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EC1. Content 

A. Explanation / Approach: 

1.1.  For review based or direct questions: 

Follow the sequence: 

1. Give definition or brief explanation of the concept (Note: The definition 

should not be copied directly from any textbook or from any other source). 

2. Explain each idea or concept with an example in next step separated by a 

delimiter. 

Example:  

Question: What do economists mean when they use the Latin expression ‘ceteris 

paribus’? 

Correct Answer:  

Ceteris Paribus – This Latin term means “all other things being the same,” i.e., it is 

a condition that will help in analysing the relationship between two variables such as 

price of a commodity and its quantity demanded. To do this, other variables must be 

held constant. 

 

 
For example, according to the Law of Demand, “all other things being equal, if price 

of a commodity falls, the quantity demanded of it will rise, and if price of the 

commodity rises, its quantity demanded will decline”. 

 

In the above law, all other things being equal signifies that all other factors, which 

can affect quantity demanded such as income of the consumer, price of related goods, 

tastes, population demographics, and expected future prices are taken to be constant. 

Thus, the relationship between price of the commodity and its quantity demanded can 

be derived. 

 

This shows how rise and fall in price of a commodity brings about fall and rise in its 

quantity demanded.  

 

1.2. For cause and effect questions: Effect of a factor (independent 

variable) on the dependent variable. 

  Solve in this logical sequence: 

1. Identify and explain the relation between variables. 

2. Illustrate using a graph wherever required.  
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Example: 

Question: Draw the shift in the demand curve of hamburgers in your town due to 

following events. 

The price of tacos increases. 

Correct Answer: 

Hamburgers and tacos are substitutes--that is, an increase or decrease in the price of 

one product causes a shift in the demand of the other. Here, when the price of tacos 

increases, the demand for its substitute (hamburgers) increases. 

 

The original equilibrium in the market for Hamburgers is at E1, at the intersection of 

the supply curve and the original demand curve, D1. A rise in the price of tacos, a 

substitute, shifts the demand curve rightward to D2. A shortage exists at the original 

price P1, causing both the price and quantity supplied to rise, and a movement along 

the supply curve. A new equilibrium is reached at E2, with a higher equilibrium price, 

P2 and a higher equilibrium quantity, Q2. 

 

1.3. Solving an Application-based question 

 
Solve in this logical sequence: 

1. Definition or brief explanation of the concept (note that, the definition should 

not be copied from any textbook.) 

2. Briefly explain the approach towards the problem. 

3. Solve step-wise. 

4. Final answer and conclusion 
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For example: 

Question: Who has the comparative advantage between Bill and Hillary in producing 

food and clothing? 

Correct approach: 

Definition or brief explanation of the concept  

The term “comparative advantage” is used to describe the opportunity cost of two 

producers. Opportunity cost is the cost of the next best alternative that must be given 

up to obtain some item. The producer that produces a good at a lower opportunity cost 

than another producer is said to have a comparative advantage in producing that good.  

 

Approach towards the problem 

Calculate the opportunity costs of both food and clothing production for both Bill and 

Harry. 

 

Solving step wise 

Hillary’s opportunity costs: 

Hillary can produce 3 units of clothing or 2 units of food in an hour. 

            2 units of food = 3 units of clothing. 

 

Opportunity cost of 1 unit of clothing = 
2

3
units of food 

                                                             = 0.67 units of food. 

Calculate the opportunity cost for food. 

            1 unit of food = 
3

2
units of clothing 

                      = 1.5 units of clothing. 

The opportunity cost of 1 unit of food =1.5 units of clothing. 

 

 

Bill’s opportunity costs: 

Bill can produce one unit of clothing or one unit of food in an hour. 

            1 unit of food = 1unit of clothing. 

 

Thus the opportunity cost of 1 unit of food is 1 unit of clothing. Similarly, the 

opportunity cost of 1 unit of clothing equals 1 unit of food. 
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Final answer and conclusion 

Comparative advantage in food production: 

From the opportunity costs calculated, observe that Bill has a lower opportunity cost 

in producing food than Hillary. 

 

A unit of food costs Bill 1 unit of clothing, but it costs Hillary 1.5 units of clothing. 

Thus, Bill has a comparative advantage in producing food.  

 

Comparative advantage in cloth production: 

 

Similarly, Hillary has a lower opportunity cost in producing clothing than Bill. A unit 

of clothing costs Hillary 0.66 units of food, but it costs Bill 1 unit of food. Thus, 

Hillary has a comparative advantage in producing clothing. 

 

Incorrect way of solving: 

Solution: 

Bill has a comparative advantage in producing food and Hillary has a comparative 

advantage in producing clothing. 

Explain: The term “comparative advantage” is used to describe the opportunity cost of 

two producers. Opportunity cost is the cost that must be given up to obtain some item. 

