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PART-A
|. Choose the correct answer.

. (B) Subjective

. (A) Marginal Product

. (B) Monopolistic Competition
. (C) Economic Agents

5. (B) Macro Economics

6. (C) Medium of Exchange

7. (B) Encourages of Investment
8
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. (C) Excise Duties
. (C) Gold Standard
0. (D)AIl of the Above

IIl. Fill in the blanks by choosing appropriate answer from the bracket.
11. Average revenue

12. Final

13. RBI

14. Not Consumed

15. April 1 to March 31st

11l Match the Following:

Balance of trade
Managed floating

Trade in goods
Dirty floating

16.
A B
1 Service of ateacher Skill
2 Normal profit Zero profit
3 Market Equilibrium QD=QSs
4
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PART-B

IV. Answer any NINE of the following questions in FOUR sentences each
17.

Max Marks: 100

No. of Questions : 51

10x1=10

5x1=5

5x1=5

9x2=13

Budget line Budget set

1. Shows the combination of two goods
whichgives the cost exact equal to the
consumer's

income

1. Show the combinations which are
attainableby consumer's income.

2. Budget line consists only the
combinations which lie on the line

2. Budget set consists the combinations
whichlie on and below the line

3. Budget line's function is PIX1+P2X2=M 3. Budget set's function is PIX1+P2X2 SM

18. A type of goods for which consumer's demand decrease with the rise in consumer's income arecalled
inferior goods. For example

a. Low quality food items like coarse cereals

b. Low quality Residing houses like hut...

The demand for goods which move in the opposite direction with the consumer's income.

19. Consumer always prefers a type of combinations which give higher level of utility consistingmore
guantity of goods is called Monotonic preference. It means rational consumer always prefer higher
indifference curve in indifference map, that offers him a higher level of satisfaction.

20. a) Cardinal Utility Analysis
b) Ordinal Utility Analysis

21. a)Technological progress
b) Input price

22. The price at which the market supply is equal to the market demand is called equilibrium price
The quantity bought and sold at the equilibrium price is called 'equilibrium quantity".

23. a) Single producer/seller
b) Large number of buyers
c) No other substitute commodities.




d) Entry and exit restricted

24. The revenue per unit of commodity sold is called the Average Revenue (AR). The change in total
revenue due to the sale of an additional unit of a commodity is called Marginal Revenue (MR).

Factors of production Rewards/Remuneration
1. Land Rent
2. Labor Wage
3. Capital Interest
4.0rganisation/entrepreneurship Profit
Stock Flow
1 Stock is defined as a particular point of time Flow is defined over a period of time.
2 Ex. The water in tank at a particular point Ex. The amount of water which is flowing
of Time into the tank from the tap per minute
3 Ex. Buildings, Machines, food grain stock Etc. Ex. Income, Production, export, import,etc.
4 Did not undergo wear and tear Undergo wear and tear
5 Stock does not have a time dimension Flow has time dimension as its magnitude
can be measured over a period of time.

27. CRR: Certain percentage of deposits which every bank must keep as reserve in RBI is called CRR
SLR: Certain percentage of deposits which every bank must keep as reserve within itself is called SLR

28. If all the people of the economy increases the proportion of income they save (MPS), the total
value of savings in the economy will not increase. It will either decline or remain unchanged.

This result is known as the paradox of thrift

29. Non-paying users of public goods are called free riders. Because, they will not voluntarily payfor what
they can get for free and for which there is no exclusive title to the property being enjoyed. Ex: Parks,
Roads, Water, Bridges, National defence etc

30. The price of one currency in terms of another currency is called foreign exchange rate, it is also
called Forex Rate. For example, if we have to pay 50 for $1, the exchange rate is ¥ 50 per $1.

V. Answer any SEVEN of the following questions in TWELVE sentences each: 7x4=28

31. If all economic activities are organized through the market, it is called market economy. In the market economy, all
economic activities are organized by sellers and buyers, instead of government or central authority, which is contrast to a
centrally planned economy. Example: USA, JAPAN, AUSTRALIA, etc..

