there is excess demand at initial price OP because at price OP demand 
is PB and supply is PA; so there is excess demand of AB at price OP. 
Due to this excess demand, competition among the consumer will raise the price. With the rise in 
price there is upward movement along the demand curve (contraction in demand) from B to C and 
similarly, there is upward movement along the supply curve(expansion in supply) from A to C . So, 
finally, equilibrium price rises from OP to OP1, and equilibrium quantity also rises from OQ to OQ1 
Note: Therefore, the equilibrium price of oranges increases and the equilibrium quantity also 
increases when the price of apples and grapes rises in Southern India. 
Value: Analytic 

VIII. Application Based Questions 
Question 1. Mrs Ramgopal says that economists say inconsistent things: as price falls, 
demand rises but as demand rises, prices rises. Defend or refute. [3-4 Marks] 
Answer: We defend the statement of Mrs Ramgopal. As price falls, demand rises. According to Law 
of Demand, there is inverse relationship between demand and price. Leaser price leads to higher 
demand. 
Demand = f (price) 
When demand rises, prices also rises. Price is function of twin forces of demand and supply. 
Price = f (demand, supply) 



 

 

In the given figure, price is measured on vertical axis and quantity demanded and supplied is 
measured on horizontal axis. Initially, the equilibrium price is OP and equilibrium quantity is OQ. But 
due increase in demand, the demand curve shifts rightward from DD to D1D1. 

 
With new demand curve D1D1, there is excess demand at initial price OP because at price OP, demand 
is PB and supply is PA, so there is excess demand of AB at price OP. 
Due to this excess demand, competition among the consumer will raise the price. With the rise in 
price, there is upward movement along the demand curve (contraction in demand) from B to C and 
similarly, there is upward movement along the supply curve (expansion in supply) from A to C . So, 
finally equilibrium price rises from OP to OP1 So, demand rises, price rises. 

 

Question 2. “An increase in the demand for notebooks raises the quantity  of notebooks 
demanded, but not the quantity supplied.” Is this statement true or false? Explain. [3-4 
Marks] 
Answer: The statement that “an increase in the demand for notebooks raises the quantity of 
notebooks demanded, but not the quantity supplied,” in general, is false. As given figure shows, the 



 

 

increase in demand for notebooks results in an increased quantity supplied. 

 

Question 3. China is a big manufacturer of telephone instruments. It  has recently 
become a member of WTO, which means that it can sell its product in other member 
countries like India. Suppose that it does export a large number of telephone 
instruments to India. [ 6 Marks] 

1. How will it affect the price and quantity sold of telephone instruments in India? 
2. Suppose that the demand for telephone instruments is relatively elastic. How will 

it affect India’s total expenditure on telephone instruments? 

Answer: 

1. The supply of telephone instruments in India will increase. An increase in supply of telephone 
instruments will result in a . rightward shift of the supply curve from SS to S1S1 as shown 
below: The supply curve shifts rightward from SS to S1S1. With new supply curve S1S1 there is 
excess supply at initial price OP because at price OP supply is PB and demand is PA; so there is 
excess supply of AB at price OP. 

2. Due to this excess supply, competition among the producer will fall the price. Due to this fall in 
price there is downward movement along the supply curve (Contraction in supply) from B to C 
and similarly there is downward movement along the demand curve (Expansion in demand) 
from A to C. So, finally, equilibrium price falls from OP to OP1, and equilibrium quantity rises 
from OQ to OQ1 

 



 

 

Conclusion 
Due to increase in number of firm s, 
(a) Equilibrium price of telephones falls from OP to OP1 
(b) Equilibrium quantity of telephones rises from OQ to OQ1. 
For a product with relatively elastic demand a fall in the price of a comm odity results in a relatively 
larger expenditure by the consum ers. Thus, the total expenditure on telephones will increase. 

Question 4. Given below are four statements.Indicate for each whether it reflects an 
increase or decrease in demand;quantity  demanded; supply; quantity  supplied. [3-4 
Marks] 

1. Air Deccan reduces its average plane fare by 30% in order to attract more 
passengers. 

2. The government grants export subsidy to producers of oranges in Nagpur to 
increase the sale of oranges abroad. 

3. Wheat farmers decide to withhold wheat as the market price is low. 
4. OPEC decides to increase the international oil  price. 

Answer: 

1. Increase in quantity demanded 
2. Increase in supply. 
3. Decrease in supply. 
4. Decrease in quantity demanded. 

Question 5. Explain “black marketing’ as a direct [3-4 Marks] [CBSE Sample Paper 
2016] 
Answer: 

1. Black marketing may be term ed as a direct consequence of price ceiling. 
2. Black market is a market under which the comm odity is bought and Sold at a price higher than 

the maximum fixed by the Government. 
3. It arises due to presence of consum ers who may be willing to pay higher price for the 

comm odity than to go without it. 

Question 6. Explain the concept of “buffer stock’ as a tool of price floor. [3-4 Marks] 
[CBSE Sample Paper 2016] 
Answer: 

1.  Gov ernment ensures price Floor/ minimum Support price with the tool called buffer stock. 
2.  If gov ernment feels market price is lower than what it ought to be, it would purchase the 

comm odity at higher price from the farmers, producers so as to maintain stock. 
3.  Gov ernment maintain this buffer stock with itself and they real eased in case of shortage of the 

comm odity in future. 

 


