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12 – ECONOMICS 3 MARKS MATERIAL 

LESSON – 1 

 

1. State Alfred Marshall’s definition of Economics? 

Alfred Marshall defines; economics as “a study of mankind in the 

ordinary business of Life 

2. What is the main division of Economics? 

1. Production. 

2. Consumption. 

3. Exchange. 

4. Distribution. 

5. Public finance. 

3. Describe the Relationship between Economics, Mathematics and 

Statistics? 

1. Economics is related to mathematics and statistics. 

2. Statistics is the science of averages. It is the science of counting. 

3. Many tables and diagrams used in economics are based on statistical 

Analysis. 

4. Mathematical methods are largely used in modern economics. 

5. The new science called econometrics makes use of statistics and 

Mathematics in economics. 

4. Distinguish between free Goods and Economic Goods? 

Free Goods: 

1. Goods like air and sunlight which are gifts of nature are free goods. 

2. They are not scarce. So they do not command a price in the market. 

3. They are known as free goods. 

Economic Goods: 

1. Economic goods command a price in the market. 

2. In other words, they have value – in – exchange. 

3. For, they are scare in relation to demand. 

4. E.g. Table, Chair etc. 

5. Explain the difference between Value – in – use and Value - in – 

Exchange. 

The term “Value” refers to the exchange qualities of a good. 

Value – in – use: 

1. Air, rain and sunshine have value – in- use. 

2. But they do not have value – in – exchange. 

 

Value – in – exchange: 

1. For a good to have value – in – exchange, it must possess utility. 

2. It must be scarce in relation to demand  

3. All economic goods have value – in – exchange. 

LESSON - 2. 

 

1. Name the important general Economic systems? 

The most important general Economic systems are 

1. Traditional Economy. (Subsistence Economy) 

2.. Capitalist Economy. (Market Economy) 

3. Socialist Economy. (Planned Economy) 

4. Mixed Economy. (Public and private sector co-exist) 

2. What are the basic issues of any society? 

The basic issues of any society are: 

1. What to produce and in what quantities? 

2. How shall goods be produced? 

3. For whom shall the goods be produced? 

3. List the basic features of Socialism? 

1. Limited right to private property 

2. Central planning authority 

3. Social welfare motive 

4. No market forces 

4. Is India a Mixed Economy? 

1. Yes, India is a mixed economy, both public and private institutions 

Exercise economic control. 

2. The public sector functions as a socialistic economy. 

3. The private sector as a free enterprise economy. 

5. What is Opportunity Cost? 

1. The “Opportunity cost” is the cost of something in terms of 

Opportunity forgone. 

2. The opportunity cost of an action is the value of next best 

Alternative forgone. 

3. It is a key difference between accounting cost and economic cost. 

6. Write the features of capitalism? 

1. Right to private property 

2. Profit motive 

3. Market forces 

7. Write the merits of capitalist economy? 

1. Increase the productivity 

2. Maximizes the welfare 

3. Flexible system 

8.  Write the demerits of capitalist economy? 
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1. Inequalities 

2. Depression 

3. Leads to monopoly 

9. Write the merits of socialist economy? 

1. Efficient use of resources  

2. Economic stability 

3. Basic needs are met 

10. Write the demerits of socialist economy? 

1. No freedom 

2. Absence of technology 

3. Bureaucratic expansion 

11. Write the features of mixed economy? 

1. Planning 

2. Co-existence of public and private sector 

3. Consolidation of merits of capitalism and socialism 

12. Write the merits of mixed economy? 

1. Efficient use of resources  

2. Prices of administered 

3. Social welfare 

13. Write the demerits of mixed economy 

1. Lack of coordination 

2. Red tapism and delay by public sector 

3. Economic fluctuation. 

 

LESSON - 3. 

 

1. What are the Causes for wants? 

a. Wants may arise due to elementary and psychological causes. 

b. Wants may arise due to social causes. 

c. Wants may arise due to customs and habits  

d. Wants may arise due to advertisements. 

2. What are the Classification of goods? 

1. Necessaries. 

2. Comforts. 

3. Luxuries. 

3. Define the Law of Diminishing Marginal Utility? 
According to Marshall, “The additional benefit which a person 

derives from a given increase of his stock of a thing diminishes with every 

increase in the stock that he already has”. 

4. What are the properties of Indifference curve? 

1. All indifference curves slope downwards to the right. 

2. All indifference curves are Convex to the origin. 

3. No two Indifference curves can ever cut each other. 

 

5. Define “Consumer’s Surplus “in the words of Marshall. 

Marshall Defines, “The excess of price which a person would be 

willing to pay rather than go without the thing, over that which he actually 

does pay is the economic measure of this surplus of satisfaction. It may be 

called Consumer’s Surplus”. 

LESSON - 4. 

 

1. What is Demand? 

1. Demand for a commodity refers to the desire backed by ability 

to pay and willingness to buy it. 

2. Enumerate the determinants of demand? 

1. Price is the main determinants of demand. 

2. Other determinants include  

D = F (Px, Ps, Y, T ,W ). 

