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PREFACE  

Economics is the branch of social science that deals 
with the production, distribution, consumption of 
goods and services and their efficient management. It is 
broadly classified into Micro and Macro economics. 
Micro economics helps us to analyze the economic 
behaviour of small individual economic units whereas 
macro economics deals with the behaviour of economy 
as a whole.    
We present to you "Std. XII: Economics" with a 
revolutionary fresh approach towards content thus 
laying a platform for an in-depth understanding of the 
subject.   
This book has been written according to the revised 
syllabus and guidelines as per the State Board and 
covers answers not only to the textual questions but also 
for board question papers from March 08 to July 18.   
In addition to this, we have included extra questions in 
each lesson that not only aim at covering the entire 
topic but also make students ready to face the 
competition. The sub-topic wise classified “Question 
and Answer” format of this book helps students in easy 
comprehension.    
Furthermore, we have provided model answers to each 
question in the form of pointers which makes it easy for 

students to memorize and reproduce the answers in 
their examinations.   
We have incorporated “Mnemonics” to facilitate easy 
answer recall. Every chapter ends with a Quick Recap to 
facilitate quick revision of the lesson learnt. The book 
also includes two model question papers as per the 
latest paper pattern. The model questions are provided 
with relevant marking schemes so as to highlight the 
importance of each question.  
We are sure this study material will turn out to be a 
powerful resource for students and facilitate them in 
understanding the concepts of this subject in the most 
lucid way.    
The journey to create a complete book is strewn with 
triumphs, failures and near misses. If you think we've 
nearly missed something or want to applaud us for our 
triumphs, we'd love to hear from you.  
Please write to us on: mail@targetpublications.org 
 

Best of luck to all the aspirants!  
Yours faithfully,  
Publisher 
 
Edition: Second  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
    

Disclaimer 
 
This reference book is transformative work based on textual contents published by the Maharashtra State Board of Secondary and Higher Secondary Education, Pune. We 
the publishers are making this  reference book which constitutes as fair use of textual contents  which are transformed by adding and elaborating, with a view to simplify the 
same to enable the students to understand, memorize  and reproduce the same in examinations. 
 
This work is purely inspired upon the course work as prescribed by the Maharashtra State Board of Secondary and Higher Secondary Education, Pune. Every care has been 
taken in the publication of this reference book by the Authors while creating the contents, the Authors and the Publishers shall not be responsible for any loss or damages 
caused to any person on account of errors or omissions which might have crept in or disagreement of any third party on the point of view expressed in the reference book.  
 
© reserved with the Publisher for all the contents created by our Authors. 
 
No copyright is claimed in the textual contents which are presented as part of fair dealing with a view to provide best supplementary study material for the benefit of 
students.    

Gyan Guru (GG)  
We present to you our mascot 'GG', who has been proudly 

introduced by us for the very first time. GG is a student-buddy 
who pops up throughout the book and draws your attention to 

important bits of knowledge also termed as 'Good to Know'. 
These 'Good to Know' sections help you understand a concept 
distinctly with a corresponding example from your immediate 

environment. This is our initiative in education that helps linking 
learning to life and we're hopeful that you are going to love it. 
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BOARD PAPER PATTERN 

Time: 3 Hours               Total Marks: 80 
  
Q.1. Objective type questions:      [16]  
 Includes three sub-questions. All sub-questions are compulsory.  
 (A) Fill in the blanks with appropriate alternatives given in the brackets: 
  Five sub-questions will be given. Each sub-question carries four options. [one mark each] 
 (B) Match the following: 
  It contains 5 points in Group ‘A’ and 8 options in Group ‘B’. [one mark each]  
 (C) State whether the following statements are True or False: 
  Six sub-questions will be given. [one mark each]    
Q.2. (A) Define or Explain the following concepts:     [06] 
  (Any three out of six) [2 marks each] 
 (B) Give Reasons or Explain:     [06] 
  (Any three out of six) [2 marks each]    
Q.3. (A) Distinguish between the following:     [06] 
  (Any three out of six) [2 marks each] 
 (B) Write short notes on:      [06] 
  (Any two out of four) [3 marks each]    
Q.4. Answer the following questions:      [12] 
 (Any three out of six) [4 marks each]   
Q.5. State with reasons, whether you agree or disagree with the following statements: [12] 
 (Any three out of six) [4 marks each]   
Q.6. Answer the following questions in detail:     [16] 
 (Any two out of four) [8 marks each]  

         Total:  80          
Scheme of Evaluation 

  Marks 
(A) Written Examination 80 
(B) Project (with Viva) 20 
 Total: 100  

(A) Unitwise Weightage  
Sr.No. Units Marks Marks with Option 

Section – A 
1. Introduction to Micro Economics 4 08 
2. Consumer’s Behaviour 6 10 
3. A. Demand Analysis 8 15 
 B. Elasticity of Demand 8 15 

4. Producer’s Behaviour 6 10 

5. 
Forms of Market & Price Determination 
Under Perfect Competition 

6 10 

6. Factors of Production 4 06 
Section – B 

7. Introduction to Macro Economics 4 08 
8. National Income 6 13 
9. Determinants of Aggregate 8 15 
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10. Money 4 07 
11. Commercial Banking 6 10 
12. Central Banking 6 10 
13. Public Economics 4 07 