The term market in the economics is quite different, for buying and selling commodities individuals may ormay not meet
each other in an actual physical location.So, in economics market is an institution which organizes the free interaction of
individuals pursuing their respective economics activities. In other words, a market is a set of arrangements, where economic
agents can freely exchange there endowments or products with each other. For example, buyers and sellers can exchange
goods in village chowk (circle) or a supper bazaar in a city or alternatively buyer and sellers can interact with each other
through telephone or internet and conduct exchange commodities.

In the market system all goods and service will have a level of prices, which is mutually agreed by the buyers and sellers, in
this price level goods will be exchanged. If buyer demands more of a mcertain goods, the price of that goods will rise, this
induces the producer to produce more than what currently being produced to maximize their profit. In this way the prices of
goods and services send important information to all the individuals across the market and helps achieve coordination in a
market system. Thus, in a market system, the central problems, regarding how much and what to produce are solved through
the coordination of economic activities brought by the price signals.

32. The time period in which all inputs needed for production can be changed is called Long Run Cost. In the long run all inputs
are variable, there are no fixed costs. So, there is no difference between the total variable cost and the total cost.
> Total Cost (TC): The total amount spent on all inputs in the production is called Total Cost. (OR)
The cost incurred to produce a certain level of production is called Total Cost.
> Long Run Average Cost (LRAC): Long run average cost is defined as cost per unit of output. In
order to calculate Long Run Average Cost the following formula is being used.

LRAC = TC/q.

TC-Total Cost, g- Quantity of Production.
> Long Run Marginal Cost (LRMC): Long Run Marginal Cost is the change in the total cost per unit
of change in the output.
Long Run Marginal Cost can be calculated by using following formula.

LRMC-TCq-TCq-1.

TCq-Total Cost of qty units, TCg-1 - Total Cost of preceding unit of gth unit.
It is argued that in a typical firm IRS is observed at the initial level of production. This is then followed by the CRS and then by
the DRS. Accordingly, the LRAC and LRMC curve is a 'U' shaped curve. The downward sloping part of LRAC corresponding to
IRS and upward rising part corresponds to DRS, at the minimum point of LRAC Curve, CRS is observed. LRMC Curve cuts
LRAC from below at the minimum point of the LRAC.




33. Condition 1: Profit is maximum when P = MC.

Profit is the difference between total revenue and total cost (n= TR - TC). Both total revenue and total cost increase as output
increase, as long as the change in total revenue is greater than the change in total cost, profit will continue to increase. If
arginal revenue is greater than marginal cost, profit increases and if marginal revenue is less than marginal cost, profit will fall.
So, we can conclude that profit is maximum at the level of output where marginal revenue is equal to marginal cost (MR = MC).
In perfect competitive market, we have established that MR = P, so the firm's profit is maximum atthe level of output where

P =MC.

a) Condition 2: Marginal cost must be non-decreasing at ge.
As production increases marginal cost goes on decreasing, it reaches minimum level then starts
increasing.
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In the above diagram OX axis represent output and OY axis represent Price and cost. In the diagram q1l level of production, in
which Price is equal to marginal cost, does not maximise the level of profit, because marginal cost is more than price in the
earlier production of ql. In the g2 level of production, price is more than MC, further production increases the profit. In the g5
level of production price is less then MC. So, in this level of production firm incurs loss, but in the g0 level production
(equilibrium production), price is equal to MC (P=MC), and MC is not decreasing at qO0 but increasing.

34. In both the developed and developing countries, apart from the private capitalist sector there are the
government and households sectors.

Role of the government: The roles of the state include forming laws, enforcing them and delivering justice.Government is
mentioned below.

a) Forming law and enforcing them.

b) Function of delivering justice.

¢) Imposition of tax to achieve equality.

d) Spending money on building public infrastructure

e) Involve in production.

f) Contral and direction of economic activity of the nation.

Role of the household sector: The sector where is single individual group} who takes decisions relating tohis own
consumption is called household sector. The role of the household sector mentioned below.
a) Takes decisions relating to individuals consumption.

b) Household sector also saves.

¢) Households sector pay taxes.

d) Supply of factors of production to the firms.

e) Earns remuneration like rent, wage, interest and profit.

f) The people of households sector may be the owners of the firms and earn profits.

g) Creating the demand for goods produced by firms.

h) People provide services to government department and earn salary.