3. Why does the demand curve slope downwards? 

1. The demand curve slopes downwards mainly due to the Law of 

diminishing marginal utility. 

2. The Law of diminishing marginal utility states that an additional 

unit of a commodity gives a lesser satisfaction. 

3. Therefore, the consumer will buy more goods only at a lower 

price. 

4. Write a note on Giffen Paradox ? 

1. Sir Robert Giffen discovered that the poor people will demand 

more of inferior goods, if their prices rise and demand less if their prices 

fall. 

2. For example, poor people spend more of their income on coarse 

grains (Ragi) and only a small part on Rice. 

3. This is known as Giffen Paradox. 

5. What are the types of elasticity of demand? 

1. Price elasticity of demand. 

2. Income elasticity of demand. 

3. Cross – elasticity of demand. 
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LESSON - 5. 

1. What is equilibrium price? 

1. There is only one price at which the preference of sellers and 

buyers meet together. 

2. At the point of intersection of the demand and supply curve. 

3. Demand is equal to supply. 

4. Price is stable. 

2. Distinguish between change in demand and shift in demand. 

Change in Demand: 

1. Changes in quantity demanded occur only when there is change 

in the price. 

2. The change in the price quantity schedule brings movements on 

the demand curve. 

Shift in Demand: 

1. Any changes in income of consumer, price substitutes, number 

of consumer 

3. What are the factors determinants of shift in supply? 

1. Prices of factors,  

2. Prices of other products,  

3. taxes and subsides 

4. Differentiate the short period from the long period? 

Short period: 

The short period for a firm is the time period during which at least 

one of the inputs is fixed input. The supply is inelastic. 

Long period: 

1. The long period is the time period during which all the inputs 

are variable inputs. 

2. The specific duration of the short period and long period will 

vary from firm to firm. 

5. Write a short note on market period? 

1. Market period is otherwise known as very short period. 

2. Supply is fixed in the market period. 

3. It is shown as a vertical line. 

4. It is also called inelastic supply. 

5. It is a period of one hour, one day (or) a month. 

6. Perishable goods like flowers, fruits and vegetables are good 

example for market period. 

 

6. what are the types of time period? 

1. Market period (very short period) 

2. Short period  

3. Long period 

LESSON - 6. 

 

1. Name the type of Utility? 

1. Form Utility. 

2. Place Utility. 

3. Time Utility. 

4. Possession Utility. 

2. Define Labour? 

Marshall defines Labour as “the use or exertion of body or mind, 

partly or wholly with a view to secure an income apart, from the pleasure 

derived from the work.” 

3. What is meant by division of Labour ? 

Division of Labour: 

The concept of ’Division of labour’ was introduced by Adam 

Smith. Division of labour means dividing the process of production into 

distinct and several component processes and assigning each component in 

the hands of a labour or a set of labourers, who are specialists in that 

particular process. 

4. What are the forms of capital? 

1. Physical capital 

2. Money Capital  

3. Human Capital  

5. What is production function? And what are its classification? 

The functional relationship between inputs and outputs is known as 

Production function. 

Classification: 

1. Short Run - Law of variable proportions. 

2. Long Run - Returns to scale. 

6. Who is an entrepreneur (or) organizer? 

1. An entrepreneur is a person who combines the different factors of 

production. 

2. He is also called “organizer”. 

7. What are factors of production? 

 Primary factors 

 Land. 

 Labour. 

 Derived factors 

 Capital. 
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 Organization. 

8. write the merits of division of labour? 

 Improve effience of labour. 

 Facilities the use of machinery in production. 

 Time and materials are put to the best and most efficient use. 

9. write the demerits of division of labour? 

 Repitation of same task makes labour. 

 Narrow specialization reduces the possibilities of labour. 

 Kills the growth of handicrafts. 

10. what is capital? 

 Capital is manmade physical goods bused to produced other goods 

and services. 

LESSON – 7 

 

1. Bring out the distinction between short run and long run. 

Short Run: 

1. Short run is a period of time over which certain factors of 

production cannot be changed, and such factors are called fixed factors. 

2. The factors whose quantity can be changed in the short run are 

variable factors. 

Long Run: 

Long run is a period of time over which all factors of production 

can be changed to meet the changes in demand. 

2. Define Opportunity cost? 

The opportunity cost of an action the value of next best alternative 

Goods that sacrificed.  The opportunity cost is one is one of the key 

differences between the concept of “economic cost” and “accounting cost”. 

3. What is Economic cost? 

1.The economic cost includes both explicit and implicit cost.  

Economic cost = Implicit cost + Explicit cost. 

4. Define marginal cost? 

Marginal cost is defined as the addition made to the total cost by 

the production of one additional unit of output. 

MCn = TCn _ TCn – 1 

5. Mention the relationship between MC and AC. 

1. When marginal cost is less than average cost, average cost is 

falling. 

2. When marginal cost is greater than the average cost, average 

cost is rising. 

3. The marginal cost curve must cut the average cost curve at AC’s 

minimum point from below. Thus at minimum point of AC, MC is equal to 

AC. 

