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Multiple Choice Questions & Answers

1. Which of the following best describes the primary goal of a business?
a) Maximizing shareholder wealth

b) Maximizing social welfare

¢) Maximizing sales revenue

d) Maximizing employee satisfaction

Answer: a) Maximizing shareholder wealth

Explanation: The primary goal of a business is typically to maximize
shareholder wealth, which is achieved by increasing the value of the company's
stock.

2. In economics, the concept of scarcity refers to:
a) Unlimited wants and limited resources

b) Limited wants and unlimited resources

c¢) Equal distribution of resources among individuals
d) Equal distribution of wants among individuals
Answer: a) Unlimited wants and limited resources

Explanation: Scarcity arises because human wants exceed the resources
available to fulfill those wants.

3. Which of the following is NOT a type of business entity?
a) Sole proprietorship

b) Corporation

c) Cooperative

d) Monopoly

Answer: d) Monopoly

Explanation: A monopoly is a market structure, not a type of business entity.
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4. Limited liability is a characteristic of which type of business entity?
a) Sole proprietorship

b) Partnership

c¢) Corporation

d) Cooperative

Answer: ¢) Corporation

Explanation: Shareholders in a corporation have limited liability, meaning their
personal assets are protected in case of the company's debts or legal obligations.

5. Which of the following is a non-conventional source of finance for a
company?

a) Bank loan

b) Equity financing

c¢) Venture capital

d) Government grants
Answer: ¢) Venture capital

Explanation: Venture capital involves investment in early-stage companies with
high growth potential in exchange for equity ownership.

6. Microeconomics primarily deals with the study of:

a) Individual economic units such as households and firms

b) Aggregate economic variables such as GDP and inflation

c) International trade and finance

d) Government policies and regulations

Answer: a) Individual economic units such as households and firms

Explanation: Microeconomics focuses on the behavior of individual agents in
the economy, such as consumers, producers, and markets.
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7. The business cycle refers to:

a) Fluctuations in economic activity over time

b) Long-term trends in economic growth

c¢) Changes in the price level of goods and services

d) Government policies aimed at stabilizing the economy
Answer: a) Fluctuations in economic activity over time

Explanation: The business cycle is characterized by alternating periods of
expansion and contraction in economic activity, including fluctuations in output,
employment, and income.

8. Which of the following is a macroeconomic concept?
a) Price elasticity of demand

b) Consumer surplus

c) Aggregate demand

d) Marginal utility

Answer: ¢) Aggregate demand

Explanation: Aggregate demand represents the total demand for goods and
services in an economy at a given price level and in a given time period.

9. National income is:

a) The total value of goods and services produced within a country's borders in a
given period

b) The total value of goods and services produced by a country's citizens,
regardless of location

c¢) The total income earned by all households in a country
d) The total income earned by the government through taxes

Answer: a) The total value of goods and services produced within a country's
borders in a given period

Explanation: National income measures the value of all goods and services
produced within a country's borders in a specific time period, typically a year.
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10. Inflation is defined as:

a) A decrease in the general price level of goods and services

b) An increase in the general price level of goods and services

c) A decrease in the quantity of money in circulation

d) An increase in the standard of living

Answer: b) An increase in the general price level of goods and services

Explanation: Inflation refers to the sustained increase in the general price level
of goods and services over time, leading to a decrease in the purchasing power
of money.

11. Which of the following is a measure of money supply?
a) GDP

b) CPI

c) M1

d) GNP

Answer: ¢) M1

Explanation: M1 is a measure of money supply that includes currency in
circulation, demand deposits, and other liquid assets.

12. The peak phase of the business cycle is characterized by:
a) High unemployment and low production

b) Low unemployment and high production

c¢) Rising output and income

d) Falling output and income

Answer: b) Low unemployment and high production

Explanation: The peak phase of the business cycle represents the highest level
of economic activity, with low unemployment and high production.
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13. What is the role of a business economist?
a) Analyzing consumer behavior

b) Forecasting economic trends

c) Managing financial accounts

d) Negotiating labor contracts

Answer: b) Forecasting economic trends

Explanation: Business economists analyze economic data and trends to forecast
future economic conditions and provide insights for decision-making within
firms.

14. Business economics can be best described as:

a) The application of economic theories and principles to business
decision-making

b) The study of the stock market and financial investments
c¢) The analysis of consumer behavior in retail markets
d) The examination of government policies affecting business operations

Answer: a) The application of economic theories and principles to business
decision-making

Explanation: Business economics applies economic theories and principles to
analyze business problems and make managerial decisions.

15. Which of the following fields does business economics draw upon?
a) Sociology and anthropology

b) Psychology and biology

¢) Mathematics and statistics

d) Literature and philosophy

Answer: ¢) Mathematics and statistics

Explanation: Business economics utilizes mathematical and statistical tools to
analyze data and make informed decisions.
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16. The theory of the firm primarily focuses on:
a) How firms maximize profits

b) How firms contribute to social welfare

c) How firms interact with the government

d) How firms impact environmental sustainability
Answer: a) How firms maximize profits

Explanation: The theory of the firm examines how firms make production and
pricing decisions to maximize profits given constraints such as costs and market
demand.

17. Which of the following is an advantage of a sole proprietorship?
a) Limited liability

b) Ease of formation

c¢) Continuity of existence

d) Access to financial markets

Answer: b) Ease of formation

Explanation: Sole proprietorships are easy to establish since they require
minimal legal formalities and paperwork.