 Total: 80 144  
(B)  Weightage to Objectives  

Sr. No. Objectives  Marks Percentage Marks with Option 
1. Knowledge 17 21 30 
2. Understanding 20 25 36 
3. Application 28 35 50 
4. Skill 15 19 28 
 Total: 80 100 144 

 
(C)  Weightage to Type of Questions  

Sr. No. Objectives  Marks Percentage Marks with Option 
1. Objective 16 20 16 
2. Short Answer  48 60 96 
3. Long Answer  16 20 32 
 Total: 80 100 144     

 
  

Sr. No. Topic Name Page No. 
 Section – A (Micro Economics)  

1. Introduction to Micro Economics 1 
2. Consumer’s Behaviour 11 
3. A. Demand Analysis 30 
 B. Elasticity of Demand 50 

4. Producer’s Behaviour 70 
5. Forms of Market & Price Determination under Perfect Competition 99 
6. Factors of Production 114 
 Section – B (Macro Economics)  

7. Introduction to Macro Economics 129 
8. National Income 141 
9. Determinants of Aggregate 165 

10. Money 194 
11. Commercial Banking 211 
12. Central Banking 228 
13. Public Economics 247 

 Model Question Paper - I 263 
 Model Question Paper - II 265 
 Board Question Paper : March 2017 267 
 Board Question Paper : July 2017 269 
 Board Question Paper : March 2018 271 
 Board Question Paper : July 2018 273 
 Board Question Paper : March 2019 275 

  
Note: All Textual questions are represented by * mark.  
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    Meaning of Production: 
    Production refers to the process of combining various material (land, capital, etc) as well as 

immaterial inputs (like organizational goals, plans, know-how, etc) in order to produce 
something for consumption (i.e. the output).  

    It is the act of creating output which has value (in terms of money) and contributes to the utility 
of individuals. 

 
    Definitions of Production: 
    As per Prof. Adam Smith, “Production is a creation of physical assets”. 
    As per Prof. Marshall, “Production is a creation of utilities”. 
    As per Prof. Mayers, “Any action undertaken for the exchange of commodities and services is 

production”. 
 
    Meaning of Factors of Production: 
    The resources required for the production of any commodity are called factors of production. 
    The factors of production include land, labour, capital and entrepreneur. 
    For the efforts in production, they are entitled to receive consideration in the form of rent, 

wages, interest and profit respectively. 
 
  
Q.1.    What is the meaning of ‘Land’ in economics? Also explain its characteristics.                  [8]  
Ans:    - In general, the word ‘land’ refers to the surface of the earth.  
    - However, in economics, land comprises all naturally occurring resources whose supply is fixed 

and which can be used as a factor of production.  
    - It is considered to be the “original and inexhaustible gift 

of nature.”  
    - According to Dr. Alfred Marshall, “By land we mean 

not merely land in the strict sense of the word but the 
whole of materials and forces which nature gives freely 
for men’s aid in land, water, air, light and heat”.     

    - Thus according to Dr. Alfred Marshall, land includes 
all the natural resources that are available: 

     On the surface of earth. For e.g. water, river, forest,  
     agricultural land, mountains etc.  
     Below the surface of earth. For e.g. coal, gold, silver etc. 
     Above the surface of earth. For e.g. air, sunlight, heat etc. 
    The characteristics of land are as follows: [Mnemonic: F2INISH DD] 
  i.  Free gift of nature:  
    - Land is not created by mankind. It bears no cost of production. 
    - It is, on the other hand, a material resource which is provided by nature free of cost. 
  ii.  Passive Factor of production:  
    - Land is a passive factor of production, i.e. it cannot produce anything by itself. 
    - It becomes productive only when the other factors of production such as labour, capital etc. are 

used with it. 
  iii.  Perfectly Inelastic Supply:  
    - The supply of land is perfectly inelastic in nature i.e. the total volume of land cannot be increased 

or decreased.  

Introduction 

Air, Sunlight, Heat

Water, Rivers, Forests,
Agricultural land  

Coal, Minerals, Gold, Silver

Above 
surface

On 
surface

Below 
surface

 Land 

06.Factors of Production
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    - In other words, the availability of land at any time is fixed. 
    - It should be noted that, the utility of land can be increased by applying labour and capital.  
  iv.  No geographical mobility:  
    - Land has no geographical mobility i.e. it can’t move from one place to another. 
    - It is the least mobile factor of production. 
    - But, it should be noted that, land has occupational mobility i.e. it can be put into some other 

alternative use.  
    - For e.g. Farming area can be used to build residential plots.   
  v.  Permanent and Indestructible factor:  
    - Land is an indestructible factor of production i.e. it can never be destroyed completely.  
    - However, the fertility of land may reduce over a long period of time.   
  vi.  Site Value:  
    - The value of land depends on its location.  
    - A land situated near an urban area will have higher site value as compared to the land located 

near a rural area. 
    - For e.g. A plot of land near the sea shore in Mumbai will have higher site value as compared 

to the plot located far away from the sea.  
  vii.  Heterogeneous factor:  
    - All lands differ from each other in terms of their fertility.  
    - One cannot expect to get same quantity or quality of production from different pieces of lands. 
    - Also, there are different grades in land. 
    - Due to the grading factor, the superior land will command a higher price in the form of rent as 