6. what is cost fumction? 

 Functional relationship between costs and output that determine it. 

C = f(Q) 

7. what is money cost? 

 Money cost also nominal cost. 

 Money cost is the total money expenses incurred by a firm in 

producing a commodity. 

8. what is real cost? 

 Real cost is a subjective concept. 

 It expresses the pains and sacrifices involved in producing a 

commodity. 

9. what is accounting cost or explicit cost? 

 The accounting cost are only those costs, which are directly 

paid out or accounted for by the producer. 

10. what is the private cost? 

 Private cost is the cost incurred by a firm for production. 

 Includes implicit cost and explicit cost 

11. what is the social cost? 

 Social cost are those cost, which are not borne by the producing 

firm but are incurred by other in society. 

 

LESSON – 9 

 

1. What are the assumptions of marginal productivity theory of 

Distribution? 

a. There is perfect competition. 

b. All units of a factor are homogeneous. 

c. Factors can be substituted for each other. 

d. The theory is based on the Law of Diminishing returns as 

applied to business. 

2. What is Transfer earning? 

1. Transfer earning refer to the amount that a factor could earn in 

its best paid alternative employment. 

2. It represents the opportunity cost of its present employment. 

3. It represents the opportunity cost of its present employment. 

3. Distinguish between Real wages and Money wages? 

Wages are the reward for labour. There are two main kinds of wages. 

 Money Wages 
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 Real wages 

 Money wages: 

Money wages is also known as nominal wages. 

 Real Wages: 

1. Real wages refers to the commodities and services which the 

money wages command. 

2. They depend mainly on the purchasing power of money, which 

in turn depends upon the price level. 

4. What is standard of living theory of wages? 

1. This theory tells that wages depend upon the standard of living 

of workers. 

2. The standard of living of workers in a country depends upon the 

real wages. 

5. What are the three motives of liquidity preference? 

1. Transaction motive. 

2. Precautionary motive. 

3. Speculative motive. 

LESSON - 10 

1. What are the assumptions of Say’s Law of Market? 

a. All incomes of the household are spent on consumption of goods 

And services. 

b. There is no government activity  

c. It is a closed economy.  

2. What is an effective demand? 

1. Effective demand is the ability and willingness to spend by 

individuals, Firms and government. 

2. The level of output produced and hence the level of employment 

depends on the total spending in the economy. 

3. According to Keynes, effective demand is that point where the 

ADF and ASF are equal. 

3. Give the factors on which the aggregate depends on Aggregate 

demand. 

1. Aggregate demand depends on two factors. 

 Propensity to consume. (Consumption function) 

 Inducement to Invest. (Investment function) 

 

 

4. What are the three motives of liquidity preference theory? 

1. Transaction Motive. 

2. Precautionary Motive. 

3. Speculative Motive. 

5. What a note on Multiplier? 

 Thus the concept of multiplier expresses the relationship between 

an initial investment and the final increment in the GNP.  

K = 1/1-MPC 

LESSON - 11. 

1. Define money? 

Prof. Walker has said “Money is that which money does “. 

2. What are the four components of money supply in India? 

M1 = Currency with the public. M1 is also known as narrow 

money. 

M2 = M1 + post office saving deposits. 

M3 = M2 + Time deposits of the public with the banks. M3 is 

also known as broad money. 

M4 = M3 + total post office deposits. 

3. Define monetary policy? 

Edward Shapiro said “Monetary policy is policy that employs the 

central bank’s control over the supply and cost of money as an instrument 

for achieving the objectives of economic policy”. 

4. What are the Instruments of quantitative credit control? 

The quantitative credit control instruments are: 

1. Bank Rate policy. 

2. Variation of Cash Reserve Ratios, 

3. Open Market Operations. 

5. What do you mean Stagflation? 

1. Since 1970 s the world has been facing the problem of 

stagflation and Lack of demand on the one hand and inflation on the other is 

called Stagflation. 

2. In the case of stagflation, both monetary policy and fiscal policy are 

Found to be ineffective. 

LESSON – 12. 

1. Define Public Finance. 

According to Dalton, “Public finance is concerned with the 

Income and expenditure of Public authorities and with adjustment of the 

one With the other. 

 

 

2. What is the subject matter of public finance? 

1. Public Expenditure. 

2. Public Revenue. 
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3. Public Debt. 

4. Financial Administration 

5. Federal Finance. 

3. What are the canons of taxation? 

a. Canon of equity 

b. Canon of certainty 

c. Canon of convenience. 

d. Canon of economy. 

4. What are the kinds of tax? 

1. Direct Taxes. 

2. Indirect Taxes. 

3. Proportional Tax. 

4. Progressive Tax. 

5. Regressive Tax. 

6. Digressive Tax. 

7. Specific and advalorem Taxes. 

8. Value Added Tax. (VAT) 

9. Single and Multiple Taxes. 

5. What is Zero based Budget? 

In zero based budgeting, every year is considered as a new year thus 

Providing a Connecting link between the previous year and the current year. 

The post performance and programmers are not taken in to account. 

E.g. From zero bases. 
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