18. A partnership is characterized by:

a) Unlimited liability for all partners

b) Limited liability for all partners

¢) Unlimited liability for some partners and limited liability for others

d) Limited liability for creditors only

Answer: ¢) Unlimited liability for some partners and limited liability for others

Explanation: In a general partnership, partners have unlimited liability for the
debts and obligations of the partnership, while in a limited partnership, some
partners have limited liability.



HR ®
(*y 360DigiTMG
Digital Transformation | Management | Governance

19. Retained earnings represent:

a) Profits distributed to shareholders as dividends
b) Profits reinvested in the business

c) Losses incurred by the business

d) Payments made to creditors

Answer: b) Profits reinvested in the business

Explanation: Retained earnings are profits that are not distributed to
shareholders as dividends but are retained by the company to finance growth
opportunities or pay off debt.

20. Which of the following is NOT a function of financial markets?
a) Allocating capital

b) Facilitating price discovery

c¢) Providing insurance against financial risk

d) Enhancing liquidity

Answer: ¢) Providing insurance against financial risk

Explanation: Financial markets primarily facilitate the allocation of capital,
price discovery, and liquidity provision, but they do not provide insurance
against financial risk.

21. Gross Domestic Product (GDP) measures:

a) The total market value of all final goods and services produced within a
country in a given period

b) The total income earned by all residents of a country, regardless of location
c¢) The total expenditure on imports by a country

d) The total value of all goods and services produced by a country's citizens
abroad

Answer: a) The total market value of all final goods and services produced
within a country in a given period
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Explanation: GDP measures the value of all final goods and services produced
within a country's borders in a specific time period, typically a year.

22. Which of the following is a component of aggregate expenditure in an
economy?

a) Taxes

b) Imports

c¢) Savings

d) Transfer payments
Answer: b) Imports

Explanation: Aggregate expenditure includes consumption expenditure,
investment expenditure, government expenditure, and net exports (exports
minus imports).

23. Inflationary pressure can be caused by:

a) A decrease in consumer spending

b) An increase in aggregate demand relative to aggregate supply

c¢) A decrease in the money supply

d) A decrease in production costs

Answer: b) An increase in aggregate demand relative to aggregate supply

Explanation: Inflationary pressure arises when demand for goods and services
exceeds the economy's capacity to produce them, leading to upward pressure on
prices.

24. Which of the following is a measure of price inflation?
a) Consumer Price Index (CPI)

b) Gross Domestic Product (GDP)

c¢) Producer Price Index (PPI)

d) Purchasing Managers' Index (PMI)
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Answer: a) Consumer Price Index (CPI)

Explanation: CPI measures the average change in prices paid by consumers for
a basket of goods and services over time, reflecting inflationary trends.

25. Fiscal policy refers to:
a) Government policies aimed at regulating financial markets

b) Government policies aimed at stabilizing the economy through taxation and
spending

c¢) Central bank policies aimed at controlling the money supply and interest rates
d) International agreements aimed at promoting free trade and investment

Answer: b) Government policies aimed at stabilizing the economy through
taxation and spending

Explanation: Fiscal policy involves the use of government spending, taxation,
and borrowing to influence economic activity and stabilize the economy.

26. The role of the Federal Reserve in monetary policy includes:
a) Regulating the stock market

b) Setting fiscal policy

c¢) Controlling the money supply and interest rates

d) Negotiating trade agreements

Answer: ¢) Controlling the money supply and interest rates

Explanation: The Federal Reserve, as the central bank of the United States,
implements monetary policy by controlling the money supply and interest rates
to achieve economic objectives such as price stability and full employment.

27. Which of the following is a characteristic of a recession?
a) High unemployment and low inflation
b) Low unemployment and high inflation

c¢) High unemployment and high inflation
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d) Low unemployment and low inflation
Answer: a) High unemployment and low inflation

Explanation: Recessions are typically characterized by a decline in economic
activity, accompanied by high unemployment and low inflation.

28. The multiplier effect refers to:

a) The impact of an initial change in spending on total economic activity
b) The impact of changes in interest rates on investment spending

c¢) The impact of changes in government spending on consumer confidence
d) The impact of changes in exchange rates on international trade

Answer: a) The impact of an initial change in spending on total economic
activity

Explanation: The multiplier effect refers to the phenomenon where an initial
change in spending leads to a larger change in total economic activity, as
spending circulates through the economy.

29. Which of the following is a feature of an expansionary phase of the
business cycle?

a) Rising unemployment

b) Falling output

c¢) Increasing consumer confidence

d) Declining investment spending

Answer: ¢) Increasing consumer confidence

Explanation: During an expansionary phase, economic activity is increasing,
leading to rising consumer confidence and increased spending.

30. Which of the following best describes the role of entrepreneurship in the
economy?

a) Managing existing resources efficiently

b) Innovating and creating new products and services
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¢) Maximizing profits through cost-cutting measures
d) Minimizing risks through diversification
Answer: b) Innovating and creating new products and services

Explanation: Entrepreneurship involves identifying opportunities, taking risks,
and innovating to create new products, services, and business models.

31. An oligopoly is characterized by:

a) A large number of sellers and differentiated products
b) A few sellers and standardized products

¢) A large number of buyers and sellers

d) A single seller with significant market power
Answer: b) A few sellers and standardized products

Explanation: Oligopoly refers to a market structure where a few firms dominate
the industry, selling similar or identical products.

