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General Instructions: 

(i) All questions in both the sections are compulsory. 

(ii) Marks for questions are indicated against each. 

(iii) Question No. 1-5 and 17-21 are very short-answer questions carrying 1 mark 

each. They are required to be answered in one sentence each. 

(iv) Questions No. 6-10 and 22-26 are short- answer questions carrying 3 marks each. 

Answers to them should normally not exceed 60 words each. 

(v) Questions No. 11-13 and 27-29 are also short-answer questions carrying 4 marks 

each. Answers to them should normally not exceed 70 words each. 

(vi) Questions No. 14 -16 and 30-32 are long-answer questions carrying 6 marks each. 

Answers to them should normally not exceed 100 words each. 

(vii) Questions No. 11 and 19 are value base questions. 

(viii) Answers should be brief and to the point and the above word limits should be 

adhered to as far as possible. 

 

Section – A 
 

1. Define marginal revenue. 1 

 

Ans. Marginal Revenue is defined as the change in the total revenue due to the sale of one 

more unit output. 

 

2. What does a rightward shift of demand curve indicate? 1 

 

Ans. The rightward shift of demand curve indicates the increase in demand for a good due 

to change in the factors other than the price of the good. These factors can be increase 

in the income of a consumer, increase in the total number of consumers, increase in the 

price of substitute goods, etc. 

 

3. Under which market form is a firm a price taker? 1 

 

Ans. Under the perfect competition form of a market, the firm is a price taker. 

 

4. When is the demand for a good said to be perfectly inelastic? 1 

 

Ans. When the quantity demanded of a good is independent of its price then the demand of that 

good is said to be perfectly inelastic. In other words, when the quantity demanded does not 

show any responsiveness to the changes in the price, we say that the elasticity of demand is 

perfectly inelastic i.e. |ed| = 0. 

 

5. Give one reason for an “increase” in supply of a commodity. 1 

 

Ans. 'A rise in the price of inputs' can be one of the reasons for an increase in the supply of a 

commodity. 
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6. How is the demand for a good affected by a rise in the prices of other goods? Explain. 3 

 

Ans. Any two goods are considered to be related to each other, when the demand for one good 

changes in response to the change in the price of the other good. The related goods can be 

classified into following two categories. 

Substitute Goods: Substitute goods refer to those goods that can be consumed in place of each 

other. For example, tea and coffee are substitute goods to each other. For such goods, if the 

price of one good (substitute good) rises, then it leads the consumer to shift his demand to the 

other good (good in the question). Thus, a rise in the price of substitute good results in a rise 

in the demand for the good in question. For example, a rise in the price of coffee results in a 

rise in the demand for tea. 

Complimentary Goods: Complementary goods refer to those goods that are consumed 

together. For example, tea and sugar are complimentary goods to each other. In case of such 

goods, if the price of one good (complementary good) increases then a consumer reduces his 

demand for the other good as well. Thus, a rise in the price of complimentary good results in a 

fall in demand of the good in question. For example, a rise in the price of sugar results in a fall 

in the demand for tea. 

 

7. A firm supplies 10 units of a good at a price of Rs 5 per unit. Price elasticity of supply 

is 1.25. What quantity will the firm supply at a price of Rs 7 per unit? 3 

 

Ans.  

 
 

8. Explain the meaning of diminishing marginal rate of substitution with the help of a 

numerical example. 3 

 

Ans. Marginal Rate of Substitution (MRS) refers to the rate at which a consumer is willing to 

substitute one good for each additional unit of the other good. Algebraically, 

Y
MRS

X
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It shows how many units of good Y the consumer is willing to sacrifice to gain one additional 

unit of good X. 

The following schedule explains the concept of MRS 

Consumption 

Combinations 

Units of good 

X 

Units of good 

Y 
MRSXY 

P 2 10 – 

Q 3 5 5 

R 4 2 3 

S 5 1 1 

As the consumer moves from consumption combination P to consumption 

combination Q, consumption of good X increases from 2 units to 3 units while, the 

consumption of good Y falls from 10 units to 5 units. That is to gain one additional 

unit of good X, the consumer sacrifices 5 units of good the consumer sacrifices 5 units 

of good Y. Thus, the MRS is 5. 