35. Externalities refer to the benefit or harm, a firm or an individual cause to another for which they are not
paid or penalized.

There are two types of 1. Positive externalities, 2.Negative externalities.
1. Positive externalities:

Positive externalities refer to the benefits that a firm or individual cause to another for which they are not paid extra. It
does not have any market in which they can be bought and sold. For example, suppose there is an oil refinery, which refines
cured petroleum and which cause to increase in employment, constructing new roads. These are the positive externalities. In
such case, if we take GDP as a measure of welfare of the economy, we shall be underestimating the actual welfare of
the economy.

2. Negative externalities:

Negative externalities refer to the harms a firm or an individual causes to another for which they are not going to bear any cost.

For example, while carrying out the production, the refinery may also be polluting the nearby river.
Pollution may cause harm to the people who use the water of the river, may also kill fish or other
organisms and as a result the fisherman of the river may be loosing their livelihood. Such harmful effect
that the refinery is inflating on others, for which it will not bear any cost, these are negative
externalities. In such a case, if we take GDP as a measure of welfare of the economy, we shall be
overestimating the actual welfare of the economy.




36. The stock of unsold finished goods or semi-finished goods or raw materials which are firm carries from
one year to the next year is called inventory. Change in inventories may be planned or unplanned.
a. Unplanned accumulation of inventories:
When there is an unexpected fall in sales, firm will have unsold stock of goods which is not anticipated
is called as unplanned accumulation of inventories.
Example: The firm starts the year with an Inventory of 100 shirts. During the coming year it is expected
sell 1000 shirts. Hence, it produces 1000 shirts. However during the year, the sales of the shirts turn
out to 600 shirts only, remaining 400 shirts enter to the stock. So, the present year's inventory 500
shirts(400+100-500). This type of inventory is an example for unplanned accumulation of inventories.
b. Unplanned Decumulation of inventories:
When there is an Unexpected rise in the sales, the firm will have a fall in stock of goods which is not
anticipated it is called unplanned decumulation of inventories.
For example: A firm starts the year with an Inventory of 100 shirts. During the coming year it
expects to sell 1000 shirts, it produces 1000 shirts. However during the year, sales of shirts
unexpectedlyrise 1050. The firm will have to sell 50 shirts from the stock and the current inventory
reduces to 50 shirts
(100-50=50).This type of inventory is an example for unplanned decumulation of inventories.

37. Central bank is very important institution in a modern economy. RBI is central bank of India, it was
established in 1935. The headquarters of RBI is in Mumbai, and the present governor is Shaktikanta
das. Functions of RBI are follows.

A. Issuing the currency: RBI has the monopoly in issuing the currency notes in India. However coins
are being issued by government of India RBI has the authority of print different denomination of
notesaccording to the nations need.

B. Bankers to the government: RBI acts as a banker to the government. RBI receives and makes
payments and transfer funds on behalf of the government, gives credit to the govt.. RBI acts as
representative of government and also gives advice to the government.

C. Control of money supply: The RBI controls the money supply in the economy in various ways. For
controlling of money supply RBI uses quantitative and qualitative tools like open market operations,
bank rate, CRR, SLR, margin requirement etc..

D. Leader of money market (banker to the banking system: RBI acts as a bank to the banking
system. RBI has the power to control and guide of all the commercial banks in the country.

E. Custodian of foreign exchange reserves: RBI is the custodian of the foreign exchange reserves of
the economy. RBI preserves and providesthe precious foreign exchange of the country.

F. Lender of last resort: when commercial banks are not able to get funds from any sources, finally
RBI will be ready to lend to banks at all times, due to this, RBI is said to be the 'Lender of the last resort'.

38. The functional relationship between consumption and income is called consumption function. The simplest
consumption function assumes that consumption changes at a constant rate as income changes. Of course, even
if income is zero, some consumption still takes place. Since this level of consumption is independent of income, it
is called Autonomous consumption.

We can write the consumption function as C = C + cY, here C is the consumption expenditure by households, C is
autonomous consumption and cY represents induced consumption. Induced consumption (cY) depends on
income, it means consumption rises when income rises. It can be shown by MPC(marginal propensity consume).