32. Externalities occur when:
a) Firms produce goods and services at a lower cost than their competitors

b) Market prices do not reflect the full costs or benefits of production or
consumption

c) Consumers purchase goods and services based on their utility
d) Governments intervene in the market to correct market failures

Answer: b) Market prices do not reflect the full costs or benefits of production
or consumption

Explanation: Externalities are unintended side effects of economic activities that
are not reflected in market prices, leading to inefficiencies in resource
allocation.

33. Which of the following is a feature of monopolistic competition?

a) Many buyers and sellers, with differentiated products
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b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products

Answer: a) Many buyers and sellers, with differentiated products

Explanation: Monopolistic competition is characterized by many firms
competing in the market with similar but differentiated products.

34. The law of demand states that:

a) As the price of a good or service decreases, the quantity demanded decreases
b) As the price of a good or service increases, the quantity demanded decreases
c) As the price of a good or service decreases, the quantity supplied increases
d) As the price of a good or service increases, the quantity supplied decreases

Answer: b) As the price of a good or service increases, the quantity demanded
decreases

Explanation: The law of demand describes the inverse relationship between the
price of a good or service and the quantity demanded, holding other factors
constant.

35. Which of the following factors would cause a shift in the supply curve?
a) Changes in consumer preferences

b) Changes in input prices

c) Changes in the price of related goods

d) Changes in income levels

Answer: b) Changes in input prices

Explanation: Changes in input prices, such as the cost of labor or raw materials,
can affect the cost of production and lead to shifts in the supply curve.

36. A price ceiling is:

a) A legal minimum price set by the government
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b) A legal maximum price set by the government

c¢) The equilibrium price determined by market forces

d) The price at which quantity demanded equals quantity supplied
Answer: b) A legal maximum price set by the government

Explanation: A price ceiling is a government-imposed limit on the price of a
good or service, typically set below the equilibrium price.

37. Which of the following is a characteristic of a perfectly competitive
market?

a) Many buyers and sellers, with differentiated products

b) A few sellers, with significant market power

c) Identical products and free entry and exit of firms

d) Significant barriers to entry and exit

Answer: ¢) Identical products and free entry and exit of firms

Explanation: Perfectly competitive markets are characterized by many buyers
and sellers offering identical products, with no barriers to entry or exit.

38. Price discrimination occurs when:

a) Firms charge different prices to different customers for the same product or
service

b) Firms collude to fix prices at artificially high levels
c) Governments impose price controls on certain goods and services
d) Firms engage in predatory pricing to drive competitors out of the market

Answer: a) Firms charge different prices to different customers for the same
product or service

Explanation: Price discrimination involves charging different prices to different
customers based on their willingness to pay, without any difference in
production costs.

39. Which of the following is an example of a public good?
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a) Electricity

b) Healthcare services

c) National defense

d) Fast food

Answer: c¢) National defense

Explanation: Public goods are non-excludable and non-rivalrous, meaning that
consumption by one individual does not reduce the availability of the good for
others, and it is difficult to exclude individuals from benefiting from the good.

40. Which of the following is a characteristic of a command economy?

a) Private ownership of the means of production

b) Centralized government planning and control of economic activities

c¢) Free market competition and minimal government intervention

d) Equal distribution of income and wealth

Answer: b) Centralized government planning and control of economic activities

Explanation: In a command economy, economic activities are controlled and
coordinated by the government through central planning, with little or no input
from market forces.

41. Opportunity cost is best defined as:

a) The monetary value of a good or service

b) The total cost of producing a good or service

c) The value of the next best alternative foregone when a choice is made
d) The additional cost of producing one more unit of a good or service

Answer: c¢) The value of the next best alternative foregone when a choice is
made

Explanation: Opportunity cost represents the value of the next best alternative
that must be sacrificed when a decision is made.
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42. Which of the following is an example of a regressive tax?
a) Income tax

b) Property tax

c) Sales tax

d) Corporate tax

Answer: ¢) Sales tax

Explanation: A regressive tax takes a higher proportion of income from
low-income earners than from high-income earners, and sales tax tends to have
a regressive impact because low-income individuals spend a higher proportion
of their income on taxable goods and services.

43. The production possibilities frontier (PPF) illustrates:

a) The maximum combination of goods and services that can be produced given
available resources and technology

b) The optimal combination of goods and services that can be consumed by
individuals

c) The relationship between price and quantity demanded for a particular good
or service

d) The impact of government policies on market outcomes

Answer: a) The maximum combination of goods and services that can be
produced given available resources and technology

Explanation: The PPF represents the various combinations of two goods that a
country can produce given its available resources and technology.

44. Which of the following statements is true about comparative
advantage?

a) It refers to the ability of a country to produce all goods more efficiently than
another country

b) It implies that a country should produce only those goods for which it has an
absolute advantage
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c) It suggests that countries should specialize in producing goods for which they
have the lowest opportunity cost of production

d) It arises when a country has the same opportunity cost of production for all
goods

Answer: c¢) It suggests that countries should specialize in producing goods for
which they have the lowest opportunity cost of production

Explanation: Comparative advantage occurs when a country can produce a good
or service at a lower opportunity cost than another country, and it suggests that
countries should specialize in producing goods for which they have the lowest
opportunity cost.

45. Which of the following is a key characteristic of perfect competition?
a) Many buyers and sellers, with differentiated products

b) A single seller with significant market power

c) Identical products and free entry and exit of firms

d) Significant barriers to entry and exit

Answer: c¢) Identical products and free entry and exit of firms

Explanation: Perfectly competitive markets are characterized by many buyers
and sellers offering identical products, with no barriers to entry or exit.