 

9. From the following table, find out the level of output at which the producer will be in 

equilibrium. Give reasons for your answer. 3 

Output 

(units) 

Marginal Revenue 

Rs 

Marginal Cost 

Rs 

1 8 10 

2 8 8 

3 8 7 

4 8 8 

5 8 9 

 

Ans.  

Output Marginal Revenue Marginal Cost 

1 8 10 

2 A  8 8 

3 8 7 

4 B  8 8 

5 8 9 

We know that the producer attains equilibrium when the following two conditions are 

accomplished. 

(i) MR=MC 

(ii) MC should be rising 

As we can see in the given schedule, that the first condition is being met in two cases.  

That is at point A and B, MR=MC=8. 

However, the second condition is being met only at point B. That is, in contrast to A where 

MC is falling from 8 to 7, the MC is rising from 8 to 9 at point B. Thus, the producer 

equilibrium will be at point B or at 4 units output level. 
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10. Why can a firm not earn abnormal profits under perfect competition in the long run? 

Explain. 3 

 

OR 

 

Why is the demand curve of a firm under monopolistic competition more elastic than 

under monopoly? Explain. 

 

Ans. Under perfect competition, no firm can earn abnormal profits in the long run. This is because 

if any firm in the long run earns abnormal profits (that is price > minimum of average cost 

curve), then new firms are attracted into the market. Due to the new entrants, the production 

of output increases, which then increases the supply of the output. This puts pressure on the 

price and price continues to fall, until it reaches the minimum of average cost curve. At the 

minimum of average cost curve, all the abnormal profits are wiped-out and no firm earns 

abnormal profit. Thus, in long run, under perfect competition, no firm can earn abnormal 

profits, rather earns zero economic profit. 

 

 
 

OR 

 

The demand curve under monopolistic competition is more elastic than under monopoly. The 

reason behind this can be attributed to the fact that the nature of the goods available in both 

the markets is different. That is, under monopolistic market, there is a wide range of close 

substitutes available for the good whereas, in monopoly market, the monopolist is the single 

seller and there are no close substitutes available for its product. Due to this, the demand 

curve under monopoly is less responsiveness to the changes in prices of the good. In contrast 

to this, in monopolistic market, due to the availability of a wide range of substitutes, there is a 

higher responsiveness of demand to the changes in prices. Hence, we can infer that the 

demand curve under monopolistic competition is more elastic than under monopoly. 

 

 

 

 

 



2013_XII_All India_Economics_Set-1   

5 

 

11. 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. 4 

 

Ans. If the equilibrium price of an essential medicine is too high then the price can be reduced by 

increasing the supply of the commodity. This can be explained with the help of the following 

diagram. 

 
In the above diagram, we can see that the demand and supply forces intersect at each other at 

point E. This is initial the market equilibrium with equilibrium price at P and equilibrium 

quantity at Q. 

Now let us suppose that there is an increase in the supply of the commodity. This increase will 

shift the supply curve towards right from SS to S1S1 . Holding the demand constant, at the 

initial price OP, we can observe that there will be an excess supply. This excess supply will 

increase competition among the producers and consequently they would be willing to sell 

their output at a lower price. The price now, will continue to fall until it reaches OP1 , where 

the new supply curve intersects the initial demand curve. This new equilibrium will be 

established at E1 with the new equilibrium price at OP1. Thus, we can observe that the 

equilibrium price has fallen from P to OP1. 

 

12. Explain the meaning of opportunity cost with the help of production possibility 

schedule. 4 

 

OR 

 

With the help of suitable example explain the problem of „for whom to produce‟. 

 

Ans. The cost of enjoying more of one good in term of sacrificing the benefit of another good is 

called opportunity cost of the additional unit of the good. 

