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Practice
Questions CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Solve the following questions. Write your answers in the space provided.

1. What is economics and how does it relate to household
management?

Hint: Think about how families make daily financial decisions.

2. Discuss the three key questions in economics: What to
produce, How to produce, and For whom to produce?

Hint: Reflect on how these questions influence daily business decisions.
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Practice
Questions CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Solve the following questions. Write your answers in the space provided.

3. Explain the concept of opportunity cost with an example.

Hint: Consider other choices that could have had valuable benefits.

4. How does scarcity affect economic choices and decision-
making?

Hint: Think about common choices you encounter daily.
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Practice
Questions CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Solve the following questions. Write your answers in the space provided.

5. Compare and contrast the characteristics of planned, market,
and mixed economies.

Hint: Identify examples of each type of economy in real-world scenarios.

6. What role does government spending play in an economy?

Hint: Consider how your community benefits from government projects.
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Practice
Questions CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Solve the following questions. Write your answers in the space provided.

7. Define the concept of needs and wants and provide examples.

Hint: Think about items you or your family buy regularly.

8. Discuss how supply and demand influence market decisions.

Hint: Look at recent trends for popular products.
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Practice
Questions CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Solve the following questions. Write your answers in the space provided.

9. Explain how the Production Possibility Curve illustrates trade-
offs in decision-making.

Hint: Visualize the trade-off using a simple graph.

10. Why is economic data analysis important for policy-making?

Hint: Think about the reports you hear from the government and their implications.
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Answers
CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Check your answers with the solutions below.

1. What is economics and how does it relate to household
management?

Solution: Economics is the study of how individuals, families, and governments manage limited resources
to meet their unlimited wants. It derives from the Greek words 'oikos' (household) and 'nemein'
(management). In households, economics involves budgeting for necessities like food and shelter while
considering non-essential items. For instance, when a family decides to buy groceries instead of going out
for dinner, they are utilizing economic principles. Identifying needs versus wants helps in prioritizing
spending.

2. Discuss the three key questions in economics: What to
produce, How to produce, and For whom to produce?

Solution: The three key questions in economics address essential decisions: 'What to produce' involves
selecting which goods and services to create based on consumer needs and preferences. 'How to produce'
refers to choosing the most efficient methods of production, considering the combination of resources and
technology. Finally, 'For whom to produce' determines how goods and services are distributed among
different income groups. For instance, when farmers decide between growing cash crops or food crops,
they consider market demand, production methods, and target consumers.

3. Explain the concept of opportunity cost with an example.

Solution: Opportunity cost is the value of the next best alternative that is given up when making a choice.
For example, if a farmer can use a plot of land to grow wheat or barley, choosing to grow wheat means the
farmer forfeits the potential profit from barley. Therefore, the opportunity cost is the profit that could have
been gained from the barley crop. Understanding opportunity cost helps individuals and businesses to
evaluate their options more effectively.

4. How does scarcity affect economic choices and decision-
making?

Solution: Scarcity, the fundamental economic problem arising from limited resources and unlimited wants,
forces individuals and society to make choices. For example, a family must decide whether to spend money
on new clothing or save it for future emergencies. Each choice carries trade-offs and opportunity costs,
influencing not only personal budget decisions but also broader economic policies. Economic systems must
find ways to allocate scarce resources efficiently to balance needs and maximize satisfaction.
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Answers
CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Check your answers with the solutions below.

5. Compare and contrast the characteristics of planned, market,
and mixed economies.

Solution: A planned economy is controlled by a central authority, which makes decisions on production
and distribution. In contrast, a market economy operates on supply and demand with minimal governmental
interference. A mixed economy contains elements from both, allowing for private ownership alongside
government regulation. For example, India operates as a mixed economy where the government regulates
certain sectors but also encourages private business development. Each system reflects different
responses to resource allocation and market mechanisms.

6. What role does government spending play in an economy?

Solution: Government spending is crucial for influencing economic growth and stability. It can stimulate
economic activity during recessions through investments in infrastructure, health, and education. This
spending creates jobs and enhances public services. For instance, investment in transportation improves
logistics and can attract business development, while spending on healthcare enhances productivity by
ensuring a healthier workforce. Balancing government spending is essential to avoid budget deficits while
promoting sustainable growth.

7. Define the concept of needs and wants and provide examples.

Solution: Needs are essential items required for basic survival, such as food, clothing, and shelter. Wants,
on the other hand, are non-essential items that enhance quality of life, like the latest smartphone or luxury
vacation. For instance, a family needs food and water to survive but may desire a new car for convenience.
Understanding the distinction helps individuals prioritize their expenditure based on their limited resources.

8. Discuss how supply and demand influence market decisions.

Solution: Supply and demand are fundamental concepts that determine prices and the quantity of goods
available in a market. When demand for a product increases, prices tend to rise unless supply also
increases to meet the demand. Conversely, if supply exceeds demand, prices will fall. For example, if many
students want a new video game, and there is limited stock, the price may increase. Economic entities must
analyze these dynamics to make informed production and pricing decisions.
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Answers
CHAPTER: ECONOMICS - BUILDING BLOCKS IN ECONOMICS:

THE PROBLEM OF CHOICE

Check your answers with the solutions below.

9. Explain how the Production Possibility Curve illustrates trade-
offs in decision-making.

Solution: The Production Possibility Curve (PPC) is a graphical representation that shows the maximum
possible output combinations of two goods that can be produced with available resources. Points on the
curve reflect efficient resource use, while points inside indicate inefficiencies. When a producer increases
the output of one good (like barley) they must reduce the output of another (like wheat), illustrating trade-
offs and opportunity costs in production. Analyzing the PPC helps in understanding the limits and efficiency
of resource allocation.

10. Why is economic data analysis important for policy-making?

Solution: Economic data analysis provides a foundation for making informed decisions by evaluating
potential impacts and trends. Policymakers rely on data to understand economic performance, identify
areas for improvement, and forecast demographic trends. For example, the Economic Survey of India
informs policymakers about the country’s economic condition and assists in making decisions that directly
affect the growth and welfare of the population. Good decision-making rooted in data minimizes the risks
associated with changes in fiscal and monetary policy.
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