compared to an inferior one. 
    Thus, it is rightly said that, land is a heterogeneous factor.  
  viii.  Diminishing marginal returns:  
    - Land is subject to the law of diminishing marginal returns.  
    - As more and more inputs (like labour, capital, etc) are employed on the same piece of land, the 

total output increases. 
    - However, the output increases at a diminishing rate. 
    - In other words, the productivity of land decreases / diminishes with time. 
  ix.  Derived demand:  
    - The demand for land is derived i.e. indirect. 
    - This is because; land cannot satisfy a want directly. 
    - Its demand depends on the demand of other goods and services.  
    - For e.g.  The demand for agricultural land is derived from the demand for agricultural products. 
 
  
Q.2.    What is the meaning of ‘Labour’ in economics? Also explain its characteristics.              [8]  
Ans:    - Labour is a human factor of production.  
    - It is the most active and living factor of production, without which production process is not 

possible. 
    - According to Dr. Alfred Marshall, “Any exertion of mind or body undergone partly or wholly 

with a view to earning some return other than the pleasure derived directly from the work is 
called labour”.  

    - In simple terms, any exertion of human body and mind with a view to earn money is labour. 
    - For e.g. The food cooked at home by a lady will not be considered as labour. This is because, 

she is cooking for free. Now, if the same lady starts cooking at a nearby restaurant, it will be 
called as labour. This is because; she is doing such to earn a livelihood.    

Labour 
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    The characteristics of labour are as follows: [Mnemonic: LAW FILMS] 

  i.  Efficiency of Labour:  
    - The efficiency of labour differs from labourer to labourer on account of various factors such 

as skills, efficiency, education, training, culture, physical strength, etc. 
    - Thus, it can be concluded that, labour is a heterogeneous factor of production.  
    - Due to the varied efficiencies, labour is categorized under different classes such as skilled 

labour, semi-skilled labour and unskilled labour. 
    - It is to be noted that, many-a-times, even the quality of labour provided by the same labourer 

may differ on two separate occasions.    

  ii.  Human and Active factor of production:  
    - Labour being a human factor has likes and dislikes.  
    -  Hence, he cannot be treated as a machine. 
    - Other factors become productive only after the application of labour. 
    - Therefore, labour is the most active factor of production. 

  iii.  Inseparable from the body of the Worker:  
    - Labourer and his work (i.e. labour) can never be separated from each other.  
    - Therefore, the labourer must be present at the site where he is supposed to render his 

services. 

  iv.  Perishable Factor:  
    - Labour is perishable in nature.  
    - It cannot be saved or stored for future use when the labourer is absent or is unwell. 
    - In simple words, if the labourer is absent for a day, his labour for that day is lost forever.  

    - For e.g. If a bank employee is absent on 15th March, it is not possible to stock the services 
that he would have given on that day and use it on some other day. 

  v.  Relatively Inelastic Supply of labour:  
    - As the working population is between the age group of 15-59 years, it becomes practically 

difficult to quickly increase / decrease the number of labourers to meet the demand for 
labour. 

    - Thus, the supply of labour is relatively inelastic in nature during the short period of time.  
  vi.  Less Bargaining power:  
    - Individual labourer has a weak bargaining power.  
    - He would prefer working at a lower wage rate rather than remaining unemployed.  
    - However, in modern days, labourers form trade unions and through these unions, they can 

put forward their demands like better working conditions, higher wages, etc. 

  vii.  Restricted Mobility:  
    - Labourer gets emotionally attached to the locality in which he resides, the culture in which he 

is brought up, his friends and family members, climatic conditions, etc.  
    - Due to the above mentioned reasons, many labourers may be hesitant to move from one 

place to other.     
    - Thus, it is said that, the geographic mobility of labour is restricted.   

    - It is rightly quoted by Adam Smith that, “Of all the luggages, the labour is the most difficult 
to be transported.” 
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  viii.  Labour Sells his labour and not himself:  
    - As quoted by Dr. Alfred 

Marshall, “the labourer sells his 
labour, but he himself remains 
his own property” i.e. the 
labourer sells his labour (in 
return of wages) and not 
himself. 

    - When the employer hires a 
labourer, he has the right on his 
labour (i.e. his work), but not on 
the labourer.  

 
 
 
Q.3.    What is the meaning of ‘Capital’ in economics? Also explain its characteristics.              [8] 
Ans:    - Ordinarily, the term ‘capital’ means money that is invested or re-invested in a business.  
    - In economics, it refers to that part of wealth which is used for further production of wealth. 
    - Capital is, thus, a man-made factor of production.  
    - In order to start the process of production, the capital (in terms of amount of money) has to 

be converted into capital goods like building, machinery, raw materials, fuel, etc. 
    - According to Bohm Bawark, “Capital is a produced means of production”. It refers to the 

stock of capital assets which yield income.  
    The characteristics of capital are as follows: 
  i.  Man-made factor:  
    - Capital is a man-made factor of production.  
    - Man produces capital in the form of plant, machinery, building, vehicles, etc.  
  ii.  Mobile factor of production:  
    - Capital has the highest mobility (both, geographically as well as occupationally). 
    - Due to this, movement of capital from one place to another and from one occupation to 

