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CPT  Eco. Test-3 
 
1 Which of the following statements would you consider to be a normative one? 

(a) Faster economic growth should result if an economy has a higher level of investment. 
(b) Changing the level of interest rates is a better way of managing the economy than using 
taxation and government expenditure. 
(c) Higher levels of unemployment will lead to higher levels of inflation. 
(d) The average level of growth in the economy was faster in the 1990s than the 1980s. 

 
2. Consider the following and decide which, if any, economy is without scarcity: 

(a) The pre-independence Indian economy, where most people were farmers. 
(b) A mythical economy where everybody is a billionaire. 
(c) Any economy where income is distributed equally among its people. 
(d) None of the above. 

 
3. The economic analysis expects the consumer to behave in a manner which is: 

(a) Rational  (b) Irrational  (c) Emotional  (d) Indifferent. 
 
4. After reaching the saturation point, consumption of additional units of the commodity cause: 

(a) Total utility to fall and marginal utility to increase. 
(b) Total utility and marginal utility both to increase. 
(c) Total utility to fall and marginal utility to become negative. 
(d) Total utility to become negative and marginal utility to fall. 

 
5. Consumer surplus is highest in the case of: 

(a) Necessities. (b) Luxuries.  (c) Comforts.  (d) Conventional necessities. 
 
6. If one unit of labour and one unit of capital give 200 units of output, two units of labour and two units 
of capital give 400 units of output and 5 units of labour and five units of capital give 1000 units of output 
then this is a case of: 

(a) Constant returns to scale.   (b) Increasing returns to scale. 
(c) Decreasing returns to scale.  (d) None of these. 

 
7. The vertical difference between TVC and TC is equal to: 

(a) MC.  (b) AVC.  (c) TFC.  (d) None of these. 
 
8. Price taker firms: 

(a) Advertise to increase the demand for their products. 
(b) Do not advertise because most advertising is harmful for the society. 
(c) Do not advertise because they can sell as much as they want at the current price. 
(d) Who advertise will get more profits than those who do not. 

 
9. The AR curve and industry demand curve are same: 

(a) In the case of monopoly.    (b) In the case of oligopoly. 
(c) In the case of perfect competition.  (d) None of the above. 

 
10. Which of the following is not, by definition, equal to National Income? 

(a) National product     (b) National expenditure 
(c) National output     (d) National wealth 

 
11. Which of the following is not an objective of Fiscal policy? 

(a) Economic growth     (b) Economic stability 
(c) Maximization of employment level  (d) Regulating of financial institutions 

 
12. The main objective of the World Trade Organisation is to secure among others: 

(a) A general agreement among common market countries on technical training and mutual 
prices of traded goods. 
(b) The maintenance of intellectual property rights and patent rights of member countries. 
(c) An improvement in the USA’s terms of trade in the next decade. 
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(d) A reduction in tariffs through negotiation, elimination of import quotas and globalization of 
international trade. 

 
13. Which one of the following is the best example of agreement between oligopolists? 

(a) GATT  (b) OPEC  (c) WTO  (d) UNIDO 
 
14. Which of the following concepts of Budget deficit has become practically redundant in India? 

(a) Fiscal deficit    (b) Budgetary deficit 
(c) Primary deficit    (d) Revenue deficit 

 
15. Birth rate and Death rate are measured as per: 

(a) 100 population    (b) 1000 population 
(c) 10000 population    (d) 100000 population 

 
16. Money includes: 

(a) Currencies and demand deposits. (b) Bonds, government securities. 
(c) Equity shares.    (d) All of the above. 

 
17. -------------------------------- pair of commodities is an example of substitutes. 

(a) Coffee and milk    (b) Diamond and cow 
(c) Pen and ink    (d) Mustard oil and coconut oil 

 
18. When the price of a substitute of X commodity falls, the demand for X -----------------. 

(a) Rises     (b) Falls 
(c) Remains unchanged   (d) Any of the above. 

 
19. Marginal utility approach to demand was given by -----------------------------------. 

(a) J.R. Hicks     (b) Alfred Marshall 
(c) Robbins     (d) A C Pigou 

 
20. While analyzing Marshall’s measure of consumer’s surplus one assumes ------------------. 

(a) Imperfect competition   (b) Perfect competition 
(c) Monopoly     (d) Monopsony 

 
21. The law of variable proportions come into being when ----------------------------. 

(a) There are only two variable factors. 
(b) There is a fixed factor and a variable factor. 
(c) All factors are variable. 
(d) Variable factors yield less. 