The producer that produces a good at a lower opportunity cost than another producer 

is said to have a comparative advantage in producing that good.  

 

 

In this question, time spent in producing food takes away from time available for 

producing clothing. The producer who gives up less of clothing to produce food has 

the less opportunity cost of producing food, and the producer is said to have a 

comparative advantage in producing food. Similarly, the producer who gives up less 

of food to produce clothing is said to have a comparative advantage in producing 

clothing. 

 

 

Bill has a lower opportunity cost of producing food than Hillary: A unit of food costs 

Bill 1 unit of clothing, but it costs Hillary 1.5 units of clothing. Thus, Bill has a 

comparative advantage in producing food. Similarly, Hillary has a lower opportunity 

cost of producing clothing than Bill: A unit of clothing costs Hillary 2/3 units of food, 

but it costs Bill 1 unit of food. Thus, Hillary has a comparative advantage in 

producing clothing. 
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Mistakes in this incorrect example: 

1. Definition or brief explanation of the concept is not provided as a separate 

step. 

2. Brief explanation of the approach towards the problem is not provided  

3. Supportive calculations are not given. 

4. Final answer and conclusion are not written properly. 

B. Equations: 

Use MathType or Microsoft Equation 3.0 available in MS Office 2007/2010 to 

type any equation. Variables should be italicized based on textbook style. 

C.  Graphs: 

1. Draw a clear, readable, and well-labeled graph.  

2. Draw a graph using graphing tools like CorelDraw, Serif DrawPlus.  

3. Do not start a solution directly with a graph. Instead, include a brief explanation 

before drawing a graph. 

4. Do not copy or scan the graphs and figures from the textbook.  

5. If the question asks to show any specific parameter like deadweight loss, profit region 

or loss region in a figure, shade the region with a separate color.  

For example, To show the deadweight loss in the figure below, when the supply is 

only 4 units, first mention that the area under the triangle CDE is the deadweight loss, 

and then shade the relevant region with a different color to make the student identify 

the region more easily. 

 

6. Illustrate the graph whenever the question is specific to a graph. 
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For example, if a question asks for an explanation of a situation that needs to be 

explained with the help of a graph, then a graph illustrating the effects should be 

created.  

Example Solution:  

Effect of increase in supply on the price and revenue: 

The effect of an increase in the number of seats in the football stadium on total 

revenue and price can be explained by the figure. 

In this figure, the increase in supply of seats shifts the supply curve rightward from S1 

to S2 along the demand curve, thereby decreasing the price from P1 to P2 and 

increasing the quantity demanded from Q1 to Q2. The quantum of decrease in the 

price is less than the quantum increase in the quantity demanded which results in 

increase in total revenue from A to B and is elastic.  

 

7. Draw arrows appropriately for showing the directions of the shifts in the curves as 

shown below: 
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8. When the question asks to compare or contrast two situations, then the graphs of both 

the situations should appear side by side.  

For example: When a question asks to explain the excess capacity scenario of 

monopolistic competition with respect to perfect competition, we have to represent 

both the relevant graphs side by side and illustrate them. 

 

The explanation should start with describing both the markets and later should explain 

why the excess capacity occurred in monopolistic competitive market and not in the 

perfect competitive market based on the graph. 

D. Tables: 

 

Use Excel tables for creating tables and paste them into your Microsoft Word file in an image 

format. Send respective excels along with the word file. The name of the Microsoft excel 

should have the same name as the Microsoft word file. Include all the tables related to one 

file in one excel only.’ Make sure that to include the name of the table in the same image 

object instead of typing it separately. 

 

 

Back 
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Example solutions - Economics 

List of changes made over Version 9.1 

 
(1). Economics MCQ example 2 has been modified as per MCQ guidelines….page no.238 

 

(2). All the images in example 3 are modified………………………………….page no.239 

 

List of changes made over Version 9.2 

 
(i). Economics example 2 - MCQ solution modified as per the latest guidelines…………Page no. 252 

 

(ii). Economics example 4 – True of False type has been added………………………………...Page no. 258 

 

(iii). Economics example 7 – VSAQ type has been added…………………………………………...Page no. 262 

 

List of changes made over Version 9.3 

 
 Tab spaces for equations removed and images modified. 
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Economics Example 1: Calculation Based 
 

Question: 

 

In a competitive market, a firm receives $500 in total revenue and $10 in marginal revenue. 

Calculate the average revenue and units sold.  

 

 

Solution:  
 

Marginal revenue (MR) is equal to the Price (P) for a firm operating in a competitive market.  

MR = P  

Therefore, P = $10  

Total Revenue (TR) is the product of the Price (P) and Quantity. 
QuantityTR P   

 

 

Write Quantity in terms of TR and P.  

