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EXPECTED VALUE POINTS AND SCHEME OF EVALUATION 

 

Q.NO. Answers Marks 

(with 

split 

up) 

1.  Shift in supply curve takes place when change in supply is caused due to the change in 

factors other than the price of a good. 

OR 

All the above 
 

1 

2.  The difference between Total Cost and Total Variable cost is Total Fixed cost. Thus the 

difference between total cost and total variable cost remains the same as the output is 

increased. 

1 

3.   It refers to the number of units of a commodity sacrificed to gain one more unit of another 

commodity 

 

1 

4.  Rs.4 

OR 

Application of law of variable proportion. 

1 

5.  Consumers equilibrium in case of single commodity is attained when Mu in terms of money 

is equal to price of the good. A consumer compares its price with its expected benefit or 

utility. He will buy the good only if the benefit derived in the form of utility is greater than 

or at least equal to its price. To compare marginal utility of a commodity with its price, MU 

is first converted in terms of money.  

Units 1 2 3 4 5 6 

MU(Rs) 6 5 4 3 2 1 

Price 3 3 3 3 3 3 

The consumer is in equilibrium at 4
th

 unit where MU=Price. 

2+1 

6.  PPC of the economy drawn on the assumption that the given resources are fully as well as 

efficiently utilized and that the state of technology remains unchanged. If unemployment 

exists in the economy, I implies that the economy is operating somewhere within the PPC. 

Actual output is less than potential output. If unemployment is reduced the level of actual 

output is raised and it moves closer to the potential output. 

OR 

3 
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It is a curve which shows all possible combinations of two goods which an economy can 

produce with the available resources and the given technology. 

PPC is concave to the origin because of increasing marginal rate of transformation. 

 

 

2+1 

7.  Monopolistic competition is a form of the market with many buyers and sellers, where 

differentiated product is sold with a partial control over price. 

Product differentiation means producing goods which are close substitutes but not perfect 

substitute. Product of different firms in the industry are different in terms of clour, shape, 

quality, quantity, packing etc are different.  As products are close substitutes to each other, 

its demand is highly elastic. Firm can increase the sales by reducing price. AR revenue 

curve is downward sloping. MR lies below AR. 

OR 

It is a market structure in which there is only one producer of a commodity in the market. 

Monopoly firm produces a unique product which does not have close substitute. Consumers 

do not have other choice. Demand for the product becomes inelastic in nature. Firm can 

increase the sales by reducing price.AR curve slopes down ward but very steep. MR curve 

lies below AR 

1+3 

8.  Output 

(units) 

Average Fixed 

Cost (Rs) 

Marginal cost 

(Rs) 

Total cost  

(Rs) 

1 120 24 144 

2 60 20 164 

3 40 16 180 

4 30 18 198 

5 24 20 218 
 

 

9.  Quantity demanded is not at all responsive to change in price of the good. 

Ed= % change in quantity demanded / % change in price 

     =  -20% / (1/5) 100;     -20/20 =-1 

Unitary elastic demand. Percentage change in quantity demanded is equal to percentage 

change in price. 

OR 

Ed = % change in quantity demanded / % change in price. 

% change in quantity demanded is 50% 

     = 100%/ (∆p/p) 100   = 100%/ (-5/10 )100  = -50/50 =-1 

   -1 = -50%/( ∆p/10)100  = ∆p = 2.5.  New Price = 10+2.5 = 12.5 

 

1+1+2 

10.  Complementary goods are those goods which are used jointly to satisfy a want. When a fall 

in the price of complementary goods, the demand for given good increases and the demand 

curve shift rightward.  There is an inverse relationship between price of complementary 

good and the demand for given good. 

(Diagram) 

These are those goods which can be used in place of each other, such as tea and coffee. In 

case of such goods increase in the price of one causes increase in demand for other and 

vice-versa. 

When price of substitute good increases the demand for given good increases and the 

demand curve shift rightwards. There is a direct relationship between price of substitute 

goods and the demand for given good. 