MPC can be calculated with the help of above equation.
Generally value of MPC lies between 0 and 1. This means that as income increases either the consumer do not
increase consumption at all(MPC-0) or use entire change in income on consumption (MPC=1) or use part of the
change in income for changing consumption (0<MPC<1) and part of income not consumed is called savings. So,
S-Y-C. Imagine, a country has a consumption function described by C-100+0.8Y. This indicates that even the
country does not have any income. its citizens still consume Rs. 100 worth of goods this is autonomous
consumption(100).this means that if income goes up to Rs 100 in the country consumption will go up to Rs 80.
The functional relationship between consumption and income can be shown in the following equation and graph.
C=C +cY, here Cis consumption function, C is intercept of the consumption function, c is slope of the consumption function
<
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The diagram shows that even income is zero there will be autonomous consumption and
consumption increases when income increases but changed in the rate of con
the change in the rate of income.
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40. Budgetary deficits must be financed by the various sources of borrowings of the government iscalled

public debt. One must deal with the whole" differently from the part". Unlike any one trader, the government can
raise resources through taxation and printing money. Therefore public debt maynot be burden.

Transfer the burden of debt: By borrowing the government transfers the burden of reduced consumption on future
generations. The government borrows by issuing bonds to the people living at present but may decide to pay off
the bonds some 20 years later by rising taxes. Therefore whose disposable income will go down and hence
consumption, thus, national savings it was argued, would fall. Also, government borrowing from the people reduces the
savings available to the private sector. To the extent that this reduces capital formation and growth, debt acts as a,,burden” on
future generations. In other hand, it has been argued that when a government cuts taxes and runs a budget deficit, consumers
respond to their after-tax income by spending more. It is possible that these people are short ighted and they may not realise
that at some point in future, the government will have to raise taxes to pay off the debt and accumulated interest. Even if they
comprehend this, they may expect the future taxes to fall not on them but on future generations. Internal and external debt:
Commonly internal debt does not matter because we owe it to ourselves. This is because although there is a transfer of
resources between generations, purchasing power remains within the nation. However, the external debt involves a burden
since we have to send goods abroad corresponding to the interest payments. Public debt is burdensome if it reduces future
growth in output.

41. The difference between the value of exports and the value of imports of goods of a country in a given period of
time is called balance of trade.

Balance of trade (BOT) records only the value of exports and the value of imports of goods. i.e only
visibleitems of exports and imports.

Exports of goods are entered as a credit item in BOT. Whereas, imports of goods are entered as a debit
itemin BOT. There may be surplus, balance and deficit in the balance of trade.

Balanced balance of trade: When the value of exports of goods are equal to the value of imports of
goods is called balanced balance of trade. Balanced balance of trade = Exports of Good = Imports of
Good Surplus balance of trade: When the value of exports of goods is more than the value of imports
of goods iscalled surplus balance of trade. surplus balance of trade = Exports of Good > Imports of
Good

Deficit balance of trade: when the value of exports of goods is less than the value of imports of goods
iscalled deficit balance of trade. deficit balance of trade = Exports of Good < Imports of Good

PART-D
VI. Answer any FOUR of the following questions in TWENTY sentences each : 4x6=24

42. A curve showing different combinations of two commodities which give same level of utility is called
indifference curve. The features of indifference curves are as follows.
(a) Indifference curve slopes downwards from left to right.

Mangoes

Bananas




If the consumer wants to have one additional unit of a commodity he has to forgo some amount of another commodity and the
sacrificing quantity decreases continuously. So, indifference curve slopes downwards from left to right due to marginal rate of
substitution. As long as consumer is on the same in difference curve an increasing bananas consumption must be
compensated by a fall in quantity of mangoes.

(b) Higher in difference curve gives greater level of utility

Combination X,Good X2 Good
A 1 10
B 2 10
C 3 10
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Every indifference curve falling to the right indicates a higher level of satisfaction higher indifference
curve consists of combinations with more of both goods. So, higher indifference curve gives greater
level of utility. In the diagram A.B and C are the combinations of X, and X2 goods shown in the
diagram. All combinations consist of same amountofX2 goods and different levels of X, good.
Combination B consists more of X,goods compared to the combination A and combination C consists
more of X, goods, compared to the combination B. Combination B lies onhigher indifference curve
compared to the combination A, likewise combination C lies on a higher Indifference curve than
combination B yields more satisfaction. So, higher indifference curve gives greater level of utility.