46. Which of the following is a long-run adjustment mechanism in
monopolistic competition?

a) Changes in price levels

b) Changes in the number of firms in the industry

c) Changes in government regulations

d) Changes in consumer preferences

Answer: b) Changes in the number of firms in the industry

Explanation: In the long run, firms in monopolistic competition can enter or exit
the market, leading to adjustments in the number of firms and the degree of
product differentiation.
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47. Which of the following is a characteristic of monopolistic competition?
a) Many buyers and sellers, with identical products

b) A few sellers, with differentiated products

c) A single seller with significant market power

d) Many buyers and sellers, with standardized products

Answer: b) A few sellers, with differentiated products

Explanation: Monopolistic competition is characterized by many firms
competing in the market with similar but differentiated products.

48. A cartel is an example of:
a) Perfect competition

b) Monopolistic competition
c) Oligopoly

d) Monopoly

Answer: ¢) Oligopoly

Explanation: A cartel is an agreement among firms in an oligopolistic market to
coordinate prices and production levels, effectively reducing competition.

49. The concept of price elasticity of demand measures:

a) The responsiveness of quantity demanded to changes in income

b) The responsiveness of quantity demanded to changes in price

c¢) The responsiveness of quantity supplied to changes in price

d) The responsiveness of supply and demand to changes in market conditions
Answer: b) The responsiveness of quantity demanded to changes in price

Explanation: Price elasticity of demand measures the percentage change in
quantity demanded in response to a one percent change in price, indicating the
sensitivity of demand to price changes.

50. The law of diminishing marginal utility states that:
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a) The total utility derived from consuming a good decreases as the quantity
consumed increases

b) The marginal utility derived from consuming a good increases as the quantity
consumed increases

c) Consumers maximize utility when they consume equal amounts of all goods
and services

d) Consumers derive no additional satisfaction from consuming additional units
of a good

Answer: a) The total utility derived from consuming a good decreases as the
quantity consumed increases

Explanation: The law of diminishing marginal utility suggests that as a
consumer consumes more units of a good, the additional satisfaction or utility
derived from each additional unit decreases, leading to a diminishing marginal
utility.

51. Which of the following describes elasticity of demand?

a) The responsiveness of quantity supplied to changes in price

b) The responsiveness of quantity demanded to changes in price

c¢) The responsiveness of quantity demanded to changes in income

d) The responsiveness of quantity supplied to changes in income
Answer: b) The responsiveness of quantity demanded to changes in price

Explanation: Elasticity of demand measures how much quantity demanded
changes in response to changes in price.

52. If a 10% increase in price leads to a 20% decrease in quantity
demanded, the demand is:

a) Inelastic

b) Elastic

c¢) Unitary elastic
d) Perfectly elastic

Answer: b) Elastic
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Explanation: Elastic demand means that quantity demanded is very responsive
to changes in price, resulting in a relatively large change in quantity demanded
compared to the change in price.

53. The law of demand states that:

a) Quantity demanded decreases as price decreases

b) Quantity demanded increases as price increases

¢) Quantity demanded increases as income decreases

d) Quantity demanded remains constant regardless of price changes
Answer: b) Quantity demanded increases as price increases

Explanation: The law of demand states that, all else being equal, as the price of
a good or service decreases, the quantity demanded increases, and vice versa.

54. Cross-price elasticity measures the responsiveness of:

a) Quantity demanded of one good to changes in the price of another good
b) Quantity demanded to changes in income

¢) Quantity demanded to changes in the price of the same good

d) Quantity supplied to changes in the price of another good

Answer: a) Quantity demanded of one good to changes in the price of another
good

Explanation: Cross-price elasticity of demand measures how the quantity
demanded of one good changes in response to changes in the price of another
good.

55. If the price elasticity of demand for a good is -0.5, the demand is:
a) Inelastic

b) Elastic

c¢) Unitary elastic

d) Perfectly elastic
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Answer: a) Inelastic

Explanation: Inelastic demand means that quantity demanded is not very
responsive to changes in price, resulting in a relatively small change in quantity
demanded compared to the change in price.

56. Which of the following factors affects the elasticity of demand?
a) Availability of substitutes

b) Income level

c) Price of complementary goods

d) All of the above

Answer: d) All of the above

Explanation: The elasticity of demand is influenced by factors such as the
availability of substitutes, income level, and prices of complementary goods.

57. Elasticity of demand is significant for decision-making because it helps:
a) Determine the optimal pricing strategy

b) Allocate resources efficiently

c¢) Forecast future demand

d) All of the above

Answer: d) All of the above

Explanation: Elasticity of demand is crucial for businesses to make informed
decisions about pricing, resource allocation, and demand forecasting.

58. A good with an income elasticity of 0.8 is considered:
a) A normal good

b) An inferior good

¢) A luxury good

d) A necessity good

Answer: a) A normal good
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Explanation: A positive income elasticity indicates that as income increases,
demand for the good also increases, which is typical of normal goods.

59. Which of the following is NOT a type of elasticity of demand?
a) Price elasticity

b) Income elasticity

c¢) Cross-price elasticity

d) Supply elasticity

Answer: d) Supply elasticity

Explanation: Supply elasticity measures the responsiveness of quantity supplied
to changes in price, whereas the other options refer to different types of demand
elasticity.

60. Demand forecasting is important because it helps businesses to:
a) Plan production and inventory levels

b) Determine pricing strategies

¢) Manage resources effectively

d) All of the above

Answer: d) All of the above

Explanation: Demand forecasting assists businesses in planning production,
setting prices, managing resources, and making informed decisions to meet
future demand.