Let us consider the example of the economy producing two goods- consumer goods and 

capital goods assuming the level of resources and technology remain same. The following 

schedule depicts the different possible combination of the consumer goods and the capital 

goods that the economy can produce with its resource endowment and the available 

technology. This schedule is called production possibility schedule. 
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Production 

Possibilities 

Consumer Goods 

(units) 

Capital Goods 

(units) 

A 50 0 

B 48 1 

C 44 2 

D 35 3 

E 0 4 

From the schedule, we can see that point A shows, if all the resources are utilised in the 

production of the consumer goods, then 50 units of consumer goods can be produced with 

zero units of capital goods. On the other hand, point E shows that if all the resources are 

utilised in the production of the capital goods, then 4 units of capital goods can be produced 

with zero units of consumer goods. Also, consider the movement from point B to point C. It 

implies that the economy is diverting resources from the production of consumer goods to the 

production of capital goods. In order to produce one additional unit of capital good, the 

economy needs to sacrifice four units of consumer goods. Thus, the opportunity cost of 

producing one additional unit of capital good is four units of consumer goods. 

 

OR 

 

This economic problem basically focuses on the distribution mix of the final goods and 

services produced. The distribution of the final goods and services is equivalent to the 

distribution of National Income (or National Product) among the factors of production such as 

land, labour, capital and entrepreneur. 

For instance, imagine an economy producing two goods- normal rice (priced at Rs 15/kg) and 

graded rice (priced at Rs 100/kg). If the economy decided to cater to the needs of the lower 

section of the society, then it would produce more of normal rice and less of the graded rice. 

In such a case, the PPC curve will be as depicted in figure (ii).  

On the other hand, if the economy decided to cater to the needs of the higher section of the 

society, then it would produce more of the graded rice and less of the normal rice. In such a 

case, the PPC curve will be as depicted in figure (i). 
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13. A 5 percent fall in the price of a good raises its demand from 300 units to 318 units. 

Calculate its price elasticity of demand. 4 

 

Ans.  

1

2

Given, the initial quantity  = 300

New quantity  = 318

So, 318 300 18

Now, percentage fall in price = 100 ( )5%

We know, 

18100 100
6300( ) ( ) ( ) 1.2

( )5 ( )5
100

Thus, price elasticity

d

Q

Q

Q

P

P

Q

Q
E

P

P

   


  


 

      
  



 of demand is 1.2

 

 

14. Explain three properties of indifference curves. 6 

 

OR 

 

Explain the conditions of consumer‟s equilibrium under indifference curve approach. 

 

Ans. The following are the three properties of Indifference Curve 

i. Slope of IC: The Slope of an IC is given by the Marginal Rate of Substitution (MRS). 

Marginal rate of substitution refers to the rate at which a consumer is willing to 

substitute one good for each additional unit of the other good. 

 
At point A: 

  Slope of Indifference Curve ( ) = 
Y

MRS
X




 

i.e. MRS shows the rate at which the consumer is willing to sacrifice good Y for an 

additional unit of good X. 
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ii. Shape of Indifference Curve: As we move down along the Indifference curve to the 

right, the slope of IC (MRS) decreases. This is because as the consumer consumes 

more and more of one good, the marginal utility of the good falls. On the other hand, 

the marginal utility of the good which is sacrificed rises. In other words, the consumer 

is willing to sacrifice less and less for each additional unit of the other good consumed. 

Thus, as we move down the IC, MRS diminishes. This suggests the convex shape of 

indifference curve. 

 
In the above figure, IC is the Indifference Curve. 

At point A,   

 = xy

AD
MRS

DB
 

At point B, 

 = xy

BE
MRS

EC
 

BE AD

EC DB
  

MRS at B < MRS at A, so MRS has fallen 

iii. Two indifference curves never cross each other:  

 
Suppose, there are two indifference curves IC1 and IC2 that intersect each other at 

point B.  

We can observe that point B and point P lie on the same indifference curve, IC1. This 

implies that the consumer must be indifferent between the two consumption bundles B 

and P. Similarly, point B and point Q lie on the same indifference curve, IC2. This 

implies that the consumer must also be indifferent between the two consumption 

bundles B and Q. i.e. 

B (X,Y) ∼ P (X,Y) and B (X,Y) ∼ Q (X,Y) 
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By the axiom of transitivity, the above analysis implies that a consumer must be 

indifferent between bundle P and bundle Q i.e. 

P (X,Y) ∼ Q (X,Y) 

However, this is not possible because bundle P and bundle Q lie on different IC. 

Hence, the two consumption bundles cannot provide the consumer the same level of 

satisfaction. Thus, it can be concluded that two IC cannot cross each other. 