(c) two indifference curve never intersect each other
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If two Indifference curves intersect each other it gives conflicting results. Combination A and Bon

the IC, indifferencecurve which means A and B combinations give same level of satisfaction. Like that
combinations

A and C lies on the IC2 indifference curve which means that A and C combination gives same level of
satisfaction. But the combination B has more of X2good compared to the combination C. So,
intersection of two Indifference curves gives conflicting result.

43. Graphical representation of market supply schedule is called as market supply curve. The market supply
curve shows the aggregate output levels of firms to the corresponding different market prices. It is

obtained by horizontal summation of individual supply curves. Consider a market having n number of
firms. Firm 1, firm 2 .firm 3 firm and so on. The sum of firms' supply is the market supply. It means

market supply=(supply of firm 1 at price p)+(supply of firm 2 at price p)++(supply of firm n at price p).

In other words, the market supply at price p is the summation of the supplies of individual firm at that

price.

We can derive the market supply curve with the assumption of two firms in the market, firms produce




differently with the different cost structure. Firm | will not pro
duce anything if the market price is less than pl and firm 2 will not produce anything if the market price
is less than p2.
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In diagram (a) supply curve S, of firm 1 is constructed, si curve shows zero level of output when price
is less than p,. In the diagram (b) supply curve of firm 2 is constructed, S2 curve shows zero level of
output when price is less than p2. In diagram (c) market supply curve SM is constructed, it shows zero
level of output when price is less than p;. If price is greater than or equal to p, and less than p2 and SM
curve coincide with the supply curve of firm 1. When price is greater than or equal to p2, the market
supply curve SMis constructed with the two firms' supply curves. It means supply curve SM can be
obtained by taking a horizontal summation of S, and S2supply curves of two firms.

Market supply curve shifts if the number of firms changes. If the number of firms increases, market
supply curve shifts rightward and if the number of firms decreases market supply curve shifts leftward.
So, 200-p-120+p

44. a) Ans:- Equilibrium point is where qd=gs
Be re-arranging the terms, p=80

200-120-2p

P-80/2=40

Equilibrium priceis rs. 40
b)Ans:-
Equilibrium demand Equilibrium supply
qd-200-p Qs=120+p
qd-200-40 Qs=120+40
gd=160 Qs=160

At the price Rs. 40 qd =gs
www.jnyanabhandar.in

So, the equilibrium gquantity of demand and supply is 160 kg

c)Ans:-

Quantity of demand Quantity of supply
qd=200-p gs=120+p
qd-200-50 gs=120+50
qd=150 gs=170

When the price >equilibrium price, if it is 50, the quantity of demand decrease to 150 kg, and

guantity of supply increase 170 kg [SS>DD]

d) Ans:-

Quantity of demand Quantity of supply
qd-200-p Qs=120+p
qd=200-30 Qs=120+30
gd=170 gs=150

When the price < equilibrium price, if it is Rs30, the quantity of demand increase 170 kg and quantity
of supply decrease to 15kg [DD>SS].

45. The profit maximising monopoly firm try to determine the quantity produced and price at which it is
sold. The simple case of zero cost can be explained with the assumption of that the entire quantity
produced by a monopoly firm put up for sale and does not maintain stocks of the quantity produced.
Suppose there exists a village situated sufficiently far away from other villages, in this village, there is
exactly one well from which water is available. All residents are completely dependent for their water
requirements on this well. The well is owned by a person who is able to prevent others from drawing
water from it except through purchase of water. The person who purchases the water has to draw the
water out of the well.