another is easily possible.  
  iii.  Passive factor of production:  
    - Capital is a passive factor of production. 
    - It cannot produce anything of its own. 
    - It becomes productive only when labour works on it.  
    - However, it increases the efficiency of other factors of production. 
  iv.  Elastic Supply:  
    - Supply of capital goods is elastic in nature as the supply of capital can be increased / 

decreased depending on the requirement.  
    - If one intends to increase the supply of capital, he/she can do so by increasing the savings 

and investments.  
  v.  Derived demand:  
    - Capital goods can’t directly satisfy human wants. 
    - They are used in the production of goods and services, which satisfy wants of consumers.   
    - Thus, capital has a derived demand.  
  vi.  Capital is part of wealth:  
    - The features of wealth include utility, scarcity, transferability and externality. 
    - Capital possesses all the above mentioned qualities and hence we can say that all capital is 

wealth. 
    - However, it is to be noted that, all wealth is not capital as all things which are termed as 

wealth cannot be used in the production process.  

Capital 

 Good to Know: 
 As per the Factory Act, 1948, if a 

worker works for more than 48 hours a 
week or 9 hours a day, he has the right 
to receive twice his ordinary wage as 
overtime. 
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  vii.  Durability:  
    - Unlike labour, capital is not perishable in nature.  
    - Capital assets like machinery, building, etc. are durable in nature, which contribute to the 

process of production for a longer period of time. 
    - However, such assets are subject to depreciation in value. 
  viii.  Productive factor:  
    - Use of capital not only improves the efficiency of land and labour, but also increases the total 

production.  
    - Thus, capital is the most important factor in a production process.  
    - In simple words, it can be said that, without capital, production is not possible. 
 
*Q.4.    Write a short note on: Types of Capital.                       [Mar 14, 17] [3] 
Ans:    - Capital refers to that part of wealth which is used for further production of wealth. It is a 

man-made factor of production.   
    - Capital can be classified into following four groups: 
  i.  On the basis of Ownership: 
     Private or Personal Capital:  
     - Such type of capital is owned by an individual / institute i.e. group of individuals.  
     - For e.g. A firm owned by an individual; building of a company, etc.  
     Social or Public Capital:  

     - Such type of capital is owned 

collectively by the society or 

the government.  

     - For e.g. Roads, government 

schools, public parks, etc. 

  ii.  On the basis of Durability:  
  Fixed Capital:  
  - Such type of capital is used in production process again and again.  
  - Fixed capital enjoys longer life and depreciates gradually.  
  - It remains constant in the short run irrespective of the output. 
  - For e.g.: Machinery, factory building etc.  

     Working or Circulating or Variable Capital:  
     - Such type of capital is used in production process only once.  
     - For e.g. Raw material, power, fuel etc. are working capital as they can be used only once in 

the process of production.  
          iii.  On the basis of Mobility:  
     Sunk Capital:  
     - Such type of capital is used for a specific purpose only.  
     - It cannot be used for any other purpose. 
     - For e.g. Washing machine, Xerox machine, printing machine etc.   
     Floating Capital:  
     - Such type of capital has several alternative uses.  
     - For e.g. Electricity, fuel, coal etc.  
     iv.  On the basis of Nature:  
     Real Capital:  
     - It is the physical capital that is used in the production process.  
     - It is used to produce goods. 
     - For e.g. Machinery, raw materials, equipments etc. 

 Good to Know: 
 ‘Blank Noise’ - an Indian 

community project, 
conducts ‘Meet to Sleep’ 
activities (in India); where 
women gather in a park 
for a nap to claim their 
right to public places.   
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     Money Capital:  
     - It is the capital that is in the form of money.  
     -  Only with the help of money capital, real capital like raw material, machinery, etc. can be 

purchased.  
  
Q.5.    Explain the meaning of an Entrepreneur. What are the essential qualities of an 

Entrepreneur?                                              [8] 
Ans:    - Ordinarily, an entrepreneur means any person who conducts business to earn variable 

reward in the form of profit.  
    - In economics, an entrepreneur is referred to the one who combines all factors of production 

such as land, labour and capital. 
    - He also organizes and supervises the process of production by undertaking all risks.  
    - To sum up, the entrepreneur is the initiator, organizer, controller and risk bearer of a business.  
    - According to F.H. Knight, “An entrepreneur is a person who performs dual function of risk 

taking and control”. 
    - According to Schumpeter, “Entrepreneur is associated with innovation”.   
    The essential qualities of an entrepreneur are: [Mnemonic: SOLID BiKE Value] 
  i.  Self-Confident:  
    - An entrepreneur is required to be confident about his own ideas / goals / techniques. 
    - He is also expected to be the one who backs his own abilities. 
    - He should be able to develop confidence in his team, which in turn helps to maintain goodwill 

and reputation of his firm in the market.  
  ii.  Organizer:  
    - An entrepreneur should be a good organizer and a good co-ordinator. 
    - He must possess the sound ability to combine all the factors of production in a proper 

manner to achieve the desired results. 
  iii.  Leadership:  
    - The success of any business largely depends upon its leader.  
    - Hence, an entrepreneur must possess good leadership qualities.  
    - He should put the right person into the right job and give right directions to different factors 