Quantity
TR

P
  

 

Substitute $500 for TR and $10 for P.  
$500

Quantity
$10

  

Therefore, the total number of units sold is 50.  

 

 

Average revenue (AR) is the revenue earned per unit. AR can be obtained by dividing the total 

revenue (TR) by the number of units sold.  

Quantity

TR
AR   

Substitute $500 for TR and 50 for Quantity.  
$500

50
AR   

Therefore, the average revenue is $10.  

Note: for a firm operating in a competitive market, MR = AR = P. 
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Economics Example 2: Multiple Choices type 
Question  

 

Computer programs, or software, are an example of: 

a. Land. 

b. Labor. 

c. Capital. 

d. None of the above. 

 

 

Solution 

 

Land is a natural resource produced or provided by nature. Computer programs clearly do not 

fit into this definition. 

 

Labor is a worker’s ability to produce goods or services. A computer program is not a human; 

therefore, it cannot fall under the category of labor. 

 

 

Therefore, by the above explanation, options a, b and d are incorrect. 

 

 

Capital is by definition a physical object, either plants, machinery, or equipment, that can be 

used to produce other goods. Capital is human-made, which means that it does not occur 

naturally on earth. Computer software adheres to this definition. 

 

 

Computer programs are an example of capital. Therefore, Option (c) is correct. 
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Economics Example 3: Excel Based 
Question: 

 

A manufacturing company selling goods is considered. The number of workers and output 

schedule is given below: 

 

 
 

 

a) Calculate marginal products. Explain the pattern of values. 

b) Cost of worker is $100/day, and the fixed cost is $200. Calculate the total cost. 

c) Calculate average total cost. Explain the pattern. 

d) Calculate the marginal cost. Explain the pattern. 

e) Compare marginal product and marginal cost and explain the relationship. 

f) Compare average total cost and marginal cost. Explain the pattern. 

 

 

Solution: 

 

a)  

 

Marginal product is the change in the Output for an additional unit of labor. 

Calculate the Marginal Product (MP) values using the formula, 
output

workers
MP





 

 

Fill the required table with the obtained Marginal Product values. 

 

 
 



 

14 
 Copyright@2016 chegg.com 

The following observations have been made from the table: 

 Initially, there is an increase in the Marginal Product along with the increase in the 

number of workers (up to 3 units). 

 Beyond 3 workers, there is a decrease in the Marginal Product values.  

 

 

b)  

 

The formula to calculate the Total cost is, 

Total Cost = Fixed Cost + Variable Cost 

 

First, calculate the Variable cost. 

Variable Cost = Number workers Wage rate of $100 per worker 

 

Then, calculate the Total Cost values and fill up the values in the following table: 

 

 
 

 

Now, fill the required table with the obtained Total Cost values. 
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c)  

 

Calculate the Average Total Cost (ATC) using the formula,  

Total Cost
ATC = 

Output(or Total Product)
 

 

 
 

 

Fill the required table with the calculated ATC values: 

 

 
 

  

Graph the tabulated ATC values. 

ATC Curve: 
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It can be observed that when the output or total product is low, ATC is low and reaches the 

minimum between 120 and 140 units of output. However, a further increase in the output 

causes a gradual increase in the ATC, forming a U-shaped curve.  

 

 

d)  

 

Calculate the Marginal Cost values for all the levels of output using the formula, 

ΔTotal Cost
MC = 

ΔOutput
  

Fill the required table with the calculated Marginal Cost values. 

 

 
 

 

Plot a graph with the tabulated values. 

 

 
 

Observe the pattern of Average Total Cost (ATC) and Marginal Cost (MC) in the graph. 

 

Notice that the Marginal cost curve forms a U–shape, falling up to 90 units of production, and 

beyond that point it starts rising. Observe a steep increase in Marginal cost at the output 

levels of 150 and 155 units. It intersects with ATC curve at the output level of 140 units.  

Furthermore, observe that the MC intersects with ATC at ATC’s minimum point. 
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e)  

 

Compare the Marginal Product and Marginal Cost using the following table: 

 

 
 

The following observations have been made from the table: 

 At low levels of output (up to 90 units), there is an increase in the Marginal 

Product, and a decrease in the Marginal Cost.  

 At higher levels of output (more than 90 units), there is a decrease in the Marginal 

Product and an increase in the Marginal Cost. 

 Hence, it can be concluded that the marginal cost is inversely proportional to the 

marginal product. 

 

 

 

f)  

 

Compare ATC and MC using the following table: 
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The following observations have been made from the table: 

 When MC is less than ATC (up to 140 units), ATC is falling.  

 When MC is greater than ATC (more than 140 units), ATC is rising. 

 Furthermore, the MC curve intersects the ATC curve at ATC’s minimum (i.e., when 

output = 140 units, ATC =$5).  