 
22. -------------- is an implicit cost of production. 

(a) Wages of the labour.   (b) Charges for electricity. 
(c) Interest on owned money capital.  (d) Payment for raw material. 

 
23. Excess capacity is not found under ------------------. 

(a) Monopoly     (b) Monopolistic competition 
(c) Perfect competition.   (d) Oligopoly. 

 
24. Stagflation means -----------------------. 

(a) Inflation with recession   (b) Recession with stagnation 
(c) Inflation galloping like a stag  (d) Inflation and increasing output. 

 
25. ------------- is not a direct tax. 

(a) Income tax     (b) Wealth tax 
(c) Expenditure tax    (d) Entertainment tax 

 
26. ----------------------- has been founded to act as permanent watchdog on the international trade. 

(a) IBRD  (b) ADB  (c) WTO  (d) IMF 
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27. ___________measure usually gives the lowest estimate of unemployment especially for poor 
economy. 

(a) Usual status    (b) Current weekly status 
(c) Current daily status   (d) Current yearly status 

 
28. The average profit is the difference between ---------------------. 

(a) AC and TC     (b) AC and VC. 
(c) AC and AR     (d) AC and TR 

 
29. At the point of inflexion, the marginal product is -----------------------. 

(a) Increasing  (b) Decreasing (c) Maximum  (d) Negative 
 
30 . Marginal revenue will be negative if elasticity of demand is ------------------. 

(a) Less than one.    (b) More than one. 
(c) Equal to one.    (d) Equal to zero. 

 
31. If the railways are making losses on passenger traffic they should lower their fares. The suggested 
remedy would only work if the demand for rail travel had a price elasticity of -------------- 

(a) Zero     (b) Greater than zero but less than one. 
(c) One     (d) Greater than one 

 
32. If R point bisects the demand curve in two equal parts, then elasticity at R equals ----------------. 

(a) Zero  (b) Five  (c) Two  (d) One 
 
The following data give the production possibilities frontier of an economy that produces two 
types of goods, guns and bread. Read the following table and answer questions 33-35 

Table 1 : Production Possibilities 

Production possibilities A B C D E F G H 

Guns 0 10 20 30 40 50 60 30 

Bread 100 105 90 75 55 30 0 45 

 
33. According to Table 1, the opportunity cost of increasing gun’s production from 20 to 30 units is equal 
to 

(a) 10 units of bread.     (b) 15 units of bread. 
(c) 25 units of bread.     (d) 24 units of bread. 

 
34. Given the data in Table 1, one moves successively from point A to points B, C, D,E and F, the 
opportunity cost of guns: 

(a) Increases as more of guns are produced. 
(b) Decreases as more of guns are is produced. 
(c) Remains constant as more of guns are produced. 
(d) Nothing can be said. 

 
35. Point D is efficient while point H (30 guns and 45 loaves of bread) is inefficient. Why? 

(a) Point D is outside the PPF while point H is on the PPF. 
(b) Point D is inside the PPF while point H is on the PPF. 
(c) Point D is on the PPF while point H is inside the PPF. 
(d) nothing can be said. 

 
Read the following paragraph and answer questions 36 to 37. 

In the Monetary Policy announced for the year 2006-07 the following announcements have been 
made - Bank Rate, Repo Rate, Reverse Repo Rate and Cash Reserve Ratio have been kept unchanged 
at their present levels of 6 per cent, 6.5 per cent, 5.5 per cent and 5 per cent respectively. These have 
been kept unchanged as 
liquidity pressure seen during the last 4 months of 2005-06 have eased off considerably. 
 
36. What is Bank Rate? 

(a) The rate of interest charged by public sector banks from the general public. 
(b) The rate of interest on housing loans. 

http://www.cacscwallb.blogspot.in/
mailto:akjbharat@yahoo.com
http://www.facebook.com/bharathassani1


CS FOUNDATION - 5 - MODEL ECO. TEST-3 

BHARAT HASSANI    Visit at: www.cacscwallb.blogspot.in 
E-mail: akjbharat@yahoo.com   Facebook: www.facebook.com/bharathassani1 

(c) The rate of interest on educational loan. 
(d) The rate at which the RBI discounts the bills of commercial banks. 