Diagram. 
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11.  Since steel parts are the inputs used in the production of motorcycles, with the rise in price 

of inputs the cost of production for the producer will also increase which will lead to 

decreasing profit margin for him. Supply decreases, supply curve shift leftward. Demand 

remains constant. Equilibrium price of motorcycles rises and equilibrium quantity 

decreases. 

 

(diagram) 

 

The market for motorcycle is in equilibrium at point E where the original demand is DD 

and supply SS. The demand remains constant and supply curve shift to left to S1 S1. 

Equilibrium price increase to P1and equilibrium quantity decrease to Q1. 

 

 

12.  
  

 

 

 

 

 

 

 

 

The law of variable proportion states that as more and more of variable factor is combined 

with the fixed factor, marginal product initially rises, reaches maximum and then falls 

finally it becomes negative. 

Fixed Factor 

(Land)  

Variable Factor 

(units of  labour) 

Total Product Marginal Product 

1 acre 0 0 ---- 

1 acre 1 4 4 

1 acre 2 10 6 

1 acre 3 18 8 

1 acre 4 24 6 

1 acre 5 28 4 

1 acre 6 30 2 

1 acre 7 30 0 

1 acre 8 28 -2 

There are three stages in the law of variable proportion” 

Stage 1 Total product increases at an increasing rate, Marginal product rises. This stage 

ends when marginal product is maximum. This stage is called increasing returns to a factor. 

Stage 2: Diminishing returns to a factor: Total product increases at a diminishing rate. 

Marginal product falls but positive. When TP is maximum, MP=zero. 

Stage 3: Negative returns : TP falls, Mp becomes negative. 

 

OR 

 input price Increases:-  Input prices indicate cost of production. Increase in input price 

increases marginal cost.  Same quantity can be supplied only at higher price or at the same 

price only less quantity can be supplied. Supply decreases. Supply curve shifts to left. 

 

                   S
1  

            S                                                 

          

 

  Price                                                                     Quantity 

1+2+3 
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Decrease in supply due to increase in input prices                    

c. Change in unit tax:- A unit tax is a tax that government imposes per unit sale of output. 

Unit tax increases the marginal cost of production. Supply curve shift up or to leftward. 

Same quantity can be supplied only at a higher price. Supply decreases. 

                                        Price                                  S1 

 S 

 P+t tax  

                                         P                 

   O                      Q Quantity 

When government introduces a tax of ‘t’ supply curve shifts to ‘S1’. Same quantity can be 

supply only at a higher price that is price + tax or ‘P+t’. 

 

13.  At the time of deflationary gap central bank should sell government securities and bonds in 

the open market. 

1 

14.  Demand deposits are those deposits which can be withdrawn from the bank on demand or 

by writing a cheque any time. 

OR 

Fiat money refers to money backed with order of the government. 

1 

15.  0.2 1 

16.  A situation in which those who are able and will to work under prevailing wage rate do not 

get employment 

1 

17.  Capital receipts are those receipts which either create a liability or lead to reduction in 

assets. The main components of capital receipt are: 

(i) Recoveries of loans from state government, union territory etc. 

(ii) Borrowings from market, reserve bank of India and other sources 

(iii) Other receipts like disinvestment. 

OR 

Fiscal deficit refers to excess of government expenditure over its receipts, exclusive of 

borrowings. 

Fiscal deficit indicates borrowing requirements of the government to cope with its 

expenditures of the year. 

Higher borrowings implies higher burden of repayment of loans and interest payment for 

the future generations. It sows financial indiscipline in the economy. 

 

1+3 

18.  The budgetary policy reduces inequalities of income through redistribution of income and 

wealth in the economy. To achieve this objective, government uses fiscal instruments of 

taxation and subsidies. By imposing taxes on rich and giving subsidies to the poor, the 

government redistributes income in favour of poorer sections of the society. Higher rate of 

taxation on higher incomes and lower rate of taxation on lower incomes reduces the gulf 

4 
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between income of rich and poor. 

19.   Net export is the difference between the values of export of goods and the value of import of 

goods. It is related to produce goods. It is a part of domestic product 

NFI from abroad is the difference between factor incomes received less factor payment made to 

abroad. It is related to factor services rendered and received. It is not included in domestic 

product. 