 The point of intersection between MC and ATC at ATC’s minimum value is called 

the efficient scale. 

 

 

 

The following table consists of all the required details: 
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Economics Example 4: True or False type 
Question 

 

 Economists generally have more to say about equity than efficiency. T/F 

 

 

Solution 

 

Efficiency is the measure of how well resources (in an industry; economy) are allocated and 

consumed.  

 

Equity has to do with the question of fairness and where those resources are allocated.  

 

 

Since there exist different opinions about what is actually considered “fair,” economists tend 

to stray away from the subjective issue of equity and focus more on the efficiency of 

economic decisions.  

 

 

The provided statement has it reversed: economists generally have more to say about 

efficiency than equity; therefore, it is false. 
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Economics Example 5: Conceptual 
Question:  

 

Suppose that the government gives a fixed subsidy of T per firm in one sector of the economy 

to encourage firms to hire more workers. What is the effect on the equilibrium wage, total 

employment, and employment in the covered and uncovered sectors? 

 

 

Solution:  
 

The subsidy given by the government is for the firm and not for the number of labor. In 

addition, the subsidy is not fixing in relation to wages per hour or new job creation. Hence, 

the employment in either sector will not be affected. 

 

 

Subsidy will also cause secondary effects. The firms in the sector, not covered under the new 

law, might switch to producing goods, which are produced in the covered sector so as to 

become eligible for the subsidy. As a result, supply will decline in the sector not covered, and 

will rise in the covered sector. The changes in the output level will cause employment to 

increase in the covered sector and decrease in the sector not covered.  

 

 

The firms that are in the subsidized sector will pocket the subsidy as cash. This would cut 

down the cost of production, and this could be used to hire more workers. Increase in the 

demand for workers would raise the equilibrium wage rate. 

 

 

Due to the subsidy, more workers would be in demand in the subsidized sector than the 

unsubsidized sector. So, firms and workers start swapping their operations and move to the 

subsidized sector to avail the subsidy.  

 

Due to increase in demand for workers in subsidized sector, more workers would swap their 

operations from unsubsidized sector to the subsidized sector. In addition, the emptied 

positions in the unsubsidized sector would also be filled. Therefore, there would be an 

increase in the total employment. 
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Economics Example 6: Graphical/ Diagrammatic 
 

Question: 

 

Suppose that the Keynesian short-run aggregate supply curve is applicable for a nation’s 

economy. Use appropriate diagrams to assist in answering the following questions: 

 

a) What are the two factors that can cause the nation’s real GDP to increase in the short-

run? 

 

b) What are the factors that can cause the nation’s real GDP to increase in the long-run? 

 

 

Solution: 

 

Keynesian short-run aggregate supply (SRAS) curve represents the relationship between the 

price level and real GDP.  

a)  

 

The two factors that can cause Nation’s real GDP to increase in the short run are as follows:  

 Rise in Aggregate Demand will increase the real GDP in the short-run. 

 Due to excess capacity of the factors of production, particularly labor, wages can be 

held constant and can be utilized for an increase in production. 

 

The following figure shows an increase in GDP in the short run: 
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The short-run aggregate supply curve is a horizontal line at a given price level, 120, 

represented by SRAS in Figure-1. An increase in the aggregate demand from AD1 to AD2 

will increase the level of GDP per year to $16 trillion. 

 

 

b)  

 

The two factors that can cause the nations real GDP to increase in the long run are follows:  

 

 Existing capital equipment can be used more intensively so as to increase the real 

GDP in the long run. 

 Higher price level leads to increased profits from additional production. Thus, it leads 

to an increase in level of GDP. 

 

The following figure shows an increase in GDP in the long-run: 

 

In figure-2, there is a partial adjustment in the price level that makes the SRAS slope upward, 

and its slope is steeper, after it crosses long-run aggregate supply, LRAS. This is because 

higher prices induce firms to raise their production levels. As a result, the real GDP increases 

from $15.0 trillion to $15.5 trillion. 
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Economics Example 7: Very Short Answer Type 
 

Question: 

 

What are the opportunity costs of developing wind farms to generate “clean” electricity? 

Should we make the investment? 

 

 

Solution: 

  

Opportunity cost is the cost of opportunity foregone ahead of the chosen option. 

 

 

The opportunity cost of developing wind farms is the amount of capital investments our 

economy needs to make in order to gain the technology for cleaner energy. In addition to the 

money being spent on building wind farms, the economy needs to allocate factors of 

production (land, labor, capital, and entrepreneurship) to wind farm developments that could 

be used to produce something else instead. 

 

 

Compare the opportunity costs of generating cleaner energy to the outcomes received, such as 

the use of less fossil fuel, which reduce air pollution. The investment should be made 

depending if the benefits outweigh the costs and this is up to the government’s decision. 

 

 
 

 

Back 