 
37. In the given paragraph it is stated that Bank Rate and Cash Reserve Ratio(CRR) have been kept 
unchanged. What can RBI do if it wants to control credit in the economy? 

(a) Decrease Bank Rate and decrease CRR.  (b) Increase Bank Rate and increase 
CRR. 
(c) Increase Bank Rate and decrease CRR   (d) Decrease Bank Rate and increase 
CRR. 

 
Use Table 2 to answer questions 38-41. 
Bozzo’s burgers is a small restaurant and a price taker. The table below provides the data of Bozzo’s 
output and costs in Rupees. 

Quantity Total 
cost 

Fixed 
cost 

Variable 
cost 

Average Variable  
cost 

Average total 
cost 

Marginal 
cost 

0 100 - - -   

10 210      

20 300      

30 400      

40 540      

50 790      

60 1060      

 
38. If burgers sell for Rs14 each, what is Bozzo’s profit maximizing level of output : 

(a) 10 burgers  (b) 40 burgers  (c) 50 burgers  (d) 60 burgers 
 
39. What is the total variable cost when 60 burgers are produced? 

(a) Rs. 690  (b) Rs.960  (c) Rs.110  (d) Rs.440 
 
40. What is average fixed cost when 20 burgers are produced? 

(a) Rs. 5  (b) Rs.3.33  (c) Rs. 10  (d) Rs. 2.5 
 
41. Between 10 to 20 burgers, what is the marginal cost (per burger)? 

(a) Rs. 11  (b) Rs. 13  (c) Rs 14  (d) Rs. 9 
 
In Econoville, there is one grocery shop, Ecoconvenience. It used to sell fresh milk at Rs.20 per 
litre, at which price 400 litres of milk were sold per month. After some time, the price was raised 
to Rs 30 per litre. Following the price rise:  

Only 200 litres of milk was sold every month. 
The number of boxes of cereal customers bought went down from 280 to 240. 
The number of packets of powered milk customers bought went up from 90 to 220 per 
month. 

Now answer Questions number 42-47. 
 
42.The price elasticity of demand when fresh milk’s price increases from Rs.20 per liter to Rs.30 per litre 
is equal to: 

(a) 2.5   (b) 1.0   (c) 1.66  (d) 2 .66 
 
43. The cross elasticity of monthly demand for cereal when the price of fresh milk increases from Rs 20 
to Rs.30 is equal to: 

(a) - 0.38  (b) + 0.25.  (c) - 0.19.  (d) + 0.38. 
 
44. The cross elasticity of monthly demand for powdered milk when the price of fresh milk increases 
from Rs 20 to Rs 30 per litre is equal to: 

(a) + 1.05.  (b) -1.05.  (c) -2.09.  (d) + 2.09. 
 
45. What can be said about the price elasticity of demand for fresh milk? 

(a) It is perfectly elastic.   (b) It is elastic. 
(c) It is perfectly inelastic.   (d) It is inelastic. 
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46 . Suppose income of the residents of Ecoville increases by 50% and the quantity of fresh milk 
demanded increases by 30%. What is income elasticity of demand for fresh milk? 

(a) 0.5   (b) 0.6   (c) 1.25  (d) 1.50 
 
47. We can say that fresh milk in economics sense is a/an: 

(a) luxury good    (b) inferior good 
(c) normal good    (d) nothing can be said. 

 
48. Suppose that a sole proprietorship is earning total revenues of Rs.2,00,000 and is incurring explicit 
costs of Rs.1,50,000. If the owner could work for another company for Rs.60,000 a year, we would 
conclude that: 

(a) the firm is incurring an economic loss. 
(b) implicit costs are Rs.50,000. 
(c) the total economic costs are Rs.2,00,000. 
(d) the individual is earning an economic profit of Rs.50,000. 

 
Use Table 3 to answer questions 49-50. 

Table 3 

Hours of Labour Total Output Marginal Product 

0 ---- ---- 

1 200 200 

2 ---- 160 

3 480 ---- 

 
49. What is the total output when 2 hours of labour are employed? 

(a) 160   (b) 200   (c) 360   (d) 400 
 
50. What is the marginal product of the third hour of labour? 

(a) 120   (b) 160   (c) 200   (d) 480 
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