of production. 
  iv.  Innovator:  
    - In layman’s language, innovation refers to renew or to create.  
    - Innovation may include:  
      introducing a new effective process; or  
      introducing a new product; or  
      a new way of doing the same things. 
    - The entrepreneur has to be an innovator and must try & create new ways to make the 

enterprise profitable as well as cost-efficient. 
  v.  Decision Maker:  
    - An entrepreneur should have the ability to take quick decisions with respect to investment, 

location, nature and sale of products etc. 
  vi.  Bold and Courageous:  
    - An entrepreneur should be able to face difficult times and adverse situations courageously 

and boldly. 
  vii.  Knowledgeable:  
    - An entrepreneur should have complete knowledge about his business, market conditions, 

new products, new technology etc. 
    - He shouldn’t be ignorant about stuffs that are related to business.  

Entrepreneur 
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  viii.  Efficient:  
    - An entrepreneur is expected to be intelligent, able and efficient so as to solve problems 

arising in the business.  
    - He should also ensure the optimum utilization of resources and avoid any unnecessary wastage.  
  ix.  Vision and foresight:  
    - An entrepreneur should be a 

man of vision, foresight, full of 
imagination and judgment so 
that he may be able to estimate 
the changes likely to take place 
in the market trends.     

*Q.6.    Explain in detail the functions of an Entrepreneur.  
OR 

    Entrepreneur is the ‘Captain of an Industry’. Explain.         [8] 
Ans:     An entrepreneur is referred to the one who combines all factors of production such as land, 

labour and capital.  
    He is described as the captain of the industry because he performs a variety of functions.  
    The functions of an entrepreneur are broadly classified into the following three categories: 
  i.  Organizing functions:  
    An entrepreneur has to perform following functions to organize business: 
     Factor Co-ordination:  
     - An entrepreneur has to co-ordinate other factors of production such as land, labour and 

capital in a manner that would help in achieving maximum results at a minimum cost. 
     Decision Making:  
     - An entrepreneur is a decision making factor in a production process.  
     - He has to undertake various crucial decisions like: 
       How to produce? 
      How much to produce? 
      When to produce? 
      Where to produce? 
      Where to sell? 
      How to sell?, etc.  
     Planning:  
     - Planning for an entrepreneur is a continuous process.  
     - An entrepreneur has to: 
     - Plan in advance (regarding the production process),  
     - During the production process (in case of some desirable changes) and  
     - Post production (regarding the sales of his products, after-sales-service, etc). 
     Supervision:  
     - An entrepreneur is expected to supervise the functioning of the business.  
     - He should keep a continuous check on the working of factor inputs in order to achieve the 

desired results. 
     Making factor payments:  
     - An entrepreneur has to make fixed contractual payments to all factors of production,  

i.e. land (rent), labour (wages) and capital (interest).  
     - He must distribute the payments according to the contribution made by each factor in the 

process of production. 
  ii.  Risk and Uncertainty bearing function:  
    - An entrepreneur is required to undertake risks and uncertainties in the business.  
    - He has to bear the following two types of risk: 

 Good to Know: 
 Dhirubhai Ambani conceptualized 

the 7.5 million tonnes Hazira 
petrochemicals complex in late 80s, 
when there were very few projects 
in India at that scale. 
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     Insurable risk:  
     - It is the risk which is insured by the insurance company.  
     - If the entrepreneur suffers any loss (which is insured), he can reimburse the same from the 

insurance company.   
     - For e.g. Risk of loss by fire / flood / accident etc.  
     Non - Insurable risk or Uncertainties:  
     - It is the risk which is unexpected and cannot be insured by the insurance company.  
     - For e.g. Risk of loss due to the change in demand for a commodity / change in government 

policy / availability of close substitute for the product etc.  
   iii.  Innovative function:  
    - According to Schumpeter, “an 

entrepreneur is a person who 
introduces innovative changes 
in an enterprise.”  

    - He also states that the 
introduction of innovation is the 
soul of entrepreneurial function.  

    - This function of an entrepreneur  
     includes development of new products, new technology, finding new markets, to find new 

sources of raw materials, new methods for sales promotion, finding of new place to bring out 
the change in shapes and cover of the product, etc.  

   
I.    Fill in the blanks with appropriate alternative from those given in the brackets:              

 [1 mark each]  
  *1.  _______ is regarded as primary factor of production.                       

(Land / Labour / Capital / Entrepreneur)  
  *2.  Land is a free gift of _______.                                      [Oct 08]                       

 (nature / human / foreign / nation)   
   3.  Supply of land is _______.                                     [Mar 97, 01]                       

            (limited / unlimited / more / less)  
  4.  The supply of land is _______.                                 [Mar 13]  

(elastic / perfectly elastic / perfectly inelastic / more elastic)                      
  *5.  Land is subject to _______ returns.  

