
Determination Of Income And Employment 

 

1. Read the following statements carefully : (2024) 

Statement 1: If in an economy the level of income increases (△Y), it will always 

proportionately increase the level of consumption (△C). 

Statement 2: Marginal Propensity to Consume (MPC) and Marginal Propensity to 

Save (MPS) are always equal to each other. 

In the light of the given statements, choose the correct alternative from the 

following: 

(A) Statement 1 is true and Statement 2 is false. 

(B) Statement 1 is false and Statement 2 is true. 

(C) Both Statements 1 and 2 are true. 

(D) Both Statements 1 and 2 are false. 

Ans. (D) Both Statements 1 and 2 are false. 

2. Read the following statements - Assertion (A) and Reason (R). Choose the 

correct alternative given below : (2024) 

Assertion (A) : Full employment situation refers to absence of involuntary 

unemployment. 

Reason (R) : Under full employment situation, all the willing and able bodied 

people get employment at the prevailing wage rate. 

Alternatives : 

(A) Both Assertion (A) and Reason (R) are true and Reason (R) is the correct 

explanation of Assertion (A). 

(B) Both Assertion (A) and Reason (R) are true, but Reason (R) is notthe correct 

explanation of Assertion (A). 

(C) Assertion (A) is true, but Reason (R) is false. 

(D) Assertion (A) is false, but Reason (R) is true. 

Ans. (A) Both Assertion (A) and Reason (R) are true and Reason (R) is the 

correct explanation of Assertion (A). 

3. Total consumption expenditure by households under Keynesian Economics is a 

combination of __________ and __________.  (2024) 

(Choose the correct alternative to fill in the blanks) 
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(A) Autonomous Consumption, Autonomous Investments 

(B) Autonomous Investments, Induced Consumption 

(C) Induced Investments, Autonomous Investments 

(D) Autonomous Consumption, Induced Consumption 

Ans. (D) Autonomous Consumption, Induced Consumption 

4. Complete the following table. Construct/Express the Consumption function at 

₹ 200 crore level of income. (2024) 

Income (Y) 

(in ₹ crore) 

Savings 

(in ₹ crore) 

Average Propensity 

to Consume (APC) 

Marginal Propensity 

to Save (MPS) 

0 ( – ) 30 – – 

100 ........... 1 ........... 

200 ........... 0·85 ........... 

300 ........... 0·8 ........... 

 

Ans.  

 

Income (Y) 

(in ₹ crore) 

Savings 

(in ₹ crore) 

Average Propensity 

to Consume (APC) 

Marginal Propensity 

to Save (MPS) 

0 ( – ) 30 – – 

100 0 1 0.3 

200 30 0·85 0.3 

300 60 0·8 0.3 

 

 

(Alternate answer for which marks may be awarded - Consumption at ₹ 200 

crore level of income = ₹ 170) 

Working Note: 

At an income level of ₹ 200 crore, Marginal Propensity to Save (MPS) = 0.3 and 

Marginal Propensity to Consume (MPC) = 1- MPS  

⇒ 1 - 0.3 = 0.7 
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5. "In an economy, ex-ante Aggregate Supply is less than ex-ante Aggregate 

Demand.”  

Explain its impact on the level of output, income and employment. (2024) 

Ans. In an economy, if ex-ante Aggregate Supply is less than ex-ante Aggregate 

Demand, it implies that households are planning to consume more than what the 

firms expected them to. This will lead to an unintended fall in inventories. To 

restore the desired level of inventories, producers may plan to expand 

production. As a result, there may be an increase in the level of output, 

employment and income in the economy. 
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