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P a rt A 

A nswer all questions. 
Each bunch of four qu e:; lion:-; carries a weig htage of 1 . 

( A ) Multiple choice: 

1 If the a mou nt of a commodity purchased r em a ins un ch a nged w h en t h e p r ice of anoth er 

commodity changes, the cross ela sticity of demand betwee n them is : 

(a) N egativ e . 

(c ) Zero . 

(b) Positive. 

(d ) One . 

2 Which of t h e following would increase a firm' s average Lota! cos ts ? 

(a ) E conorrues of scale . 

( b ) An increase in input prices . 

(c) An improvem ent in technology. 

(d ) An incr ease in demand for the firm's product. 

3 The period-by-pe riod changes in net cash flows tha t are du e to an investm en t p roj ect is known 

as: 

(a ) Increm ental cash flows . 

(c) Interna l rate of retu rn. 

( b ) Net present val ue. 

(d ) Net worki ng ca pita l. 

4 Price discrimina tion under which a monopoli s t set the prices on the basis of the quantity 

purchased is know n as : 

(a) Firs t-degree price discrimination. 

(b) Second-degree price discr imination . 

(c) Third-<legree price discrimination . 

(d J Tran sfe r pricing . 
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t I3 ) Mul t ipl e choice : 

5 Which of the following is a n in t u itive judgmen tal a p proach to foreca.s tmg that 1s t..se1u \ v,hen 

based on unbi a se d , info rmed opin10n ? 

(a) Qunntitative a n a lys is . (b ) Qualitative analysis . 

(c) Time series a na lysis . (d ) Growth t re nd analy s is. 

6 If the income e las ticity of de ma nd is greater tha n l, the commod ity is : 

(a) A n ecessity . (b) A luxu ry. 

(c) An inferior good. (d) A non-related good. 

7 Which of thli' following s t atements is false ? 

(a) There are no fixed cos ts in the long run . 

( b ) T ot a l cost s a r e equa l to Lota ] fixc>d cos ts plus wt.a l variable costs . 

(c) In t h e s h or t run a ll inputs are variable inputs. 

(d ) A fixed cost is a cost that does not change as output changes. 

8 The p rofi tability index used in capi tal bu dgeting shows : 

(a) The be n efitJcost ratio. 

(c) Internal rate of return . 

(C) Fill in the blanks : 

(b ) The discount rat.e. 

(d ) Net prese n t value. 

9 T h e d e cline in t h e long-run average costs as a resu lt o f expansi on of ouipui. 1:' k.1w"' r. 

as----

10 a r e the pe r iod-by-per iod ch anges in n et cash fl ows that a r e d ue to an im·eqr.~cnt 

proj ect. 

11 A map of a sequential decision-making process is calle<l - - --

12 T h e p lanning process in which a business det€rmine.s a n d evaluates potenti.11 exper. :e , " c'r 

investments that gen e ra te long term cash flows is known as --- -

(D) S t ale True or F a lse: 

13 When econ omists say the de ma nd for a good 1s lughly inel:lstic, t hey me.1.:1 l !L)t c'Ci1:'Uiiwr:e 

wi ll r esp ond to a change in the price of tlw good by rurch3sing subst a.nti:1.E> r,,: ,,n.' c',-:: 
14 When a firm sepa rates its customers into SC'Ycral cl.:i.ssl'S and sets a d iffercm ~'r.,.,, i, :· ... ,.1,.·: 

cu s tomer class r esult in t h ird-degrPe price discrimination. 

15 The learning cu rve shows t he declin{' in the aYerage cost of produnwn wit h n s in ;: l',iiin:!., \ , 

Lola! ou t puts over Lim e . 

1 0 The survey m et h od of forecas ting predicts valul's of a I in1t' s enc"S 011 t h0 b,1 s- 1 ~ c!· :: .ir::,· ., \ l -- .. -

of its p ;:i.st. vnlues on ly. 
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Part B (Short Answer Questions) 

A nswer any ten questions not exceed ing one page each. 

l 7 Descr ibe the main advantages and limitations of survey data. 

C 3:384 

18 What is trend projection , and why is this method often used in economic forecasting? 

19 Diffe rentiate accounting cost and economic cost with an example. 

20 How do firms determirn~ the optimum leve l of inventory ? 

2 .1 Discuss the bas ic principles of capita l budgetin g- . 

22 What is capit al rationing? Why do company's resort to capita l ra tionin g ? How do they do it? 

23 What is the payback me thod of investment appraisal ? How might the payback period be 
deter m ined? 

24 Discuss Hurwicz's optimism-pessimism criterion. 

25 What is sensitivity analysis ? 

26 What ar e the prerequisites for price discrimination by a monopolist ? 

27 Explain peak -load pricing with suitable examples . 

28 What are the factors determining the level of profit mark-up by firms? 

29 Describe discoun ted cash flow methods. 

30 The U-shapes of the short-run and long-run average costs curves are bot h based on the 

operation of t he law of diminishing returns. Explain. 

(10 x 2 = 20 weightage) 

Pa rt C (Essay Quest ions) 

A nswer any three questions not exceeding three pages each . 

31 Why do t he NPV, PI, and IRR capital budgeting decision rules sometimes provide confl icting 

rank orderings of investment project alternatives ? 

32 Explain the decision t ree an a lysis. What is t he va lu e of decis ion t re es in manager ia l 

decis icn-making? 

33 What are the cri ter ia for a good forecasting method ? Explain the various methods of demand 

fo recasting with t heir relative merits and demer its. 

34 Discuss at least five types of pricing strategies fo llowed by imperfectly competi tive firms . 

35 Evalua te the various approaches to dealing with the problem of uncertainty inappraising 

investmen t proposals. 

(3 x 4 = 12 weightage) 
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