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CPT  Eco. Test-2 
 
  
1. Which of the following statements is correct? 

(a) Unlike normative economics, positive economics is based on objective analysis of economic 
issues. 
(b) The opportunity cost of a good is the quantity of other goods sacrificed to get another unit of 
that good. 
(c) Microeconomics emphasizes interactions in the economy as a whole. 
(d) None of the above. 
 

2. Which of the following is incorrect? 
(a) The production possibilities frontier shows the maximum combination of outputs that the 
economy can produce using all the recourse available. 
(b) Increasing opportunity cost implies a production possibility frontier concave to the origin. 
(c) Free markets are the markets in which the governments do not intervene. 
(d) All of the above are correct. 

 
3. With the same amount of resources, a farmer can feed the following combinations of goats and 
horses: 

 Goats Horses 

Option I 168 44 

Option II 150 50 

 
Given the option available with him, what is the opportunity cost to the farmer of feeding one horse? 

(a) 1 goat. 
(b) 3 horses. 
(c) 3 goats. 
(d) 18 goats. 

 
4. A draught in India leads to unusually low level of wheat production. This would lead to a rise in the 
price of wheat and fall in the quantity of wheat demanded due to: 

(a) excess demand at the original price. 
(b) excess supply at the original price. 
(c) the supply curve shifting to the right. 
(d) the demand curve shifting to the left. 

 
5. If the elasticity of demand for a commodity is perfectly inelastic then which of the following is 
incorrect? 

(a) The commodity must be essential to those who purchase it. 
(b) The commodity must have many substitutes. 
(c) The commodity will be purchased regardless of increase in its price. 
(d) The elasticity of demand for this commodity must equal zero. 

 
6. If a good has price elasticity greater than one then: 

(a) demand is unit elastic and a change in price does not affect sellers’ revenue. 
(b) demand is elastic and a change in price causes sellers’ revenue to change in the opposite 
direction. 
(c) demand is inelastic and a change in price causes sellers’ revenue to change in the same 
direction. 
(d) None of the above is correct. 

 
7. The law of diminishing returns implies that: 

(a) for each extra unit of X consumed, holding constant consumption of other goods, total utility 
increases. 
(b) total utility remains unchanged regardless of how many units of X are consumed. 
(c) marginal utility will increase at a constant rate as more units of X are consumed. 
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(d) each extra unit of X consumed, holding constant consumption of other goods, adds 
successively less to total utility. 

 
8. Which of the following is correct? 

(a) Firms that earn accounting profits are economically profitable. 
(b) Opportunity cost plus accounting cost equals economic cost. 
(c) When a firm’s demand curve slopes down marginal revenue will rise as output rises. 
(d) Firms increase profits by selling more output than their rivals. 

 
9. You are given the following data: 

 
Table 1 

Output Total Costs 

0 0 

1 15 

2 28 

3 38 

4 46 

5 54 

 
The above data is an example of: 

(a) decreasing returns to scale. 
(b) constant returns to scale. 
(c) increasing returns to scale. 
(d) positive fixed costs. 

 
10. Which of the following statements is incorrect? 

(a) If marginal revenue exceeds marginal cost the firm should increase output. 
(b) If marginal cost exceeds marginal revenue the firm should decrease output. 
(c) Economic profits are maximized when total costs are equal to total revenue. 
(d) Profits are maximized when marginal revenue equals marginal cost. 

 
11. Which of the following involve a trade-off? 

(a) Taking a nap 
(b) All of these answers involve trade-offs. 
(c) Watching a football game on Saturday afternoon 
(d) Going to university 

 
12. When some people in a society are unwilling to work at the prevailing wage rate and there are 
people who have income from property or some other sources and need not work, such people are: 

(a). casually unemployed. 
(b). chronically unemployed. 
(c). voluntarily unemployed. 
(d). disguisedly unemployed. 

 
13. If out of 100 people in the labour force, 92 are in the work force, the number of people unemployed 
is: 

(a). 8. 
(b). 192. 
(c). 100. 
(d). 92 

 
14. NIXI stands for: 

(a). National Internet Exchange of India. 
(b). National International Exchange of India. 
(c). National Institute of Exchange of Indian goods. 
(d). None of the above. 

 
15. If demand for goods is services is more than their supply, the resultant inflation is: 
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(a). cost push inflation. 
(b). stagflation. 
(c). deflation. 
(d). demand pull inflation. 

 
16. As against the target of 4000 crore disinvestment in 2004-05, the actual disinvestment has been: 

(a) 5000 crore. 
(b) 2765 crore. 
(c) 1567 crore. 
(d) 4000 crore. 