                (increasing / constant / diminishing / negative)   
  6.  Labour is geographically _______.                        [Mar 08]     

(mobile / immobile / unlimited / none of the above)  
  7.  Stock of _______ is not possible.                            [Mar 12] 

                                            (capital / land / labour / money)  
  8.  Labour is a _______ factor of production.                              [Oct 10] 

(imperishable / perishable / convertible / non-convertible)   
  9.  Individual labourer has a _______ bargaining power.                                                

(strong/ weak / no / high) 
  *10.  Capital is _______ factor of production.                                             

(a real / an artificial / a natural / a free)  
   11.  Produced means of production is known as _______.                                                            [July 16]  

(land / capital / labour / entrepreneur) 

Multiple Choice Questions 

 Good to Know: 
 Godrej attracted millions of 

customers by launching first of 
its kind ‘fast card’ mosquito 
repellent. The innovative design 
made all the difference. 
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  12.  _______ is an example of variable capital. 
                        (Land/ Raw material / Machine / Building)  

  *13.  _______ is a leader of organization.           
         (A capitalist / A consumer / A seller / An organizer)  

  14.  Risk and uncertainty bearing is an important function of _______.                                  [Oct 12]  
(land / labour / capital / entrepreneur) 

 
   
 II.   Match the correct pairs:                                                       [1 mark each pair] 
  *1. 

 Group “A”  Group “B” 
i. Production                       [July 18] a. Profit 
ii. Land                            [Mar 16, 18] b. Captain of Industry 
iii. Labour                               [Mar 14] c. Creating utility 
iv. Reward of Capital       [Oct 14, 15] d. Rent 
v. Reward of entrepreneur e. Interest 
  f. Wages  

  Ans:   (i – c), (ii – d), (iii – f), (iv – e), (v – a)  
   2.  

 Group “A”  Group “B” 
i. Innovation a. Alternative use 
ii. Non insurable risk b. Accident 
iii. Insurable risk                    [Mar 15] c. Finding new market 
iv. Factors of production d. Specific use 
v. Sunk capital e. Change in demand and supply 
  f. Elastic 
  g. Derived demand  

  Ans:   (i – c), (ii – e), (iii – b), (iv – g), (v – d).  
 
  
III.    State whether the following statements are True or False:                        [1 mark each] 
  *1.  Land is a free gift of nature. 
  2.  Land has occupational mobility. 
  3.  Land is a man-made factor of production.                         [Mar 11] 
  *4.  Demand for labour is direct demand. 
  *5.  Labour and labourer are inseparable. 
  *6.  Labour cannot be stored. 
  7.  Labour is called the captain of the industry. 
  8.  Labour is a perishable factor of production.                                                                             [July 16] 
  *9.  Capital is a natural factor of production.                           [Mar 17] 
  10.  Capital is a produced means of production.            [Oct 12] 
  11.  All capital is wealth, but all wealth is not capital.             [Oct 09] 
  12.  Fixed capital is non durable in nature. 
  13.  Risk due to fire is an insurable risk. 
  Ans:  1. True  2. True 3. False 4. False  
    5. True  6. True 7. False 8. True 
    9. False  10. True 11. True 12. False  
    13. True 

Match the Pairs 

True or False 
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IV.   Distinguish between the following:                    [2 marks each]       
  *1.  Land and Capital.                           [Mar 08, July 16]       
  Ans:    

Sr. No. Land Capital 
i. Land includes all natural resources 

which are available on, above and 
under the surface of the earth.  

Capital refers to that part of wealth which 
is used for further production of wealth. 

ii. It is a natural factor and a free gift of 
nature. 

It is a man-made factor and is not a free 
gift of nature. 

iii. It receives rent as reward.  It receives interest as reward. 
iv. Land has inelastic supply. Capital has elastic supply. 
v. It is a permanent factor of 

production. 
It is a non-permanent factor as it is used in 
production process. 

vi. Land has no geographical mobility 
but has occupational mobility.  

Capital has both geographical as well as 
occupational mobility.  

  *2.  Fixed capital and Variable capital.                           [Mar 11, Oct 09]       
  Ans:    

Sr. No. Fixed Capital Variable Capital 
i. Such type of capital is used in 

production process again and again. 
Such type of capital is used in production 
process only once. 

ii. Fixed capital remains fixed, 
irrespective of the output.  

Variable capital varies directly with the 
output. 

iii. It is more durable in nature. It is less durable in nature. 
iv. It includes machinery, tools, 

equipments etc. 
It includes raw materials, fuel, power etc. 

 
  3.  Man-made factors and Natural factors.                          [Mar 10]      
  Ans:    

Sr. No. Man-made Factors Natural Factors 
i. These factors are produced by 

human beings. 
These factors are freely supplied by nature. 

ii. It includes capital, machinery, tools, 
equipments, building etc. 

It includes land, minerals, rivers etc. 

iii. The supply of these factors is elastic 
in nature. 

The supply of these factors is inelastic in 
nature.  

  *4.  Insurable risk and Non-insurable risk.     
  Ans:    

Sr. No. Insurable risk Non-insurable risk 
i. Insurable risk is that risk which is 

insured by the insurance company. 
Non-insurable risk that type of risk that is 
unexpected and cannot be insured by the 
insurance company. 

ii. It is predictable in nature and the loss 

due to such risk can be compensated. 
It is unpredictable in nature and the loss 
due to such risk cannot be compensated. 

iii. The amount of loss is borne by the 
insurance company. 

The amount of loss is borne by the 
entrepreneur himself. 

iv. For e.g. Risk of loss by fire / flood / 
accident etc.  