The well owner is thus a monopolist firm which bears zero cost in producing the good, we shall analyse
this simple case of a monopolist bearing zero costs to determine the amount of water sold and the price
at which it is sold.
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In the diagram, the quantity of output is measured on OX axis. The Price of the commodity, Average
revenue, Marginal revenue and Total revenue are measured on OY axis. And Average revenue curve is
also demand curve (AR=DD) in the diagram. In the short run, the monopolist's profit is maximised at
that level of output for which the total revenue is the maximum, this is also called short run equilibrium
of the monopoly firm. The profit received by the firm equals the revenue received by the firm minus the
cost incurred. That is, Profit-TR-TC. Since the Total Cost (TC) is zero, the profit is maximum when
Total Revenue is maximum. In the diagram total revenue is maximum at the production of 10 units. It
means when price is ¥ 5the total revenue is 50 (TR=PXQ-5X10-50). Total cost is zero, so, total

revenue is equal to total profit.

Profit = TR-TC
=50-0
Profit = 50

46. The money value of all goods and services produced in a county during a year is called as national
income. National income is an important concept of macro economics. There are various aggregates or
identities for national income

(1) Gross domestic product (GDP):

Gross domestic product is the market value of all final goods and services produced within the
domestic economy, measured in a year.
The concept of GDP does not consider the money value of all goods and services produced by the
nationals working in foreign countries but considers the same when it is produced by foreigners working
in domestic economy.

(a) GDPmp-C+I+G+X-M

C=gross final consumption expenditure. I=gross private sector investment

G=government consumption & investment expenditure X-exports

M-imports

X-M = net exports
(b)GDPFC GDPMP-NIT

NIT=net indirect tax

(2) Net Domestic Product(NDP):

The aggregate money value of goods & services produced in a country,less depreciation.
a.NDPMP GDPMP-Depreciation
b.NDPFC-NDPMP-Net production tax-Net product tax.

(3) Gross national product(GNP):

The aggregate money value of final goods and services produced by a country in a year including

net factorincome from abroad it is called gross national product (or)

GNP measures the total money value of all final goods and services produced in a nation in a
particular year,plus income earned by its non residents minus income earned by foreigners staying in
that country.

a. GNPMP GDPMP+NFIA

b. GNPFC-GNPMP-Net product tax-Net production tax

NFIA= net factor income from abroad

(4) Net national product (NNPFC):

If we deduct depreciation cost from GNP we get Net national product. Or

The aggregate money value of all final goods and services produced by a country in a year minus
Depreciation iscalled net national product.

NNPMP GNPMP-Depreciation

(5) Net national product at factor cost(NNPFC):

If we deduct the indirect tax and add the subsidies from the net national product at market price, we
obtain the net national product at factor cost.

NNP NNPMP NIT or

NNPPC NNPMP - indirect tax+ subsidies

NNPMP Net national product at market price

NIT=net indirect tax(indirect tax - subsides)

(6) Personal income(Pl):

The part of the national income which is received by households during a year(or)

The sum of all income that are actually received by the households from all the sources is called
personal income PI-NI-UP-NIH-CT+TRH

NI-national income, UP - undistributed corporate profit, NIH- net interest payments from households,
CT - corporate taxes, Trh - transfer payment to households from the government and firms.




(7) Personal disposable income(PDI):

If we deduct the personal tax and non-payment in the personal income we get personal disposable
income(or) Actual income which can be spent on consumption after deducting direct taxes.
PDI-PI-PTP-NTP

PTP- Personal tax payments, NTP-non tax payments.

Disposable income can either be spent entirely or a part of income can be saved

so, PDI = Consumption expenditure + savings.

47. Anything that is commonly accepted by everyone as a medium of exchange and acts as a measure of
valueis called money.

The functions of money are as follows.

A. Medium of, exchange: The first and foremost function of money is, it acts as a medium of
exchange. The individual can sell their products for money and use this money to purchase the
commodities they need.

Money has solved the major defects of the barter system. In barter system they presume the

rather improbable double coincidence of wants. For example, an individual who has a surplus of rice
which he wishes to exchange for clothing. If he is not lucky enough he may not be able to find
another person who has the diametrically opposite demand for rice with a surplus of clothing to offer
in exchange and also search costs may become increases.

B. Measure of value: The value of all goods and services can be expressed in monetary units,
because money acts as a convenient unit of account.
But in barter system one can not measure the value of one good in terms of another but money can solve it.