 
17. Trade-offs are required because wants are unlimited and resources are______________. 

(a) economical. 
(b) unlimited. 
(c) efficient. 
(d) scarce 

 
18. If an increase in the price of blue jeans leads to an increase in the demand for tennis shoes, then 
blue jeans and tennis shoes are __________________. 

(a). complements. 
(b). inferior goods. 
(c) normal goods. 
(d) substitutes. 

 
19. Consumer surplus is the area _______________. 

(a). below the demand curve and above the price. 
(b). above the supply curve and below the price. 
(c). above the demand curve and below the price. 
(d). below the supply curve and above the price. 

 
20. A rational person does not act unless ------------------------. 

(a) the action is ethical. 
(b) the action produces marginal costs that exceed marginal benefits. 
(c) the action produces marginal benefits that exceed marginal costs. 
(d) the action makes money for the person 

 
21. Suppose you find Rs 100. If you choose to use Rs.100 to go to a football match, your opportunity 
cost of going to the game is _____________. 

(a) nothing, because you found the money. 
(b) Rs. 100 (because you could have used Rs.100 to buy other things) plus the value of your 
time spent at the game. 
(c) Rs 100 (because you could have used the Rs 100 to buy other things) plus the value of your 
time spent at the game, plus the cost of the dinner you purchased at the game. 
(d) Rs.100 (because you could have used the Rs.100 to buy other things). 

 
22. If a fisherman must sell all of his daily catch before it spoils for whatever price he is offered, once the 
fish are caught the fisherman's price elasticity of supply for fresh fish is _______________. 

(a) zero. 
(b) infinite.   
(c) one. 
(d) unable to be determined from this information. 

 
23. If consumers always spend 15 percent of their income on food, then the income elasticity of demand 
for food is _________. 

(a) 1.50. 
(b) 1.15. 
(c) 1.00. 
(d) 0.15. 
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24. If marginal revenue exceeds marginal cost, a monopolist should _______________. 
(a) increase output. 
(b) decrease output. 
(c) keep output the same because profits are maximized when marginal revenue exceeds 
marginal cost. 
(d) raise the price. 

 
25. A market structure in which many firms sell products that are similar but not identical is known as 

(a) monopolistic competition. 
(b). monopoly. 
(c). perfect competition. 
(d) oligopoly. 

 
26. Net national product at market price minus net indirect taxes is equal to ____________________. 

(a) net foreign investment 
(b) net foreign investment plus net domestic investment 
(c) net national product at factor cost. 
(d) replacement expenditure 

 
27. Estate duty was levied on the ______________________. 

(a) incomes of the individual    
(b) production of goods 
(c) export and import of goods 
(d) total property passing to the heirs on the death of a person. 

 
28. ___________________countries are more subject to cyclical fluctuations. 

(a) European.      (b) Capital biased, advanced countries. 
(c) Asian.      (d) American 

 
29. For almost three decades (1950-80) the average GDP growth rate was about_______% per annum. 

(a) 6.6   (b) 5.4   (c) 2.5   (d) 3.6 
 
30. Electricity generated from water is called___________. 

(a) thermal electricity.    (b) hydel electicity. 
(c) atomic energy.    (d) tidal energy. 

 
31. Over the years the number of cancer cases has ___________. 

(a) increased.     (b) decreased. 
(c) remained constant.   (d) doubled. 

 
32. Quantitative restrictions on _________items were removed in the EXIM Policy of 2000-01. 

(a) 123   (b) 193   (c) 714   (d) 183 
 
Read figure 1 and answer questions 33-35. 
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33. Refer to Figure 1. If the economy is operating at point C, the opportunity cost of  producing an 
additional 15 units of bacon is 

(a). 40 units of eggs.     (b). 10 units of eggs. 
(c). 20 units of eggs.     (d) 30 units of eggs. 

 
34. Refer to Figure 1, if the economy was operating at E: 

(a). the opportunity cost of 20 additional units of eggs is 10 units of bacon. 
(b). the opportunity cost of 20 additional units of eggs is 20 units of bacon. 
(c). the opportunity cost of 20 additional units of eggs is 30 units of bacon. 
(d). 20 additional units of eggs can be produced with no impact on bacon production. 

 
35. If the economy moves from point A to point D in Figure 1 then: 

(a). the opportunity cost of eggs in terms of bacon falls. 
(b). the opportunity cost of eggs in terms of bacon rises. 
(c). the opportunity cost of eggs in terms of bacon is constant. 
(d) the economy becomes less efficient. 