For e.g. Risk of loss due to the change in 
demand for a commodity / change in 
government policy / availability of close 
substitute for the product etc.  

Distinguish Between 
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  *5.  Labour and Entrepreneur.                         [Oct 12]     
  Ans:    

Sr. No. Labour Entrepreneur 
i. Any exertion of human body and 

mind with a view to earn money is 
labour.  

The person who co-ordinates /combines all 
factors of production is known as 
entrepreneur. He directs the entire 
production process. 

ii. Labourer gets reward for the labour 
provided in the form of wages. 

Entrepreneur gets variable reward in the 
form of profits. 

iii. He does not bear any risk or 
uncertainty. 

He bears all risks and uncertainty. 

iv. Labourers work as directed by the 
entrepreneur.  

Entrepreneur directs the other factors of 
production. 

v. The income of labour generally 
remains fixed over a period of time. 

The income of the entrepreneur (i.e. 
profit) is not fixed. It keeps fluctuating. 

 
 
 
V.     Give reasons or explain the following statements:                                            [2 marks each] 
  *1.  The entrepreneur is called a leader of the organization.                               [Mar 16, Oct 10]  
  Ans:  - The entrepreneur is a person who co-ordinates all factors of production.  

    - He understands the risks and uncertainties taking place and also carries out innovative 
functions in the business. 

    - He invests his capital and bears all the risks of the business. 

    - An entrepreneur takes various crucial decisions such as ‘how to produce?’, ‘how much to 
produce?’, ‘where to produce?’, ‘how to sell?’ etc.  

    - He is the initiator, organizer, controller and risk-bearer of a business.  

    Thus, it is correctly said that, an entrepreneur is called a leader of the organization. 
 
  2.  *Labour cannot be stored.                                                 [Mar 17]      

OR 
             Labour is highly perishable factor of production.          [Mar 09, 12, 13] 
   Ans:  - Labour is a human factor and the most active and living factor of production, without which 

production process is not possible. 
    - According to Dr. Alfred Marshall, “Any exertion of mind or body undergone partly or wholly 

with a view to earning some return other than the pleasure derived directly from the work is 
called labour”.  

    - It cannot be saved or stored for future use when the labourer is absent or is unwell. 

    - In simple words, if the labourer is absent for a day, his labour for that day is lost forever.  

    Therefore, labour is perishable and it cannot be stored. 
 
  *3.  Raw material is considered as a variable capital.               
    Ans:  - Variable capital refers to the capital which is used in the production process only once.  

    - Variable capital is used for or absorbed in the production of the finished output.  

    - Raw material is a variable capital because it is used only once in the process of production 
and is also absorbed in the production of the finished output.  

Give Reasons
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VI.    State with reasons, whether you agree or disagree with the following statements:   

[4 marks each] 
  *1.  The supply of land is fixed.                              [Oct 08] 
  Ans:  Yes, I do agree with the above statement.  
    Reasons: 
    - According to Dr. Alfred Marshall, land includes all the natural resources that are available: 
      On the surface of earth. For e.g. water, river, forest, agricultural land, mountains etc.  
      Below the surface of earth. For e.g. coal, gold, silver etc. 
      Above the surface of earth. For e.g. air, sunlight, heat etc. 
    - It is a material source, which nature has provided as a free gift to mankind. 
    - The supply of land cannot be increased or decreased by man as per his demand. 
    - Although the utility of land can be increased by applying capital and labour, its surface area 

can never be increased. 
    Thus, the supply of land is fixed i.e. perfectly inelastic in nature.  
 
  *2.   Profit is the reward for bearing risk only.  
  Ans:  No, I do not agree with the above statement. [Profit is a reward for conducting various 

functions like organizing, innovation and risk bearing] 
    Reasons: 
    - An entrepreneur is a person who performs various functions, takes necessary actions and 

decisions to run an enterprise smoothly and efficiently.  
    - He is the one who organizes the factors of production, manages, plans, supervises and 

controls the entire business.  
    - He invests his capital and bears all the risks of the business. 
    - An entrepreneur has to innovate (with regards to new products, new technology, new sources 

of raw materials, new organizational structure etc.) which helps him in earning profits. 
    Thus, profit is a reward not only for bearing risk but also for organizing, innovation and all the 

efforts that are made by the entrepreneur for running business.           
 
Q.1.    Define or explain the following concepts:                                                            [2 marks each] 
  *i.  Land                      [Oct 10, 14, 15] 
   Ans:  Refer Q.1.  “Definition of Dr. Alfred Marshall”.   
 
  *ii.  Labour      
   Ans:  Refer Q.2. “Definition of Dr. Alfred Marshall”.         [Mar 09, 13, 15]  
 
  *iii.  Capital      
  Ans:  Refer Q.3. “Definition of Bohm Bawark”                                    [Oct 08] 
 
  iv.  Fixed capital        
  Ans:  Refer Q.4. Point (ii) “Fixed Capital”. 
 
  v.  *Variable capital                                    [Mar 08, 12] 

OR  
    Working or Circulating capital             
  Ans:  Refer Q.4. Point (ii) “Working/Circulating/Variable Capital”. 
 