C. Store of value: Wealth can be stored in the form of money for future use. But in barter system it

is not possible to store the wealth without losing its value, because some of the commodities are
perishable and cannot be stored beyond a certain period. This can be solved by selling of goods and
hold the money in the form of wealth.

D. Transfer of value: In barter system it is difficult to carry or transfer individual's wealth. But

wealth can be easily transferred from one place to another with the help of money. For holding
goods requires a lot of space and its storage costs very high. But holding money does not require lot
of space and its storage costs are considerably low.

48. Every country has the value of currency in terms of gold is called gold standard. The gold standard
existed from 1870 to 1914. In this system all currencies were defined in terms of gold, indeed so me
wereactually made of gold.

In gold standard every country had fixed exchange rate and exchange rate determined by its worth in
termsof gold. For example, if one unit of currency 'A’' was worth of one gram of gold and if one unit of
currency B' was worth of 2 grams of gold, currency 'B' would be worth twice as currency 'A'.

The rates would fluctuate between an upper and a lower limit, these limits being set by the costs of
melting, shipping, and recoining between the two countries. To maintain the official parity each country
needed an adequate stock of gold reserves. In gold standard it is believed that the balance or the
equilibrium of BOP will be achieved automatically.

For example, a country loses all its stock of gold by importing too much, the stock of gold of the nation
goes down, the prices of goods and services would fall. Therefore imports would fall and exports rise.
Because of increase in exports, inflow of gold rises and the deficit in balance of payment is solved. For
sometime under bimetallism, silver supplemented gold. The Bretton woods system (1944) had two tier
system at 35 dollar converted per ounce of gold and IMF members committed to convert to their
currency at a fixed official exchange rate. In 1967 gold standard was replaced by '‘paper gold' of IMF
called SDRS to increase the stock of international reserves, where 35 SDRs per one Ounce of gold.
Therefore it is believed that there is no requirement of tariffs and state action. But several crises caused
thegold standard to break down periodically. They are as follows.

a. Demand for gold increased, but supply of gold not increased.

b. Mines were not produced much gold.

c. Silver supplemented gold introducing 'Bimetallism'.

d. Paper currency was not entirely backed by gold.

e. Instead of gold, some countries held the currency of some large countries (USA,
UK). And some other reasons are caused for the breakdown of gold standard.
Thus, fixed rates were maintained by an automatic equilibrium mechanism of gold
standard and exchange rate




PART E
VIL Answer any TWO of the following project and assignment oriented questions:

49. A consumer wants to consume two goods. The price of bananas is Rs 5 and price of mangoes is Rs 10.
If the income of the consumer is Rs 40, Answer the following questions.

a] How many mangoes that a consumer can purchase with his entire income ?b] How

many mangoes that a consumer can purchase with his entire income?c] Slope of the

budget line is downward or upward?

d] Are the bundles on the budget line equal to the consumer's income or not?
e] If you want to have more of Bananas you have to give up Mangoes. Is it true?

2x5=10

Ans: a) If she spend her entire income only on Bananas.
Number of bananas she can buy = Total income
Price per Banana
=40= 8 Bananas

5

b) If she spends her entire income only on mangoes,
Number of mangoes she can buy = Total income
Price per Many
=40=4 Mangoes
10
¢) The slope of the budget line slopes downwards
d) Yes, the bundles on the budget line equal to the consumer's income

e) Yes, its true, if we want to have more bananas, we have to give up some mangoes

50.
factor TP MP AP
0 0 1 0
1 10 10 10
2 24 14 12
3 40 16 13.33
4 50 10 12.5
5 56 6 11.2
6 57 1 9.5

For Blind Students:

TP (Total Product) The Total volume of Goods and services produced during a specified period of time, generally a

year is called Total Product TP=MP

AP (Average Product) per unit production of the variable factor is known as Average Product, APL=TPL/L

MP (Marignal Product) The addition to total product by the employment of an additional unit of a factor is called

Marignal Product MP=aTP/aL

51.
S| No | Countries Currency
1 USA US Dollar
2 UK US Dollar
3 Germany Euro(Mark)
4 Japan Yen
5 China Renminbi
6 Argentina Peso
7 UAE Dirham
8 Bangladesh Takha
9 Russia Rubel
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