61. Which of the following is a characteristic of good demand forecasting?
a) Accuracy

b) Precision

c) Consistency

d) All of the above

Answer: d) All of the above



HR ®
(*y 360DigiTMG
Digital Transformation | Management | Governance

Explanation: Good demand forecasting should be accurate, precise, and
consistent to provide reliable information for decision-making.

62. The first step in demand forecasting involves:
a) Collecting historical sales data

b) Identifying factors influencing demand

c) Selecting forecasting methods

d) Setting forecasting objectives

Answer: d) Setting forecasting objectives

Explanation: The first step in demand forecasting is to define the objectives and
scope of the forecast, including the time horizon and level of detail required.

63. Which of the following is a qualitative method of demand forecasting?
a) Time series analysis

b) Regression analysis

c¢) Delphi method

d) Exponential smoothing

Answer: ¢) Delphi method

Explanation: The Delphi method is a qualitative forecasting technique that relies
on the opinions and judgments of experts to make predictions about future
demand.

64. The law of supply states that:

a) Quantity supplied decreases as price decreases

b) Quantity supplied increases as price decreases

c¢) Quantity supplied increases as price increases

d) Quantity supplied remains constant regardless of price changes

Answer: ¢) Quantity supplied increases as price increases
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Explanation: The law of supply states that, all else being equal, as the price of a
good or service increases, the quantity supplied increases, and vice versa.

65. Which of the following is NOT a determinant of supply?
a) Technology

b) Price of substitutes

c) Input prices

d) Expectations of future prices

Answer: b) Price of substitutes

Explanation: The price of substitutes is a determinant of demand, not supply.
Determinants of supply include factors such as technology, input prices, and
expectations of future prices.

66. The supply function represents the relationship between:
a) Quantity supplied and price

b) Quantity demanded and price

c) Price and income

d) Price and elasticity

Answer: a) Quantity supplied and price

Explanation: The supply function shows how the quantity supplied of a good or
service changes in response to changes in its price, assuming other factors
remain constant.

67. Which of the following statements about the law of supply is true?
a) Supply is perfectly elastic in the short run

b) Supply is perfectly inelastic in the long run

c¢) Supply curves slope upward from left to right

d) Supply curves slope downward from left to right

Answer: ¢) Supply curves slope upward from left to right
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Explanation: The law of supply states that, all else being equal, as the price of a
good or service increases, the quantity supplied increases, resulting in
upward-sloping supply curves.

68. If the price elasticity of supply for a good is greater than 1, the supply is
considered:

a) Elastic

b) Inelastic

c¢) Unitary elastic
d) Perfectly elastic
Answer: a) Elastic

Explanation: Elastic supply means that quantity supplied is very responsive to
changes in price, resulting in a relatively large change in quantity supplied
compared to the change in price.

69. Which of the following is a characteristic of a perfectly elastic supply
curve?

a) It is vertical

b) It is horizontal

c) It is upward-sloping

d) It is downward-sloping
Answer: b) It is horizontal

Explanation: A perfectly elastic supply curve is horizontal, indicating that the
quantity supplied remains constant at all prices.

70. Which of the following factors would cause a shift in the supply curve?
a) Changes in consumer preferences

b) Changes in input prices

c) Changes in the price of related goods

d) Changes in income levels
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Answer: b) Changes in input prices

Explanation: Changes in input prices, such as the cost of labor or raw materials,
can affect the cost of production and lead to shifts in the supply curve.

71. Which of the following is NOT a step in demand forecasting?
a) Data collection

b) Forecasting objectives

c) Model selection

d) Price determination

Answer: d) Price determination

Explanation: Demand forecasting involves steps such as setting forecasting
objectives, collecting data, selecting forecasting models, and analyzing results,
but it does not directly involve price determination.

72. A company uses historical sales data and mathematical techniques to
forecast future demand. Which method is being used?

a) Time series analysis

b) Delphi method

c) Market research

d) Exponential smoothing
Answer: a) Time series analysis

Explanation: Time series analysis involves using historical data to identify
patterns and trends that can be used to forecast future demand.

73. If the demand for a product is inelastic, a decrease in price will result
in:

a) A decrease in total revenue
b) An increase in total revenue

c¢) No change in total revenue
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d) Insufficient information to determine the impact on total revenue
Answer: a) A decrease in total revenue

Explanation: Inelastic demand means that quantity demanded is not very
responsive to changes in price, so a decrease in price will lead to a
proportionately smaller increase in quantity demanded, resulting in a decrease in
total revenue.

74. Which of the following is a characteristic of perfectly competitive
markets?

a) Many buyers and sellers

b) Identical products

c) Free entry and exit of firms
d) All of the above

Answer: d) All of the above

Explanation: Perfectly competitive markets are characterized by many buyers
and sellers offering identical products, with no barriers to entry or exit.

75. An increase in the price of a good leads to a decrease in the quantity
demanded. This is an example of:

a) Elastic demand

b) Inelastic demand

c¢) Unitary elastic demand
d) Perfectly elastic demand
Answer: a) Elastic demand

Explanation: Elastic demand means that quantity demanded is very responsive
to changes in price, resulting in a relatively large change in quantity demanded
compared to the change in price.

76. A company experiences a sudden increase in the price of raw materials
used in production. As a result, the supply of its product decreases. This
scenario illustrates the impact of:
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a) Changes in consumer preferences
b) Changes in input prices

c) Changes in income levels

d) Changes in government regulations
Answer: b) Changes in input prices

Explanation: Changes in input prices, such as the cost of raw materials, can
affect the cost of production and lead to shifts in the supply curve.