  *vi.  Entrepreneur                                           [Mar 10, 14, July 17, 18, Oct 10] 
  Ans:  Refer Q.5. “Definition of F.H. Knight and Schumpeter”.                

Additional Questions for Revision 

State with Reasons, Agree or Disagree 
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Q.2    Give reasons or explain:  
     *The supply of land is inelastic.                                                            [Mar 18, July 16, Oct 11] 

OR 
    The supply of land is fixed.                       [Oct 08] [2] 
  Ans:  Refer VI (1)                                                
Q.3.    Write short notes on:                                                                                               [3 marks each] 
  i.  Features of Land                                                                                                                   [Mar 16] 
   Ans:  Refer Q.1. “Characteristics of Land”.   
  ii.  Features of Labour                                                                                                                [Mar 18] 
  Ans:  Refer Q.2. (Only the characteristics of labour are expected)  
  *iii.  Qualities of an entrepreneur.       [Mar 11, July 18, Oct 15] 
   Ans:  Refer Q.5. (Any six points)       
  iv.  Functions of an Entrepreneur.             [Mar 15, Oct 09] 
  Ans:  Refer Q.6.                                     
  v.  Risk and uncertainty bearing functions of an entrepreneur.                           [Oct 14] 
  Ans:  Refer Q.6. Point (ii)                             
Q.4.    State with reasons, whether you agree or disagree with the following statements: 

               [4 marks each] 
  *i.  Labour is a perishable factor of production.                       [Mar 09]  
  Ans:   Yes, I do agree with the above statement.  
    Reasons:  
    Refer V (2)  
  *ii.  All risks are insurable. 
  Ans:  No, I do not agree with the above statement. [Only insurable risks are insurable] 
    Reasons:  
    Refer Q.6. Point (ii)  
  iii.  There are many features of labour.                                                                                   [July 17] 
  Ans:  Yes, I do agree with the above statement.  
    Reasons:  
    Refer Q.2. [Only features are expected]  
Q.5.    *What are the peculiarities of Land?          

OR 
             What are the features of Land?       [Mar 08, Oct 12] [4] 
Ans:    Refer Q.1. “Characteristics of Land”.               
Q.6.     *What are the features of Labour?                    [Oct 11, Mar 09] 

OR 
    Explain the characteristics of Labour.                       [Mar 08] [4] 
Ans:    Refer Q.2. “Characteristics of Labour”.                            
*Q.7.    What are the features of Capital?                                 [Mar 10, 12, Oct 08, 10] [4] 
Ans:    Refer Q.3. “Characteristics of Capital”.            
 
Q.8.    Explain the essential qualities of an Entrepreneur.                 [Mar 11] [8] 
Ans:    Refer Q.5. “Qualities of an Entrepreneur”.   
 
Q.9.    Write the functions of an Entrepreneur.                      [Mar 13] [4]                
Ans:    Refer Q.6.     
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QUICK RECAP 

i. Efficiency of Labour  
ii. Human and Active factor of 

production  
iii. Inseparable from the body of the

Worker  
iv. Perishable Factor  
v. Relatively Inelastic Supply of 

labour  
vi. Less Bargaining power  
vii. Restricted Mobility  
viii. Labour Sells his labour and not 

himself 

Characteristics of Labour 

[Mnemonic: LAW FILMS]

i. Free gift of nature  
ii. Passive Factor of production 
iii. Perfectly Inelastic Supply  
iv. No geographical mobility  
v. Permanent and Indestructible

factor  
vi. Site Value  
vii. Heterogeneous factor  
viii. Diminishing marginal returns  
ix. Derived demand  

Characteristics of Land 

[Mnemonic: F2INISH DD] 

i. Man-made factor  
ii. Mobile factor of production   
iii. Passive factor of production  
iv. Elastic Supply  
v. Derived demand  
vi. Capital is part of wealth  
vii. Durability  
viii. Productive factor 
 

Characteristics 

Capital

i. On the basis of Ownership:
Private or Personal Capital and
Social or Public Capital 

ii. On the basis of Durability: Fixed
Capital and Working or
Circulating or Variable Capital 

iii. On the basis of Mobility: Sunk
Capital and Floating Capital 

iv. On the basis of Nature: Real
Capital and Money Capital  

Types 

Factors of Production 

Profit 

Entrepreneur 

Interest

Capital

Wages 

Labour 

Rent 

Land 
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i. Self-Confident  
ii. Organizer  
iii. Leadership  
iv. Innovator  
v. Decision Maker  
vi. Bold and Courageous  
vii. Knowledgeable  
viii. Efficient  
ix. Vision and foresight 

Qualities of Entrepreneur 

[Mnemonic: SOLID BiKE Value] 

i. Factor co-ordination 
ii. Decision making 
iii. Planning 
iv. Supervision 
v. Making Factor payments 
 

Organizing function 

i. Development of new
products 

ii. Development of new
technology 

iii. Finding new markets 
iv. To find new sources of

raw materials 
v. New methods for sales

promotion,  
vi. Finding of new place to

bring out the change in
shapes and cover of the
product 

Innovative function 

i. Insurable risk 
ii. Non-insurable risk 
 
 
 
 
 

Risk and uncertainty 
bearing function 

Functions of Entrepreneur
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