 
36. Point F in figure 1 represents: 

(a). none of these answers. 
(b). a combination of production that can be reached if we reduce the production of eggs by 20 
units. 
(c). a combination of production that can be reached if there is a sufficient advance in 
technology. 
(d). a combination of production that is inefficient because there are unemployed resources. 

 
37. Which of the following represents a movement towards better utilisation of existing resources? 

(a) A movement from point A to point B. 
(b) A movement from point E to point B. 
(c) A movement from point C to point B. 
(d) A movement from point F to point B. 

 
38. Suppose that the price of a new bicycle is Rs.200. Natalie values a new bicycle at  Rs.400. What is 
the value of total consumer surplus if Natalie buys a new bike? 

(a) Rs 500  (b) Rs.300  (c) Rs.200  (d) Rs.400 
 
39. Suppose that at a price of Rs 300 per month, there are 30,000 subscribers to cable television in 
Small Town. If Small Town Cablevision raises its price to Rs 400 per month, the number of subscribers 
will fall to 20,000. Using the midpoint method for calculating the elasticity, what is the price elasticity of 
demand for cable TV in Small Town? 

(a) 1.4   (b) 0.66  (c) 0.75  (d) 2.0 
 
40. If a buyer's willingness to pay for a new car is Rs. 200,000 and she is able to actually buy it for 
Rs.180000 her consumer surplus is 

(a) Rs18,000.  (b) Rs20,000.  (c) Rs 2,000.  (d) Rs 0. 
 
41. Suppose there are three identical vases available to be purchased. Buyer 1 is willing to pay Rs 30 
for one, buyer 2 is willing to pay Rs 25 for one, and buyer 3 is willing to pay Rs 20 for one. If the price is 
Rs 25, how many vases will be sold and what is the value of consumer surplus in this market? 

(a) Three vases will be sold and consumer surplus is Rs 80. 
(b) One vase will be sold and consumer surplus is Rs 5. 
(c) One vase will be sold and consumer surplus is Rs30. 
(d) Two vases will be sold and consumer surplus is Rs 5. 

 
Read the following paragraph and answer questions 42-44 

Nicole owns a small pottery factory. She can make 1,000 pieces of pottery per year and sell them 
for Rs.100 each. It costs Nicole Rs 20,000 for the raw materials to produce the 1,000 pieces of pottery. 
She has invested Rs 100,000 in her factory and equipment: Rs 50,000 from her savings and Rs 50,000 
borrowed at 10 per cent. (Assume that she could have loaned her money out at 10 per cent, too.) Nicole 
can work at a competing pottery factory for Rs 40,000 per year. 
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42. The accounting cost at Nicole’s pottery factory is: 

(a) Rs. 25000  (b) Rs.50000  (c) Rs. 80000  (d) Rs 75000 
 
43. The economic cost at Nicole’s factory is: 

(a) Rs. 75000  (b) Rs. 70000  (c) Rs 80000  (d) Rs 30000 
 
44. The accounting profit at Nicole’s pottery factory is: 

(a) Rs. 30000  (b) Rs.50000  (c) Rs. 80000  (d) Rs 75000 
 
45. The economic profit at Nicole’s factory is: 

(a) Rs. 75000  (b) Rs. 35000  (c) Rs 80000  (d) Rs 30000 
 
Mr X and Co. operates in a perfectly competitive market. He sells his product at Rs. 8 per unit. 
His fixed costs are Rs 100. His other costs are given below. Read the following table and answer 
questions 46-50. 

Output Variable Cost Fixed Cost Total Cost Marginal Cost 

0 0    

1 5    

2 11    

3 18    

4 26    

5 36    

6 50    

 
46. What is Mr X and Co’s total cost when 4 units are produced? 

(a) Rs. 126  (b) Rs 100  (c) Rs. 26  (d) Rs. 8 
 
47. When Mr. X and Co’s production increases from 5 to 6 units, his marginal cost becomes? 

(a) Rs. 8  (b) Rs. 14  (c) Rs. 10  (d) Rs. 6 
 
48. The average fixed cost of producing 4 units is: 

(a) Rs 1.50  (b) Rs 2.25.  (c) Rs. 25  (d) Rs. 3.00. 
 
49. The average total cost of producing 6 units is: 

(a) Rs. 2.50.  (b) Rs. 3.00.  (c) Rs. 25.  (d) Rs. 30. 
 
50. When will Mr X and Co maximize profits? 

(a) When 4 units are produced.    (b) When 5 units are produced. 
(c) When the company shuts down.    (d) When 3 units are produced. 
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