 

OR 

 

According to the Indifference Curve Approach, a consumer attains equilibrium at the point 

where the budget line is tangent to the indifference curve and IC should be convex to the 

origin at this point of tangency. This optimum point is characterised by the following 

equality: 

1

2

Pdy
MRS

dx P


   

That is,  

Absolute value of the slope of the IC = Absolute value of the slope of the budget line 

Graphically, the equilibrium can be depicted as follows. 

 
In the above figure, point E depicts consumer‟s equilibrium. At this point, the budget line is 

tangent to the indifference curve IC2. The optimum bundle is denoted by (x1*, x2*). This 

point is the optimum or the best possible consumption bundle, where the consumer is 

maximising his satisfaction. 

 

All other points lying on the budget line (such as point B and point C) are inferior to (x1*x2*) 

as they lie on a lower IC (i.e. IC1). Thus, the consumer will rearrange his consumption and 

will attempt to reach the equilibrium point, where the marginal rate of substitution is equal to 

the price ratio. 

Let suppose that instead of point E, the consumer is at point B. At this point, MRS is greater 

than the price ratio 1

2

–
i.e. 

P
MRS

P

 
 

 
. In this case, the consumer would tend to move towards 

point E by giving-up some amount of good 2 in order to consume more units of good 1. The 
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consumer will continue to give-up consumption of good 2, until, he reaches the point E, 

where, MRS becomes equal to the price ratio.  

On the other hand, for all points such as point C, MRS is lesser than the price 

ratio 1

2

–
i.e. 

P
MRS

P

 
 

 
. In this case, the consumer would tend to move towards point E by 

giving up some amount of good 1 to consume more units of good 2. 

Thus, we can conclude that if the consumer is consuming any bundle other than the optimum 

one, then he would rearrange his consumption bundle in such a manner that the equality 

between the MRS and the price ratio is established and he attains the state of equilibrium.  

 

15. 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. 6 

 

Ans. When equilibrium price of a good is more than its market price, then there will be competition 

among the buyers. This is because when the equilibrium price of a good is above the market 

price then it implies that there is a situation of excess demand.  

This is explained with the help of the following diagram 

 
From the above figure, we can analyse that the market demand curve DD and the market 

supply curve SS intersects each other at the point „E‟, which is known as equilibrium. The 

corresponding price and quantity are regarded as equilibrium price and equilibrium quantity, 

Ope and Oqe.  

Now, suppose the equilibrium price is more than the market price which is denoted by 0P . In 

other words, if the market price is below the equilibrium price then at this price the market 

demand is more than the market supply. So this implies that there is a situation of excess 

demand. Thus, due to this there will exist competition among the buyers. 

 

16. Giving reasons, state whether the following statements are true or false: 6 

(i) Average product will increase only when marginal product increases. 

(ii) With increase in level of output, average fixed cost goes on falling till it 

reaches zero. 
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(iii) Under diminishing returns to a factor, total product continues to increase till 

marginal product reaches zero. 

 

Ans. i. False, the average product does not only rise when the marginal product increases. 

But, there also exist a region where average product continues to rise corresponding to 

the rising marginal product. This can be explained with the help of the following 

diagram.  

 
As we can see in the region AB, the average product continues to rise even when the 

marginal product is falling. The reason behind this can be attributed to the fact that the 

marginal component always change (rise/fall) at a faster rate in contrast to the average 

component. 

ii. False, with increase in the level of output, the average fixed cost cannot continue to 

fall till it reaches zero because average fixed cost is a rectangular hyperbola. That is, it 

can never be zero. This can be explained with the help of the following diagram 

 
As we can see that the average fixed cost being a rectangular hyperbola tends to be 

zero, but however, it can never be zero. 

iii. True. Under diminishing returns to a factor, total product continues to increase till 

marginal product reaches zero. This can be explained with the help of the following 

diagram. 
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As we can see from the above figure, the total product continues to increase till 

the marginal product reaches zero. This is because from the point I till the point 

B as more and more labour inputs are combined with the constant level of 

fixed factor, it leads to the fuller utilization of the fixed factor. Consequently, 

the marginal product of the additional labour units falls, whereas, TP continues 

to rise. The moment, where, the MP of the last labour unit becomes exactly 

equal to zero, then the TP rises its maximum point. 