77. Which of the following is a characteristic of monopolistic competition?
a) Many buyers and sellers, with differentiated products

b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products

Answer: a) Many buyers and sellers, with differentiated products

Explanation: Monopolistic competition is characterized by many firms
competing in the market with similar but differentiated products.

78. An increase in consumer income leads to an increase in the demand for
luxury cars. This is an example of:

a) Elastic demand

b) Inelastic demand

c¢) Normal goods

d) Inferior goods
Answer: ¢) Normal goods

Explanation: Normal goods are those for which demand increases as consumer
income increases, whereas inferior goods are those for which demand decreases
as consumer income increases.
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79. Which of the following statements about the price elasticity of demand
is true?

a) The price elasticity of demand is always positive

b) The price elasticity of demand is always negative

c¢) The price elasticity of demand can be positive or negative

d) The price elasticity of demand is always equal to 1

Answer: ¢) The price elasticity of demand can be positive or negative

Explanation: Price elasticity of demand can be positive (for normal goods) or
negative (for inferior goods), depending on the relationship between price and
quantity demanded.

80. A company lowers the price of its product, leading to a significant
increase in sales revenue. This is an example of:

a) Elastic demand

b) Inelastic demand

c¢) Unitary elastic demand

d) Perfectly elastic demand
Answer: b) Inelastic demand

Explanation: Inelastic demand means that quantity demanded is not very
responsive to changes in price, so a decrease in price leads to a proportionately
smaller increase in quantity demanded, resulting in an increase in sales revenue.

81. Which of the following is a characteristic of a monopoly?
a) Many buyers and sellers, with differentiated products

b) A single seller with significant market power

c) A few sellers, with standardized products

d) Identical products and free entry and exit of firms

Answer: b) A single seller with significant market power

Explanation: A monopoly is characterized by a single seller dominating the
market and having significant control over prices.
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82. An increase in the price of gasoline leads to a decrease in the demand
for SUVs. This is an example of:

a) Cross-price elasticity

b) Income elasticity

c) Price elasticity

d) Substitution effect
Answer: d) Substitution effect

Explanation: The substitution effect occurs when consumers switch to
alternative goods or services in response to changes in relative prices.

83. Which of the following factors would cause a shift in the demand curve?
a) Changes in input prices

b) Changes in consumer preferences

c) Changes in technology

d) Changes in government regulations

Answer: b) Changes in consumer preferences

Explanation: Changes in consumer preferences, such as shifts in tastes or
preferences, can lead to changes in demand and shifts in the demand curve.

84. The price elasticity of demand measures the:

a) Percentage change in quantity demanded in response to a one percent change
in price

b) Percentage change in price in response to a one percent change in quantity
demanded

c) Percentage change in income in response to a one percent change in price

d) Percentage change in quantity demanded in response to a one percent change
in income

Answer: a) Percentage change in quantity demanded in response to a one
percent change in price
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Explanation: Price elasticity of demand measures the responsiveness of quantity
demanded to changes in price.

85. Which of the following is a characteristic of perfectly elastic demand?
a) It 1s vertical

b) It is horizontal

c) It is upward-sloping

d) It is downward-sloping

Answer: b) It is horizontal

Explanation: A perfectly elastic demand curve is horizontal, indicating that
consumers are willing to buy any quantity at the same price.

86. Which of the following factors affects the price elasticity of demand?
a) Availability of substitutes

b) Income level

c) Price of complementary goods

d) All of the above

Answer: d) All of the above

Explanation: The price elasticity of demand is influenced by factors such as the
availability of substitutes, income level, and prices of complementary goods.

87. A company experiences a decrease in the price of raw materials used in
production. As a result, the supply of its product increases. This scenario
illustrates the impact of:

a) Changes in consumer preferences
b) Changes in input prices

c¢) Changes in income levels

d) Changes in government regulations

Answer: b) Changes in input prices
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Explanation: Changes in input prices, such as the cost of raw materials, can
affect the cost of production and lead to shifts in the supply curve.

88. Which of the following is a characteristic of monopolies?
a) Many buyers and sellers, with differentiated products

b) A single seller with significant market power

c) A few sellers, with identical products

d) Identical products and free entry and exit of firms

Answer: b) A single seller with significant market power

Explanation: A monopoly is characterized by a single seller dominating the
market and having significant control over prices.

89. An increase in consumer income leads to a decrease in the demand for
inferior goods. This is an example of:

a) Elastic demand

b) Inelastic demand

c) Normal goods

d) Inferior goods

Answer: d) Inferior goods

Explanation: Inferior goods are those for which demand decreases as consumer
income increases, whereas normal goods are those for which demand increases
as consumer income increases.

90. Which of the following is NOT a determinant of supply?
a) Technology

b) Price of substitutes

c) Input prices

d) Expectations of future prices

Answer: b) Price of substitutes
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Explanation: The price of substitutes is a determinant of demand, not supply.
Determinants of supply include factors such as technology, input prices, and
expectations of future prices.

91. An increase in the price of coffee leads to a decrease in the supply of tea.
This is an example of:

a) Cross-price elasticity

b) Income elasticity

c) Price elasticity

d) Substitution effect

Answer: a) Cross-price elasticity

Explanation: Cross-price elasticity measures how the quantity supplied of one
good changes in response to changes in the price of another good.