OR 

Gross Fixed Capital formation is addition to the total stock of fixed assets like machineries, 

equipment, buildings construction structures etc. during a given period of time. It changes only 

in a long run. Depreciation is applicable. 

Changes in inventory is addition to the stock of raw materials, semi-finished goods, and finished 

goods kept by the firm. It may change in the short period of time. Depreciation is not applicable. 
 

2+2 

20.  K= 1/1-MPC      1/1-0.75  = 4 

Increase in income = multiplier x change in investment  = 4x1000=4000 

Change in consumption expenditure = 4000-1000=3000 

Or 

Given S=-100+0.6Y, Investment expenditure=1,100 

At equilibrium S=I 

-100+0.6Y=1,100 

0.6Y = 1,200          Y=1200/0.6 = 2,000 

We know at equilibrium S=I      

S = 1,100   

2+2 

21.  Central bank acts as a banker, agent and financial advisor to the government.  

It provides short term loans to the government. 

It buys and sells securities, treasury bills on behalf of the government 

It advices the government from time to time on economic, financial and monetary matters 

4 

22.  (a) Fall in the price of foreign currency leads to fall in its supply,Now domestic 

currency becomes dearer in relation to the foreign currency. Foreign investors make 

less investment in the domestic economy.  

Domestic goods become expensive for foreigners. Lesser purchase by the non-

residents in the domestic market. Export will decrease and this leads to fall in supply 

of foreign currency.  

(b) Capital account of balance of payment is that account which records all such 

transactions between resident of a country and rest of the world which cause a 

change in ownership of assets. It is a statement of all capital inflows and capital 

outflows during a period of an accounting year.  

(c) Foreign direct investment means the investors have full control over the asset .but 

portfolio investment means investing in the form of shares and do not have full 

control over the asset. 

6 

23.  If aggregate demand is for a level of output more than the full employment level, then a 

situation of excess demand exists. Excess demand gives rise to an inflationary gap which 

causes a rise in the price level or inflation. Inflationary gap is the amount by which the 

actual aggregate demand exceeds the level of aggregate demand required to establish the 

full employment equilibrium. Inflationary gap is a measure of the amount of the excess of 

aggregate demand. 

(Diagram) 
The economy will be in full employment equilibrium at point F on the required AD curve 
and the economy will produce full employment level of output at OQ.  The actual 

6 
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aggregate demand curve is(AD1). The difference between F and G is the inflationary gap.) 
is more than the required level leads to inflation in the economy.  
Corrective Measures: 
 

i. Increase in tax: An increase in taxes will reduce the disposable income of the 

people. As a `result consumption decreases, aggregate demand decreases.  

ii.  Reducing the level of government expenditure:- decreasing  the government 

expenditure equal to the amount of inflationary gap can bring down the AD.  

 

Thus, a mix of increasing taxation and reduction of government expenditure can 

solve the problem of deficient demand. 

OR 

In Keynesian framework, determination of income, output and employment is determined 

solely by the level of Aggregate Demand. In a two sector model of an economy AD consists 

of only aggregate consumption and aggregate investment. AD=C+I. 

When the Desired Aggregate demand in an economy is equal to the total level of output in 

an economy, equilibrium level of income, output and employment is determined.  At 

equilibrium. 

AD = AS 

Diagram 

If AD is greater than AS, there is a reduction of planned inventory. To keep the desired 

level of inventory production increases, employment increases, income and output increases 

till AD=AS. 

If AD is less than AS stock of inventory will increase. Production decreases, income and 

output decreases till the economy back to equilibrium level. 

 

24.  Gross  domestic Product at Factor cost = compensation of employees + operating surplus + 

consumption of fixed capital  

1000+(200+250+200)+ (300-200+50) = Rs.1700 Crores 

Net Factor Income from abroad = factor income from abroad – factor  income to abroad 

-20 = 80 – factor income to abroad 

Factor income to abroad = 80- (-)20 = Rs.100crore. 

3+3 

 

 

 