92. Which of the following statements about supply curves is true?
a) Supply curves slope upward from left to right

b) Supply curves slope downward from left to right

c¢) Supply curves are vertical

d) Supply curves are horizontal

Answer: a) Supply curves slope upward from left to right

Explanation: Supply curves typically slope upward from left to right, indicating
that as the price of a good or service increases, the quantity supplied increases.

93. If the price elasticity of supply for a good is less than 1, the supply is
considered:

a) Elastic

b) Inelastic

c¢) Unitary elastic
d) Perfectly elastic
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Answer: b) Inelastic

Explanation: Inelastic supply means that quantity supplied is not very
responsive to changes in price, resulting in a relatively small change in quantity
supplied compared to the change in price.

94. Which of the following is a characteristic of perfectly inelastic supply?
a) It is vertical

b) It is horizontal

c) It is upward-sloping

d) It is downward-sloping

Answer: a) It is vertical

Explanation: A perfectly inelastic supply curve is vertical, indicating that the
quantity supplied remains constant at all prices.

95. Which of the following factors would cause a shift in the supply curve?
a) Changes in consumer preferences

b) Changes in input prices

c) Changes in technology

d) Changes in government regulations

Answer: b) Changes in input prices

Explanation: Changes in input prices, such as the cost of labor or raw materials,
can affect the cost of production and lead to shifts in the supply curve.

96. Which of the following is NOT a step in demand forecasting?
a) Data collection

b) Forecasting objectives

c) Model selection

d) Price determination

Answer: d) Price determination
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Explanation: Demand forecasting involves steps such as setting forecasting
objectives, collecting data, selecting forecasting models, and analyzing results,
but it does not directly involve price determination.

97. A company uses historical sales data and mathematical techniques to
forecast future demand. Which method is being used?

a) Time series analysis

b) Delphi method

c) Market research

d) Exponential smoothing
Answer: a) Time series analysis

Explanation: Time series analysis involves using historical data to identify
patterns and trends that can be used to forecast future demand.

98.1f the demand for a product is inelastic, a decrease in price will result in:
a) A decrease in total revenue

b) An increase in total revenue

c¢) No change in total revenue

d) Insufficient information to determine the impact on total revenue

Answer: a) A decrease in total revenue

Explanation: Inelastic demand means that quantity demanded is not very
responsive to changes in price, so a decrease in price will lead to a
proportionately smaller increase in quantity demanded, resulting in a decrease in
total revenue.

99.Which of the following is a characteristic of perfectly competitive
markets?

a) Many buyers and sellers
b) Identical products

c) Free entry and exit of firms
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d) All of the above
Answer: d) All of the above

Explanation: Perfectly competitive markets are characterized by many buyers
and sellers offering identical products, with no barriers to entry or exit.

100. An increase in the price of a good leads to a decrease in the quantity
demanded. This is an example of:

a) Elastic demand

b) Inelastic demand

c¢) Unitary elastic demand
d) Perfectly elastic demand
Answer: a) Elastic demand

Explanation: Elastic demand means that quantity demanded is very responsive
to changes in price, resulting in a relatively large change in quantity demanded
compared to the change in price.

101. Which of the following is NOT considered a factor of production?
a) Land

b) Labor

c) Capital

d) Demand

Answer: d) Demand

Explanation: Factors of production include land, labor, and capital, which are
inputs used in the production process.

102. The production function describes the relationship between:
a) Output and input prices
b) Output and technology

c¢) Input and output quantities
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d) Input and output quality
Answer: ¢) Input and output quantities

Explanation: The production function shows how inputs (factors of production)
are transformed into outputs.

103. When one input is variable and all other inputs are fixed, the
production function exhibits:

a) Increasing returns to scale

b) Constant returns to scale

c¢) Decreasing returns to scale

d) Diminishing marginal returns
Answer: d) Diminishing marginal returns

Explanation: In this scenario, the law of diminishing marginal returns applies,
where the additional output from each additional unit of the variable input
eventually diminishes.

104. Returns to scale refer to the relationship between:
a) Output and input quantities

b) Input prices and output prices

c¢) Variable costs and fixed costs

d) Short-run and long-run production

Answer: a) Output and input quantities

Explanation: Returns to scale describe how output changes in response to
proportional changes in all inputs.

105. If a production function exhibits increasing returns to scale, doubling
all inputs will result in:

a) Less than a doubling of output

b) Exactly a doubling of output
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¢) More than a doubling of output
d) No change in output
Answer: ¢) More than a doubling of output

Explanation: Increasing returns to scale means that a proportional increase in all
inputs results in a more than proportional increase in output.

106. Which of the following is NOT a type of cost?
a) Total cost

b) Marginal cost

c¢) Economic cost

d) Opportunity cost

Answer: d) Opportunity cost

Explanation: Opportunity cost is a concept in economics but is not classified as
a type of cost in cost analysis.

107. Fixed costs are costs that:

a) Vary with the level of output

b) Remain constant regardless of the level of output

c) Increase as output increases

d) Decrease as output increases

Answer: b) Remain constant regardless of the level of output

Explanation: Fixed costs do not change with changes in the level of output in
the short run.

108. Which of the following is an example of a variable cost?
a) Rent for factory space
b) Salaries of permanent employees

c¢) Cost of raw materials
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d) Insurance premiums
Answer: ¢) Cost of raw materials

Explanation: Variable costs vary with the level of output and include expenses
such as raw materials and labor directly tied to production.

109. Short-run cost functions involve costs that:

a) Can be adjusted in the short run to meet changes in demand

b) Remain fixed in the short run regardless of output level

c¢) Can be fully adjusted in the short run to match output changes

d) Are incurred only in the long run

Answer: a) Can be adjusted in the short run to meet changes in demand

Explanation: Short-run cost functions involve costs that can be adjusted to some
extent in the short run, such as variable costs.

110. Long-run cost functions involve costs that:

a) Can be fully adjusted in the long run to match output changes

b) Remain fixed in the long run regardless of output level

c¢) Are incurred only in the short run

d) Can't be adjusted regardless of the time period

Answer: a) Can be fully adjusted in the long run to match output changes

Explanation: Long-run cost functions involve costs that can be adjusted fully in
the long run, including both fixed and variable costs.

111. Marginal cost is calculated as the change in:
a) Total cost divided by the change in output

b) Total output divided by the change in cost

c) Average cost divided by the change in output

d) Total revenue divided by the change in output
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Answer: a) Total cost divided by the change in output

Explanation: Marginal cost represents the additional cost incurred from
producing one more unit of output.

112. If marginal cost is below average total cost, then average total cost:
a) Is increasing

b) Is decreasing

c) Is at a minimum

d) Equals marginal cost

Answer: b) Is decreasing

Explanation: When marginal cost is below average total cost, it pulls the
average down, causing it to decrease.

113. Economies of scale occur when:

a) Marginal cost equals average total cost

b) Marginal cost is above average total cost

c) Average total cost decreases as output increases

d) Average total cost increases as output increases

Answer: ¢) Average total cost decreases as output increases

Explanation: Economies of scale refer to the situation where average total cost
decreases as output increases due to factors such as specialization and efficiency
improvements.

114. Diseconomies of scale occur when:

a) Marginal cost equals average total cost

b) Marginal cost is above average total cost

c) Average total cost decreases as output increases
d) Average total cost increases as output increases

Answer: d) Average total cost increases as output increases
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Explanation: Diseconomies of scale occur when average total cost increases as
output increases due to factors such as inefficiency and coordination problems.

115. Which of the following is true about the relationship between marginal
cost and average variable cost?

a) Marginal cost is always greater than average variable cost

b) Marginal cost is always less than average variable cost

c) Marginal cost intersects average variable cost at its minimum point

d) Marginal cost intersects average variable cost at its maximum point
Answer: ¢) Marginal cost intersects average variable cost at its minimum point

Explanation: The point where marginal cost equals average variable cost is the
minimum point of the average variable cost curve.

116. When the marginal cost curve is below the average total cost curve,
average total cost is:

a) Rising

b) Falling

c) Constant

d) At its minimum point
Answer: b) Falling

Explanation: When marginal cost is below average total cost, it pulls the
average down, causing it to decrease.

117. The short-run average total cost curve is typically:
a) U-shaped

b) Downward-sloping

c¢) Upward-sloping

d) Vertical

Answer: a) U-shaped
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Explanation: The short-run average total cost curve is U-shaped due to the
presence of both economies and diseconomies of scale.

118. Which of the following is NOT a characteristic of perfect competition?
a) Many buyers and sellers

b) Identical products

c) Barriers to entry

d) Price takers

Answer: ¢) Barriers to entry

Explanation: Perfect competition is characterized by many buyers and sellers,
identical products, and no barriers to entry or exit.

119. Which of the following statements about the long-run average total
cost curve is true?

a) It is always U-shaped

b) It intersects the short-run average total cost curve at its minimum point
c) It reflects the lowest possible average total cost for each level of output
d) It is downward-sloping

Answer: c¢) It reflects the lowest possible average total cost for each level of
output

Explanation: The long-run average total cost curve reflects the lowest possible
average total cost for each level of output because all inputs are variable in the
long run.

120. When marginal cost is below average total cost, average total cost:
a) Is decreasing

b) Is increasing

c¢) Equals marginal cost

d) Is at a minimum
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Answer: a) [s decreasing

Explanation: When marginal cost is below average total cost, it pulls the
average down, causing it to decrease.

121. Which of the following is a characteristic of monopolistic competition?
a) Many buyers and sellers, with differentiated products

b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products

Answer: a) Many buyers and sellers, with differentiated products

Explanation: Monopolistic competition 1is characterized by many firms
competing in the market with similar but differentiated products.

122. An increase in the price of a substitute good leads to a(n):
a) Increase in demand

b) Decrease in demand

c) Increase in supply

d) Decrease in supply

Answer: a) Increase in demand

Explanation: An increase in the price of a substitute good makes the original
good relatively more attractive, leading to an increase in demand for the original
good.

123. Which of the following is a characteristic of oligopoly?
a) Many buyers and sellers, with differentiated products

b) A few sellers, with identical products

c¢) One seller, with significant market power

d) Many buyers and sellers, with identical products

Answer: b) A few sellers, with identical products
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Explanation: Oligopoly is characterized by a market dominated by a few large
firms, often producing similar or identical products.

124. A decrease in consumer income leads to a decrease in the demand for
luxury goods. This is an example of:

a) Elastic demand

b) Inelastic demand

c) Normal goods

d) Inferior goods

Answer: d) Inferior goods

Explanation: Inferior goods are those for which demand decreases as consumer
income increases, whereas normal goods are those for which demand increases
as consumer income increases.

125. Which of the following is a characteristic of perfect competition?
a) Many buyers and sellers

b) Identical products

c) Barriers to entry

d) Price setters

Answer: a) Many buyers and sellers

Explanation: Perfect competition is characterized by a large number of buyers
and sellers, all dealing in identical products and having no individual influence
over the market price.



